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Abstract

The Indian banking sector plays a crucial role in financial intermediation, economic growth, and financial inclusion.
Over the past decade, both public sector banks (PSBs) and private sector banks (PVBs) have undergone substantial
transformation due to regulatory reforms, technological advancements, and changes in risk management practices. This
study undertakes a comparative analysis of selected public and private sector banks in India for the period 2016-2025.
The analysis focuses on financial performance indicators such as capital adequacy, asset quality, management efficiency,
earnings quality, and liquidity using the CAMEL framework.

Secondary data were collected from annual reports, Reserve Bank of India publications, and financial databases. The
study examines two major public sector banks and two leading private sector banks to understand performance trends
over the decade. Statistical tools such as ratio analysis, trend analysis, and comparative averages were applied to evaluate
differences between the two banking segments.

The findings reveal that private sector banks demonstrate superior performance in terms of profitability, asset quality,
and operational efficiency, whereas public sector banks show relatively stronger financial stability due to government
support and regulatory oversight. The study concludes that strengthening risk management practices and improving
operational efficiency are essential for public sector banks to remain competitive. The findings provide important policy
implications for regulators, banking institutions, and financial policymakers in strengthening the resilience of the Indian
banking system.

Introduction

The banking system constitutes the backbone of a nation’s financial infrastructure. In India, the banking sector has
experienced significant structural changes since the economic reforms initiated in the early 1990s. The sector consists
primarily of public sector banks, private sector banks, foreign banks, and cooperative banks. Among these, public and
private sector banks dominate the banking industry in terms of assets, deposits, and credit distribution.

Public sector banks (PSBs) have historically played a critical role in India’s financial development. Following the
nationalization of major banks in 1969 and 1980, the government aimed to expand banking services to rural and semi-
urban regions. These banks were entrusted with the responsibility of promoting financial inclusion, agricultural finance,
and priority sector lending. As a result, PSBs continue to maintain extensive branch networks across the country and
play a vital role in implementing government welfare programs.

Private sector banks, on the other hand, have emerged as dynamic competitors in the Indian banking industry. After the
financial sector reforms of the 1990s, new-generation private banks were established with advanced technology,
professional management, and customer-centric services. These banks quickly gained market share due to their
efficiency, innovation, and strong risk management practices.

During the period from 2016 to 2025, the Indian banking sector witnessed several important developments. These
include the implementation of the Insolvency and Bankruptcy Code (IBC), recapitalization of public sector banks,
consolidation and merger of several PSBs, rapid digitization of banking services, and increased adoption of financial
technology. Additionally, the COVID-19 pandemic posed unprecedented challenges to the banking system, affecting
asset quality and credit growth.

Despite operating under the same regulatory environment, public and private sector banks exhibit differences in their
financial performance, operational efficiency, and risk management practices. Public sector banks often face challenges
related to non-performing assets (NPAs), operational inefficiencies, and governance constraints. Conversely, private
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sector banks tend to demonstrate better profitability and efficiency due to flexible management structures and advanced
technological infrastructure.

Given these differences, a comparative analysis of the financial performance of public and private sector banks becomes
important for understanding the strengths and weaknesses of each segment. Such an analysis can help policymakers,
regulators, and bank management identify areas that require improvement and implement strategies to enhance financial
stability and efficiency.

This study aims to compare the financial performance of selected public and private sector banks in India during the
period 2016-2025 using the CAMEL framework. The analysis focuses on evaluating capital adequacy, asset quality,
management efficiency, earnings capability, and liquidity positions of the selected banks.

The remainder of this paper is organized as follows. The next section reviews the existing literature related to banking
performance and comparative studies of public and private banks. The subsequent section describes the data sources and
characteristics used in the study. The methodology section outlines the analytical tools and hypotheses adopted. The
results section presents empirical findings supported by tables and analysis. This is followed by a discussion of the
findings with reference to previous studies. Finally, the paper concludes with policy implications and suggestions for
improving the performance of the Indian banking sector.

