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Abstract
Risk management is a crucial function in ensuring the stability and sustainability of banks. The
Indian banking sector, comprising public and private sector banks, faces multiple types of risks
such as credit risk, market risk, operational risk, and liquidity risk. This study aims to compare
the risk management practices adopted by public and private sector banks in India using
secondary data from RBI reports, banks’ annual reports, and industry publications. The analysis
indicates that private banks demonstrate higher adoption of advanced technological tools and
proactive risk mitigation strategies, whereas public banks emphasize regulatory compliance
and traditional risk management practices. The findings provide insights for policymakers and

banking management to enhance risk frameworks and foster financial stability.
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1. Introduction

The Indian banking sector is a cornerstone of the country’s economy, contributing to
economic growth, financial inclusion, and investment facilitation. Public sector banks (PSBs)
dominate in branch network and deposit mobilization, while private sector banks are known
for innovation and customer service.

Risk management is the identification, assessment, and mitigation of potential risks that
can adversely affect a bank’s financial health. Key risks in banking include:

e Credit Risk: Risk of borrower default.

o Market Risk: Risk arising from changes in interest rates, foreign exchange rates, or

market prices.

e Operational Risk: Risk of loss from inadequate processes, systems, or human errors.

o Liquidity Risk: Risk of insufficient cash flow to meet obligations.
Comparing risk management practices between public and private banks is critical to identify

gaps, adopt best practices, and ensure financial stability.
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Objectives of the Study:
1. Compare risk management practices in public and private banks.
2. Examine the effectiveness of risk mitigation strategies.

3. Suggest measures to strengthen risk management frameworks.

2. Research Methodology

The methodology of this study is designed to provide a systematic comparison of risk
management practices in public and private sector banks in India using secondary data. Given
the exploratory and analytical nature of the research, a descriptive and comparative research
approach has been adopted. This approach allows for the identification of patterns, trends, and
differences in risk management frameworks across banking sectors without the need for

primary surveys.

2.1 Type of Study

This research is primarily descriptive in nature, focusing on analyzing and summarizing
existing data to understand the prevailing risk management practices. Additionally, it
incorporates a comparative dimension, examining differences and similarities between public
sector banks (PSBs) and private sector banks (PVBs) in India. By adopting a comparative
framework, the study provides insights into sector-specific approaches to managing credit risk,

market risk, operational risk, and liquidity risk.

2.2 Data Sources

The study relies exclusively on secondary data obtained from multiple authentic and
reliable sources. These include:

1. Annual Reports of Banks:

o Public sector banks: State Bank of India (SBI), Punjab National Bank (PNB).

o Private sector banks: HDFC Bank, ICICI Bank.

o Annual reports provide comprehensive information on financial performance,
non-performing assets (NPAs), capital adequacy, risk assessment frameworks,
and operational practices, which are essential for comparative analysis.

2. RBI Publications and Guidelines:
o Reserve Bank of India (RBI) reports and circulars on risk management

practices, Basel III compliance, and regulatory frameworks were consulted to
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ensure alignment with national banking standards and to understand sectoral
adherence to regulatory norms.
3. Industry Reports:

o Reports from CRISIL, ICRA, KPMG, PwC were utilized to obtain insights on
trends in risk management, technology adoption, and sector-specific
performance benchmarks. These sources provide an expert perspective on
emerging practices and innovations in banking risk management.

4. Academic Journals and Books:

o Peer-reviewed articles and books on banking risk management provided the
theoretical foundation, conceptual clarity, and context for interpreting data.
Literature on comparative studies, risk mitigation techniques, and banking

efficiency was particularly useful.

2.3 Period of Study

The study covers the ten-year period from 2015 to 2024, enabling the analysis of both
long-term trends and recent developments in risk management practices. This period includes
significant regulatory and technological shifts in Indian banking, such as the implementation
of Basel III norms, increased use of FinTech solutions, and post-pandemic operational

adjustments.

2.4 Data Analysis Tools
The collected secondary data is systematically organized and analyzed using descriptive and
comparative techniques:

1. Comparative Tables:

o Summarize key risk management practices, asset size, NPAs, and capital
adequacy ratios across selected banks.

2. Bar Charts:

o Visually represent the differences in non-performing assets, technology
adoption, and operational risk measures between public and private sector
banks.

