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Abstract- Credit risk is the most significant form of risk 

faced by commercial banks, particularly in emerging 

economies like India where lending is the principal 

source of revenue. This paper examines the impact of 

credit risk management (CRM) on the financial 

performance of commercial banks in India. A systematic 

literature review (SLR) is used to analyze existing 

academic work, while a theoretical model and 

methodology are proposed for guiding future empirical 

research. Key credit risk indicators such as Non-

Performing Assets (NPA), Loan Loss Provisions (LLP), 

and Capital Adequacy Ratio (CAR) are analyzed to 

understand their influence on financial performance 

variables, including Return on Assets (ROA) and Return 

on Equity (ROE). The review finds that effective credit 

risk management significantly improves profitability, 

enhances financial stability, and contributes to the long-

term sustainability of banks. The study concludes by 

emphasizing the need for improved risk governance, 

strengthened credit appraisal systems, and technology-

driven monitoring to minimize credit-related losses. 

 

I. INTRODUCTION 

 

The Indian banking system plays a central role in 

financial intermediation and economic development. 

Commercial banks primarily generate revenue from 

lending activities, which inherently expose them to 

credit risk—the risk that borrowers may fail to meet 

their loan repayment obligations. Over the past 

decade, Indian banks have faced rising levels of Non-

Performing Assets (NPAs), particularly during 

economic downturns and industry-specific crises. This 

has positioned credit risk management as a crucial 

aspect of bank governance and financial sustainability. 

The issue of mounting NPAs has been particularly 

serious for public sector banks (PSBs), which account 

for a major share of the Indian banking system. Several 

factors, including inadequate credit appraisal, delays 

in project implementation, corporate governance 

failures, and economic disruptions, have contributed to 

this problem. Effective CRM practices are necessary 

not only to protect banks from significant losses but 

also to ensure the overall financial stability of the 

country. 

Given this context, it becomes imperative to examine 

how credit risk management influences the financial 

performance of Indian commercial banks. 

Understanding this relationship can help 

policymakers, regulators, and bank managers design 

more effective risk mitigation frameworks. 

 

Understanding Credit Risk Management (CRM) 

Credit risk management refers to the strategies and 

processes that banks adopt to identify, measure, 

monitor, and control credit risk. This involves a 

combination of internal policies, technological tools, 

credit rating systems, appraisal mechanisms, and 

regulatory guidelines. Effective CRM ensures that 

banks lend to creditworthy borrowers, maintain 

quality loan portfolios, and minimise bad debts. 

 

CRM covers several key processes, such as: 

• credit assessment and credit scoring, 

• risk-based pricing, 

• loan monitoring and recovery procedures, 

• portfolio diversification, 

• stress testing and scenario analysis, 

• Compliance with Basel norms and RBI 

guidelines. 
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Financial Performance of Banks 

Financial performance reflects a bank’s efficiency in 

generating earnings and managing financial risks. It is 

commonly measured through indicators such as: 

• Return on Assets (ROA): profitability relative to 

total assets, 

• Return on Equity (ROE): profitability relative to 

shareholder equity, 

• Net Interest Margin (NIM): difference between 

interest earned and interest expended. 

These metrics help in understanding the profitability 

and operational efficiency of banks, and they are 

significantly influenced by the quality of credit 

management practices. 

 

II. SYSTEMATIC LITERATURE REVIEW (SLR) 

 

Review Strategy 

The literature review covers academic publications, 

industry reports, and regulatory documents published 

between 2010 and 2024. The review includes Indian 

and international studies that explore the relationship 

between credit risk and bank performance. Priority 

was given to peer-reviewed journal articles, research 

papers, and RBI publications. 

Joshi & Surana, (2023) analyzed the research into the 

finance-growth nexus has yielded a mountain of 

literature. Recent structural reforms have increased 

investor confidence, lowered lending standards, 

increased consumer spending, and disposable 

incomes, all of which have contributed to the banking 

industry's meteoric rise in India. For a longer time 

frame, specifically ten years (2013–2022), the 

CAMEL framework was used to examine the 

resilience of the two top Indian banks, SBI and HDFC 

Bank (in a pre–merger scenario). Motivating factors 

for this examination include SBI's recent success and 

the reverse merger of HDFC Ltd. and its subsidiary, 

HDFC Bank. The study found that on some CAMEL 

indicators, HDFC Bank outperformed the largest 

public sector bank in India, SBI. A more important 

takeaway for SBI's policymakers is the need for the 

bank to diversify its borrower base and enhance the 

quality of its assets through better regulation of 

nonperforming assets (NPAs), especially in 

comparison to HDFC Bank. Failing to do so could 

have far-reaching consequences for the country's 

financial and economic stability.  

