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Abstract - Solution of NPAs is pre-condition for a healthy 

banking sector. Since the previous mechanisms have 

proved to be inefficient in this direction, the Insolvency 

and bankruptcy code is a ray of hope for the banking 

industry as a whole. 

These days banks are not just banks dealing in deposits 

and lending. They are undergoing vast business 

transformation. They have been encroaching these days 

into the fields of insurance, share market, trading 

construction and so on. 

There has been slow paced of decline in GNPAs & NPAs 

of public sector banks after 2017-18 and rise in GNPA in 

case of private sector banks after 2017-18. It indicates 

stressed assets due to loan default cases, frauds and 

embezzlements by Mallya, Nirav Modi, Mehul Choksi, 

Vikram Kothari & so on during 2016-2019 and 

thereafter the covid impact.  

Over the year the Government has formulated many 

mechanisms for recovery of NPAs: Lok Adalat in 1987, 

Debt recovery Tribunals in year 1993, SARFAESI Act in 

year 2002 and the latest and most comprehensive is 

Insolvency and Bankruptcy Code 2013. 

These activities are bound to have impact on their asset 

quality. Though, traditionally, NPAs are direct 

quantitative reflection of their overall performance as 

well as government policies related to banking, their 

entry into these diverse activities have led to behavioral 

and technological implications on their asset quality also.  

On the one hand, IDC 2016 is a regulatory measure by 

the government, on the other hand, the banks have made 

efforts to improve their asset quality on their own in two 

ways: one is business diversification as per psychology of 

the market, customers and investors and the second is 

technological sophistication. 

 

Index Terms - Market intelligence system, stressed assets, 

Insolvency resolution process, IDRCL, NARCL, loan 

default cases, Asset Quality Management, Behavioral 

finance. 

INTRODUCTION 

 

In any economy, a healthy banking sector is one of the 

pre-requisites for its development and growth. 

Banking sector can be taken as a key sector for 

economic growth as it nourishes the economy through 

funds.  

In India, banking continues to be an industry of 

unparalleled opportunity and core importance for a 

vibrant, developing economy. As with all developing 

economies, India’s banking industry needs to balance 

its dual responsibilities of economic growth and social 

development in equal measure — a task made difficult 

by international pressures and internal demands. Yet 

the country’s banking sector has come a long way 

from its post-Independence role of a nation-builder to 

a dynamic industry that attracts global attention. 

 

RATIONALE OF THE STUDY 

 

NPAs are one of the major concerns for the Indian 

economy as a whole. As the various studies suggest 

that the non-performing asset can be dangerous for the 

banking sector as it reduces the profitability of the 

banks and also it is having negative impact on the asset 

quality of the banks. It also possesses the risk of 

collapse of banking system. Hence the solution of 

NPAs is pre-condition for a healthy banking sector. 

Since the previous mechanisms have proved to be 

inefficient in this direction, the Insolvency and 

bankruptcy code is a ray of hope for the banking 

industry as a whole. It will also help in better 

utilization of government expenditure by reducing the 

wasteful expenditure which government spends on 

capitalization of the public sector banks. 

 

THE BACKGROUND 

 

The commercial banks these days are powerhouse for 

development of the economy and as they are providing 
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numerous significant services to the commercial units. 

One of the most important functions of the commercial 

banks now-a-days are credit creation and remittance 

facilities. These two functions are most important as 

they enable the commercial banks in aggregating huge 

funds by using fractional reserve banking model and 

provide it to industry for the commercial activities 

which are directly linked to growth and development 

of the economy. 

The Indian banking sector consists of 12 public sector 

banks and 22 private sector banks holding total assets 

of US$2.48 trillion.[1] Government of India aims at 

making the Indian Banks internationally competitive. 

The prior experience of the 1997-98 Asian financial 

crisis and the 2007-08 global financial crisis has 

highlighted the importance of a stable, sound and 

efficient banking system in ensuring macroeconomic 

stability in the country. The existence of an inefficient 

and unstable banking system may push the economy 

into a slump. Owing to increased liberalization and a 

globally integrated financial system only robust and 

efficient banks can ensure their sustainability. 

