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Introduction  

In the modern financial landscape, effective credit risk management has become a cornerstone of 

commercial banking. Credit risk—the risk that a borrower may fail to meet their financial 

obligations—can significantly impact a bank's profitability, solvency, and long-term sustainability. 

As commercial banks play a pivotal role in the economy, managing credit risk is not only crucial 

for their survival but also for maintaining the stability of the financial system at large. With the 

increasing complexity of financial products, rapidly evolving global markets, and diverse 

regulatory frameworks, banks are constantly adapting their credit risk management strategies to 

ensure they remain resilient in the face of economic uncertainties. 

This dissertation aims to provide a comparative analysis of credit risk management practices in 

commercial banks across different regions. It seeks to explore the various techniques, models, and 

regulatory frameworks employed by banks in addressing credit risk, and to highlight the key 

differences and similarities between banks operating in developed and emerging markets. By 

examining the credit risk management strategies of banks in different countries, this study will 

offer insights into the strengths and weaknesses of current practices and identify potential areas 

for improvement. 
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The significance of this analysis lies in the fact that credit risk is not only a concern for individual 

banks but also for the broader financial system. Inadequate credit risk management can lead to a 

surge in non-performing loans (NPLs), increased capital requirements, and the potential for 

systemic crises. Conversely, effective risk management can enhance profitability, strengthen 

investor confidence, and ensure that banks are better equipped to withstand financial shocks. 

Furthermore, the global financial crisis of 2008 and subsequent regulatory changes, such as the 

Basel III framework, have underscored the importance of robust credit risk management practices 

and their role in promoting financial stability. 

Credit risk management in commercial banks involves assessing and mitigating the risk of losses 

due to borrower defaults on loans or other credit facilities. This process helps banks reduce losses, 

maintain financial stability, and comply with regulatory requirements. It's a critical function for 

ensuring the long-term success of any banking organization. 

Credit risk refers to the probability of loss due to a borrower's failure to make payments on any 

type of debt. Credit risk management is the practice of mitigating losses by assessing borrowers' 

credit risk – including payment behaviour and affordability. 

Credit control refers to the policies and strategies adopted by banks to ensure timely recovery of 

loans, maintain asset quality, and minimize credit risk. In the dynamic environment of Indian 

banking, where both public and private sector banks operate under regulatory supervision, 

managing credit risk is critical. This study compares the credit control mechanisms of HDFC 

Bank, a leading private sector bank, and Canara Bank, a major public sector bank, to understand 

how each institution manages credit and maintains financial stability. 

 

Key aspects of credit risk management in commercial banks include: 

• Identifying and Assessing Credit Risk: 

This involves evaluating various factors, such as a borrower's financial history, repayment 

capacity, and any collateral offered.  

• Monitoring Credit Risk: 

Continuously tracking the performance of loan portfolios and individual borrowers to detect 

early warning signs of potential defaults.  

• Controlling Credit Risk: 
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Implementing strategies to mitigate or reduce credit risk, such as setting credit limits, 

diversifying loan portfolios, and obtaining collateral.  

• Mitigating Credit Risk: 

Using various techniques to reduce the impact of potential losses, such as credit insurance, credit 

derivatives, or engaging in credit guarantee schemes.  

• Reporting and Compliance: 

Maintaining accurate records of credit risk exposure and complying with regulatory 

requirements for capital adequacy and risk management practices.  

Credit risk is the potential for financial loss when a borrower fails to repay a loan or fulfill a debt 

obligation. It's a core concept in finance, impacting lenders like banks and investors. This risk can 

result in lost principal and interest payments, disrupted cash flows, and higher collection costs for 

the lender.  

A comparative analysis of credit risk management across commercial banks involves studying 

how different banks identify, assess, and mitigate credit risk, as well as evaluating their strategies 

for managing the risk in light of different regulatory environments, market conditions, and business 

models. 

 

OBJECTIVE: 

The objective of credit risk management in commercial banks is to identify, assess, monitor, and 

mitigate the risk that borrowers or counterparties will not fulfill their financial obligations 

according to the terms of the agreement. In essence, the goal is to minimize potential losses from 

defaults while maximizing the bank's profitability and maintaining a healthy financial position. 

• To study the present credit risk management steps undertaken by banks in issuing 

credits to consumers. 

• To identify the areas where there is a scope for improvement and offer suggestions.  

• Existing training to bank managers in identifying customer’s credibility.  

• Evolve an integrated framework for charting/categorizing various types of loans and 

advances, and determine implications on quality of credit and risk. 

• To study the bankers’ viewpoint towards credit risk management of public sector 

banks. 
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RESEARCH METHODOLOGY 

1. Research Design: This study adopts a comparative research design, aiming to 

evaluate and compare credit risk management practices among selected commercial 

banks. The design is both descriptive and analytical, as it seeks to describe existing 

practices and analyze differences in credit risk management approaches and their 

effectiveness. 

