Journal of

Business Management & Finance

Research Article

The Paradigm of Non-Performing Assets in India - Creation
of Robust Asset Portfolios in a Turbulent Environment

Rajendra Kumar

Aditya Institute of Technology and Management, Kakinada
Dist, Andhra Pradesh, India.

Published - Nov 04, 2022
Correspondance to: Rajendra Kumar

Aditya Institute of Technology and Management,
Kakinada Dist, Andhra Pradesh, India.

Copyright: © Kumar R (2022). This Article is distrib-
uted under the terms of Creative Commons Attribu-
tion 4.0 International License

Cite: Kumar R. The Paradigm of Non-Performing Assets in
India - Creation of Robust Asset Portfolios in a Turbulent
Environment. 2022; 1(1): 1005.

Abstract

Banking sector plays a prominent role in the economic develop-
ment of the country. Growth of the country’s economy is affected by
the stability and efficiency of the banking sector. Without an effective
and sound banking system, no country can have a healthy economy.
Lending is the core function of banks. It is the primary source of rev-
enue generation for banks. Banks accumulate surplus savings from
the public and make them available for lending and investment pur-
poses. There were 12 public sector banks after the mega merger of
banks and multiple other private sector banks. Lending involves the
risk of defaulting the payments resulting increasing non-performing
assets which intern effects the financial sector as well as other parts
of the economy. Financial health of the banking industry can be
measured by the size of Non-Performing Assets. It directly effects
the bank’s profitability and its performance. For scheduled commer-
cial banks NPAs are the major concerns. Increased NPA is barrier for
the recycling of the funds resulting inability of banks to lend more.
By increasing the cost of capital, increased risk level effecting liquid-
ity position of the banks NPA effects the profitability of the bank.
Increased NPA is an indication of high risk of significant number of
loan defaults impacting bank’s net worth and performance and even
decreases the asset value. Increasing NPA is the great drawback for
the banking industry, hence it should be managed properly to in-
crease the profits and performance of the banks. This study is focus-
ing on the level of non-performing loans in Indian Banks and their
impact on the economy and performance of the banks. Also tries
to explain how pandemic effected Indian baking sector and how it
affected NPA.

Keywords: Banking; Assets; Non Performance; Default Risk; Securiti-
zation; Collateral Management; Asset Reconstruction.

Introduction

The banking system is the heart of the financial system of the coun-
try. The stability of the entire economy depends on the functioning of
the banking Industries. The primary function of the banks is mobiliz-
ing the public savings and allocating the same in the different sectors
of the economy as investments. In the emerging economy, healthy fi-
nancial system plays an important role in financial intermediation and
also carries social responsibilities achieving government’s objectives.
The link between banks and economic growth, the development of
the economy is depending upon the healthy banking sector. The global
financial crisis enlightened the importance of healthy banking system
for a country. This highlighted the need to monitor the bank’s perfor-
mance, as it can affect the profitability, productivity [10,37].
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Assets which do not generate revenue to the banks are
called as Non-Performing Assets and those which produces rev-
enue are called Performing Assets. RBI defined NPA as the as-
set on which the interest and principal amount is due for more
than 90 days. On the recommendation of Narasimham Commit-
tee RBI [8] introduced the concept of NPAs during the banking
sector reforms to reflect the banks health in its balance sheet.
India is facing the problem of raising NPA, which intern effecting
the economic development and banking sector performance.
The problem of raising NPA is directly linked with the lending
function of the banks, which is the primary source of revenue.
Increased NPA not only reduces the profitability of the bank
but also reduces the creditability. As Indian banks are facing
a serious problem of raising NPAs and to avoid these effective
provisions should be followed [16]. Banks were decreasing the
interest rates on deposits due to raising NPAs. It can destabilize
the confidence among the depositors as the commercial banks
witnessing the high level of NPA. Recognition of NPAs termed as
a step towards cleaning of Banks Balance Sheets to make them
financially strong. The accounts which are classified as NPAs
includes Corporates, Micro, Small, Medium industries, traders,
and exporters etc., who generates wealth and GDP for a country
and also provides large number of employment opportunities.
Overall NPA is having an adverse effect on the economy.

Basically, NPAs are classified as Gross NPAs and Net NPAs.
Gross NPA is the sum of total loan amount defaulted within
specified time. While Net non-performing asset is the sum of
total amount of loan defaulted after deducting provisions from
GNPA [35]. GNPA does not affect any loss to the banks as pro-
visions are not deducted. But NNPAs are actual losses to the
banks as provisions are deducted.

NPAs are further classified into 3 categories based on the pe-
riodicity. The 3 categories as follows; 1. Substandard Assets, 2.
Doubtful Assets, 3.Loss Assets [47,58].

1. Substandard Assets are those accounts, which remained
as NPA for 12 months as or less than that.

2. Doubtful Assets are those accounts, which remained as
Substandard Assets for 12 months.

3. Loss Assets will be classified as Loss asset by internal au-
ditors or external auditors of the bank declares it as Loss
Assets or when RBI inspection team declares it as Loss as-
sets.

Banks with higher NPA will have less funds available for lend-
ing because of the increased NPA. Those banks need to main-
tain higher provisioning to manage the NPA and on the other
hand less funds are available for lending, which will affect the
potentiality of banks to earn interest income. Increased provi-
sioning will impact the profitability of the bank. Thus, banks find
it difficult to maintain Capital Adequacy Ratio. Net Interest Mar-
gin will be stressed to reduce the NPAs [18,50].