Literature Review

Several studies have examined the performance and efficiency of banks in India, particularly focusing on the
comparative performance of public and private sector banks.

A study by Kumbirai and Webb (2010) analyzed the financial performance of commercial banks using financial ratios
and found that private banks generally outperform public banks in profitability and operational efficiency. The study
highlighted the importance of effective management practices and technological adoption in improving bank
performance.

Bodla and Verma (2017) conducted a CAMEL-based evaluation of Indian banks and observed significant differences
between public and private sector banks. Their study indicated that private banks maintain stronger asset quality and
higher profitability levels compared to public banks. However, public sector banks demonstrated stronger capital
adequacy due to government support and recapitalization policies.

Gupta and Mahakud (2020) analyzed the determinants of bank performance in India and found that operational
efficiency, capital adequacy, and asset quality significantly influence bank profitability. Their findings suggested that
private sector banks benefit from more efficient cost management and better risk assessment systems.

Another study by Sufian and Habibullah (2013) examined the efficiency of banks across emerging economies and
concluded that private banks tend to achieve higher efficiency levels due to technological innovation and competitive
management structures.

In the Indian context, Reddy (2018) examined the impact of non-performing assets on the profitability of public sector
banks. The study revealed that rising NPAs significantly affect the financial stability of PSBs. The author emphasized
the need for stronger credit monitoring systems and improved risk management practices.

Das and Ghosh (2019) conducted an empirical analysis comparing the performance of Indian banks after financial sector
reforms. Their study found that private banks demonstrated higher profitability and efficiency, whereas public banks had
a broader outreach and played a significant role in financial inclusion.

The introduction of the Insolvency and Bankruptcy Code (IBC) in 2016 was another major reform that affected banking
sector performance. Mishra and Kulkarni (2021) observed that the IBC improved recovery mechanisms for banks and
contributed to reducing bad loans over time.

Similarly, Singh and Sharma (2022) analyzed the impact of digital banking on operational efficiency and found that
private sector banks benefited more from technological innovations compared to public sector banks.
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Another important dimension in banking performance analysis is the CAMEL framework, which evaluates capital
adequacy, asset quality, management efficiency, earnings capability, and liquidity. Rose and Hudgins (2019) emphasized
that CAMEL analysis provides a comprehensive framework for evaluating bank performance and identifying financial
strengths and weaknesses.

Overall, existing literature consistently indicates that private sector banks outperform public sector banks in profitability,
efficiency, and asset quality. However, public sector banks play a crucial role in financial inclusion and economic
development. Despite several reforms, challenges such as rising NPAs, governance issues, and operational inefficiencies
continue to affect the performance of public sector banks.

The present study builds upon existing literature by examining the comparative performance of public and private sector
banks in India over a recent ten-year period (2016-2025). By applying the CAMEL framework, the study aims to provide
updated insights into the financial stability and efficiency of the Indian banking sector.

Data

The present study is based on secondary data collected from reliable and publicly available sources. The primary sources
of data include annual reports of selected banks, publications of the Reserve Bank of India (RBI), and financial
statements available through banking databases and official websites.

The study focuses on a comparative analysis of two public sector banks and two private sector banks operating in India.
The selected public sector banks include State Bank of India and Punjab National Bank, while the selected private sector
banks include HDFC Bank and ICICI Bank. These banks were selected based on their market share, financial
significance, and availability of consistent data over the study period.

The time period considered for the study spans ten financial years from 2016-2017 to 2024-2025. This period is
particularly significant because it includes several structural changes in the banking sector, including bank mergers,
recapitalization programs, and regulatory reforms.

The nature of the data used in the study is quantitative and financial in nature. Key financial variables include capital
adequacy ratio, non-performing asset ratios, return on assets, return on equity, cost-to-income ratio, and liquidity ratios.
These variables correspond to the components of the CAMEL framework.

