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Abstract: This paper examined the trend of inflating Non-Performing
Assets (NPASs) in the Indian Banking System with special reference to

and Foreign Banks. It also investigated the issues and

Scheduled Commercial Banks, Public Sector Banks, Private Sector Banks

challenges of

escalating NPAs and their implications on the profitability of banks. It also
discussed the role of regulatory framework in management of rising NPAs.
The time period of study was from 1997 till 2019. Secondary data analysis
was done using time series method. It was observed that in all categories

of Indian Banks including Scheduled Commercial Banks,

Public Sector

Banks, Foreign Banks and New Private Sector Banks of India, there was a
sharp rise and increasing trend in the gross NPA percent aftermath the
Global Financial Crisis 2007-08. But before the occurrence of Global
Financial Crisis 2007-08, these banks including Old Private Sector Banks
of India had comparatively less amount of NPAs and decreasing trend in
NPA level till the crisis. It was also observed that inflating NPAs adversely
impacted the Indian Banks’ profitability and solvency. The results
confirmed that a large number of credit defaults occurred in the Public
Sector Banks as compared to Private Sector and Foreign Banks in India. It
is expected that future researches will be accomplished including
macroeconomic variables and bank-specific factors that are responsible for
Article Received: 24 July 2019 occurrence of NPAs in Indian Banks.

Foreign Banks, Profitability, Regulatory Framework

Keywords: Non-Performing Assets (NPAs), Indian Banking System,
Scheduled Commercial Banks, Public Sector Banks, Private Sector Banks,

Since the commencement of the Global Financial
Crisis in the year 2007-08, the bank assets quality

INTRODUCTION of loan portfolio in most of the countries across the
world including India strongly deteriorated.
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Financial Crisis in 2007-08 which was the spillover
effect of U.S Subprime Mortgage Crisis 2007 has
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led to the banking crisis and impacted bank
performance in most countries including India
(Shukla, 2014). This has caused some researchers
to study the negative repercussion of the banking
crisis on the macroeconomic conditions (Agnello,
Furceri, and Sousa, 2011; Agnello and Sousa,
2011). Simultaneously it has also encouraged some
researchers to study the factors that provoke
banking crisis (Laeven and Valencia, 2010).
Adverse macroeconomic conditions with high
interest rate, low growth rate, high unemployment
rate and high inflation rate influences banking crisis
(Demirguc-Kunt and Detragiache, 1998; Llewellyn,
2002).The unfavorable macroeconomic
environment have also resulted in escalating the
level of non-performing loans and bank credit risk
in the banking system which can cause them to
become insolvent and eventually lead to banking
crisis (Barr and Siems, 1994; Demirguc-Kunt,
1989; Whalen, 1991). There is negative relationship
between non-performing assets and macroeconomic
conditions (Espinoza and Prasad 2010; Ghosh
2015; Louzis, Vouldis, and Metaxas, 2012; Skarica
2014; Zeng 2012; Zhu, Wang, and Wu, 2014). Not
only macroeconomic variables but also bank
specific factors cause changes in the level of Non-
Performing Assets. Some researchers in their
research studies analyzed influence of different
bank-specific factors on NPAs (Berger and
DeYoung, 1997; Dhar and Bakshi, 2015;
Rajaraman and Vasishtha, 2002). IMF (2006)
defines Non-Performing Loans as “loans (and other
assets) should be classified as the NPL when (1)
payments of principal and interest are past due by 3
months (90 days) or more, or (2) interest payments
equal to 3 months (90 days) interest or more have
been capitalized (re-invested into the principal
amount, refinanced, or rolled over (i.e. payment has
been delayed by arrangements).” As per RBI
(2015), “A non performing asset (NPA) is a loan or
an advance where interest and/ or instalment of
principal remain overdue for a period of more than
90 days in respect of a term loan.” As per RBI
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(2015), “A non performing asset (NPA) is a loan or
an advance where interest and/ or instalment of
principal remain overdue for a period of more than
90 days in respect of a term loan.....An asset,
including a leased asset, becomes non-performing
when it ceases to generate income for the bank.”
NPA is inevitable in the banking sector. As there is
increase in the lending process by the banks and
there is growth in credit or advances, the possibility
of default also increases. Banks cannot afford zero
or no lending of credit in order to avoid occurrence
of NPAs as much of their income is generated by
the interest earned on loans. Inflating NPAs gives
mammoth pressure on banks’ balance sheets with
adverse impact not only on profitability and bank
lending but also on financial stability and socio-
economic growth of the nation (Otasevic, 2015).
Hence it is very important to build up more
effective and efficient credit risk management
system and regulatory framework to manage and
control the escalating NPAs in the banks.

