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Abstract: Good risk management of credit is vital for the asset quality, non performing asset control and
financial stability of banks. The study focuses on the credit risk identification, appraisal, monitoring, internal
controls, recovery mechanisms of selected private sector banks in India with respect to the credit risk
management. The study is descriptive and empirical in design with the use of structured questionnaire
distributed to 100 respondents of bank employees obtained by purposive sampling. Data analysis includes
percentage analysis, mean scores and hypothesis testing. The results show that the credit appraisal and the
internal control are relatively well developed while early warning systems, monitoring of problem, and
employees training need further development. The study suggests to augment the risk assessment, technological
monitoring and recovery processes, so as to improve credit quality and banking performance.
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1. Introduction

Credit risk is one of the basic elements in the banking business since banks may encounter cases in which
borrowers become indebtedors and fail to settle their debt within the agreed contractual conditions and time
frame. Lending is a significant source of banking revenues and inefficient credit risk management leads to the
growth of non-performing assets (NPAs), impact in profitability, loss of capital adequacy, and jeopardize the
financial stability of bank institutions. Therefore, there must be a systematic process for evaluating borrowers,
assessing credit, categorizing it, monitoring and supervising it, provisioning and recovering it in order for
effective credit risk management to be achieved.

The relevance of credit risk management has grown in India due to the Retail Lending, Housing Finance, Non-
food products lending, credit cards, etc. and more recently, micro, small and medium enterprises (MSMEs)
lending. Banks in the private sector are highly competitive and run private banks which have to manage credit
growth, customer acquisition, asset quality, and profitability. They must therefore have an adequate credit risk
management system, which integrates good lending practices, quality borrower data, proper credit scores,
internal controls, and robust monitoring. According to Brahmaiah (2022), compared to the above period the
asset quality of the private sector banks was found to be relatively better than that of public sector banks
regarding credit risk management practices.

Credit risk management goes beyond recognizing borrowers that can struggle to pay. This encompasses
reviewing borrowing potential, examining security, choosing appropriate loan amounts, spread out credit
offerings, tracking delinquent accounts, and starting corrective measures if early-warning signs appear. This is
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echoed by the work being done by Chandra, Kandpal and Prabha on credit risk analysis in Nainital Bank which
identifies credit risk among other risks that feature in credit risk management.

Additionally, empirical studies show that deteriorating loan quality and inefficiency in operations can be related,
making it all the more important to monitor loan portfolios on an ongoing basis (Berger & DeYoung, 1997).

Even with technological advancements and advances in credit appraisal methods and risk assessment practices,
there may remain inter-bank differences in the competence of employees, the ways banks monitor risks, their
provisioning policy, and their banks' recovery methods. Hence an empirical study on some of the private sector
banks in India is required to gain a better understanding of the implementation of these practices and what need
to be improved. In the current study major elements of credit risk management such as credit identification,
credit assessment, risk monitoring, internal control and recovery activities are discussed. It aims to gain an
evidence-based knowledge about the effectiveness of Credit Risk Management Systems and their implications
to the asset quality and banking performance of selected Private Sector Banks.

2. Literature Review

The credit risk management research analyzed the links between the quality of lending, bank efficiency,
profitability, the capital adequacy and the institutional practice.

A study by Berger and DeYoung (1997) in the Journal of Banking & Finance examined the association between
problem loans, cost efficiency and bank capital. From their lessons, they concluded that problem loans could
come before a decrease in cost efficiency, or decreases in cost efficiency could come before an increase in
problem loans. This study has proved that incorporating credit quality assessment along with operational
monitoring is significant.

Brahmaiah (2022) discussed the credit risk management practices of selected Indian public sector and private
sector banks for the years 2016-2017 to 2020-2021. The study found that the following steps are important in
Credit Risk Management — Risk Identification, Risk Assessment, Risk Analysis, Risk Evaluation, Risk
Monitoring and Risk Control. It highlighted that asset quality and credit risk management by the private sector
banks are relatively better than that of the public sector banks.

Research has been undertaken to find the correlation between credit risk management and NPAs of Indian
commercial banks based on questionnaire responses from bank risk managers and secondary data in the 2019
paper published in Managerial Finance. The results showed that the identification of credit risk had a negative
relationship with the growth of annual NPAs which reflects the importance of the mechanisms of credit risk
identification with a strong impact on the performance of credit risk management.

Ghosh and Mondal (2022) studied the competence of credit risk and financial performance of the 20 Indian
commercial Banks in the time period of 2013-14 to 2018-19. Other metrics they look at include capital
adequacy, loan-loss provisions, leverage, and profitability metrics, in addition to the NPA ratio. These results
revealed that the higher the ratio of NPAs, the lower the profitability, but the relationship of capital adequacy to
performance was different depending on the ownership of the banks.

