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CHAPTER 1

Introduction
In this world the financial system of every individual economy is determined by the performance of
respective banking sector. The Indian banking system is regulated by the reserve bank of India (RBI) which
is the central bank of India controlling the flow of money, liquidity rate, interest rate and other aspects. It plays
a vital role in improving the flow of money through various parts and industries, households comprising a

society, so banking is considered as a core stone of financial system. (Avinash Bondu, 2022)

The view of many economists is that a good economic need to be supported by a good financial system

that also ensures easy flow of credit and also credit creation. (Ritu Wadhwa and Ramaswamy, 2020)

In a developing country like India lack of capital is a major characteristic which can pose a threat for
the economic development as a whole. Through mobilize savings towards systematic investment banks can

remove the deficiencies of capital. (C. Vijai, 2020)

Banks not only increase assets through new deposits, but they also regenerate the assets which they
get from the borrows. Thus, when a customer does not return the money thereby creating an NPA, NPAs affect
the flow credit which in turn affects the development, it also affects credit creation and regenerate of credit.
They create bigger provision for doubtful and bad debts which affects the profit earned by banks. In this way
the issue of NPAs is not only a fear for the lenders but also a fear for strategy makers too who are intricate in
contributing financial development on the road to success. (Ritu Wadhwa and Ramashwamy, 2020)

Indian financial system went through lot of modification and the idea of NPA in India was introduced
by the Narasimham Committee in 1991which was followed up by setting up of a proper accounting system.
(Ritu Wadhwa and Kartik Ramashwamy, 2020)

The nationalization of banks happens in India in two phase’s in1969 and 1991 have aided to the
prominence and enormous advancement of the banking sector. Having comprised 12 public banks,22 private
sectorbanks,46 foreign banks,56 regional rural banks ,1485 urban cooperative banks and 96000 rural

cooperative banks, the total assets across the Indian banking sector increased to US $ 2.48 trillion by
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November 2021 being shared by public sector banks with US $ 1602.65 billion by private sector

banks.(Avinash Bondu, 2022)

With all such an ideal banking environment in India, banks have been facing a major problem for
decades despite all efforts by the government to reduce the risk and loss to consumers due to credit clauses.
(Avinash Bondu, 2022)

1.1 Meaning of NPA

e Any asset which stops giving returns to its investors for a specific period of time is known as NPA.
Reserve bank of India has provided guidelines for determining when an asset becomes as NPA.

1. Ifinterest/ installment of principle with respect to term credit is due for more than (90) ninety days, it
is considered as NPA.

2. When the overdue bills purchased and discounted exceeds ninety days then it becomes NPA.

3. When the overdraft / cash credit (CC/OD) amount is speedily greater than the permitted limit for more
than ninety days then it is a nonperforming asset.

4. If installment/interest of principle with regard to agriculture advances is due for two harvest seasons
but the period does not exceed two terms of six months on account of advance granted, then it is treated
as NPA.

5. Any receivable amount that is due for more than ninety days is regard of other account then it is treated
as NPA.( Avinash Bondu, 2022)

1.2 Types of NPAs
1. Gross NPAs:_Gross NPAs refers to the sum total of all loans that are categorize as NPAs as per RBI

guidelines as on balance sheet date. It reflects the quality of loans made by banks.
Gross NPAs = Gross NPAs / Gross advances

2. Net NPAs: Net NPAs are the amount that results after deducting for unpaid debts from gross NPAs. It
shows the actual burden of banks.
Net NPAs = Gross NPAs — provision/ Gross advances-provision (C. Vijai, 2020)

1.3 Asset Classification
Categories of NPAs: Banks are required to classify nonperforming assets into the following categories on the

bases of the period for which the asset has remained nonperforming and the reliability of the dues:

1. Standard Assets.

2. Sub-Standard Assets.
3. Doubtful Assets.
4

Loss Assets.

e Standard Assets: Those assets in which just basic is associated and this is the primary risk that is
associated with each business and also, they don’t have any issue are termed as standard asset. On

standard assets no provision was required earlier. However, from 31.3. 2003, a 0.25% provision needs
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to be created by the banks on standard assets on the basis of global loan portfolio basis. (Ritu Wadhwa

and Kartik Ramaswamy, 2020)

e Sub-Standard Assets: Sub-Standard asset are those assets which has remained no performing assets
for a period less than or equal to 12 months. In such scenarios, it is impossible for the banks to regain
all the dues from the borrowers as the current market value of the assets or guarantor net worth is not
enough. It means if there are irregularities, which is not corrected, then there will be a credit gap in
such assets, and this will hinder the termination of loans and thus there are the chances of some loss

that banks have to endure.

