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ABSTRACT
The banking sector is very important for Indias ( == Priavte Banks \

development. It helps people and businesses by giving them [™
access to money and making sure it is used in the way. Public ":“' ; N

and private sector banks are the parts of the Indian financial
system. They both help the economy grow and make sure
people have money when they need it.

Public sector banks focus on helping people who do not .
have a lot of money and making sure everyone has access to |«
banking services. Private sector banks on the hand try to make \ S e s ey s e s J
a profit be efficient and come up with new ideas. This study N—EZE— 22 A
looks at how public and private sector banks in India are doing financially.

It checks things like how money they make if they have enough money to lend the quality of their
assets and how well they operate. The study also thinks about how the ownership of banks the way they
are managed and the technology they use affects how well they do. The researchers used information from
the Reserve Bank of India financial statements and what other experts have written about this topic.

They looked at the numbers. What other people have said to get a complete picture of how banks
are doing in India. What they found out is that private sector banks usually make money and are more
efficient than public sector banks.. Public sector banks are better at helping people who do not have a lot of
money and giving them loans.

However public sector banks have a problem with loans that people are not paying back. The study
says that both public and private sector banks are necessary for India to have an stable banking system. To
make the banking system better banks need to have management make sure they are lending money to the
right people and use technology to help them.

The banking sector in India needs to do these things to get better. The banking sector is very
important. It needs to be strong. The banking sector has to help people and businesses, in India. The
banking sector is the backbone of the financial system.

KEYWORDS: Bank Performance, Public Sector Banks, Private Sector Banks, Profitability, Asset Quality,
Financial Stability.

INTRODUCTION
The Indian banking system is really important for the countrys money matters. It helps people
save money and invest it. Banks are like middlemen between people who save money and people who
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borrow money. They make sure that money is used in the way possible. So how well banks do their job
is very important for the country not just for the banks themselves.

Public sector banks are the players in the Indian banking system. They have a lot of branches
and a lot of customers. The government owns these banks. They try to help people in many ways like
making sure everyone has access to money helping rural areas and giving loans to people who really
need them. They also help the government make sure that money is distributed fairly.. Sometimes these
banks are not very efficient and they spend a lot of money. They also have to deal with people not
paying back their loans.

Private sector banks are different. They are about making a profit and they are very good at it.
They use technology and modern ways of doing things to make more money. They are also very good at
taking care of their customers. These banks can change quickly when the market changes, which helps
them compete with public sector banks. The Indian banking system has both public sector banks and
private sector banks and both the Indian banking system and the banks are important, for the country.

OBJECTIVES

1. To compare the financial performance of public and private sector banks in India.

To analyze key financial indicators such as profitability, liquidity, and asset quality.

To evaluate differences in operational efficiency between public and private sector banks.
To examine the impact of non-performing assets on banking performance.

To identify strategies for improving financial performance in the banking sector.

Vi W

REVIEW OF LITERATURE

The way banks perform financially is something that a lot of people study. This is because banks
are very important for the economy to grow, for people to get credit and for the whole financial system
to be stable. Some people, like Athanasoglou, Brissimis and Delis did a study in 2008. Found out that
how well a bank does financially depends on things like how strong the bank is, how well it operates
and the quality of its assets. It also depends on what's happening in the economy. They looked at things
like ROA and ROE which're important for comparing how public and private banks do.

Demirgii¢c-Kunt and Huizinga did a study in 1999. Found out that how much money banks make
depends on things like the bank itself taxes, rules and what is happening in the economy. This is helpful
for understanding why the Net Interest Margin's an important indicator of how well a bank is doing.
Molyneux and Thornton did a study in 1992. Found out that how well European banks do depends on
things like how much capital they have, interest rates and how efficient they are. They found out that it
is not about how much money the bank makes, but also about how well it manages its resources and
expenses.

Pasiouras and Kosmidou did a study in 2007. Found out that how well commercial banks do
financially depends on how well they are managed and what is happening in the economy. Their study
shows that both the bank itself and the economy are important when comparing how different types of
banks do.

Gambacorta did a study in 2009 and found out that when the economy is doing well banks do
better but when the economy is not doing well banks do worse. This is important for India, where both
public and private banks are affected by what's happening in the economy.

Boyd and De Nicolo did a study in 2005. Found out that competition can affect how much risk
banks take. This is important for comparing private banks because private banks usually operate in a
more competitive environment.