 

REVIEW OF LITERATURE 

 

Abhiman Das, A  .K.  (2020) in his paper stated that the 

country has one of the largest burdens of bad loans in 

the world with integration with the global financial 

system and the increasing exposure to foreign 

institutional investment flows.[2]   

Bhatia (2019) in his study on the management of non-

performing assets and its impact on profitability has 

found that a significant difference exists between 

response of managers from public, private and foreign 

banks with regard to willful default, interference of 

politicians in banking  operations, business slowdown, 

weak credit review process in bank, poor working 

capital management by clients, delay in completion of 

projects, poor labor management by clients, use of 

outdated technology by clients, poor management 

skills of clients, higher interest rates, pressure on bank 

employees to achieve credit growth, bank employees 

lack credit appraisal skills, weak follow up by banks, 

weak audit by RBI, inefficiency of independent 

directors in business organizations, poor corporate 

governance in business organizations, priority sector 

lending creates NPAs, lack of credit history 

information, banks lack market intelligence system, 

concentration of large loans to few corporate, high 

leverage of business organizations, credit appraisal 

process gives less weight to cash flow, delayed action 

on stressed assets increases NPAs, delay in release of 

payments from government agencies to the business 

firms, bureaucratic work culture and slow legal 

process are all reasons to higher NPA in public sector 

banks.[3]   

Sundarsan & Santosh (2018) in their correlation 

analysis on NPAs for the period 1996-97 to 2015-16 

concluded that scheduled commercial banks, public 

sector banks, private sector banks in India are not up 

to the mark as comparison to foreign banks. Foreign 

banks are better in controlling NPA.[4]   

Pawaskar, et al. (2017) in their study on non-

performing assets in banking sector for the time period 

2011-12 to 2015-16 by different ratios concludes that 

banks need to be proactive in the selection of clients 

and customer while sanctioning loans. He also 

recommends that there is need to have a proper time-

based settlement mechanism which helps the banks to 

recover loans by physical possession of any property, 

so as to save the time in recovering loans.[5] [6] 

Meenakshi & Mahesh (2010) consider that the 

problem of NPA has received considerable attention 

after the liberalisation of the financial sector in India. 

Accounting norms have been modified substantially 

and mechanisms are in place for reduction of bad 

loans.[7] 

Dey (2018) has found that the origin of the problem of 

growing NPAs lies in the system of credit risk 

management by the banks. Statistical analysis clearly 

exhibits that there is significant difference among the 

mean score of amount recovered through various 

channels. This shows that the existing tools are 

insufficient to cope with the situation. Amount 

recovered through SARFASEI is much lower than 

expectation.[8]. 

NPA POSITION 

 

The Indian banking sector is facing a huge problem of 

non-performing assets. The NPAs in India came into 

the significance after reforms in the financial sector 

were introduced in 1991 as a follow up of the 

Narasimham Committee Report, 1991. A non-

performing asset (NPA) is a loan or advance for which 

the principal or interest payment remained overdue for 

a period of 90 days. As per data the ratio of NPAs to 

total advances of Indian banking sector is 8.2% for the 

year 2020, the other data which helps us in 
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understanding the sedateness of the problem is the data 

related to comparison of NPAs among Asian peers. 

Data shows that in 2019 the Gross NPA was the 

highest in India in comparison to China, UAE, 

Bangladesh, Malaysia, South Korea, Pakistan and Sri 

Lanka. Literature suggests that a high level of NPAs 

affects the profitability and net-worth of banks and 

also erodes the value of the assets. The only solution 

to the problem of NPAs is recovery and resolution of 

it. Over the year the Government has formulated many 

mechanisms for recovery of NPAs: Lok Adalat in 

1987, Debt recovery Tribunals in year 1993, 

SARFAESI Act in year 2002 and the latest and most 

comprehensive is Insolvency and Bankruptcy Code 

2013. 

Table 1: GNPA and NPA in Indian Banks 

(as percentage of gross advances) 

Year (End-

March) 

Scheduled 

Commercial 

Banks (SCBs) 

Public 

Sector 

Banks 

Private 

Sector 

Banks 

2020-21    7.33 9.11 4.94 

2019-20    8.2 10.3 5.5 

2018-19    9.1 11.6 5.3 

2017-18    11.2 14.6 4.7 

2016-17    9.3 11.7 4.1 

2015-16    7.5 9.3 2.8 

2014-15    4.3 5.0 2.1 

2013-14    3.8 4.4 1.8 

Source: RBI: Movement of Non-Performing Assets of 

Scheduled Commercial Banks https://www.nabard. 

org/auth/writereaddata/tender/1008203730Nabard%2

0English%20Annual%20Report%20for%20Website.

pdf 

 

GNPA and NPA in Indian Banks 

(as percentage of gross advances) 

 
Figure 1 

As per table 1, the GNPA as percentage of gross 

advances in public sector banks is consistently & 

significantly higher than private sector banks during 

the last eight years. From the years 2013-14 to 2017-

18 there was continuous rise in gross NPA in case of 

public sector banks and then there is decline thereafter. 