This paper examines the trend of inflating Non-
Performing Assets (NPAs) in the Indian Banking
System with special reference to Scheduled
Commercial Banks, Public Sector Banks, Foreign
Banks and Private Sector Banks. It investigates the
issues and challenges of escalating NPAs and their
implications on the profitability of Indian Banks. It
also focuses on the role of regulatory framework in
management of rising NPAs. Time period of the
study is from 1997 till 2019. Secondary data
analysis is applied using time series method.

The remaining discussions are classified as follows.
Section 2 represents the literature review. Section 3
gives the data and research methodology. Section 4
gives the findings. Section 5 gives the conclusion.

Il. LITERATURE REVIEW

The literature review is divided into two parts. First
part discusses issues and challenges of inflating
NPAs while second part discusses role of
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regulatory framework in management of rising
NPAs.

1. Issues and Challenges of Inflating NPAs

There are various research studies which focus on
the repercussions of inflating NPAs in the banks.
Escalating NPAs result in insolvency of banks
which can even cause banking crisis. This confirms
that bank asset quality is a sign of insolvency of
banks (Barr and Siems, 1994; Demirguc-Kunt,
1989; Whalen, 1991). Inflating NPAs gives
mammoth pressure on banks’ balance sheets with
adverse impact not only on profitability and bank
lending but also on financial stability and socio-
economic development of the country (Otasevic,
2015). Inflating NPAs decreases overall
profitability of banks and their income reduces
considerably because banks have to maintain
provision coverage to recover loss due to bad loans
and secondly they stop gaining interest income
from defaulting loans (Louzis, Vouldis, and
Metaxas, 2012; Mester, 1996; Rajaraman,
Bhaumik, and Bhatia, 1999).

Some researchers studied the impact of rising Non-
Performing Loans on measured cost efficiency.
Berger and DeYoung (1997) concluded that
inflating level of bad loans results in reduction in
measured cost efficiency and capital of the banks.
High level of NPAs adversely impact bank
efficiency and can cause failure of banks (Barr and
Siems, 1997; Karim, Chan, and Hassan, 2010;
Kwan, 2006; Martin, 1977; Pantalone and Platt,
1987).They favoured the concept of poor
management suggested by Berger and DeYoung
(1997) that faulty management activities results in
deterioration of bank asset quality and increase in
bad debts. Similarly Tsai and Huang (1999) also
concluded that bank asset quality is linked with cost
efficiency and bad management practices of bad
loans results in negative repercussions on operating
performance of the banks. Fan and Shaffer (2004)
stated that non-performing assets and profit
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efficiency of banks are negatively associated with

each other but this relation is statistically
insignificant.
Some researchers stated that bad loans are

discarded spin-off of performing assets which are
regarded as financial pollution as they have harmful
impact on economy (Barseghyan 2010; Espinoza
and Prasad 2010; Gonzales-Hermosillo 1999;
Nkusu 2011; Zeng 2012). Similarly Zhang et al.
(2015) in his study confirmed that escalating NPAs
causes bank lending riskier which in turn degrade
bank asset quality and hampers the economic
stability. They supported the moral hazard problem.

2. Role of Regulatory Framework in
Management of Rising NPAs

Reserve Bank of India initiated various measures to
control rising NPAs and solve the problem of
stressed assets which are:

¢ Recapitalization of Public Sector Banks
In the year 2015-16 as per the Indradhanush
Plan, the Public Sector Banks were infused
with capital of 519 billion by the
government (RBI, 2017a). Recapitalization
plan for Public Sector Banks of 2.1 lakh
crore or trillion was announced by the
Government of India in October, 2017
where capital infusion plan was 8,139 crore
from budgetary assistance and 80000 crore
via recapitalization bonds for the year 2017-
18 (RBI, 2017a; RBI, 2018). These banks
were struggling with the problem of
inflating stressed assets and non-performing
loans. Hence this step of recapitalizing
Public Sector Banks was to clear out the
banks’ balance sheets, reduce NPAs, for
devising better operational policies, for
technology upgradation, to improve their
profitability and efficiency.