Diamond and Dybvig explained in 1983 why banks are important for providing liquidity and
keeping depositors confident. They said that banks need to have liquidity to avoid financial problems.
This is why liquidity is a thing to look at when analyzing how well a bank is doing financially.

Levine did a study in 2005. Found out that a strong banking system is important for the
economy to grow. He said that banks help people save money and get credit which's important for
India, where both public and private banks contribute to the economy.
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Mishkin explained in 2007 the role of institutions in monetary policy, credit creation and
financial stability. His work helps us understand how banks work and why their financial performance
is important.

Saunders and Cornett highlighted in 2018 the importance of managing risk in institutions. They
said that banks face risks like credit risk, liquidity risk, market risk and operational risk. Their work is
helpful for understanding why managing risk is necessary for banks to do better.

The Reserve Bank of India has reported that public sector banks in India have faced problems
like having a lot of loans not being very profitable and not being very efficient. On the hand private
sector banks have done better in terms of being profitable using technology and serving customers.
However public sector banks are still very important for helping people in areas and making sure
everyone has access to financial services.

Overall the studies that have been done show that things like profitability, liquidity, asset
quality, operational efficiency and risk management are all important for banks to do well. The studies
also show that private sector banks usually do better in terms of being efficient and making money
while public sector banks have a role in helping people and developing the economy. So it is helpful to
compare public and private sector banks in India to see what they are good at and what they are not
good, at.

RESEARCH METHODOLOGY

This research paper is conceptual and analytical in nature and is based on secondary data
sources. Information has been collected from Reserve Bank of India reports, annual reports of banks,
financial databases, and published academic research.

The study focuses on analyzing financial performance indicators such as Return on Assets
(ROA), Return on Equity (ROE), Net Interest Margin (NIM), liquidity ratios, and non-performing assets.
A comparative approach is adopted to examine differences between public and private sector banks.
The methodology integrates theoretical perspectives and empirical findings to provide a
comprehensive evaluation of banking performance, consistent with the structure used in the reference
study .

Comparative analysis between public and private sector banks.

The differences in ownership, objectives, and management practices lead to variations in financial
performance between public and private sector banks. Therefore, a comparative analysis of these two
sectors is essential to understand their strengths, weaknesses, and overall contribution to the Indian
economy.

1. Profitability Analysis

Bank performance is really about how banks make money from what they do and use the things
they have. This is often measured by looking at things like how money they make from their assets and
the money that belongs to their shareholders. When banks make money it usually means they are doing
well and are good at what they do.

There are things that can affect how well banks do, like how well they manage their costs how
many different kinds of income they have, how well they use what they have and how good they are at
dealing with risks. These things are important when we want to compare how well different kinds of
banks are doing, like private banks. They help us see how well each bank is using its money. Making
money is important for banks because it helps them keep going and makes investors want to put their
money in the bank. It also helps the bank grow over time. So it is really important to look at how banks
are making money when we want to know how well they are doing overall. It also helps us see what is
different about kinds of banks.

Private banks usually make money than public banks because they are better at what they do
and have better ways of managing things. They are good at keeping costs using new technology and
finding new ways to make money like charging fees for some services. They also try to make their
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customers happy. Can change quickly when things in the market change. This helps them do better
financially. On the hand public banks often have problems like high costs many employees and having
to put aside a lot of money for loans that are not being paid back. These things can make it harder for
them to make money. They also have to follow a lot of rules and do things that're good for society,
which can limit how well they do financially. All these things together affect how well public banks do
with money. So public banks really need to find ways to make their costs lower and deal with loans that
are not being paid back if they want to make money and be more competitive.

Private sector banks and public sector banks are different in ways and profitability is a key part
of that. Profitability of private sector banks is usually higher. This is because of the way they do things.
They are always looking for ways to make money and this helps their profitability. Profitability of public
sector banks, on the hand is often lower and this is because of the challenges they face. They have to
deal with problems and this affects their profitability.. No matter what kind of bank it is profitability is
important and banks need to find ways to make more money if they want to keep going and grow over
time.

2. Asset Quality (Non-Performing Assets)

Asset quality is really important for a bank. It shows how well the bank is doing with its lending
and managing credit risk. We can see how good the asset quality is by looking at the -performing assets.
These are loans that do not make money for the bank. If a bank has a lot of -performing assets it means
the bank has a higher credit risk and its assets are not very good. This can hurt the banks ability to
make money and have cash.