As per RBI guidelines banks are required to make provisions
for precautions and to meet the unforeseen losses. RBI issued
guidelines on Income Recognition, Asset Classification and Pro-
visioning. Banks are required to provide 25% provisioning [6,27]
(Unsecured) and 15% (Secured) for Substandard Assets. For
Doubtful Assets 1 year to 3 years 40% provisioning will be made
and 100% for more than 3 years. For Loss Assets 100% provi-
sioning will be made from the beginning itself [36].

Global Financial Crisis effected the global economy. The im-
pact of crisis morphed into a global economic downturn. The
financial crisis has resulted in a spike because of bad debts and
defaults. After Global Financial Crisis COVID-19 pandemic is
the serious challenged faced across the Globe. Indian Banking
Sectors were affected severely as they were already struggling
with the problem of raising NPA. During the Pandemic India had
faced a great recession in its GDP. Banks are trying to overcome
the problem of raising NPA as per the norms of RBI. Resolving
the inflating NPA will be the greatest obstacle for banks in India
in 2021 default rates are increased during the pandemic. 1** and
2" wave of pandemic lockdown effected the cash flow across
economy. Due to decreased cash flow, generation of income is
less hence many medium and small enterprises are struggling
to repay the dues.

Review of literature

Raj Kumar and Deeksha (2017) [32] made an analysis on the
Problem of Rising NPA in Indian Public and Private Sector Banks.
Government and RBI has taken various measures to minimize
the NPA problem, but banks should also take the appropriate
measures to manage the NPA. Author suggests the Indian banks
to sanction the loans only after considering soundness of the
customers and return on investment of projects.

Rabindra Kumar Swain (2017) [17] has made a study on NPA
in Scheduled Commercial Banks in India. The study analysed
the various factors responsible for raising NPA and its impact
on the operations of the banks. Author have found that SER-
FAESI AC-2002 is the best measure implemented by the govern-
ment among other measures. The study reveals how the Indian
scheduled commercial banks are suffering because of money
blocked as NPA. Author have suggested few measures to control
the NPA level and speedy recovery of dues.

Banerjee R, Verma D & Jaiswal B. (2018) [33] has conducted
study on Non-Performing Assets. The study found that NPAs has
always been a concern for the banking sector for last 2 decades
due to economic slowdown. They have examined the GNPA and
NNPA status in both public sector and private sector banks in
India. The study reveals the reasons for increasing NPA in Indian
banks, they are defaulted loans, poor policies of credit manage-
ment, loan sanctioned without proper analysis of credit worthi-
ness, most agricultural loans etc. the banks should focus on the
better credit recovery policies, and also bank should concen-
trate on formulation and implementation of better strategies.
The study reveals that private banks are doing well than govern-
ment banks.

Ashish Kumar, Srirang K Jha, Sahil Grover (2021) [25] has con-
ducted a study on effect of NPA on Profitability on selected In-
dian banks. This study tries to compare the NPA level at SBI and
HDFC banks and also analyses the performance and profitability
of the banks. This study reveals that HDFC is having less NPA as
compared to SBI. For SBI increased NPA is proven a roadblock
to earn more profits. HDFC bank is comparatively less effected
as compared to SBI. The problem of NPA needs to be tackled
and appropriate measures should be followed to prevent the
same. The study suggests the Governments 4R’s strategy that
is Recognition, Resolution, Recapitalisation, Reforms because it
has reduced extent of NPAs.

Chethan Dudhe (2017) [52] analysed the Impact of NPA on
the profitability of the banks. This study proves that public sec-
tor banks are more prone to the problem of NPAs which will
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affect their profitability and creditability. To control raising NPA
factor proper credit management system should be implement-
ed which includes credit planning, proper credit appraisal.

Kumar Thammanaveni (2017) [39] has analysed the NPA in
commercial banks in India and their recovery in India through
various mediums that is SERFAESI Act, Debt Recovery Tribunals,
Lok Adalat. The study has found that the number cases referred
to DRT and SERFAESI act 2002 and the total amount of NPA re-
covered during the period of 2010-2016. The study has proven
that the number of NPA cases referred to DRT and SARFAESI has
increased during this period. This study found that Lok Adalat is
not that efficient for recovery of loans.

Rajeshwari Sengupta and Harsa Vardhan (2017) [19] Made a
study on banking crisis one that took place in 1990 and anoth-
er in 2008 the global financial crisis. The financial crisis (2008)
raised the problem of NPAs. Authors stated in their report the
strong governance, strong legal framework, proactive banking
regulations would be helpful to resolve the issue of NPAs.

Shalini HS (2013) [11] has conducted the study on cause and
therapyforraising NPAsin Indian publicsector banks, with special
remarks to Agricultural sector. The study has analysed the several
issues witnessed by the agriculturist. Author also gives sugges-
tion to take appropriate measures before lending like examining
the pre and post sanctioning inspections, guiding and creating
awareness among the farmers on the effects of defaulting etc.