2. Objectives of the Study 

a. To analyze the credit risk management practices of selected commercial 

banks. 

b. To compare the effectiveness of credit risk assessment tools used by the 

banks. 

c. To evaluate the impact of regulatory frameworks on credit risk management. 

d. To recommend best practices for effective credit risk mitigation. 

3. Sampling Method 

a. Sampling Technique: Purposive Sampling is used to select banks that are 

representative of different segments (e.g., public sector, private sector, and 

foreign banks). 

b. Sample Size: A sample of 5–8 commercial banks is selected, which may 

include: 

i. Public Sector Banks (e.g., State Bank of India) 

ii. Private Sector Banks (e.g., HDFC Bank, ICICI Bank) 

iii. Foreign Banks operating in the country (e.g., Citibank, HSBC) 

4. Data Analysis Techniques 

a. Qualitative Analysis: Comparative analysis of policies, practices, and 

qualitative inputs from interviews. 

b. Quantitative Analysis: 

i. Ratio Analysis (e.g., Gross NPA Ratio, Net NPA Ratio, Capital 

Adequacy Ratio) 

ii. Trend Analysis over 5 years to observe risk trends 
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c. Use of statistical tools like SPSS or Excel for visual data interpretation 

(charts, tables, graphs). 

5. Scope of the Study 

a. Focus is limited to commercial banks operating in a specific country (you 

can specify the country, e.g., India). 

b. The study focuses on credit risk related to retail and corporate loans. 

c. It does not cover other types of financial risks (e.g., market risk or 

operational risk). 

6. Limitations of the Study 

a. Limited access to confidential credit risk data. 

b. Responses may be biased or incomplete due to the sensitivity of the subject. 

c. The sample may not represent the entire banking sector. 

d. Time and resource constraints may limit the depth of primary research. 

7. Ethical Considerations 

a. All information collected through interviews or questionnaires will be used 

solely for academic purposes. 

b. Respondents' identities and their banks will be kept confidential unless 

permission is granted. 

c. The study ensures compliance with institutional ethical standards. 

 

Data Analysis and Interpretation 

Interpretation: 

HDFC Bank shows more proactive and technologically-driven credit control methods, while 

Canara Bank follows a more traditional yet evolving model, with increasing digitization efforts. 

The data analysis in this section is based on a combination of primary data collected through 

structured questionnaires and interviews, and secondary data from annual reports, RBI 

publications, and public domain information related to HDFC Bank and Canara Bank. A total of 

60 respondents (30 from each bank) participated in the survey. 

1. Credit Control Frameworks: Digitization vs. Traditional Methods 
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• HDFC Bank employs a highly digitized credit control system with real-time monitoring, 

centralized loan approvals, and automated alerts, enabling faster decision-making. 

• Canara Bank uses more manual methods with periodic reviews and a hierarchical approval 

process, which may slow down decision-making and risk detection. 

2. Effectiveness in Managing NPAs 

• HDFC Bank maintains consistently low NPAs (below 2%), owing to strict borrower 

screening, predictive analytics, and efficient recovery systems. 

• Canara Bank has reduced its GNPA ratio from 8.42% in FY21 to around 4.6% in FY24, 

reflecting policy reforms and improved recovery strategies. 

3. Credit Risk Evaluation Practices 

• HDFC Bank heavily relies on automated credit scoring and digital profiling (70% usage), 

streamlining risk evaluation. 

• Canara Bank relies more on manual evaluation methods, with only 35% of staff using 

automated tools, leading to inconsistencies and slower processing. 

4. Credit Monitoring & Review Frequency 

• HDFC Bank employs real-time monitoring, supported by internal MIS systems and 

dashboard alerts for immediate action. 

• Canara Bank uses monthly or quarterly reviews, which delays timely intervention and 

increases the risk of overdue loans. 

5. Employee Training & Awareness 

• HDFC Bank provides quarterly training on updated credit policies, fraud detection, and 

technology. 

• Canara Bank offers less frequent training, especially in the area of newly adopted digital 

tools, limiting staff effectiveness. 

6. Automated vs. Manual Credit Control Tools 

• HDFC Bank utilizes advanced tools like automated credit alerts and AI-based risk 

profiling. 

• Canara Bank lacks automated credit alerts and AI-based risk models, relying on traditional 

manual checks. 

7. Common Challenges 



Conference Proceedings International Conference on Sustainable Development Goals- 

Challenges, Issues & Practices by TMIMT- College of Management, Teerthanker Mahaveer 

University, Moradabad 25th & 26th April 2025 TMIMT International Journal (ISSN: 2348-988X) 

 

 

7 ICSDG-CIP-2025 25th-26th April 2025 
 

• Both banks face challenges from external factors such as economic downturns and 

borrower defaults due to job loss. 

• Internal gaps include delays in automation adoption (Canara), inconsistent policy 

enforcement, and staff overload in both banks. 