Gupta and Aggarwal (2022) found that NPAs remain 

the most influential determinant of bank performance 

in India, highlighting the persistent relevance of asset 

quality in evaluating banking efficiency. 

Das and Ghosh (2021) demonstrated that effective 

CRM practices—such as timely monitoring, 

provisioning policies, and regulatory compliance—

have a direct and positive influence on financial 

performance while reducing overall risk exposure.  

Verlekar & Kamat, (2019) analyzed the banking 

industry, one of the most crucial service industries for 

India's economic growth. Damage to the banking 

sector might have a devastating effect on India's 

economy. A rise in nonperforming assets (NPAs) may 

indicate that credit risk management techniques have 

been poorly handled. Because of this, credit risk 

management relies on lending ratios and other 

methods of accurately measuring credit risk. The fact 

is that various financial institutions rely on various 

metrics to gauge credit risk. So, to evaluate how public 

and private banks handle credit risk, the study look at 

lending ratios from both types of banks. Public and 

private banks in India handle credit risk differently, 

according to the study's premise. The study set out to 

equate the CRMP of public and private banks in India 

using a combination of statistical approaches, 

including an independent sample T-test and an 

investigation of variance (ANNOVA) of eight lending 

ratios. While other loan ratios demonstrated 

comparable developments during the thirteen-year 

period, the results showed that public and private 

banks differed significantly on six of the ratios 

considered in the article. Nevertheless, neither of the 

other two ratios utilized in the article showed any 

discernible variation. Future research might 

incorporate international banks and expand to include 

additional lending ratios that affect credit risk. 

Roy (2018) also reinforced the importance of strong 

appraisal mechanisms, noting that rigorous analysis of 

borrower characteristics and repayment capacity 

substantially reduces credit-related losses.  

 

Ghosh (2017) highlighted that the continuous rise of 

Non-Performing Assets (NPAs) significantly 

undermines the profitability of Indian banks, with 

public sector banks (PSBs) being the most adversely 

affected due to structural and operational constraints.  

Singh and Sharma (2016) established that credit risk 

significantly affects key performance metrics like 



© December 2025| IJIRT | Volume 12 Issue 7 | ISSN: 2349-6002 

IJIRT 188207 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 2303 

Return on Assets (ROA) and Return on Equity (ROE), 

suggesting that poor credit risk controls weaken 

overall financial efficiency.  

Srinivas and Saroja (2013) emphasized that proper 

credit appraisal and continuous monitoring are 

essential in preventing loan defaults and managing 

credit quality effectively. 

The Bank for International Settlements (BIS, 2019) 

underscored the vital role of adequate capital buffers, 

explaining that higher capital adequacy strengthens 

banks’ resilience against credit shocks and enhances 

long-term financial stability. Together, these studies 

collectively demonstrate that effective credit risk 

management is indispensable for sustaining 

profitability, maintaining asset quality, and ensuring 

the financial health of commercial banks. 

Kargi (2011) noted that credit risk indicators, 

especially NPAs and Loan Loss Provisions (LLP), 

exert a negative impact on bank profitability by 

reducing interest-generating assets and increasing 

provisioning costs.  

 

III. KEY THEMES EMERGING FROM THE SLR 

 

Theme 1: Relationship between Credit Risk and Bank 

Performance 

Multiple studies highlight that higher NPAs reduce 

bank profitability by decreasing interest income and 

increasing loan-loss provisioning. This reduces ROA 

and ROE significantly. Poor credit risk monitoring has 

been shown to lead to increased default rates. 

 

Theme 2: Capital Adequacy and Bank Stability 

A strong capital base, as measured by the Capital 

Adequacy Ratio (CAR), enhances the ability of a bank 

to absorb losses and maintain solvency. Several studies 

confirm that well-capitalized banks show better long-

term financial performance and are more resilient to 

credit shocks. 

 

Theme 3: Effectiveness of CRM Tools 

Studies show that effective CRM uses advanced 

analytics, robust credit appraisal methods, and 

proactive monitoring to reduce credit risk exposure. 

Digital technologies such as AI-based scoring, real-

time monitoring, and predictive analytics have 

improved the accuracy of CRM. 

 

 

Theme 4: Impact of Regulatory Norms 

Basel norms and RBI guidelines have introduced 

standardized frameworks for credit risk assessment. 

Compliance with these regulations significantly 

enhances CRM effectiveness by improving risk 

governance structures. 

 

IV. OBJECTIVES OF THE STUDY 

 

The study is guided by the following key objectives: 

1. To analyse the concept and importance of credit 

risk management in commercial banks. 