Kumar, S. (2018), [21] The study impact of NPA on perfor-
mance of the banks made an analysis on the extreme effect on
the liquidity and profit. Author suggests that, if the problem
NPA is managed properly, then the microeconomic problems
like poverty, imbalanced payment system, and unemployment
can be decreased and also can boost the money market. Hence
Indian banks can deal with international markets efficiently.

Jaskaran Singh Madray, Roop Kamal (2020), [30] has con-
ducted a study on Merger of Public Sector Under takings. This
study found that, the decision of Government for the Merger of
banks is needed for the betterment of the PSUs. This strength-
ens the banking system as the NPAs are reduced after the merg-
er of the banks. M. Valliammal and Dr. SK (2018), [40] the study
examines the relation between the NPA and profits of Indian
banks and how it is impacting the economic performance of the
Indian banks. Author analysed the data for 7 years, from 2011-
2017 by correlation. The study resulted in the inverse relation
between the NPA and profitability of the banks. This analysis
showed that impact of NPA is having a strong effect on the prof-
itability.

Bharat Kumar Meher (2017), [40,55] the study looks into the
impact of demonetization on NPA in Indian banking. For the last
few decades Indian public sector banks are facing the problem
of NPA but demonetization step taken by government can help
the banks to uplift the banking system as well as the economy.
Author finds both the positive and negative effects of demon-
etization on the banking system.

Dr. Pooja Ralhan (2018) [23,54] studied the impact of NPA on
banks profitability. The statistical data from 1998 to 2017 were
analysed under ratio analysis and linier regression model. This
analysis results showed that government banks are having neg-
ative impact than the private banks. NPA effects the profitability
of the organization, and this study has proven that government
banks are having more impact than the private banks.
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Ambrish Kumar Mishra, Archana Patel and Sarika Jain (2020)
[13] assessed the Impact of Covid-19 pandemic on Indian Bank-
ing Sector. The report states that financial soundness of the
country is reflected by the economic growth and high purchas-
ing power in the hands of the customers. Pandemic effected
growth of the different sectors of the economy. In maintaining
the good liquidity position in the country, bank plays an impor-
tant role. Author have used the Covid19-IBO ontology to anal-
yse the COVID-19 impact on Indian banks. This study focuses
on the necessary steps to be taken for minimizing the effect of
pandemic, major challenges faced by the Indian banks and the
preparations banks have done to face the challenges.

Bhaskaran (2016), [26,28,43] this paper focused on compar-
ing the level of NPA in Indian banks over 10 years from 2004
to 2013. This research article evidenced that private sector
banks are doing well than Indian public sector banks. Private
sector banks are having comparatively less NPA than public sec-
tor banks. Author cautioned banks to be dynamite and while
adopting policies relating to NPAs management.

Dey (2008) [9,31] has conducted a study on Recovery mech-
anisms of NPAs. In his study he looked into the aspects of recov-
ery in Indian banks, and he found that the role of Debt Recovery
Tribunals is much better than the recovery under Lok Adalat’s
and SARFAESI act.

Kumar RB, Subba Rao BVSS and Kusuma GDV (2018), [20,49]
Genesis for increasing NPAs. This is an interesting study con-
ducted by the authors to detect important factors behind rais-
ing NPAs. The study is conducted to discover the causes for in-
dustrial sickness, poor credit appraisal, changes in government
policies, will full defaults and defects in lending system.

Sunil Kapadia and Venu Madhav (2019), [12,15] analysed
some of the important factors that are leading to raise in NPA
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level for commercial banks. According to the author factors of
lending are loos, hence bank face the problem of raising NPA.
They suggested that the problem of NPA | the beginning of cred-
it consideration with risk management and appropriate credit
appraisal and prudential norms laid down by RBI.

Sharma, G. (2018), [29,38] study focuses on the role of banks
in economic growth. The article discusses how the banks are
overburdened because of raising NPA especially in the case of
public sector banks. Here the suggestion given is that timely im-
plementation of preventive measures and regulatory standards
can help the banking sector in India.

Barge, A. (2012), [45,51] NPA management in banks exam-
ines the need for early supervision and management of funds
advanced. Thus, study referred several suggestions like better-
ment of supervision process, evaluating credit reports and edu-
cating the borrower to develop productive business skills and
activities so that due becoming NPA can be reduced.

Research methodology

This research work in based on secondary data on Non-per-
forming assets in SCBs, PSBs, Private banks and Foreign banks
for last 10 years.

The study is descriptive in nature. Secondary data has been
used in the study from RBI website and some other online
sources. Statistical tools like Tables and Graphs are used to in-
terpret the data. This study is generally aimed to explore the
trend in NPAs over the study period.

Objectives of the Study

A.  The objective of the study, “Impact of raising NPA” is to
find out the trend in NPA level in Indian banks for last 10
years.

B.  To analyse the reasons for rising NPA.

0

To study the impact of rising NPA.
Scope

The scope of the study is to analyse the quantum of NPA in
Indian banks by covering the periodicity of 10 years from 2011-
2020. Study also focuses on cause for increasing NPA and im-
pact of rising NPA in banking sector. The ain moto of the study is
to analyse the trend in NPA.

Selection of banks

The analysis on the study “Impact of NPA in Indian banking
sector” is conducted by grouping the banks into SCBs, PSBs,
PrSBs. [24] The idea behind this analysis is to know the level
NPA in SCBs, PSBs, PrSBs. public sector banks are bound to the
policies of the government i.e certain portion of lending to-
wards priority sector lending’s etc. These obligations on part of
public sector banks leads to liberal lending norms, which in turn
leads to loan accounts becoming NPA. While in case of private
sector banks have less social obligations and results in less NPA
in Private banks [22].