e Prompt Corrective Action Framework
(PCA Framework)
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Prompt Corrective Action Framework was
initiated by RBI in December 2002 for those
banks which have impacted the Trigger
Points including Net NPA, CRAR and ROA
where the Net NPA percent should be 10
percent or below 10 percent, CRAR should
be 9 percent or above 9percent and ROA
should be 0.25 percent or above 0.25
percent to be outside the PCA Framework.
If the NPA percent is more than 10percent,
CRAR is below 9 percent and ROA is
below 0.25 percent then certain structured
and discretionary actions are to be taken by
RBI for those banks (RBI, 2002).This
scheme on PCA was reviewed by the Board
for Financial Supervision in June, 2004 and
it was decided to follow the same scheme
(RBI, 2004).

PCA Framework was revised by RBI on
April 13, 2017, where the asset quality,
capital and profitability were the triggering
points in terms of Net NPA Ratio,
CRAR/Common Equity Tier | ratio and
ROA respectively to monitor the banks’
effective functioning. As per this revised
PCA framework the Net NPA Ratio should
be less than 6 percent for the banks to be
outside the PCA Framework so as to
prevent themselves from corrective actions.
If the Net NPA Ratio is 6 percent or above 6
percent or any of the risk threshold limit
related to ROA or CRAR/Common Equity
Tier | ratio is breached then certain
mandatory and discretionary actions are to
be taken by RBI for those banks such as
restriction on branch expansion, dividend
distribution, management compensation,
raising capital level and increasing
provision coverage (RBI, 2017b).

Quoting the “RBI Triggers Corrective
Action on Banks over NPA Worries”, RBI
levied certain restrictive actions under PCA
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Framework 2017 on some banks like Bank
of India, Corporation Bank, IDBI Bank,
Central Bank of India, Dena Bank, UCO
Bank, Oriental Bank of Commerce, Indian
Overseas Bank, United Bank of India and
Bank of Maharashtra in 2017 for abrupt
increase in NPA and capital erosion (ET
Bureau, 2017)

Insolvency and Bankruptcy Code (IBC)

In May 2016, Insolvency and Bankruptcy
Code 2016 implemented and declared in the
Gazette of India was a single law that
resolved the cases of bankruptcy and
insolvency by either giving reorganization
or insolvency resolution plan within a time
limit of 180 days for the defaulting units
like companies, individuals, partnership
firms etc. The time limit of 180 days can be
extended by 90 days more in certain cases.
The IBC has shifted control powers from
shareholders to creditors and thus creditors
got the powers to decide whether to
resuscitate or liquidate the defaulting
company (RBI, 2017a). Quoting the “BS
Banking Round Table”, bankers opinioned
that balance of power was transposed by
IBC (BS Reporter, 2017).

The Government further on 23" November,
2017, announced the Insolvency and
Bankruptcy Code (Amendment) Ordinance,
2017 to reinforce the insolvency resolution
plan (RBI, 2017a).

Banking Regulation (Amendment)
Ordinance 2017

The Banking Regulation (Amendment)
Ordinance, 2017 enforced by government
on 5" May, 2017 that gave more powers to
the RBI to handle the NPAs problem. RBI
has been empowered by NPA Ordinance for
issuing directions to commercial banks to
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start insolvency procedures under IBC 2016
to recover bad loans (Tiwari, 2017). The
Banking Regulation (Amendment)
Ordinance, 2017 was enforced to tackle the
issue of bad loans in Indian Banks by giving
extra powers to the RBI (RBI, 2018). But
this Ordinance had some drawbacks and
was soon replaced by Banking Regulation
(Amendment) Bill 2017 in July, 2017.

e Banking Regulation (Amendment) Bill
2017
Quoting the “All you need to know about
the Banking Regulation (Amendment) Bill”
(2017), Banking Regulation (Amendment)
Bill 2017 which was launched in July, 2017
replaced  the Banking Regulation
(Amendment)  Ordinance, 2017 and
modified the Banking Regulation Act,
1949.This Bill authorized RBI to initiate
insolvency  resolution procedures and
appoint committees for advising the
financial institutions on resolution of
stressed assets. It empowered RBI to guide
and issue directions to Indian Banks to
handle and manage bad loans under the
Insolvency and Bankruptcy Code 2016.

