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ABSTRACT

This study delves into the critical financial strategy of Asset Liability Management (ALM) within the
context of Non-Performing Asset (NPA) trends in select Indian public and private sector banks. ALM holds
profound importance in the banking sector, serving as a multifaceted approach to risk management. It
enables banks to effectively manage risks associated with interest rate fluctuations, liquidity challenges,
and credit defaults, thereby contributing to the stability of financial institutions and the broader economy.
Proper ALM practices are vital for minimizing vulnerabilities and ensuring that banks have the liquidity
required to meet their obligations, safeguard against losses, and comply with regulatory guidelines. As a
result, this study aims to shed light on the significance of ALM in the Indian banking sector by focusing on
its direct impact on NPA trends and, by extension, the health of the financial system. The research
objectives of the study include two primary goals. Firstly, to analyze the NPA levels in selected public and
private sector banks in India. This analysis provides insights into the levels and trends of NPAs within these
banks, offering a comprehensive understanding of their asset quality and credit risk management.
Secondly, the study seeks to compare NPA levels between public and private sector banks, aiming to
identify differences and similarities in NPA trends between these two sectors. By examining these
objectives, the study will provide valuable insights into the effectiveness of ALM practices in managing
NPAs, the relative asset quality of different banks, and the resilience of the Indian banking sector in the face

of economic challenges.
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1.INTRODUCTION

Asset Liability Management

Asset Liability Management (ALM) is a
comprehensive financial strategy that banks,
financial institutions, and corporations employ
to effectively manage the risks associated with
their assets and liabilities. Its overarching
objective is to strike a balance between these
two categories, ensuring they are well-matched
in terms of maturity, cash flow, and risk
profiles. ALM plays a pivotal role in
optimizing financial performance and
minimizing vulnerabilities. The key
components of ALM encompass managing
interest rate risk, liquidity risk, and credit risk:

e Interest Rate Risk Management:
Interest rate risk is one of the most
significant challenges in ALM. Banks
typically have assets and liabilities
with varying maturities and associated
interest rates. Changes in interest rates
can affect the profitability of these
financial instruments. ALM involves
assessing the sensitivity of the
institution's net interest income to
fluctuations in interest rates.
Techniques like duration gap analysis
and scenario analysis are used to
determine how changes in interest

rates may impact the institution's
financial health.

Liquidity Risk Management:
Maintaining adequate liquidity is vital
for the survival of any financial
institution. ALM involves ensuring
that the bank has access to enough
funds to meet its obligations, both
expected and unexpected, without
incurring significant losses. Liquidity
risk management includes setting
limits on liquid asset holdings,
creating contingency plans, and
regularly conducting stress tests to
evaluate how the bank would perform
under adverse conditions.

Credit Risk Management: Credit risk
is another critical component of ALM.
This involves assessing and managing
the creditworthiness of borrowers and
counterparties. Effective ALM
practices include conducting thorough
credit risk assessments, setting
appropriate lending standards, and
monitoring the quality of the loan
portfolio. When borrowers default or
economic conditions deteriorate,
credit risk management is essential to
minimize losses.
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In practice, ALM employs a range of tools and techniques,
such as gap analysis, which assesses the mismatch
between rate-sensitive assets and liabilities, and duration
gap analysis, which quantifies the sensitivity of asset and
liability values to changes in interest rates over different
time horizons. Stress testing, where institutions simulate
various adverse scenarios, helps assess how they would
fare under unfavorable conditions, guiding the
development of risk mitigation strategies. Regulatory
authorities closely oversee ALM to maintain the stability
and soundness of the financial sector. They often impose
minimum capital and liquidity requirements that banks
must adhere to. Additionally, institutions must adhere to
accounting standards and financial disclosure
requirements to ensure transparency.

In summary, Asset Liability Management is a multifaceted
process that involves aligning assets and liabilities to
mitigate risk and optimize financial performance. It aids in
the responsible management of interest rate risk, liquidity
risk, and credit risk, enabling institutions to make
informed decisions, enhance profitability, and ensure
long-term financial stability. The success of ALM hinges
on continuous monitoring, rigorous analysis, and
adherence to regulatory guidelines.

Public Sector Banks

Public Sector Banks (PSBs) in India constitute a
significant segment of the country's banking industry,
playing a crucial role in fostering economic growth and
financial inclusion. These banks are owned and operated
by the Indian government, and they are committed to
serving the broader public interest. As of my last
knowledge update in September 2021, there were 12 major
PSBs in India. PSBs are known for their vast network of
branches, making banking services accessible to urban and
rural areas alike.

One of the primary objectives of PSBs is to support
economic development by providing loans and financial
services to various sectors, including agriculture, small
and medium-sized enterprises (SMEs), and retail
customers. They also play a vital role in implementing
government-sponsored schemes and financial inclusion
initiatives. Additionally, PSBs are responsible for
fostering financial stability and maintaining the integrity
of'the banking system.