Table 1: GNPA and NNPA of SCBs as a Percentage of total advance and total assets. (Rs. in crores).

Year GNPA GNPA as a % of gross GNPA as a % of total NNPA NNPA as a % of Net NNPA as a % of total
advances assets advances assets

2010-2011 97973 2.2 14 41799 1 0.6
2011-2012 142903 2.8 1.7 65205 13 0.8
2012-2013 194053 3.2 2 98693 1.7 1

2013-2014 263362 3.8 2.4 142421 2.1 13
2014-2015 323335 4.3 2.7 175841 2.4 15
2015-2016 611947 7.5 4.7 349814 4.4 2.7
2016-2017 791791 9.3 5.6 433121 5.3 3.1
2017-2018 1039679 11.2 6.8 520838 6 3.4
2018-2019 936474 9.1 5.6 355068 3.7 2.1
2019-2020 899803 8.2 5 289531 2.8 1.6

Data analysis and interpretation

Tables 1 shows the GNPA and NNPA as a percentage of Gross
and Net advance ratio of Scheduled commercial banks from
2010-2020. It can be seen from the data during year 2010 the
gross NPA as a percentage of gross advance ratio was 2.2, which
starts rising year by year. Initially it was less but starts increasing
every year. The ratio started increasing from subsequent year
and reached 9.3 in the year 2017 and 11.2 in the year 2018,
which was highest in the last 10 years. In the financial year
2018-2019 gross NPA as a percentage of gross advance ratio
starts decline from 11.2% to 9.1 and 8.2% in the 2019-2020.
Here we can see a constant increase in the Gross NPA of Sched-
uled Commercial Banks and which starts decreasing from 2019
[9,38].

The Net NPA as a percentage of gross and net advance ra-
tio of SCBs was 1% in the year 2010 which starts increasing in
the subsequent year. In the next year it increases by 0.3%. NPA
ratio increase by 0.4% in the next 2 subsequent years [41,59].
As GNPA, NNPA also increases constantly year by year. NNPA as
percentage of Net advance ratio reaches 5.3% in the year 2017
and 6% in the year 2018, which was highest in the list. Once
it reaches 6% in the year 2018, it starts decreasing from 2018
[44]. From 6% it declines to 3.7% in the year 2019 and 2.8% in
the year 2020. Table 1 data shows, both GNPA and NNPA ratio
increase constantly and reaches highest in the year 2018 and
starts decreasing for next 2 subsequent years. During the period
of study GNPA and NNPA ratio of Gross advance of commercial
banks are increasing constantly. Same can be observed in the
case of total asset ratio.
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Table 2: GNPA and NNPA of PSBs as a Percentage of total advances and total assets. (Rs. in crores).

Year GNPA GNPA as a % of gross GNPA as a % of total NNPA NNPA as a % of Net | NNPA as a % of total
advance s assets advances assets

2010-2011 74664 2.2 1.4 36055 11 0.7
2011-2012 117839 3 2 59391 1.5 1

2012-2013 165006 3.6 2.4 90037 2 1.3
2013-2014 227264 4.4 2.9 130394 2.6 1.6
2014-2015 278468 5 3.2 159951 2.9 1.8
2015-2016 539956 9.3 5.9 320376 5.7 3.5
2016-2017 684732 11.7 7 383089 6.9 3.9
2017-2018 895601 14.6 8.9 454473 8 4.5
2018-2019 739541 11.6 7.3 285122 4.8 2.8
2019-2020 678317 10.3 6.3 230918 3.7 21

Source: www.RBl.org.in

Table-2 shows the data pertaining to GNPA and NNPA of
Public Sector Banks as percentage of gross and net advances
and total assets for 10 years. In the year 2010 Gross NPA as a
percentage of gross advances is 2.2, latter which gradually in-
creases continuously for next 7 years and reaches 14.6% in the
year 2018 which is highest in the list. For next 2 years that is
for 2019 and 2020 GNPA as percentage of gross advances de-
creases slightly from 14.6% to 11.6% and 10.3% [22,38,53]. The
same trend can be seen in Net NPA as a ratio of Gross advances.
Wich is also increases in the initial 8 years and starts declining
from 2018. NNPA declines from 8% in the year 2018 to 4.8% in
2019 and further decreases by 1.1% and reaches 3.7% in 2020.

NNPA of PSBs are decreasing and becoming better in the recov-
ery process of loan. GNPA and NNPA of ratio as of total assets
are also fluctuating year by year. There is a continuous increase
in the net advance ratio and total assets ratio but in the year
2019 and 2020 NPAs of PSBs are decreasing [44].

From the above analysis it can be concluded that GNPA as
a percentage of gross advances and total assets and NNPA as a
percentage of net advance and total assets are increasing in size
during period of study [46,56] but they were sturdily declining
in the last 2 years which indicates the betterment of NPA prob-
lem in PSBs.

Table 3: GNPA and NNPA of Private Sector Banks as a Percentage of total advance and total assets. (Rs. in crores).