I11. DATA AND RESEARCH METHODOLOGY

The sample consists of all Scheduled Commercial
Banks of India Banking System (except RRBS)
which are divided into Public Sector Banks,
Foreign Banks and Private Sector Banks of India.
Private Banks is again divided into old and new
Private Sector Banks. Categorization of sampled
banks into three groups provides an efficient way of
comparing and obtaining considerable amount of
information about banks’ NPAs. The study used
secondary data. The Old Private Sector Banks data
is tabulated till 2013, while the new Private Sector
Banks data is compiled till 2017.Annual data
related to Gross NPAs as a percentage of gross
advances for all these sampled banks is analyzed
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which is collected from RBI reports, Handbook of
Statistics on the Indian economy and database of
RBI. Annual data is used and the time period of the
study is from the year 1997 till 2019. Time series
method is used to analyze the sampled data where
the data is collected on one or more variables over a
period of time and its trend analysis is done
(Brooks, 2008).

STATA 14.0 version and MS Excel 2007 is used in
all the calculations and graphs.

IV. FINDINGS

In this section, we will analyze the trend of inflating
Gross NPA percent in Scheduled Commercial
Banks, Foreign Banks, Old Private Sector Banks,
New Private Sector Banks and Public Sector Banks
of Indian Banking System from the year 1997 till
2019 by time series method. Let us discuss each
category of bank one by one.

1. Trend in GNPA percent of Indian Scheduled
Commercial Banks

Figure 1 as shown below shows the trend in GNPA
percent of Indian Scheduled Commercial Banks.

Figure 1: Trend in GNPA percent of Indian
Scheduled Commercial Banks

Trend in GNPA % of Indian Scheduled Commercial Banks

15

10

=

T T T T T T
1995 2000 2005 2010 2015 2020
Year

Source: Handbook of Statistics on Indian Economy
2018-19, RBI (Compilation by the author using
STATA 14.0 version)
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From Figure 1, we can conclude that gross NPA
percent of Scheduled Commercial Banks in India
was 15.7 percent in 1997 which reduced to 14.4
percent in 1998 and increased to 14.7 percent in
1999.

Following 1999, there was a decreasing trend in the
gross NPA percent of Indian Scheduled
Commercial Banks till 2008. There was abrupt
decrease in the gross NPA percent of Indian
Scheduled Commercial Banks from 14.7 percent in
1999 to 2.3 percent in 2008. This was due to
improved macroeconomic conditions in India
during this period and sharp increase in the GDP
growth from 3.8 percent in 2002 to 9.8 percent in
2007 (World Bank, 2018).

In 2007-08, the outbreak of Global Financial Crisis
due to the spillover effect of U.S. Subprime Crisis
2007 shattered almost all the emerging economies
including  Indian  economy  (Ghosh  and
Chandrasekhar, 2009; Kshetri, 2011; Sharma, 2009;
Subbarao, 2009). Hence, there was an increasing
trend in the gross NPA percent of Indian Scheduled
Commercial Banks from 2008 till 2018. There was
abrupt increase in GNPA percent in Indian
Scheduled Commercial Banks from 2.3 percent in
2008 to 11.2 percent in 2018.

As per the latest RBI report, the performance of the
Indian Scheduled Commercial Banks improved to
some extent and their GNPA percent declined from
11.2 per cent in March 2018 to 9.1 percent in
March 2019 (Database on Indian Economy, 2020;
RBI, 2019a). As per the other latest RBI report, the
GNPA percent in Indian Scheduled Commercial
Banks remained unchanged at 9.3 percent between
March and September 2019 (RBI, 2019b).

Based on the Macro-stress tests for default risk,
there is a possibility for the GNPA percent in
Indian Scheduled Commercial Banks to rise from
9.3 percent in September 2019 to 9.9 percent by
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September 2020 on account of minor rise in
slippages, variation in macroeconomic conditions
etc. (RBI, 2019b).