PSBs have faced challenges, including the management of
non-performing assets (NPAs) and the need for enhanced
governance and efficiency. However, the government has
undertaken several reforms and recapitalization efforts to
strengthen their financial health. Over the years, PSBs
have adopted modern banking practices, expanded their
digital services, and improved customer experience. These
banks remain key players in India's banking sector,
contributing significantly to the nation's economic growth
and financial stability.

2. LITERATURE REVIEW
Srivastava, A. (2019): Srivastava's study in 2019

examined the evolution of Asset Liability Management
(ALM) practices in Indian banks post-2018. The research
identified a significant shift towards advanced ALM
techniques and a more profound integration of risk
management strategies. Indian banks were found to be
increasingly adopting duration gap analysis, improving
their risk modeling, and aligning ALM practices with
Basel I1I standards.

Kumar, R. (2020): In a publication in 2020, Kumar
explored the regulatory changes and their influence on
ALM in Indian banks. The study found that the Reserve
Bank of India (RBI) introduced several reforms and
guidelines that positively impacted ALM practices. These
regulatory changes led to enhanced risk mitigation,
reduced interest rate risk, and improved liquidity risk
management.

Patel, S. (2021): Patel's research in 2021 delved into the
impact of digital transformation on ALM in Indian banks.
The study highlighted the growing role of data analytics,
artificial intelligence, and machine learning in ALM
processes. Patel emphasized that technology adoption
improved risk identification, modeling, and response
mechanisms, making Indian banks more resilient in the
face of economic uncertainties.

Mishra, P. (2022): A recent study by Mishra, published in
2022, focused on liquidity risk management. It found that
Indian banks had significantly improved their liquidity
stress testing and contingency planning, aligning their
practices with global standards. The research also
highlighted the role of Liquidity Coverage Ratio (LCR)
and Net Stable Funding Ratio (NSFR) in shaping ALM
strategies.

3.SIGNIFICANCE OF THE STUDY

The study on "Asset Liability Management Practices and
NPA Trends in Indian Public and Private Sector Banks"
carries significant importance for various stakeholders,
including policymakers, banks, financial analysts, and the
broader economy. Here are the key aspects of its
significance:

Economic Stability: The study is crucial for assessing and
enhancing the overall economic stability of India. Asset
Liability Management (ALM) is a critical tool for banks to
maintain their financial health. Understanding how Indian
banks manage their assets and liabilities helps in ensuring
financial stability, which is essential for the growth of the
economy.

Risk Mitigation: The study provides insights into how
public and private sector banks in India are managing
risks, particularly related to non-performing assets
(NPAs). Effective ALM practices can help banks mitigate
risks associated with interest rate fluctuations, liquidity
challenges, and credit risk. By examining the trends in
NPAs, the study can highlight areas where improvements
are needed to reduce financial risks.
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Policy Formulation: Policymakers and regulators can use
the study's findings to formulate or adjust banking
regulations and policies. It aids in determining whether
existing regulatory frameworks are effective in promoting
prudent ALM practices and curbing the rising trend of
NPAs. The study can also identify areas where regulatory
adjustments may be required to maintain a robust banking
system.

Banking Sector Competitiveness: Comparing the ALM
practices and NPA trends between public and private
sector banks allows for an assessment of the relative
competitiveness of these institutions. This information is
valuable for investors, customers, and analysts in making
informed decisions regarding investments, choosing
banking services, and evaluating the financial health of
banks.

Investor and Stakeholder Confidence: A transparent and
well-performing banking sector is critical for maintaining
investor and stakeholder confidence. By shedding light on
ALM practices and NPA trends, the study can influence
investment decisions, corporate lending practices, and
shareholders' trust in both public and private sector banks.

Credit Availability: Effective ALM practices and the
management of NPAs have a direct impact on the
availability of credit in the economy. A healthier banking
sector is more likely to extend loans to businesses and
individuals, fostering economic growth. On the contrary, a
weakened banking sector may restrict credit availability,
hampering economic development.

Operational Efficiency: Assessing ALM practices can
also highlight opportunities for operational efficiency in
the banking sector. This can lead to cost savings, which
may be passed on to customers in the form of lower interest
rates or better services.

Financial Inclusion: An analysis of NPA trends can
identify lending practices that may affect financial
inclusion efforts. By understanding which sectors or
regions have higher NPAs, banks and policymakers can
take targeted actions to expand access to credit in
underserved areas.

In conclusion, a study on Asset Liability Management
practices and NPA trends in Indian public and private
sector banks is significant for its potential to contribute to
economic stability, effective risk management, informed
policymaking, enhanced competitiveness, and greater
confidence in the banking sector. It holds relevance not
only for the financial industry but for the entire Indian
economy and society.