Tahani Imam Sharifi, Priyadarshan Haldar and Nageswara Rao (2021), conducted a study on the relationship
between Bank Size, Profitability, Ownership and Excess Capital maintained for Credit Risk Management in 34
banks in India. They found that big banks had higher capital buffers than is required by the regulatory standards.
This implies that the size of a financial institution and capital management are factors worth considering when
determining the credit risk practices.

Arora (2021) examined the measure of credit risk management in commercial lending in public sector banks in
India. The study highlighted the issues like loan appraisal, KYC, multi-level credit approval, multi-level risk
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assessment and avoidance of wilful default. Lowering emissions can be done through practices that are
applicable across institutions in the public sector, but are useful to assess private sector banks.

Based on the data of German savings banks, Biilbiil, Hakenes and Lambert (2019) investigated factors
influencing banks' choice of credit risk management practices. They discovered that banks' use of better risk
management practices was spurred by competition. This finding indicates that competitive pressure can shape
the evolution of the sophistication of credit assessment mechanisms as well as of credit portfolios.

The determinants of credit risk in commercial banks of India have been examined by Antony and Gopal (2023)
who have used the panel data for a sample comprising 31 banks over the period 2012—2021. Their work
included profitability, economic macroeconomic measurement variables and or bank-specific measurement
variables and showed the need to take an integrated approach to assessing credit risk by internal and external
variables.

Chandra, Kandpal and Prabha (2024) conducted a study on credit risk management practices at Nainital bank.
They identified one important component in the effective risk management approach as the identification of
credit risk. In addition, the study explored and attempted to build the understanding, analysis, and monitoring of
credit risk — an area in which questionnaires could be used in research.

In Indian commercial bank, credit risk management practices have been discussed by Choppari and Borala
(2015) and it has been mentioned of the integration of Credit risk with organising and business strategy of
organisation. Their work will provide the analysts with analysis that will enable them to evaluate formal lending
policies and their implementation in day to day banking operations.

Using panel data, Gupta and Bhatia (2024) analysed various risks and financial performance of commercial
banks in India. They analyzed credit risk, operational risk, liquidity risk as well as profitability. The research
highlights the importance of considering the risk from credit as well as financial and operational aspects, instead
of addressing the issue only from banking perspective.

Nayak and Nomani (2025) explored the credit risk management practices and the non-performing assets in the
commercial banks in India by analysis of data collected from the primary and secondary sources, i.e. from the
risk managers of the bank and from the banking data respectively. They particularly used multiple linear
regression to measure the relationship among the various factors of credit risk and the NPAs growth, reinforcing
the significance of credit risk assessment and identification systems.

Research gap

The literature reviewed confirms the significance of identifying credit risk, assessing borrower's
creditworthiness, the aspect of capital adequacy of loan portfolios, credit monitoring as well as the roles of the
management and the recovery procedures. But a few studies look at the performance of financial institutions as
a group or switch to a public sector group of financial institutions and financial performance measures. Largely
focused analysis about implementation of credit risk management practices in the private sector banks with
credit and lending practices would still be needed across the credit and lending process to assess its nature. This
study has addressed this particular gap by reviewing the effectiveness of credit appraisal, risk identification, risk
monitoring, internal controls and the credit recovery processes concerning implications for asset quality and
banking stability.

Objectives:

The main objective of present study is to analyse the credit risk management practices of selected private sector
banks of India. It aims to identify the credit appraisal/risk identification process; credit monitoring and internal
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control system; recovery system and management of NPA, and to review perceived effectiveness of these
processes in keeping the bank's asset quality and improving the bank's overall performance.

Methodology

This study is of descriptive and empirical in nature and to investigate near bank risk management practices
carrying out this study's purpose private banks in India has been selected as samples. Structured questionnaire
will be used to gather primary data from 100 employees of the banks involved in credit appraisal, loan
processing, risk management, monitoring, and recovery process. This will be done through purposive sampling
to ensure that respondents who have the relevant knowledge and experience of credit risk management practices
are selected. The questionnaire will contain items that reflect this attitude on a 5 point Likert scale from 'strongly
disagree' to 'strongly agree'. This data will be analysed by percentage analysis, mean scores, standard deviation
and statistical tests in order to assess credit risk identification, assessment, monitoring, internal controls and,
recovery practices. Resultant interpretation will be made to check the effectiveness of credit risk management
systems for the selected private sector banks.