2. Trend in GNPA percent of Indian Public
Sector Banks
Figure 2 as shown below shows the trend in GNPA
percent of Indian Public Sector Banks.
Figure 2: Trend in GNPA percent of Indian Public
Sector Banks

Trend in GNPA % of Indian Public Sector Banks

20

15
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Year

Source: Handbook of Statistics on Indian Economy
2018-19, RBI (Compilation by the author using
STATA 14.0 version)

From Figure 2, we can conclude that gross NPA
percent of Indian Public Sector Banks was 17.8 %
in 1997 that decreased to 16 % in 1998 and 15.9 %
in 1999.

Following 1999, there was a decreasing trend in the
gross NPA percent of Indian Public Sector Banks
till 2009. There was abrupt decrease in the gross
NPA percent from 15.9 % in 1999 to 2.2 % in 2008
and further to 2 % in 2009. It was because India had
favourable macroeconomic conditions which
caused abrupt increase in the GDP growth from 3.8
% in 2002 to 9.8 % in 2007 (World Bank, 2018).

It is observed that there was an increasing trend in
the gross NPA percent of Indian Public Sector
Banks from 2009 till 2018.There was sharp increase
in GNPA percent from 2 % in 2009 to 14.6 % in
2018 which can be related to the after effect of
Global Financial Crisis 2007-08 which was the

10714



"TIEIST

ngineering & Management

spillover impact of U.S. Subprime Crisis 2007.This
crisis adversely impacted all the rising economies
of the world including India (Ghosh and
Chandrasekhar, 2009; Kshetri, 2011; Sharma, 2009;
Subbarao, 2009).

As per recent report from Database on Indian
Economy (2020), the gross NPA percent in Indian
Public Sector Banks declined from 14.6 percent in
March 2018 to 11.59 percent in March 2019.

3. Trend in GNPA percent of New Private Sector
Banks in India
Figure 3 as shown below shows the trend in GNPA
percent of New Private Sector Banks in India.
Figure 3: Trend in GNPA percent of New Private
Sector Banks in India

Trend in GNPA % of New Private Sector Banks in India

10

T T T T T T
1995 2000 2005 2010 2015 2020
Year

Source: Handbook of Statistics on Indian Economy
2018-19, RBI (Compilation by the author using
STATA 14.0 version)

From Figure 3, we can conclude that gross NPA
percent of New Private Sector Banks in India
escalated from 2.6 % in 1997 to 6.2 % in 1999 and
then reduced to 4.1 percent in 2000. It increased
from 4.1 percent in 2000 to 8.9 percent in 2002.

Following 2002, there was a decreasing trend in
gross NPA percent of New Private Sector Banks in
India till 2007. There was an abrupt decrease in
Gross NPA percent from 8.9 percent in 2002 to 2.2
percent in 2007 as during this period there prevailed
enhanced macroeconomic environment in India and
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GDP growth sharply elevated from 3.8 percent in
2002 to 9.8 percent in 2007(World Bank, 2018).

It is observed that there was an increasing trend in
the gross NPA percent of New Private Sector Banks
in India from 2007 till 2010. After 2007, GNPA
percent elevated from 2.2 percent in 2007 to 3
percent in 2010 which can be related to the after
effect of Global Financial Crisis 2007-08 that
occurred due to the U.S. Subprime Crisis 2007.
This crisis also impacted the Indian Economy
(Ghosh and Chandrasekhar, 2009; Kshetri, 2011,
Sharma, 2009; Subbarao, 2009). GNPA percent
lowered from 3 percent in 2010 to 1.8 percent in
2014 and then it increased to 4.7 percent in 2018.
As per recent report from Database on Indian
Economy (2020), the gross NPA percent in New
Private Sector Banks in India elevated from 4.7
percent in March 2018 to 5.25 percent in March
20109.

4. Trend in GNPA percent of Old Private Sector
Banks in India

Figure 4 as shown below shows the trend in GNPA
percent of Old Private Sector Banks in India.
Figure 4: Trend in GNPA percent of Old Private
Sector Banks in India

Trend in GNPA % of Old Private Banks in India

15

10

o4

T T T T T T
1995 2000 2005 2010 2015 2020
Year

Source: Handbook of Statistics on Indian Economy
2018-19, RBI (Compilation by the author using
STATA 14.0 version)

From Figure 4, we can conclude that gross NPA

percent of Old Private Sector Banks in India was
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10.7 % in 1997 which escalated to 10.9 % in 1998
and further inflated to 13.1 % in 1999.Then it
reduced to 10.8 % in 2000 and then inflated to 11 %
in 2002.