2. To examine the relationship between credit risk 

management and the financial performance of 

banks in India. 

3. To develop a conceptual model linking credit risk 

indicators with profitability measures. 

4. To present a detailed systematic literature review 

(SLR) to provide both theoretical and empirical 

insights. 

 

Conceptual Model 

The conceptual model links credit risk indicators to 

financial performance. 

Independent Variables: 

• Non-Performing Assets (NPA) 

• Loan Loss Provisions (LLP) 

• Capital Adequacy Ratio (CAR) 

• Credit to Deposit Ratio (CDR) 

 

Dependent Variables: 

• Return on Assets (ROA) 

• Return on Equity (ROE) 

• Net Interest Margin (NIM) 

 

Hypotheses include: 

• H1: NPAs negatively influence ROA and ROE. 

• H2: CAR positively influences financial 

performance. 

• H3: LLP negatively affects profitability. 

• H4: Effective CRM enhances overall stability. 

 

V. RESEARCH METHODOLOGY (PROPOSED) 
 

The present study proposes a quantitative and 

analytical research methodology to examine the 

impact of credit risk management on the financial 

performance of commercial banks in India. A 

quantitative approach is considered suitable because it 



© December 2025| IJIRT | Volume 12 Issue 7 | ISSN: 2349-6002 

IJIRT 188207 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 2304 

enables the use of measurable financial indicators, 

such as NPAs, CAR, ROA, and ROE, to establish 

statistical relationships between credit risk variables 

and profitability outcomes. This approach also allows 

for objective analysis, precise measurement, and 

replication in future studies. The analytical nature of 

the methodology ensures that numerical data are 

systematically evaluated to test hypotheses and derive 

meaningful insights into credit risk management 

practices within the banking sector. 
 

Research Design 

The study adopts a descriptive and causal-comparative 

research design. The descriptive component aims to 

present a clear and comprehensive picture of the 

current status of credit risk indicators and financial 

performance trends in Indian commercial banks. It 

involves summarising financial ratios, provisioning 

levels, and capital adequacy metrics to understand the 

pattern of credit risk over time. The causal-

comparative design is employed to investigate the 

cause-and-effect relationship between credit risk 

management and bank performance. This design is 

appropriate because it enables the researcher to 

compare banks with varying levels of NPAs, capital 

adequacy, and provisioning practices to determine 

how these differences influence financial performance 

indicators such as ROA and ROE. Since the variables 

cannot be manipulated directly, causal-comparative 

analysis helps infer relationships based on existing 

financial data. 
 

Data Collection 

The study relies entirely on secondary data sources 

because they provide accurate, verified, and publicly 

accessible financial information. Data will be 

collected from the annual reports of selected 

commercial banks, which contain essential financial 

statements, notes, and disclosures related to credit risk. 

RBI (Reserve Bank of India) publications, including 

the Financial Stability Reports, Trends and Progress of 

Banking in India, and various supervisory guidelines, 

will serve as key sources for regulatory and sectoral 

information. The CMIE Prowess database will be used 

to gather historical financial data, ratios, and 

performance metrics of banks across multiple years. 

Additionally, financial statements available on the 

official websites of respective banks will also be 

examined to ensure consistency, reliability, and 

completeness of the data. These secondary sources 

provide rich and authentic information, enabling 

robust analysis of credit risk and financial 

performance. 
 

Sample Size and Period 

The proposed sample consists of 10 major Indian 

commercial banks, including both public sector and 

private sector banks. This selection ensures 

representation of different ownership structures, 

operational practices, and risk management strategies. 

By including leading banks from both categories, the 

study aims to capture variations in risk culture, 

technological adoption, and governance frameworks. 

The study period will cover 5 to 10 years, enabling a 

comprehensive trend analysis that accounts for 

economic cycles, regulatory changes, and industry-

wide developments. A multi-year analysis helps 

identify long-term patterns and reduces the impact of 

short-term fluctuations or anomalies, thereby 

increasing the reliability of results. 

 

Statistical Techniques 

To analyse the collected data, several statistical 

techniques will be employed. Descriptive statistics 

will be used to summarise the main features of the 

dataset, including mean, standard deviation, and trend 

patterns of variables such as NPAs, CAR, LLP, ROA, 

and ROE. This provides an overview of credit risk and 

financial performance across the sampled banks. 

Correlation analysis will then be conducted to identify 

the strength and direction of relationships between 

credit risk indicators and financial performance 

measures. Finally, multiple regression models will be 

applied to assess the impact of independent 

variables—such as NPAs, CAR, LLP, and CDR—on 

dependent variables like ROA and ROE. Regression 

analysis helps quantify the extent to which each credit 

risk variable influences bank profitability and 

determines which factors are statistically significant. 