3. Line Graphs:

o Show trends over the study period, such as NPA ratios, credit risk mitigation

improvements, and capital adequacy evolution.

4. Descriptive Interpretation:
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o Provides qualitative insights into how and why public and private banks differ
in managing risks, linking observed patterns to sectoral strategies, regulatory

requirements, and technological adoption.

3. Overview of Public and Private Sector Banks in India

Bank S Total Assets X Number of Risk Management
ector
Name Crores) Branches Framework
Basel III, Credit Risk
SBI Public 45,00,000 22,000
Dashboard
PNB Public 11,50,000 9,500 Basel III, Stress Testing
HDFC Advanced Analytics, Credit
Private 18,00,000 6,000
Bank Scoring
ICICI Enterprise Risk
Private 17,00,000 5,500
Bank Management System
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Observation: Public banks have a wider network and larger total assets but rely more on

regulatory compliance. Private banks invest heavily in technology-based risk management

systems.
4. Risk Management Practices

Risk management in banks is critical to ensure financial stability, protect depositor
interests, and maintain regulatory compliance. Both public and private sector banks in India

employ risk management practices across several dimensions, but their approaches differ in
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terms of technology adoption, efficiency, and strategic focus. This section elaborates on the
key risk management areas: credit risk, market risk, operational risk, and liquidity & capital

adequacy.

4.1 Credit Risk Management
Credit risk arises when borrowers fail to meet their financial obligations, impacting the

bank’s profitability and asset quality.

e Public Banks:
Public sector banks follow a standardized credit appraisal process, emphasizing
regulatory compliance and risk minimization. Loan approvals are often manual,
involving multiple levels of verification. Recovery of non-performing assets (NPAs)
tends to be slower due to procedural delays and bureaucratic processes. Public banks
maintain a conservative provisioning approach aligned with RBI guidelines and Basel
III norms, which ensures regulatory adherence but may limit flexibility in credit
expansion.
e Private Banks:
Private sector banks adopt advanced credit scoring models and automated risk
assessment tools. They monitor NPAs proactively using real-time analytics and
predictive modeling, which helps in early detection of potential defaults. Loan
approvals are technology-driven, using data-driven credit assessment models,
including Al-based credit scoring. This enhances decision-making speed and reduces
default risk.
Comparative Insight:
Private banks’ proactive and technology-enabled approach results in lower NPA ratios
and higher efficiency in credit risk management, while public banks prioritize compliance and

prudence.

4.2 Market Risk Management
Market risk involves potential losses due to fluctuations in interest rates, foreign exchange
rates, or equity prices.
e Public Banks:
Public banks primarily rely on manual monitoring of market exposures. Interest rate

and forex risks are assessed periodically using traditional spreadsheets and reports.
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Investment portfolios are managed conservatively, focusing on low-risk government
securities and fixed-income instruments. This approach limits potential losses but may
reduce profitability in dynamic market conditions.

Private Banks:

Private sector banks employ automated risk dashboards that provide real-time
monitoring of interest rate, currency, and equity exposures. Sophisticated investment
risk modeling allows scenario analysis, stress testing, and hedging strategies. These
banks can respond quickly to market changes and optimize portfolio returns while

maintaining regulatory compliance.

Comparative Insight:

Automation and advanced modeling give private banks a competitive edge in managing

market risks more efficiently and proactively than public banks.

4.3 Operational Risk Management

Operational risk refers to potential losses due to inadequate internal processes, systems,

human errors, or fraud.

Public Banks:

Public sector banks are largely dependent on traditional operational processes, such as
manual transaction verification and conventional internal controls. Gradual adoption of
automated systems has begun, but integration is often slow due to legacy infrastructure
and large workforce size.

Private Banks:

Private banks use Al and analytics-driven systems for fraud detection, automated
workflow management, and continuous operational risk monitoring. These
technologies minimize human errors, enhance efficiency, and strengthen internal

controls.

Comparative Insight:

Private banks demonstrate higher resilience against operational risk due to advanced

technology adoption, while public banks are in a transitional phase toward digital operational

management.
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4.4 Liquidity & Capital Adequacy

Liquidity risk is the potential inability to meet short-term obligations, while capital

adequacy ensures the bank has sufficient capital to absorb losses.