Year GNPA GNPA as a % of gross GNPA as a % of total NNPA NNPA as a % of NNPA as a % of total

advances assets Net advances assets
2010-2011 14500 2.3 13 3400 0.6 0.3
2011-2012 14500 1.9 11 3000 0.4 0.2
2012-2013 15800 1.8 1 3900 0.4 0.3
2013-2014 24542 1.8 1.1 8862 0.7 0.4
2014-2015 34106 2.1 13 14128 0.9 0.5
2015-2016 56186 2.8 1.8 26677 1.4 0.8
2016-2017 93209 4.1 2.6 47780 2.2 13
2017-2018 129335 4.7 3 64380 24 1.5
2018-2019 183604 5.3 3.5 67309 2 13
2019-2020 209568 5.5 3.6 55746 1.5 1

Source: www.RBl.org.in

Table 3 presents the data on GNPA and NNPA as a percentage
of total advances and total assets of New Private Sector banks.
In the initial years of study period GNPA as a percentage of gross
advance is 2.3% and there is a gradual decrease in the GNPAs in
year 2012, 2013 and 2014. GNPA gradually decreases from 2.3%
to 1.9% in 2011, 1.8% in 2012, 1.8% in 2013 and remains con-
stant in 2014 [4,54]. In 2015, GNPA starts increasing constantly
in the subsequent years reaches 5.5% in the year 2020 which
is highest in the list. Same observation can be seen in the total
asset percentage, there is a constant increase in the GNPA total
asset percentage. GNPA as a percentage of total asset is 1.3%,
which falls by 0.3% in the tear 2013 and starts increasing in sub-
sequent years and reaches 3.6% in the year 2020.

Initially, NNPA as a percentage of net advances was 0.6% and
falls by 0.2% in the year 2012 and remains constant in 2013.
In 2014 NNPA again increases to 0.7% and starts increasing in
the coming years and reaches 2.4% in the year 2018 which was
maximum in the list [53]. During the study period it can be ob-
served that, initially NNPA was 0.6% which declines to 0.4% in
next 2 years and again starts increasing to 0.7%, 0.9%, 1.4%,
2.2%, 2.4% in the subsequent years. But starts declining in from
2019. In 2019 NNPA as percentage of Net advance is 2% and
1.5% in 2020 [2,48]. Same fluctuating trend can be seen in the
total asset percentage. It can be concluded that, as compared
to Commercial banks and PSBs, Private sector banks are having
less NPA which is the indicator for profitability and performance
of private banks.
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Table 4: GNPA and NNPA of Foreign Banks as a Percentage of total advance and total assets. (Rs. in crores).

Year GNPA GNPA as a % of gross GNPA as a % of total NNPA NNPA as a % of Net  NNPA as a % of
advances assets advances total assets
2010-2011 5069 255 1 1312 0.7 0.3
2011-2012 6297 2.7 1.1 1412 0.6 0.2
2012-2013 7977 3 1.3 2663 1 0.4
2013-2014 11565 3.9 1.5 3160 11 0.4
2014-2015 10761 3.2 1.4 1762 0.5 0.2
2015-2016 15805 4.2 1.9 2762 0.8 0.3
2016-2017 13629 4 1.7 2137 0.6 0.3
2017-2018 13849 3.8 1.6 1548 0.4 0.2
2018-2019 12242 3 1.2 2051 0.5 0.2
2019-2020 10208 23 0.8 2084 0.5 0.2

Source: www.RBl.org.in

Above table represents data on GNPA and NNPA of foreign
banks as a percentage of advances and total assets from 2011-
2020. GNPA as of gross advance is 2.5% in the initial stage of
study period, which then increases to 2.7% in next year and
reaches 3% in the year 2013.

A.  In 2014 GNPA was 3.9% but falls by 0.7% in the year 2015
[57]. There is again rise in GPNPA and reaches 4.2% which
was highest in the list by 2016. GNPA of Foreign banks are
fluctuating, there is a gradual rise and fall in the GNPA.

B. GNPA decreases and reaches minimum 3% in 2019 and
2.3% in 2020. Initially GNPA as of total assets is 1%, which
increases year by year.

C. In the year 2012 GNPA percentage was 1.1, which increas-
es by 0.2% in the next 2 years but falls by 0.1% in the next
year [5,7].

D. GNPA reaches 1.9 in the year 2016, which was highest
during the study period. After reaching highest in the year
2016, GNPA of foreign banks starts declining gradually in
the subsequent years and reaches 0.8% in the year 2020
which minimum during the period of 10 years.

E. GNPA of foreign banks also increases in size year by year
but as compared commercial, public and private banks it
is less. Same fluctuating trend can also be seen in NNPA.

F. NNPA as of Net advance and as of total asset is quite con-
stant which shows the ability of banks to recover debt

[1,42].
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Figure 1: GNPA in Indian Banks.

Above graph shows the level of GNPAs in commercial, PSBs,
PrSBs and foreign banks. Gross NPA is the sum of total loan
amount defaulted within specified time. Graph shows that in
the initial stage NPAs were less but in subsequent years there
is upward trend in the level of Gross NPA. GNPA in commercial
and public sector banks are huge in size. While slight increase in
the GNPAs of private and Foreign banks can be seen. NPA is ris-
ing at a rapid rate in commercial and public sector banks in last
5-6 years. It is clear from graph that, even though there is rising
NPA banks are trying to manage the level of NPA and there is
reduction in the level of NPA of PSBs [3,14].