Together, these statistical tools provide a 

comprehensive and rigorous framework for evaluating 

the relationship between credit risk management and 

financial performance. 
 

Regression Model 

[\text{FP}{it} = \beta_0 + \beta_1 \text{NPA}{it} + 

\beta_2 \text{CAR}{it} + \beta_3 \text{LLP}{it} + 

\beta_4 \text{CDR}{it} + \epsilon{it}] 
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This model helps in assessing how credit risk variables 

influence financial performance indicators. 

 

VI. THEORETICAL DISCUSSION AND 

ANALYSIS 

 

The literature strongly suggests that NPAs are the most 

critical factor affecting bank performance in India. 

High NPAs require banks to allocate large provisions, 

reducing net profits. Poor credit underwriting, 

inadequate monitoring, and weak recovery 

mechanisms contribute to rising NPAs, causing 

deteriorating profitability. 

Capital adequacy is another vital component of CRM. 

A higher CAR reflects the bank’s ability to withstand 

financial stress and absorb unexpected losses. Banks 

with strong capital positions attract investor 

confidence and maintain higher stability. 

Loan loss provisions represent the expected losses 

from non-performing loans. An increase in LLP 

signals deteriorating asset quality, which negatively 

affects profitability. Banks that employ sophisticated 

credit appraisal systems show lower LLP ratios and 

better financial results. 

Private sector banks have generally shown stronger 

CRM practices due to efficient credit appraisal 

systems, real-time monitoring tools, and technology-

driven solutions. Public sector banks, on the other 

hand, face structural challenges such as excessive 

bureaucracy and weaker risk cultures. 

 

VII. KEY FINDINGS 

 

The analysis of literature and theoretical insights 

reveals several important findings regarding the 

impact of credit risk management on the performance 

of commercial banks in India. First, it is evident that 

rising levels of Non-Performing Assets (NPAs) 

significantly reduce bank profitability, as high NPAs 

diminish the pool of earning assets and compel banks 

to allocate substantial funds toward provisioning. This 

not only lowers net income but also weakens the 

overall asset quality of banks. Second, the study finds 

that effective credit risk management practices—

including proper credit appraisal, continuous loan 

monitoring, timely recovery mechanisms, and 

adherence to regulatory norms—positively influence 

key financial performance indicators such as Return 

on Assets (ROA), Return on Equity (ROE), and Net 

Interest Margin (NIM). Together, these improvements 

contribute to greater financial stability and operational 

efficiency. Third, banks with higher Capital Adequacy 

Ratios (CAR) demonstrate stronger long-term 

performance, reflecting the importance of maintaining 

adequate capital buffers to absorb unexpected losses 

and support risk-taking activities. A robust capital base 

also enhances investor confidence and regulatory 

compliance. Fourth, findings suggest significant 

variations in CRM effectiveness across different 

categories of banks. Private sector banks generally 

outperform public sector banks due to their stronger 

risk culture, advanced monitoring tools, proactive loan 

recovery mechanisms, and greater reliance on data-

driven decision-making. Finally, technological 

advancements play a crucial role in strengthening 

CRM practices. The adoption of digital credit 

assessment tools, artificial intelligence, predictive 

analytics, and early warning systems enables banks to 

identify potential loan defaults at an early stage, 

allowing for timely intervention and reducing the 

likelihood of credit losses. Overall, the findings 

underscore that strong credit risk management is 

essential for maintaining profitability, ensuring asset 

quality, and promoting the long-term financial health 

of Indian commercial banks 

 

VIII. CONCLUSION 

 

The study confirms that credit risk management 

(CRM) is crucial for improving the financial 

performance and long-term stability of commercial 

banks in India. Key indicators such as Non-Performing 

Assets (NPAs), Loan Loss Provisions (LLP), and the 

Capital Adequacy Ratio (CAR) significantly influence 

profitability and asset quality. Effective CRM reduces 

default risk, strengthens capital reserves, and enhances 

measures like ROA and ROE.To achieve better 

financial outcomes, banks must improve credit 

appraisal systems, strengthen loan monitoring, and 

adopt advanced technologies such as data analytics 

and early warning models. These tools help in early 

detection of risks and improve decision-making. 

Regulators like the RBI also play a vital role by 

enforcing strong guidelines to ensure a stable and 

healthy banking sector. Overall, the study highlights 

that robust CRM practices are essential not only for 

compliance but also for achieving sustained 
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profitability, financial resilience, and contributing to 

economic development. 
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