This decline during 2017-18 to 2020-21 is remarkable 

in view of economic slowdowns, lockdowns and 

upheavals due to covid. In case of private sector banks, 

this decline could be possible only after 2019-20. 

Table 2: GNPA in Indian Banks 

(as percentage of total assets) 

Year (End-

March) 

Scheduled 

Commercial 

Banks 

Public 

Sector 

Banks 

Private Sector 

Banks 

2019-20    5.0 6.3 3.6 

2018-19    5.6 7.3 3.5 

2017-18    6.8 8.9 3.0 

2016-17    5.6 7.0 2.6 

2015-16    4.7 5.9 1.8 

2014-15    2.7 3.2 1.3 

2013-14    2.4 2.9 1.1 

Source: RBI: Gross and Net NPAs of Scheduled 

Commercial Banks - Bank Group-Wise 

(https://dbie.rbi.org.in/DBIE/dbie.rbi?site=home)  

 

GNPA in Indian Banks 

(as percentage of total assets) 

 
Figure 2 

As per table 2, the GNPA as percentage of total assets 

also in public sector banks is consistently & 

significantly higher than private sector banks during 

the seven years upto 2019-20 for which data is 

0
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GNPA and NPA in Indian Banks (as percentage of

gross advances) Scheduled Commercial Banks 7.33 8.2

GNPA and NPA in Indian Banks (as percentage of

gross advances) Public Sector Banks 9.11 10.3

GNPA and NPA in Indian Banks (as percentage of

gross advances) Private Sector Banks 4.94 5.5
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available. From the years 2013-14 to 2017-18 there 

was continuous rise in gross NPA in case of public 

sector banks and then there is decline thereafter. This 

decline during 2017-18 to 2019-20 is remarkable in 

view of economic slowdowns, lockdowns and 

upheavals due to covid. In case of private sector banks, 

there has been continuous rise during 2013-14 to 

2019-20 though at very small pace as compared to the 

public sector banks. 

Table 3: NPA in Indian Banks 

Year (End-

March) 

Scheduled Commercial Banks Public Sector Banks Private Sector Banks 

As Percentage of 

Net Advances 

As Percentage of 

Total Assets 

As Percentage of 

Net Advances 

As Percentage of 

Total Assets 

As Percentage of 

Net Advances 

As Percentage of 

Total Assets 

2019-20    2.8 1.6 3.7 2.1 1.5 1.0 

2018-19    3.7 2.1 4.8 2.8 2.0 1.3 

2017-18    6.0 3.4 8.0 4.5 2.4 1.5 

2016-17    5.3 3.1 6.9 3.9 2.2 1.3 

2015-16    4.4 2.7 5.7 3.5 1.4 0.8 

2014-15    2.4 1.5 2.9 1.8 0.9 0.5 

2013-14    2.1 1.3 2.6 1.6 0.7 0.4 

Source: RBI: Gross and Net NPAs of Scheduled Commercial Banks - Bank Group-Wise 

https://www.nabard.org/auth/writereaddata/tender/1008203730Nabard%20English%20Annual%20Report%20for%2

0Website.pdf 

 

NPA in Indian Banks 

Figure 3 

 

As per table 3 as different from table 1, as percentage 

of gross advances as well as as percentage of total 

assets both, the NPA in public sector banks is 

consistently & significantly higher than private sector 

banks during the seven years upto 2019-20 for which 

data is available. From the years 2013-14 to 2017-18 

there was continuous rise in NPA in case of public & 

private sector banks both and then there is decline 

thereafter. This 

decline during 2017-18 to 2019-20 is again remarkable 

in view of economic slowdowns, lockdowns and 

upheavals due to covid. 

The slow pace of decline in GNPAs & NPAs of public 

sector banks after 2017-18 and rise in GNPA in case 

of private sector banks after 2017-18 as is discernible 

in table 1 & 2 indicates stressed assets due to loan 

default cases, frauds and embezzlements by Mallya, 
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Nirav Modi, Mehul Choksi, Vikram Kothari & so on 

during 2016-2019 and thereafter the covid impact.  