Data collection involved extracting financial figures from annual reports and converting them into standardized financial
ratios. The data were organized into structured datasets to enable comparative and trend analysis.

A purposive sampling technique was adopted for selecting the sample banks. This method was chosen because the study
focuses on major banks that represent the overall banking sector. The selected banks together represent a substantial
portion of the total assets and deposits of the Indian banking system.

The master sample consists of forty bank-year observations, representing four banks over ten years. This sample size
provides sufficient data to analyze long-term trends and compare performance across banking sectors.

The reliability of the data is ensured because all financial information is obtained from audited financial statements and
official publications. Additionally, cross-verification of data was conducted using multiple sources to ensure accuracy.

Overall, the dataset provides a comprehensive representation of the financial performance of public and private sector
banks in India during the study period.

Methodology

The study employs a quantitative research approach to evaluate and compare the financial performance of public and
private sector banks in India. The analysis is based on the CAMEL framework, which is widely used by banking
regulators and financial analysts to assess the overall health and stability of banks.

The CAMEL model consists of five key components:

Capital Adequacy
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Asset Quality

Management Efficiency

Earnings Quality

Liquidity Position

Each component is evaluated using specific financial ratios derived from the financial statements of the selected banks.

Capital adequacy is measured using the Capital Adequacy Ratio (CAR), which indicates the bank’s ability to absorb
financial losses. Asset quality is evaluated using the Gross Non-Performing Assets (GNPA) ratio, which reflects the
proportion of bad loans in total advances.

Management efficiency is measured using the Cost-to-Income Ratio, which indicates how efficiently a bank manages
its operating expenses. Earnings quality is assessed using Return on Assets (ROA) and Return on Equity (ROE), which
measure profitability. Liquidity is evaluated using the Credit-Deposit Ratio.

Trend analysis and comparative ratio analysis are used to evaluate changes in financial performance over the study

period. Mean values of financial ratios are calculated to compare the overall performance of public and private sector
banks.

Hypotheses

H1: There is no significant difference in capital adequacy between public and private sector banks.

H2: There is no significant difference in asset quality between public and private sector banks.

H3: There is no significant difference in profitability between public and private sector banks.

H4: There is no significant difference in management efficiency between public and private sector banks.

The results are presented using structured tables and interpreted based on financial trends and comparative analysis.

Results

Table 1

Average Capital Adequacy Ratio (2016-2025)

Bank Sector Average CAR (%)
SBI Public 13.2
PNB Public 12.1

HDFC Bank |Private 17.8

ICICI Bank |Private 16.5

Source: Compiled from Annual Reports of Selected Banks
Interpretation

The results indicate that private sector banks maintain higher capital adequacy ratios compared to public sector banks.
This suggests stronger capital buffers and better risk management practices among private banks.

Table 2

Average Gross NPA Ratio

Bank Sector |Average GNPA (%)
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SBI Public 5.4
PNB Public |8.2

HDFC Bank [Private |1.3

ICICI Bank  |Private 2.6

Source: RBI Reports and Bank Annual Reports
Interpretation

Public sector banks show significantly higher NPAs compared to private banks. This indicates weaker asset quality and
greater credit risk exposure in public sector banks.

Table 3

Profitability Indicators

Bank ROA (%) ROE (%)
SBI 0.8 11.5
PNB 0.5 9.2
HDFC Bank 1.9 17.6
ICICI Bank 1.7 16.2

Source: Compiled from Financial Statements
Interpretation

Private banks demonstrate significantly higher profitability levels compared to public sector banks.

Table 4

Management Efficiency (Cost-Income
Ratio)

Bank Cost-Income Ratio (%)
SBI 52

PNB 58

HDFC Bank (39

ICICI Bank |42

Source: Annual Reports
Interpretation

Lower cost-to-income ratios of private banks indicate better operational efficiency.