Following 2002, there was a decreasing trend in
gross NPA percent of Old Private Sector Banks in
India till 2008. There was a abrupt decrease in gross
NPA percent of Old Private Sector Banks in India
from 11 percent in 2002 to 2.3 percent in 2008 as
improved macroeconomic conditions in India
during this period led to the sharp increase in the
GDP growth from 3.8 % in 2002 to 9.8 % in 2007
(World Bank, 2018). The gross NPA percent
increased to 2.4 percent in 2009 and then reduced to
1.8 percent in 2012. It rose to 1.9 percent in 2013.

5. Trend in GNPA percent of Foreign Banks in
India

Figure 5 as shown below shows the trend in GNPA

percent of Foreign Banks in India.

Figure 5: Trend in GNPA percent of Foreign Banks
in India

Trend in GNPA % of Foreign Banks in India

o~

T T T T T T
1995 2000 2005 2010 2015 2020
Year

Source: Handbook of Statistics on Indian Economy
2018-19, RBI (Compilation by the author using
STATA 14.0 version)

From Figure 5, we can conclude that gross NPA
percent of Foreign Banks in India escalated from

4.3% in 1997 to 7.6 % in 1999.

Following 1999, there was a decreasing trend in
gross NPA percent of Foreign Banks in India till
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2008. There was a abrupt decrease in gross NPA
percent from 7.6 percent in 1999 to 1.9 percent in
2008 as there were improved macroeconomic
conditions in India and sharp increase in the GDP
growth from 3.8 % in 2002 to 9.8 % in 2007
(World Bank, 2018).

It is observed that there was an increasing trend in
the gross NPA percent of Foreign Banks in India
from 2008 till 2010. Hence, then there was sharp
rise in gross NPA percent from 1.9 % in 2008 to 4.3
% in 2010 which can be related to the after effects
of Global Financial Crisis 2007-08 which took
place as a result of U.S. Subprime Crisis 2007.This
crisis adversely impacted all the developing
economies including Indian Economy (Ghosh and
Chandrasekhar, 2009; Kshetri, 2011; Sharma, 2009;
Subbarao, 2009).

Then gross NPA percent decreased from 4.3
percent in 2010 to 2.6 percent in 2011 and further it
increased to 3.9 % in 2014.1t further lowered to 3.2
% in 2015 and then escalated to 4.2 % in 2016.
Further gross NPA percent of Foreign Banks in
India decreased to 3.8 percent in 2018.

As per recent report from Database on Indian
Economy (2020), the gross NPA percent in Foreign
Banks in India declined from 3.8 percent in March
2018 to 2.99 percent in March 2019.

6. Trend comparison in Gross NPA percent in
all categories of Indian Banks

Figure 6 as shown below shows the trend
comparison in GNPA percent in all categories of
Indian Banks like Scheduled Commercial Banks,
Foreign Banks, Old Private Sector Banks, New
Private Sector Banks and Public Sector Banks.

From Figure 6, it can be observed that in all
categories of Indian Banks including Scheduled
Commercial Banks, Public Sector Banks, Foreign
Banks and New Private Sector Banks of India, there
is a sharp rise and increasing trend in the gross
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NPA percent aftermath the Global Financial Crisis
2007-08. But before the occurrence of Global
Financial Crisis 2007-08, these banks including Old
Private Sector Banks of India had comparatively
less amount of NPAs and decreasing trend in NPA
level till the crisis.

Figure 6: Trend comparison in Gross NPA percent
in all categories of Indian Banks

20 GNPA % of
Indian
Scheduled
Commercial
Banks

e GNPA % Of
Indian Public
Sector Banks

GNPA % of
New Private
Banks in India

e GNPA % of
Foreign Banks
in India

A O O O O 0 v & e GNPA % of OId
) S I

’\90 '\90 ’19 [0l s ), '1,0'» Private Banks
in India

Source: Handbook of Statistics on Indian Economy
2018-19, RBI (Compilation by the author using MS
Excel 2007)

It can be also observed that a large number of credit
defaults occur in the Public Sector Banks than
Private and Foreign Banks. Public Sector Banks has
higher number of Non-Performing Assets than
Foreign and Private Banks across the sampled time
period.