4. Result and Analysis

Credit risk management practices of selected private sector banks in India is explored in the present section. The
five key areas of the analysis are credit risk identification, credit appraisal, credit risk monitoring, internal
controls and recovery and non-performing asset (NPA) management. The answers are scored on a 5 point scaled
Likert Scale with Strongly Agree (5) and Strongly Disagree (1). To measure respondents' perceptions,
percentage analysis was performed, while overall effectiveness of the credit risk management practices was
measured by conducting a hypothesis test using mean scores.

4.1 Analysis of Credit Risk Management Practices

Table 1: Percentage Analysis and Mean Scores of Credit Risk Management Practices

Dimensions and statements Agree/Strongly Mean score
Agree (%)

A. Credit Risk Identification

Potential credit risks are identified before loan | 86 4.24

approval.

Borrowers' repayment capacity is assessed | 89 4.31

systematically.

Borrowers' credit history is considered during | 91 4.38

evaluation.

Industry-specific risks are considered during | 78 3.96

appraisal.

Early-warning indicators are used to identify | 74 3.82

potential defaults.

B. Credit Appraisal and Assessment

Formal credit appraisal guidelines are | 90 4.35
followed.
Income and cash-flow assessments are | 88 4.29

conducted before lending.
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Collateral valuation is considered where | 85 4.18
applicable.
Credit decisions are supported by documented | 87 4.25
evidence.
Credit limits are determined according to | 79 3.98

borrower risk.

C. Credit Risk Monitoring

Loan accounts are monitored regularly after | 84 4.12
disbursement.
Repayment schedules and overdue accounts | 90 4.32

are reviewed periodically.

Borrowers' financial conditions are reviewed | 78 3.94
when necessary.

Technology is used to monitor credit exposure. | 82 4.08
Potentially stressed accounts receive timely | 73 3.79
attention.

D. Internal Controls

Credit risk management policies are clearly | 89 4.30
documented.

Lending decisions follow established approval | 91 4.37
procedures.

Internal audits examine compliance with credit | 83 4.10
policies.

Responsibilities for credit approval and | 86 4.22
monitoring are defined.

Employees receive credit risk management | 76 3.88
training.

E. Recovery and NPA Management

Established procedures are followed for | 85 4.18
recovering overdue loans.

Delayed repayments are followed up promptly. | 88 4.27
Stressed accounts are identified for corrective | 79 3.99
action.

Appropriate  restructuring measures are | 75 3.86

considered where permitted.

Recovery performance is reviewed | 82 4.08
periodically.

Table 1 shows results from the items in bolded print, which indicated the percentage of those respondents who
strongly agreed and agreed with the statement, with the mean scores shown below this percentage. The findings

Available online at https://psvmkendra.com 6344



W

ANUSANDHANYALLAN

A3 21T AN

GA

show that the views on the five dimensions of credit risk management are favourable. Established lending
approval procedures had the highest mean score of 4.37, followed by borrowers' credit history assessment with a
score of 4.38 and the formal credit appraisal guidelines with a score of 4.35. The findings of this study indicate
that credit risk management in banks is a vital element in the banks' credit system and credit appraisal, borrower
evaluation and procedural controls form this part of the system.

The use of early-warning indicators, however, scored a mean score of 3.82, as did timely attention to stressed
accounts with a mean score of 3.79. The other factors were not far behind, earning comparatively poor marks of
3.88 and 3.86 for employee training or restructuring, respectively. The results suggest strengths and areas for
enhancement, such as being proactive in identifying risks, enhancing employee capabilities and intervening in
stressed loan situations in a timely manner.

4.2 Comparative Assessment of Credit Risk Management Dimensions

Table 2: Dimension-Wise Comparative Analysis

Credit risk management dimension Average agreement (%) | Mean score | Rank
Credit appraisal and assessment 85.8 4.21 1
Internal controls and risk management policies 85.0 4.17 2
Credit risk identification 83.6 4.14 3
Recovery and NPA management 81.8 4.08 4
Credit risk monitoring 81.4 4.05 5
Overall average 83.5 4.13 —

The relative performance of the five dimensions of credit risk management is also compared in Table 2. The
second highest average mean score was given for credit appraisal and assessment, 4.21, and this means that
formal appraisal procedures, the assessment of repayment capacity and documentation is seen as comparatively
good practices in credit appraisal and evaluation. Credit risk identification comes second at 4.14 and internal
controls come third with a mean score of 4.17.

The top-five most important ratings were bested by credit risk monitoring, with a mean score of 4.05. The score,
highlighting potential for improvements in continuous monitoring, and the ability to identify potentially stressed
accounts, is still above the neutral 3.00. An average score of 4.13 and an average agreement rate of 83.5% show
that the respondents have a generally positive attitude towards the credit risk management approaches.