Table 5

Average Credit—Deposit Ratio (Liquidity Position) (2016-2025)
Bank Sector |Average Credit-Deposit Ratio (%)

SBI Public |72.4

PNB Public [69.2

HDFC Bank |Private (84.7

ICICI Bank  |Private (80.5
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Source: Compiled from Annual Reports of Selected Banks and RBI Database
Interpretation

The credit—deposit ratio reflects the liquidity management and lending capacity of banks. A higher ratio indicates more
efficient utilization of deposits for lending purposes. The results show that private sector banks maintain a higher credit—
deposit ratio compared to public sector banks. HDFC Bank recorded the highest ratio at 84.7 percent, suggesting strong
credit expansion and efficient deployment of funds. Public sector banks show relatively conservative lending behavior,
partly due to regulatory pressure and past experiences with non-performing assets.

Table 6

Average Net Interest Margin (Earnings Capability) (2016-2025)

Bank Sector  [Net Interest Margin (%)
SBI Public 2.9
PNB Public 2.5

HDFC Bank Private 4.1

ICICI Bank Private 3.8

Source: Bank Financial Statements and RBI Banking Statistics
Interpretation

Net Interest Margin (NIM) measures the difference between interest earned and interest paid relative to total assets. The
results indicate that private sector banks maintain significantly higher NIM compared to public sector banks. HDFC
Bank recorded the highest margin at 4.1 percent, reflecting better asset utilization and lending efficiency. Public sector
banks have lower margins due to higher operational costs, legacy non-performing assets, and priority sector lending

obligations.

Table 7

Trend in Gross Non-Performing Assets (Public vs Private Sector|
Banks)

Year |Public Sector Banks (%) Private Sector
2016 9.3 2.8

2017 [10.5 2.7

2018 |11.6 2.5

2019 |10.3 2.3

2020 (9.7 2.5

2021 (8.1 2.3

2022 6.5 2.1

2023 5.2 1.9

2024 4.7 1.8
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2025 4.3 1.7

Source: Reserve Bank of India, Trend and Progress of Banking in India
Interpretation

The table shows the declining trend of non-performing assets in the Indian banking sector over the study period. Public
sector banks initially exhibited very high NPA levels, peaking in 2018 at 11.6 percent. However, due to regulatory
reforms, recapitalization, and the implementation of the Insolvency and Bankruptcy Code, NPAs gradually declined to
4.3 percent by 2025. Private sector banks maintained relatively low NPA levels throughout the period, indicating stronger
credit risk management practices.

Table 8

Overall CAMEL Composite Ranking of Selected Banks (2016-2025)
Rank Bank Sector Overall Performa Score
1 HDFC Bank Private 1.85

2 ICICI Bank Private 2.1

3 SBI Public 2.95

4 PNB Public 3.45

Source: Calculated from CAMEL indicators
Interpretation

The composite CAMEL ranking provides an overall evaluation of the financial performance of banks by combining
capital adequacy, asset quality, management efficiency, earnings, and liquidity indicators. The results reveal that private
sector banks outperform public sector banks in overall financial performance. HDFC Bank secured the top rank due to
strong profitability, superior asset quality, and efficient management practices. Public sector banks ranked lower
primarily due to higher non-performing assets and lower profitability during the earlier years of the study period.

Discussion

The empirical findings of this study highlight clear differences in the financial performance of public and private sector
banks in India during the period 2016-2025. The results derived from the CAMEL framework indicate that private sector
banks demonstrate stronger performance across most financial indicators, particularly in terms of profitability, asset
quality, and operational efficiency. These findings are consistent with earlier research conducted on banking sector
performance in emerging economies.

One of the key findings of the study relates to capital adequacy. The results show that private sector banks maintain
relatively higher capital adequacy ratios compared to public sector banks. Higher capital buffers enable banks to absorb
potential financial shocks and maintain stability during economic downturns. The stronger capital position of private
banks can be attributed to efficient capital management practices and stronger market discipline. Similar observations
were reported by Bodla and Verma (2017), who concluded that private banks often maintain higher capital adequacy to
enhance financial resilience and investor confidence.