8. Impact of Credit Appraisal Methods 

• HDFC Bank’s heavy reliance on automated credit scoring leads to faster loan processing 

and more consistent risk evaluations. 

• Canara Bank’s mixed approach (manual and semi-automated) results in slower processing 

times and greater room for human error in assessments. 

Key Finding: Even with strong frameworks, external risks and internal inefficiencies challenge 

credit control, especially in public sector banks with larger social lending obligations. 

Summary of Major Findings 

Key Area HDFC Bank Canara Bank 

NPA Control Strong, consistent Improving but still higher 

Tech Integration High Moderate (transition in progress) 

Risk Evaluation Predictive and automated Manual to semi-automated 

Monitoring Real-time Monthly/Quarterly 

Employee Training Frequent Irregular 

Credit Policy 

Flexibility 

Adaptive & dynamic Rule-bound and slower to change 

 

 

Recommendations & Suggestions 

Based on the analysis of credit control mechanisms in HDFC Bank and Canara Bank, several 

recommendations can be made to strengthen credit risk management, reduce defaults, and improve 

overall efficiency in both public and private sector banks: 

1. Enhance Automation in Credit Processes 

Invest in automated credit scoring, AI-based borrower profiling, and real-time risk alerts to 

streamline loan approvals and reduce human error. 
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2. Strengthen Post-Disbursement Monitoring 

Expand real-time tracking systems like those at HDFC Bank in Canara, implementing automated 

alerts and dashboards for early identification of stressed accounts. 

3. Continuous Staff Training 

Institutionalize regular training on updated credit policies, risk indicators, fraud detection, and new 

tech tools to keep credit teams aligned with evolving trends. 

4. Adopt Flexible Credit Policies 

Canara Bank should adopt more dynamic credit policies, while HDFC can review its policies to 

be more inclusive and flexible for underbanked regions. 

5. Use Alternative Data for Credit Evaluation 

Incorporate alternative data (e.g., digital payments, utility bills, social scoring) to improve 

borrower profiling, especially for new-to-credit individuals. 

6. Strengthen Collaboration with Fintechs 

Partner with fintech companies to improve underwriting efficiency, borrower profiling, and real-

time analytics of borrower behavior. 

7. Implement Regular Internal Audits 

Both banks should conduct quarterly credit portfolio audits, focusing on high-value or restructured 

loans for early intervention and quality control. 

8. Improve Credit Monitoring Systems 

Both banks should enhance their credit monitoring practices by adopting more automated, real-

time systems for better tracking and risk management. 

Limitations 

While this study offers valuable insights into the credit control mechanisms of commercial banks, 

particularly HDFC Bank and Canara Bank, it is important to acknowledge certain limitations that 

may have impacted the depth and generalizability of the findings: 

1. Limited Sample Size 

The research was based on responses from a relatively small number of bank employees (30 from 

each bank). A larger and more diverse sample may have yielded more comprehensive insights. 

2. Bank-Specific Focus 
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The study is confined to only two banks—HDFC Bank (private) and Canara Bank (public). 

While this offers a good contrast, the findings may not be fully representative of the practices 

across the entire Indian banking sector. 

3. Dependence on Self-Reported Data 

Primary data collected through questionnaires and interviews is subject to personal bias and may 

not fully reflect actual practices. Respondents might have withheld negative feedback or provided 

socially desirable answers. 

4. Limited Access to Internal Data 

Certain sensitive or confidential credit control data (e.g., internal risk models, credit approval 

algorithms, audit reports) were not accessible due to data protection policies, limiting the depth of 

analysis. 

5. Rapidly Changing Regulatory Environment 

The credit control landscape in India is evolving, especially with increasing digitization and 

updated RBI guidelines. Therefore, some of the findings may become quickly outdated as banks 

adopt newer technologies and policies. 

Conclusion 

Credit control plays a pivotal role in maintaining the financial health and operational stability of 

commercial banks. Through this study, which focused on HDFC Bank and Canara Bank, it is 

evident that while both banks aim to minimize credit risk and manage loan defaults effectively, 

their approaches vary significantly due to differences in structure, technology adoption, and 

operational flexibility. 

HDFC Bank, as a private sector leader, has demonstrated a strong credit control framework 

characterized by advanced automation, real-time monitoring, and data-driven decision-making. Its 

ability to maintain consistently low NPAs reflects the success of its proactive risk management 

practices. 

Canara Bank, representing the public sector, has shown commendable progress in recent years by 

reducing NPAs and implementing credit reforms. However, challenges such as slower adoption of 

technology, rigid procedures, and reliance on manual processes still persist. Continued focus on 

modernization, staff training, and digital integration will be crucial for further improvement. 
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Overall, the study highlights that effective credit control is a blend of sound policies, strong 

monitoring, skilled manpower, and technological innovation. As the Indian banking landscape 

becomes more competitive and digitally driven, commercial banks must adapt swiftly to changing 

dynamics to safeguard their credit portfolios and ensure long-term sustainability. 
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