The subsequent graph shows the level of NNPA in SCSs, PSBs,
private and foreign banks. Net non-performing asset is the sum
of total amount of loan defaulted after deducting provisions
from GNPA. From the above graph it can be seen that commer-
cial and Public sector banks are having high NPAs and there is
slight increase in the NNPAs of private and foreign banks. In the
last 2 years NNPA of commercial and public sector banks are
gradually decreasing which is a good indicator [22,54].
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Figure 2: Net Non-performing Assets in Indian Banks.
Source: www.RBl.org.in
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Figure 3: GNPAs as a percentage of gross advances.

The graph represents level of GNPA as a percentage of Gross
advances. GNPA as of gross advances of banks are increasing
every year and declines in the last 2 years. It can be seen in the
graph, PSBs are having huge percentage of GNPA.
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Figure 4: NNPAs as a percentage of Net advances.

Above graph represents level of NNPA as a percentage of Net
advances. During the study period there is a constant rise in
the NNPAs of the banks, which decreases in the year 2019 and
2020. It is clear from the graph that PSBs and commercial banks
are having huge NPA. Where as Private and Foreign banks are
having less risk of NPA as compared to commercial and PSBs
[29].

Reasons for rising NPA
External factors

o There are number of recovery tribunals set by the govern-
ment, which works for the recovery of debt. If they fail
to recover the loan amount banks will suffer heavy loss
which intern effects the performance and profitability of
the banks.

o Proper due diligence of the borrower should be done to
recognize the credit risk involved. Wilful defaults causes
heavy loss to the banks and leads NPA.

o Natural calamities are measured factors, which is leading
to rise in the NPAs of PSBs. Because of natural calamities
specially agriculturists fails to make the repayment of the
loans which lead to NPA.

o Industrial sickness is also one of the reason rising NPA.
Lack od resources, lack technology, inappropriate man-
agement and project handling, changes government poli-
cies lead to industrial sickness. Lending to those indus-
tries, makes banks to end up with rising NPA and loss for
the bank.

o Manufacture Indian fails to recognize and market de-
mand. Lack of demand in the market leads to business
failure. On failure repayment and recovery of loans banks
have to record the unpaid part as NPA.

o Changes in government policies and fluctuation in the
economy is also a factor leading to NPA.

Internal factors
o Diversion of funds for other purposes.

o Defective lending process of banks makes them fail to
choose the right borrower in spite stringent norms.

o Credit appraisal plays an important role in the in the as-
sessment of the borrower to choose right borrower. Poor
credit appraisal system is an additional factor contributing
to NPA.

o Managerial inabilities of the banks contributes to the
rising NPA. Banks should be very much cautious while
lending and accepting the collateral and securities. Banks
should consider market, risk and other factors. Banks
should also consider the concentration risk, lending to the
single industry or Sigle borrower makes banks to suffer

when they fail to repay the loan.
° Inappropriate pre and post sanction inspection.
o Lack of credit management and monitoring.
Impact and Findings of rising NPA

Non-performing assets directly affects performance and
profitability of Indian banks. Following are the some of the im-
pacts of rising NPA.

o Rising NPA effects the liquidity position of the banks by
creating difference between assets and liabilities which
makes banks to rise high cost resources.

o Increasing NPA disturbs the goodwill of the banks which
results in lack of public confidence, lower profitability.

o Rising NPA effects the funding process of banks, which
creates fluctuation in the economy.

o Rise in NPA leads to high cost of capital as now bank needs
more capital for smooth function of the banks.

o Due to increased NPA banks reduces the interest on de-
posits.
o Interest income is the primary source of income for banks.

When loan accounts becomes NPA, it reduces the income
of the banks.

o NPA reduces the profitability of the banks and banks have
maintain provisions for NPA which is a loss to the banks.

o As per RBI guideline banks have to maintain sufficient
capital on risk weighted assets. Any rise in NPA contrib-
utes to rise in risk weighted provisions

o It reduces the earning capacity of the banks and negative-
ly effects the return on investment.

. Due to increase in NPA banks increase the interest rates,
which is a burden to the society. Because now they have
to fetch additional income for payment of increased inter-
est rates.

o Continuous rise in NPA disturbs the public trust on bank-
ing sector. The reputation of the banks are always influ-
enced by the increased NPA.

Findings

There is continuous increase in the GNPA and NNPA of PSBs,
SCBs, PrSBs and Foreign banks. There is a gradual rise in the
NPA for 8 years but from 2018 NPAs of public sector banks are
declining.

Conclusion

NPAs are a primary challenge of Indian banks. Banks have
to attribute provisions out of profit against them, the money
locked as provisions otherwise can be utilized for other invest-
ments which is a loss to the banks. This affects the performance
and profitability of the banks. Interest income is the primary
source of income for all the banks, but when accounts be-
comes NPA interest income from those accounts are blocked.
As per the analysis PSBs are having huge amount of NPA. PSBs
are binding on the government policies and they have to lend
certain portion to priority sector and other sector [8,55]. This
results in accounts becoming NPAs. Study indicates that NPAs
of banks generally showing the rising trend during 2011-2020.
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NPAs of PSBs are high during study period as compared other
sectors of banks.