Maintaining asset quality is very important for a bank to stay strong and do well in the long run.
It also helps the bank get trust from investors. Follow the rules set by the government. The Reserve
Bank of India keeps an eye on the asset quality of banks. To keep non-performing assets low banks need
to be good at checking credit watching loans and getting back money that is owed to them. So asset
quality is a thing to look at when comparing how well public and private banks are doing.

Public sector banks usually have non-performing assets than private sector banks. This is
because they have some problems with how they work and make decisions about lending money.
Sometimes the government gets involved in lending decisions. This can cause problems. Public sector
banks also lend money to industries that are struggling which can increase -performing assets. When a
bank has a lot of -performing assets it loses money from interest and has to set aside more money for
bad loans. This hurts the banks ability to make money and be strong.

On the hand private sector banks are better at managing their assets. They are very careful
when they lend money and have systems in place to manage risk. They also watch their loans closely.
Try to get back money that is owed to them. This helps them have non-performing assets, which means
they can make more money and be more stable. The difference between public and private sector banks
shows how important it is to be good at managing credit risk. Public sector banks need to improve their
asset quality if they want to do. Asset quality is a priority, for these banks. They need to work on it to
improve their performance and be stronger.

3. Liquidity Position

Liquidity position is an important part of how well a bank does its job. It shows that a bank can
pay its debts on time and give depositors their money when they need it. When a bank has money it can
do its daily work smoothly and people will trust it. We usually measure this using things like the ratio
and how much cash a bank has. A bank that has a lot of money is better at dealing with money problems
and unexpected expenses.. If a bank has too much money just sitting around it is not making as much
money as it could. So banks need to find a balance between having money and making a profit.

The Reserve Bank of India. Other groups like it make rules about how much money banks need
to have so that everything stays stable. That is why managing money is a part of figuring out how well a
bank is doing.
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Banks that are owned by the government usually keep a lot of money because they are careful
about who they lend to and they follow all the rules. This helps them stay safe even when things are not
certain.. Sometimes they have too much money and it is not being used, which can mean they do not
make as much money as they could. On the hand banks that are not owned by the government try to use
their money in a smarter way. They want to make much money as they can but they also need to make
sure they have enough money. This way they can make money but they need to be careful not to run out
of money. When banks manage their money well they can compete with banks and stay safe. So the way
banks manage their money shows that there is a trade-off, between being safe and making a profit.

4. Operational Efficiency

Operational efficiency is a deal for a bank. It shows how well a bank uses its resources to make
money and keep costs down. People usually measure this by looking at the cost-to-income ratio. This
ratio shows how operating expenses compare to income. A lower ratio is good. It means the bank is
using its resources well and managing its money wisely.

When a bank runs its operations efficiently it can make money provide better service and stay
competitive. Things like using technology, managing workers and making processes better are very
important for efficiency. In the banking world today operational efficiency is closely tied to
transformation and automation. Banks that can simplify their operations are better at responding to
what the market wants. So operational efficiency is a thing to look at when evaluating how well a bank
is doing.

Private sector banks are usually better at this. They have management use automation and
adopt new technology. They focus on cutting costs making services better and making customers happy
with banking. This helps them get work done and do better financially. On the hand public sector banks
often have problems like too many staff, slow decision-making and old systems. These problems make
them less efficient. They spend more on operations. Make decisions slowly. As a result their cost-to-
income ratio is higher which means they are not as efficient.

Public sector banks need to get better at efficiency to stay competitive. Investing in technology
and changing how they do things can really improve their performance. Operational efficiency is
important for banks. It helps them make money and provide service. Banks like to improve their
efficiency by using new technology and managing their workers well. This makes them more
competitive.

* Private sector banks do well with efficiency
* They use technology and automate tasks

* Public sector banks have trouble with this
* They need to improve to stay

Operational efficiency is a key part of the banking business. Banks that do this well are more
successful. They make money and provide better service. Operational efficiency is important, for all
banks, including private sector banks.

