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ABSTRACT

Risk management in banking has significantly advanced over the last decade, mainly due to regulations
that have come in response to the global financial crisis and its aftermath. The significant risks that may
affect a bank comprise credit, liquidity, operational and market risk. A bank's efficiency can only be
understood when there is volatitity and fluctuation in the market. Therefore, it becomes pertinent {o
determine the various determinants of financial risk in the Indian context. To date, the literature has not
focused explicitly on the determinants of financial risk conceming Indian Banks. Further, the available
evidence concerning the sources of the bank’s financial risk is very sparse. Based on these limitations, the
study tries to analyse the various delerminants of financial risk in Indian banks.

Further, there is a need for an efficient model that can accurately predict the financial risk of Indian banks.
Over time, highly complex Al frameworks have been developed, and now, any programming language
can be used to write Al codes and develop intelligent models. For this, the research suggests a prediction
model based on various ML algorithims. To achieve this, multiple algorithms are developed using popular
ML models, such as linear regression, k-nearest neighbours, support vector regression, decision tree,
random forest, extreme gradient boosting, and multi-layer perceptron, to identify the most appropriate
model. The results of these models are compared to identify the best algorithms based on prediction
scores to forecast the financial risk of Indian banks. The findings of this study are expected to benefit
various stakeholders in formulating suitable policies, especially after the financial distress triggered by the
Covid-19 pandemic and financial crisis.
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