The study observed that there is a upward trend in the GNPA
as of gross advance of banks in the last 10 years. However there
is decline in the size of NPA in last 2 years which indicates the
improvement in asset quality management of commercial, pub-
lic and private sector banks. There is a significant improvement
in the management of NPAs. Mega merger of banks helped the
Indian PSBs to manage their NPAs to some what extent. The
study observes that provisioning and prudential norms of RBI
and other initiatives by the central banks helped the banks to
manage their NPA and this resulted in improvement in the per-
formance of the banks. PSBs are facing major problems because
of NPA and some banks are failing in their operation due to in-
creasing NPAs.

The initiatives like DRTs, LOK Adalats, NCLT, SERFAESI act
helps banks in speedy recovery of debts and strengthens func-
tioning and performance of Indian banks. It improves recovery
process and makes task easier. As there is a decline in GNPA
and NNPA of PSBs ad private banks, currently due to pandemic
economy is suffering but if banks succeed to manage the asset
quality in future PSBs can overcome the problem NPAs. There-
fore banks and government should make efforts to manage the
asset quality and NPAs in coming days to mitigate the problem
of rising NPA. It might not be possible to have zero NPA but In-
dian Public sector banks should try to reduce the size if NPA.
They should manage to make the speedy recovery of loans with
corporate borrowers. Because corporate loans are contributing
highest portion of NPA. To reduce the NPA from Indian bank-
ing sector government should take some initiative measure to
settle the pending cases.

There should be some relaxation on part of mandatory lend-
ing to priority sector because Priority sector lending are hav-
ing arte of default risk. To mitigate the problem of rising NPA
government and RBI should to take some initiative measures to
overcome this problem and improve the profitability and per-
formance of Indian banks.

References

1. Altunbas Y, Evans L, Molyneux P. Bank ownership and efficiency.
Journal of Money, Credit and Banking. 2001; 926-954.

2. Arellano M. Estimators. Oxford bulletin of Economics and Statis-
tics. 1987; 49: 4.

3. Arellano M, Bond S. Some tests of specification for panel data:
Monte Carlo evidence and an application to employment equa-
tions. The review of economic studies. 1991; 58: 277-297.

4, Barr RS, Siems TF. Bank failure prediction using DEA to measure
management quality. Interfaces in Computer Science and Op-
erations Research. Springer, US. 1997; 341-365.

5. Berg SA, Fgrsund FR, Jansen ES. Technical efficiency of Norwe-
gian banks: The non-parametric approach to efficiency mea-
surement. Journal of Productivity Analysis.1991; 2: 127-142.

6. Berg SA, Fgrsund FR, Hjalmarsson L, Suominen M. Banking
efficiency in the Nordic countries. Journal of Banking & Fi-
nance.1993; 17: 371-388.

8. Berger AN, DeYoung R. Problem loans and cost efficiency in
commercial banks. Journal of Banking & Finance. 1997; 21: 849-
870.

9. Berger AN, Udell GF. Relationship lending and lines of credit in
small firm finance. Journal of business.1995; 351-381.

10.

11.

12.

13.

14.

15

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

Berger AN, Udell GF. Collateral, loan quality and bank risk. Jour-
nal of Monetary Economics.1990; 25: 21-42.

Bhatia A, Mahajan P, Chander S. Determinants of profitability
of private sector banks in India. Indian Journal of Accounting.
2012; 42: 39-51.

Borio C, Furfine C, Lowe P. Procyclicality of the financial system
and financial stability: issues and policy options. BIS papers.
2001; 1-57.

Jimenez G, Salas V, Saurina, J. Determinants of collateral. Journal
of financial economics. 2006; 81: 255-281.

Boyd JH, Gertler M. The role of large banks in the recent US
banking crisis. Federal Reserve Bank of Minneapolis Quarterly
Review. 1994; 18: 2-21.

. Breuer JB. Problem bank loans, conflicts of interest, and institu-

tions. Journal of Financial Stability. 2006; 2: 266-285.

Chow GC. Tests of equality between sets of coefficients in two
linear regressions. Econometrica. Journal of the Econometric
Society.1960; 591-605.

Clair RT. Loan growth and loan quality: some preliminary evi-
dence from Texas banks. Economic and Financial Policy Re-
view.1992; 9-22.

Das A, Ghosh S. Size, non-performing loan, capital and produc-
tivity change: evidence from Indian state-owned banks. 2006.

Diamond DW. Financial intermediation and delegated monitor-
ing. The Review of Economic Studies. 1984; 51: 393-414.

Drake L, Hall MJ. Efficiency in Japanese banking: An empirical
analysis. Journal of Banking & Finance. 2003; 27: 891-917.

Ennis HM, Malek HS. Bank risk of failure and the too-bigto-fail
policy. FRB Richmond Economic Quarterly. 2005; 91: 21-44.

Espinoza RA, Prasad A. Nonperforming loans in the GCC banking
system and their macroeconomic effects. IMF Working Papers.
2010; 1-24.

Ferrier GD, Lovell CK. Measuring cost efficiency in banking:
econometric and linear programming evidence. Journal of
econometrics.1990; 46: 229-245.

FILIP BF. Non-performing loans—dimension of the non-quality of
bank lending/loans and their specific connections. Theoretical
and Applied Economics. 2014; 18: 127-146.