V. CONCLUSION

On examining the trend of inflating Non-
Performing Assets (NPAs) which is a critical
emerging issue in the Indian Banking System, it can
be concluded that since the onset of Global
Financial Crisis 2007-08 which was the spillover
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effect of US Subprime Crisis 2007, all the emerging
economies including Indian Economy were
adversely impacted. The Gross NPA percentage in
all the categories of Indian Banks including
Scheduled Commercial Banks, Public Sector
Banks, Foreign Banks and Private Sector Banks of
India, had an increasing trend and a sharp rise in the
gross NPA level aftermath the Global Financial
Crisis 2007-08. But before the occurrence of Global
Financial Crisis 2007-08, these banks including Old
Private Sector Banks of India had comparatively
less amount of NPAs and decreasing trend in the
NPA level till the crisis. It was also observed that a
large number of credit defaults occur in the Public
Sector Banks than Foreign and Private Banks.
Public Sector Banks had higher number of Non-
Performing Assets than Foreign and Private Banks
across the sampled time period. This proved that
number of Non-Performing Assets decreases with
privatization of banks because Private Sector Banks
and Foreign Banks have more effective and
systematic credit risk management system with
strict norms and regulations for controlling
occurrence of bad loans. Such a high number of
Non-Performing Assets in Public Sector Banks
confirms that the loan sanctioning processes are not
followed effectively by these banks and they have
defective systematic credit risk management
system. The Government and Reserve Bank of
India must pay special attention towards the
working of Public Sector Banks in order to improve
their functioning, asset quality and profitability.

Inflating NPAs is a serious issue both for the
banking sector as well as economy of the country.
Rising NPAs not only adversely impacted the
profits of Indian Banks but also hampered the
socio-economic development of the country. High
level of NPAs decreases measured cost efficiency
and capital of the banks. Piling up of non-
performing assets and credit risk in the banks had
caused them to become insolvent and eventually
resulted in banking crisis. They give huge pressure
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on banks’ balance sheets as well as adversely
impact bank lending and financial stability. High
level of NPAs decrease banks’ earnings as they stop
gaining interest income from defaulting loans and
also had to maintain provision coverage to recover
loss due to bad loans. Rising bad loans decreases
economic efficiency and hampers economic growth
of the country. High level of NPAs adversely
impact bank efficiency and can cause failure of
banks. They cause bank lending riskier and degrade
the bank asset quality.

Hence inflating NPAs should be controlled and
managed effectively by the banks, banking
authorities and government. Regulatory framework
and credit risk management system should be
strengthened and systematized to tackle the issues
and challenges caused by escalating Non-
Performing Assets in the banking sector. Recently
Indian Government and RBI have taken several
actions to settle the issue of inflating NPAs in the
Indian Banking System. Indian Public Sector Banks
were recapitalized by 2.1 lakh crore or trillion by
the Government of India in October, 2017 via
budgetary assistance and recapitalization bonds as
they had higher number of bad loans as compared
to Private and Foreign Banks. RBI also revised
Prompt Corrective Action Framework and made it
mandatory for the banks to keep their Net NPA
Ratio less than 6 percent to be outside the PCA
Framework so as to prevent themselves from
corrective actions such as restriction on branch
expansion, dividend distribution, management
compensation, raising capital level and increasing
provision coverage. The Government also
announced the Insolvency and Bankruptcy Code
(Amendment) Ordinance, 2017 to modify the
Insolvency and Bankruptcy Code 2016 and
reinforce the insolvency resolution plan. The
government also passed the Banking Regulation
(Amendment) Ordinance, 2017 and Banking
Regulation (Amendment) Bill that gave more
powers to the RBI to handle the NPAs problem and
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issue directions to commercial banks for initiating
insolvency proceedings under IBC 2016 to recover
bad loans.

This study focused primarily on examining the
trend of inflating Non-Performing Assets (NPAS) in
the Indian Banks with special reference to
Scheduled Commercial Banks, Public Sector
Banks, Private Sector Banks and Foreign Banks. It
also analyzed the issues and challenges of
escalating NPAs. It also discussed the role of
regulatory framework in management of rising
NPAs. But the determinants of NPAs like
macroeconomic variables and bank-specific factors
that are responsible for occurrence of NPAs were
not studied in this study. Hence, it is expected that
future researches will be accomplished including
macroeconomic variables and bank-specific factors
that are responsible for occurrence of NPAs in
Indian Banks.
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