5. Technological Advancement

Technological advancement has become a critical driver of transformation in the banking
sector, significantly improving efficiency, reducing operational costs, and enhancing customer
experience. The integration of digital banking platforms, mobile applications, artificial intelligence, and
data analytics has revolutionized how banking services are delivered. These technologies enable faster
transactions, better decision-making, and improved risk management. Automation of routine processes
also helps in minimizing human errors and increasing productivity. In addition, technological
innovation allows banks to offer personalized services and expand their reach to a wider customer
base. In today’s competitive environment, the adoption of modern technology is essential for sustaining
growth and maintaining a competitive edge. Regulatory bodies also encourage digitalization to promote
financial inclusion and transparency. Therefore, technological advancement is a key factor in evaluating
the performance of banks.
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Private sector banks are at the forefront of technological adoption, leveraging advanced
digital tools to enhance operational efficiency and customer satisfaction. They offer innovative
services such as internet banking, mobile banking, Al-based customer support, and digital payment
solutions, which improve convenience and service quality. Their ability to quickly adapt to
technological changes gives them a competitive advantage. In contrast, public sector banks are
gradually embracing technology but still lag behind due to legacy systems, budget constraints, and
slower decision-making processes. This gap affects their efficiency and customer service capabilities.
However, increasing investments in digital infrastructure and government initiatives are helping public
sector banks modernize their operations. Strengthening technological capabilities is essential for
improving their overall performance.

6. Risk Management Practices

Risk management practices are fundamental to the stability and sustainability of banks,
as they involve identifying, assessing, and mitigating various financial risks. Banks are exposed to
multiple types of risks, including credit risk, market risk, liquidity risk, and operational risk, all of which
can significantly impact their performance. Effective risk management ensures that potential losses are
minimized and financial stability is maintained. It also supports better decision-making and enhances
regulatory compliance. In the modern banking environment, risk management frameworks are
strengthened through the use of advanced analytical tools and regulatory guidelines such as Basel
norms. A strong risk management system helps banks maintain asset quality and protect stakeholder
interests. Therefore, risk management is a critical component in evaluating the financial performance of
banks. It also plays a vital role in maintaining trust and confidence in the banking system.

Private sector banks generally have more robust and advanced risk management
frameworks, enabling them to respond quickly and effectively to market changes. They utilize
modern risk assessment tools, data analytics, and strict monitoring systems to control and reduce
potential risks. This proactive approach helps in maintaining better asset quality and financial stability.
In contrast, public sector banks, although improving, still face challenges in implementing advanced risk
management practices due to structural and operational limitations. Issues such as delayed decision-
making, legacy systems, and higher exposure to risky sectors affect their risk management efficiency.
However, ongoing reforms and regulatory measures are helping strengthen their frameworks.
Improving risk management practices is essential for enhancing the overall performance and resilience
of public sector banks.

CONCLUSION

The study highlights significant differences in the financial performance of public and
private sector banks in India. It is evident that private sector banks generally perform better in key
areas such as profitability, operational efficiency, and asset quality. These differences arise due to
variations in management practices, organizational flexibility, and adoption of modern banking
techniques. Private banks are more focused on performance-driven strategies, which enhance their
financial outcomes. In contrast, public sector banks face structural and operational challenges that
affect their efficiency. Therefore, a clear performance gap exists between the two sectors.

Private sector banks have demonstrated superior performance due to their strong
emphasis on innovation, cost control, and customer-centric services. Their adoption of advanced
technology and efficient resource utilization enables them to achieve higher profitability and
productivity. Additionally, better risk management practices and stricter credit assessment systems
contribute to improved asset quality. Their ability to quickly adapt to changing market conditions gives
them a competitive advantage. These strengths allow private sector banks to operate more efficiently in
a dynamic financial environment. As a result, they continue to lead in overall financial performance.

Public sector banks, however, play a crucial role in the Indian economy by promoting
financial inclusion and supporting socio-economic development. Their extensive branch network
allows them to reach rural and underserved areas where private banks have limited presence. They
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actively participate in implementing government schemes and priority sector lending. Despite facing
issues such as high non-performing assets and lower efficiency, their contribution to economic stability
remains significant. Government support and reforms are helping improve their performance over
time. Thus, public sector banks remain an essential part of the banking system.

In conclusion, strengthening governance, improving asset quality, and enhancing
technological capabilities are key to improving the performance of public sector banks. Reducing
non-performing assets and adopting modern management practices can help bridge the gap between
the two sectors. A balanced approach that combines efficiency with social responsibility is necessary for
long-term sustainability. Both public and private sector banks have unique roles that complement each
other. A competitive and well-regulated banking system is essential for maintaining financial stability.
Ultimately, a strong banking sector is vital for achieving sustainable economic growth in India.
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