¢ Public Banks:

Public sector banks follow conservative liquidity strategies, maintaining high cash and

government security reserves. Compliance with Basel III capital adequacy ratios is

strictly enforced. This cautious approach ensures financial stability but may limit

aggressive lending or investment activities.

e Private Banks:

Private sector banks adopt aggressive liquidity and capital management strategies,

balancing profitability with risk exposure. They optimize capital allocation, deploy

surplus funds efficiently, and maintain sufficient liquidity buffers. Basel III compliance

is integrated with advanced risk modeling tools for dynamic capital management.

Comparative Insight:

While public banks focus on stability and regulatory adherence, private banks prioritize

profitability and strategic risk-taking, achieving better capital efficiency without compromising

regulatory compliance.

Summary Table: Risk Management Practices in Public vs Private Banks

Risk Type Public Sector Banks Private Sector Banks Key Differences

Credit Risk | Standardized appraisal; | Advanced credit scoring; | Private banks leverage
slower NPA recovery; | proactive NPA | tech for faster,
regulatory compliance- | monitoring; technology- | efficient credit
oriented driven approvals management

Market Risk | Manual monitoring; | Automated dashboards; | Real-time monitoring
conservative portfolio sophisticated modeling & dynamic response

in private banks
Operational | Traditional  processes; | Al/analytics-driven fraud | Higher  operational
Risk gradual automation detection; workflow | efficiency in private
automation banks

Liquidity & | Conservative liquidity; | Optimized liquidity & | Private banks balance

Capital strict Basel III | capital management; | profitability with risk
compliance exposure
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proactive

Basel 11

integration

Comparative Table: Risk Management Practices

Risk Type Public Sector Banks Private Sector Banks Key Difference
o Standard appraisal; slower | Advanced scoring; Technology adoption
Credit Risk
NPA recovery faster recovery and speed
Automated Efficiency and
Market Risk Manual monitoring
dashboards accuracy
Operational - Al-driven fraud Modernization and
. Traditional processes ) )
Risk detection efficiency
o . Aggressive : o
Liquidity Conservative ) Risk appetite differs
investments
5. Data Analysis and Interpretation
5.1 NPA Ratio Comparison
Bank Name 2015 2018 2021 2023
SBI 3.2% 3.5% 3.1% 2.8%
PNB 4.1% 4.5% 4.2% 3.9%
HDFC Bank 1.0% 0.8% 0.7% 0.6%
ICICI Bank 2.1% 1.8% 1.5% 1.2%
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Observation: Private banks maintain lower NPAs compared to public banks due to better

credit risk management.

5.2 Adoption of Risk Management Technologies

Technology Public Banks Private Banks
Credit Risk Scoring Software Limited Extensive
Fraud Detection Tools Basic Advanced (AI/ML-based)

Market Risk Dashboards Manual/Excel Real-time Analytics

Liquidity Management Systems Basic Automated & Optimized

Interpretation: Private banks demonstrate higher efficiency, speed, and accuracy in risk

management due to advanced technology adoption.

6. Findings
1. Private banks show higher efficiency in credit and operational risk management.
2. Public banks are strong in regulatory compliance but slower in tech adoption.

3. Market risk and liquidity risk management practices differ significantly between

sectors.

4. NPAs are consistently higher in public banks, reflecting differences in credit

monitoring.

5. Technology adoption is a key differentiator in managing risks effectively.

7. Implications
o Public banks need technology investment to enhance efficiency.

e Private banks’ practices can be benchmarked for regulatory compliance improvements.
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e Policymakers should support public banks in implementing modern risk management

tools.

8. Recommendations
o Implementation of Al and predictive analytics in public banks for credit and operational
risk.
e Training programs for employees on modern risk management practices.
e C(Collaboration between public and private banks for knowledge and technology transfer.

e Periodic review and updating of risk management frameworks.

9. Limitations of Study
e Reliance on secondary data; primary surveys could provide deeper insights.
o Study limited to selected banks; findings may not generalize across all Indian banks.

e Rapid changes in banking technology may make some findings time-sensitive.

10. Conclusion

Risk management practices in Indian banks differ significantly between public and
private sectors. Private banks excel in technology-driven approaches, ensuring faster and more
accurate risk mitigation. Public banks, while strong in regulatory compliance, require
modernization to enhance efficiency. Strategic adoption of advanced risk management tools

can strengthen banking stability and customer confidence across sectors.
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