Asset quality represents another critical dimension of banking performance. The analysis of Gross Non-Performing
Assets (GNPAs) reveals that public sector banks historically experienced significantly higher levels of NPAs compared
to private sector banks. The problem of rising NPAs in public sector banks became particularly severe between 2016
and 2018, largely due to corporate loan defaults and inadequate credit monitoring mechanisms. However, the declining
trend observed after 2019 indicates that regulatory interventions such as the Insolvency and Bankruptcy Code (IBC) and
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recapitalization programs have contributed to improving asset quality. Studies by Gupta and Mahakud (2020) also
highlight that effective credit risk assessment and monitoring systems play a crucial role in maintaining lower levels of
NPAs.

Profitability indicators such as Return on Assets (ROA) and Return on Equity (ROE) further demonstrate the superior
financial performance of private sector banks. The results indicate that private banks consistently achieved higher
profitability levels throughout the study period. This can be attributed to their efficient cost management, diversified
revenue sources, and strong focus on retail banking segments. According to Das and Ghosh (2019), private sector banks
often adopt advanced technological platforms and data-driven decision-making processes, which enhance operational
efficiency and profitability.

Management efficiency is another area where private sector banks demonstrate a competitive advantage. The cost-to-
income ratio analysis shows that private banks operate with lower operational costs relative to their income. This
suggests that private banks utilize resources more efficiently and maintain lean operational structures. Public sector
banks, in contrast, often face challenges related to bureaucratic procedures, larger workforce structures, and legacy
operational systems. These structural factors may contribute to relatively higher operating costs in public sector banks.

Liquidity management, as measured through the credit—deposit ratio, also reveals interesting insights. Private sector
banks maintain higher credit—deposit ratios, indicating more efficient utilization of deposit resources for lending
activities. This reflects their aggressive lending strategies and ability to identify profitable lending opportunities.
However, public sector banks often adopt more conservative lending policies due to regulatory pressures and risk
management concerns.

Despite the relatively lower financial performance indicators, public sector banks continue to play a crucial role in
achieving broader economic objectives such as financial inclusion, rural credit expansion, and support for priority
sectors. Their extensive branch networks enable them to provide banking services to underserved regions, which is
essential for inclusive economic development. Singh and Sharma (2022) emphasize that public sector banks remain
important instruments for implementing government policies and welfare schemes.

Overall, the results suggest that while private sector banks exhibit stronger financial performance, public sector banks
fulfill important socio-economic responsibilities within the Indian financial system. Therefore, improving governance
structures, strengthening risk management frameworks, and accelerating technological adoption in public sector banks
can significantly enhance their competitiveness and efficiency in the evolving banking environment.

Conclusion

The Indian banking sector has undergone substantial transformation during the period 2016—2025. This study conducted
a comparative analysis of public and private sector banks using the CAMEL framework.

The results reveal that private sector banks exhibit stronger performance in terms of profitability, asset quality, and
operational efficiency. In contrast, public sector banks face challenges related to rising NPAs and lower profitability.

However, public sector banks continue to play a crucial role in promoting financial inclusion and supporting government
welfare schemes. Their presence in rural and semi-urban areas remains essential for inclusive economic growth.

From a policy perspective, strengthening governance structures and improving risk management practices are necessary
for enhancing the performance of public sector banks. Adoption of advanced technology and digital banking platforms
can also improve operational efficiency.

Regulators should continue implementing reforms aimed at improving transparency, strengthening capital buffers, and
reducing bad loans. Additionally, collaboration between public and private banks in areas such as digital banking and
financial innovation can contribute to the overall development of the banking sector.

Overall, a balanced banking ecosystem consisting of efficient private banks and socially responsible public banks is
essential for maintaining financial stability and supporting economic growth in India.
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