The Economic Survey (2021-22) mentions that the 

banking system is well capitalized and the overhang of 

Non-Performing Assets seems to have structurally 

declined even allowing for some lagged impact of the 

pandemic. The GNPA ratio as a percentage of Gross 

Advances and NNPA ratio of SCBs continued to 

decline since 2018-19. GNPA ratio of SCBs decreased 

from 7.5 per cent at end-September 2020 to 6.9 per 

cent at end-September 2021. NNPA ratio of SCBs also 

declined from 6 per cent at end of 2017-18 to 2.2 per 

cent at end-September 2021.[9] 

Role of Insolvency And Bankruptcy Code, 2016 

Insolvency and bankruptcy code is the law which 

came into force in 2016. The purpose of insolvency 

and bankruptcy code is to simplify the corporate 

insolvency resolution process and in this way it is to 

improve the recovery rate of Non-performing Assets. 

The need of insolvency and bankruptcy code has 

arisen due to the failure of previous mechanisms in 

collection of NPAs. The data shows that the 

SARFAESI Act is not working efficiently in recovery 

of NPA. The other reason behind the enactment of 

Insolvency and Bankruptcy Code is that it overcomes 

the complexities due to overlapping of various 

authorities such as High Courts, Company Law Board, 

Board for Industrial and Financial Reconstruction and 

Debt Recovery Tribunal (DRT) in resolution of non-

performing assets. The bankruptcy code overcomes 

these challenges and would reduce the burden on the 

courts. 

Despite failure of the erstwhile regimes and resolution 

mechanisms, the other crucial reason for the 

enactment of the IBC is that the IBC establishes a 

linear, collective process which is binding on the 

debtors, creditors and all other stakeholders. Its 

corporate insolvency resolution process consists of 

resolution plan for reconstruction of the unit. Once the 

plan fails, then only time bound liquidation is 

suggested due to time constraints. It helps the firms in 

preserving the value of the firm which makes it a much 

better resolution mechanism as compared to previous 

mechanisms. 

Various available resolution mechanisms, including 

Insolvency and Bankruptcy Code, SARFAESI Act, 

DRTs, etc. have proved to be useful to certain extent, 

however a large stock of legacy NPAs are yet to be 

resolved. In order to resolve the legacy NPAs and 

clean up the banking system, two entities viz. National 

Asset Reconstruction Company Limited (NARCL), 

and India Debt Resolution Company Limited 

(IDRCL) have been formed. NARCL was 

incorporated on 7th July 2021. [10]  

Chandini. A & et.al (2018) in their study stated that 

India has  many other ways to deal with these NPAs 

right from BIFR Act, 1985 to SARFAESI Act, 2002 

to S4A 2016 but nothing seem to working in the 

desired way. This paved way for IBC, 2016. It has  

been only  2 years  since  IBC, 2016  has  been 

implemented  and it  is considered  to a revolutionary 

not only in India but globally. IMF and world bank has 

also reacted positively to the implementation of IBC, 

2016 in India and it has resulted in the improvement 

of ranking of India, in terms of ease of doing 

business.[11]    

IBC, 2016 does not come with a magic wand where 

the problems of NPAs which existed since year, can 

be solved by a wand. This is definitely beginning of a 

new era in the whole economy  where there is  shift 

from debtors  to creditors and creditor is  given 

supremacy and he  takes control of debtor’s assets.[11]   

Ghildyal (2018) in their study found that IBC makes a 

major impact on macro environment it makes 

corporate insolvency procedure easier and more 

effective. It impacts positively the ease of doing 

business ranking of the country.[12] 

But, decline in NPAs in the banking sector since 

passing of IBC in 2016 has been quite slow with 

complications due loan default cases, frauds and 

embezzlements during 2016-2019 and thereafter due 

to the covid impact as has been mentioned above. For 

effective control of NPAs, banks  need to adopt 

additional complimentary measures as indicated in the 

next section. 

Asset Quality Management in Banks—The Emerging 

Directions 

These days banks are not just banks dealing in deposits 

and lending. They are undergoing vast business 

transformation. They have been encroaching these 

days into the fields of insurance, share market, trading 

construction and so on. 

These activities are bound to have impact on their asset 

quality. Though, traditionally, NPAs are direct 

quantitative reflection of their overall performance as 

well as government policies related to banking, their 

entry into these diverse activities have led to 

behavioral and technological implications on their 
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asset quality also. In this way the asset quality of banks 

being mainly determined by three factors: 

1) Handling NPAs as quantitative reflection 

2) Behavioral finance 

3) Technological sophistication 

On the one hand, IDC 2016 is a regulatory measure by 

the government, on the other hand, the banks have 

made efforts to improve their asset quality on their 

own in two ways: one is business diversification as per 

psychology of the market, customers and investors and 

the second is technological sophistication. 
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