Fries S, Taci A. Cost efficiency of banks in transition: Evidence
from 289 banks in 15 post-communist countries. Journal of
Banking & Finance. 2005; 29: 55-81.

Fukuyama H. Technical and scale efficiency of Japanese com-
merical banks: a non-parametric approach. Applied econom-
ics.1993; 25: 1101-1112.

Geng R, Bose |, Chen X. Prediction of financial distress: An em-
pirical study of listed Chinese companies using data mining. Eu-
ropean Journal of Operational Research. 2015; 241: 236-247.

Ghosh S. Does leverage influence banks’ non-performing loans?
Evidence from India. Applied Economics Letters. 2005; 12: 913-
918.

Gonzalez-Hermosillo B, Pazarbasioglu C, Billings R. Determi-
nants of banking system fragility: A case study of Mexico. Staff
Papers-International Monetary Fund.1997; 295-314.

Greenidge K, Grosvenor T. Forecasting non-performing loans in
Barbados. Journal of Business, Finance and Economics in Emerg-
ing Economies. 2010; 5: 80-107.




Journal of Business Management & Finance

31.

32.

33.

34,

35.

36.

37.

38.

39.

40.

41.

42.

43,

44,

45.

Hanweck GA. Predicting bank failure (No. 19). Board of Gover-
nors of the Federal Reserve System (US).1997.

Halkos GE, Salamouris DS. Efficiency measurement of the Greek
commercial banks with the use of financial ratios: a data envel-
opment analysis approach. Management Accounting Research.
2004; 15: 201-224.

Hess K, Grimes A, Holmes M. Credit losses in Australasian bank-
ing. Economic Record. 2009; 85: 331-343.

HU JL, Li Y, CHIU YH. Ownership and nonperforming loans: Evi-
dence from Taiwan’s banks. The Developing Economies. 2004;
42: 405-420.

Karim MZA, Chan SG, Hassan S. Bank efficiency and non-per-
forming loans: Evidence from Malaysia and Singapore. Prague
Economic Papers. 2010; 19: 118-132.

Keeton WR. Does faster loan growth lead to higher loan losses?
Economic Review (Q Il). 199; 57-75.

Keeton WR, Morris CS. Why Do Banks7 Loan Losses Differ? Eco-
nomic Review. 1987.

Khemraj T, Pasha S. The determinants of non-performing loans:
an econometric case study of Guyana. 2009.

Klein N. Non-performing loans in CESEE: Determinants and im-
pact on macroeconomic performance. 2013.

Kwan SH. The X-efficiency of commercial banks in Hong Kong.
Journal of Banking and Finance. 2006; 30: 1127-1147.

Lev B, Sunder S. Methodological issues in the use of financial
ratios. Journal of Accounting and Economics.1979; 1: 187-210.

Li H, Rozelle S, Zhou LA. Incentive contracts and bank perfor-
mance: Evidence from rural China 1. Economics of Transition.
2007; 15: 109-124.

Louzis DP, Vouldis AT, Metaxas VL. Macroeconomic and bank-
specific determinants of non-performing loans in Greece: A
comparative study of mortgage, business and consumer loan
portfolios. Journal of Banking & Finance. 2012; 36: 1012-1027.

Martin D. Early warning of bank failure: A logit regression ap-
proach. Journal of banking & finance.1977; 1: 249-276.

Mester LJ. A study of bank efficiency taking into account risk-
preferences. Journal of Banking and Finance.1996; 20: 1025-
1045.

46.

47.

48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

Nkusu M. Nonperforming loans and macrofinancial vulnerabili-
ties in advanced economies. IMF Working Papers. 2011; 1-27.

Pantalone CC, Platt MB. Predicting commercial bank failure
since deregulation. New England Economic Review. 1987; 37-
47.

Podpiera J, Weill L. Bad luck or bad management? Emerging
banking market experience. Journal of Financial Stability. 2008;
4:135-148.

Rajaraman |, Vasishtha G. Non-performing loans of PSU banks:
Some panel results. Economic and Political Weekly. 2002; 429-
435.

Rajan R, Dhal SC. Non-performing loans and terms of credit of
public sector banks in India: An empirical assessment. 2003.

Reserve Bank of India Occasional Papers. 24; 81-121.

Rajaraman |, Bhaumik S, Bhatia N. NPA variations across Indian
commercial banks: Some findings. Economic and Political Week-
ly. 199; 161-168. Chicago

Salas V, Saurina J. Credit risk in two institutional regimes: Span-
ish commercial and savings banks. Journal of Financial Services
Research. 2002; 22: 203-224.

Sensarma R, Ghosh S. Net Interest Margin: Does Ownership
Matter? Vikalpa. 2004; 29: 41-48.

Sinkey JF, Greenawalt MB. Loan-loss experience and risk-taking
behavior at large commercial banks. Journal of Financial Servic-
es Research. 1991; 5: 43-59.

Stern GH, Feldman RJ. Too big to fail: The hazards of bank bail-
outs. Brookings Institution Press. 2004.

White HA. heteroskedasticity-consistent covariance matrix es-
timator and a direct test for heteroskedasticity. Econometrica:
Journal of the Econometric Society. 1980; 817-838.

Wooldridge JM. Econometric analysis of cross section and panel
data. MIT press. 2010.

Wooldridge JM. Introductory econometrics: A modern ap-
proach. Nelson Education. 2015.