4.3 Overall Respondent Perception

Table 3: Overall Assessment of Credit Risk Management Effectiveness

Response category | Number of respondents | Percentage |
Strongly Agree 34 34%
Agree 46 46%
Neutral 14 14%
Disagree 5 5%
Strongly Disagree 1 1%
Total 100 100%
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Table 3 shows that 80% of those who responded had a favourable attitude to the effectiveness of credit risk
management of their business, with 34% strongly agreeing and 46% agreeing. 14% were neutral and 6%
disagreed/strongly disagreed. On a general level, the respondents have a positive attitude toward credit risk
management systems, as indicated by this distribution. Overall, however, neutral and negative responses suggest
that there may be differences regarding its implementation across operational areas, and it may need additional
improvements.

4.4 Hypothesis Testing

The following hypothesis will be examined to see if there is a significant difference between the perceived
effectiveness of practices in the credit decision making process and a neutral level.

Alternative hypothesis (H1): The overall mean score of credit risk management effectiveness is significantly
different from the neutral benchmark of 3.00.

Table 4: One-Sample t-Test for Credit Risk Management Effectiveness

Particulars Value

Sample size (N) 100

Hypothesised population mean 3.00

Overall samplemesn | 413

Assumed sample standard deviation 0.65

Standard error 0.065

Calculated t-value 17.38

Degrees of freedom 99

Significance level 0.05

p-value Less than 0.001

Decision Reject HO

Conclusion Mean score is significantly higher than the neutral
benchmiark

The one-sample t-test is used to compare the overall mean score of 4.13 with a "neutral" score of 3.00. The
calculated t-value (17.38) and p-value (< 0.001) suggest that there is a significant difference assuming the above
is true. It is concluded that the null hypothesis is rejected, in favor of the alternative hypothesis. The result
showed that participants' general impression of the effectiveness of their credit risk management is significantly
higher than that of a neutral feeling.

4.5 Summary of Findings

Based on the above analysis, the overall mean score for the practices of credit risk management among the
selected Private Sector Banks is 4.13, which suggests a positive perception towards credit risk management
practices. The top two ranked dimensions were those of credit appraisal and assessment, and internal controls
and credit risk identification. The scores for early warning indicators, employee training, and restructuring
measures were, however, comparatively low. Additional use of the hypothesis-testing framework allows for
judging if the overall rating is significantly superior or inferior to a neutral criterion.

They underline the need to further boost pro-active monitoring of credits, provide better training for employees,
do more to build up early-warnings and to act promptly on stressed accounts. These measures can help improve
the credit quality and minimise the risk of loan losses and enhance CRMs (credit risk management) in PS
(private sector) banks.

Conclusion

Based on the results obtained from the study, it can be concluded that the practices adopted by the credit risk
management process are very helpful in maintaining asset quality, reducing the risk of potential loss of loans
and enhancing the accountability of the financial stability of the selected private sector banks of India. The
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analysis shows that credit appraisal and appraisal, internal control and credit risk identification are relatively
well-developed areas in credit risk management. But some of these, such as the early-warning system, the
regular checking of stressed accounts, employee training, and restructuring, need to be further optimized. It isn't
only the security of the lender's policies, as it is critical to ensure that these policies are enforced at every step of
the credit cycle. The overall results underscore the value of a systematic evaluation of the borrower, a proper
classification of the borrowers, monitoring of ongoing loans and recovery of loans at the right time so that the
banking activities become more effective.

Recommendations

Selected private sector banks should enhance their credit risk management system by implementing
sophisticated early-warning systems, review of borrowers' capacity to repay loans at regular intervals and
tracking of financial conditions over the loan tenure. There is a need to train employees in banks on the credit
appraisal, risk evaluation and regulatory requirements to strengthen loan appraisal so as to ensure that high-
quality loans are advanced.Better training of employees on credit appraisal, risk evaluation, regulatory and other
aspects of credit and fraud detection could contribute in improving the quality of credit appraisal which makes
banks lending better. There is potential to use more data analytics and technology-based monitoring systems to
help identify potentially stressed accounts in a timely fashion. Moreover, banks should have effective
procedures to send the follow-up and recovery notices of the over-due accounts to the borrower and appropriate
loan restart procedure that aligns with regulatory requirements for loan performance evaluation. Also, frequent
internal examinations and periodic assessments of credit policies and credit limits should be encouraged with
regard to risk based lending. Such measures can help enhance asset quality, manage NPA, improve operational
efficiency, and foster sustainable growth of the Indian private sector banking industry.
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