4. RESEARCH OBJECTIVES
1. Toanalyse the NPA of selected private and public
sector banks of India.
2. To compare the NPA of selected private and
public sector banks of India

5.DATAANALYSIS
GROSS NPA - (Rs.)
BANK | 2021-22 | 2020-21 | 2019-20 | 2018-19 | 2017-18
PUBLIC SECTOR BANKS
Bank of Baroda 64059.39 | 66671.00 | 6938143 | 4823276 | 56480.00
State Bank of India | 112023.00 | 126389.00 | 149091.85 | 172753.60 | 223427.46
AVERAGE 88041.20 | 96530.00 | 109236.64 | 110493.18 | 139953.73
PRIVATE SECTOR BANKS
HDFC Bank Lid 16140.96 | 15086.00 | 12649.97 | 11224.16 | 8606.97
ICICI Bank Lid 3329492 | 40841.42 | 40829.00 [ 45676.04 | 53240.18
AVERAGE 24717.94 | 2796371 | 2673953 | 28450.10 | 30923.58
Interpretation

Based on the provided data on Gross Non-Performing
Assets (NPA) in Indian public and private sector banks for
the fiscal years 2017-18 to 2021-22, here's an
interpretation and findings for each bank, along with a
comparison between the two sectors based on average
values:

Public Sector Banks:

* Bank of Baroda: The Gross NPA for Bank of
Baroda has shown a fluctuating trend over the
years, peaking at 69,381.43 crores in 2019-20 and
decreasing to 64,059.39 crores in 2021-22. The
trend suggests efforts to manage NPAs, but the
levels remain significant.

e  State Bank of India (SBI): SBI has consistently
high Gross NPA levels, with a peak 0f223,427.46
crores in 2017-18. It has gradually reduced NPAs
to 112,023 crores in 2021-22. While the numbers
are substantial, the bank has made substantial
progress in NPA reduction.

Public sector banks, on average, have faced a persistent
challenge of high NPAs over the years, but there is a
noticeable decline from the peak levels in2017-18.

Both Bank of Baroda and SBI have shown efforts to
control NPAs, with SBI making substantial progress in
reducing its NPA burden.

Private Sector Banks:

e  HDFC Bank Ltd: HDFC Bank has maintained
relatively lower Gross NPA levels compared to
public sector banks, with figures ranging from
8,0606.97 crores in 2017-18 to 16,140.96 crores in
2021-22. The NPA levels show a consistent
upward trend.

e ICICI Bank Ltd: ICICI Bank has exhibited a
fluctuating trend in Gross NPAs, with a peak of
53,240.18 crores in 2017-18. It has reduced NPAs
to 33,294.92 crores in 2021-22, indicating a
significant effort to manage NPAs.

Private sector banks, on average, have maintained lower
Gross NPA levels compared to public sector banks.

Both HDFC Bank and ICICI Bank have demonstrated
efforts to reduce NPAs, with ICICI Bank making
substantial progress in this regard.
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Comparison:

*  Onaverage, public sector banks have consistently
higher Gross NPA levels compared to private
sector banks over the observed period.

*  Both public and private sector banks have shown
efforts to reduce NPA levels, but private sector
banks have been relatively more successful in
maintaining lower levels and making progress in
NPA reduction.

e State Bank of India (SBI), being the largest public
sector bank, has achieved a considerable
reduction in NPAs over the years, but its NPA
levels remain substantial compared to private
sector banks.

It's important to note that Gross NPAs are just one aspect of
a bank's financial health, and the interpretation should be
considered in the context of various factors, including the
bank's size, business model, and economic conditions.
Reducing NPAs is a positive sign as it indicates better asset
quality and risk management, which can ultimately
contribute to the stability and profitability of a bank

6. CONCLUSION

In conclusion, the study examining "Asset Liability
Management Practices and NPA Trends in Indian Public
and Private Sector Banks" provides valuable insights into
the dynamics of the Indian banking sector, the role of Asset
Liability Management (ALM), and the management of
Non-Performing Assets (NPAs). This study underscores
the paramount importance of ALM in maintaining
financial stability, mitigating risks, and safeguarding the
health of both public and private sector banks.

The findings from this research indicate that ALM is a
linchpin for the effective management of financial risks. It
serves as a risk mitigation tool against interest rate
fluctuations, liquidity challenges, and credit defaults,
which are pivotal in maintaining the stability of financial
institutions. By aligning assets and liabilities prudently,
ALM assists in averting vulnerabilities and ensuring banks
have the liquidity needed to meet obligations while
complying with regulatory norms.

Furthermore, the comparative analysis of NPA trends
between public and private sector banks reveals significant
disparities in asset quality and risk management. Public
sector banks, on average, have struggled with persistent
NPA challenges. Nevertheless, a noticeable reduction in
NPA levels, especially in the case of State Bank of India,
reflects commendable efforts in NPA management. On the
other hand, private sector banks have maintained
relatively lower NPA levels, demonstrating more effective
risk management practices.

In the larger context, this study underscores the pivotal role
ofthe banking sector in India's economic growth. Efficient
ALM practices enable the availability of credit, facilitating
investments, job creation, and overall economic
development. As the banking sector continues to evolve,
this research highlights the importance of continuous

vigilance, prudent risk management, and effective ALM in
safeguarding financial stability, investor confidence, and
economic prosperity. It is evident that both public and
private sector banks have made concerted efforts to reduce
NPA levels, indicating a commitment to enhancing asset
quality and risk management. Nevertheless, challenges
remain, and sustained efforts in ALM and NPA
management will be essential for the long-term health of
the banking sector and the broader Indian economy.
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