A 10% provision of the total outstanding amount must be made in case of sub-standard assets.
(Kartik Ramaswamy and Ritu Wadhwa, 2020)

e Doubtful Assets: Doubtful assets are those assets that remained in the substandard category for a
period of 12 months. In doubtful assets all the components of sub-standard assets are present along
with some additional components.

If part of the loan is not met by the receivable market price of the asset, then 100% provision must be

made for that part. (RBI, Notification, 2021)

I.  Loss Assets: An asset is called loss asset when loss has been identified by the banks or external or
internal auditors or the RBI inspection, but it still has not been written off wholly. This means that the
asset held by the bank is not worth. The price is so low that it cannot be considered as an asset, although
it may have some recovery value with him. The entire asset should be discounted. In this scenario,
assets are kept in book and hundred percent of ‘net book value’ should be given.( RBI, Notification,
2021)
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(Ritu Wadhwa and Kartik Ramaswamy, 2020)

I.  Special Mention Account -0 (SMA-0): These are those accounts where principal or interest payment
overdue for 1-30 days.
Il.  Special Mention Account-1 (SMA-1): SMA-1 accounts are those where principal or interest payment
overdue between 31-60 days.
I1l.  Special Mention Account-2(SMA-2): Those accounts where principal or interest payment overdue for
more than 60 days but less than 90 day i;e between 61-90 days.( RBI, Notification, 2014)

1.4 Causes for Non-Performing Assets (NPAS)

A strong banking sector is important for developing economy. Banking sector failure can have a bad impact
on other sectors. The Indian banking system, which was working in closed economy, is now facing open
economy challenges. One of the main reasons of NPAs in banking sector is the direct loan system.

1.5 Factors Responsible for NPA’s

1. Willful defaults: It is a default in replacement obligations.

2. Funds borrowed for special purpose are not used for it.
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3.

Natural calamities: This is the main factor which is adding dangerously to the NPAs. Basically, our farmers
depend on the rainfall to cultivate the crop, due to the rainfall, the farmers are unable to reach the
productive level and are thus unable to pay their debts. Therefore, banks must provide a large amount of
funds to pay for these loans.

Market Collapse.

Regular change in the govt. policies such as change in pollution control standards, excise duty, poor credit
choice, priority sector loans and legal system.

The general slowdown of the entire economy.

Poor credit assessment system: Due to poor credit assessment the bank gives advance to those who are
unable to return it. As a result, the NPA of the bank increases. Therefore, the bank should maintain a
proper credit appraisal system.

Improper technology.

1.6 Effects of NPAs

VI.

Profitability: There is negative relation between profits and NPAs, as NPAs increase profit will decrease
and vice versa, because banks do not receive payments and with that banks also need to make big
provision to NPA type. Generally, Banks make a provision of 20% to 50 %. (Ritu Wadhwa and Kartik
Ramaswamy and, 2020)

Burden on the government: Since the main shareholder of public sector banks are struggle. PSBs are
facing difficulties as NPAs are rising; therefore govt. needs to provide capital to banks.(Syamala
Guadal, Prem Kamireddy and J Purushotham, 2020)

Asset Contraction: With the rise in NPAs, funds are not easily regenerate which leads to reduction in
lending ability of banks thereby reduction in revenue of banks. Banks may be a monetary log jam if
NPAs contract the cash stock. ( Syamala Guadal, Prem Kamireddy and J Purushotham, 2020)
Liability Management: Due to increase in NPAs, interest rates will be lower by banks on deposits while
as interest rates will be higher by banks on loans in order to maintain net interest margin. It can cause
overall blockage or customer’s loan will not get easily and even if they get it then higher rate of interest
will have to pay and this will hamper the business of banks and also economic growth.(Ritu Wadhwa
and Kartik Ramaswamy, 2020)

Confidence of shareholders: Generally, shareholders are mainly bothered about earn more profit on
their investment. However, if banks NPAs are high. The profit that banks receive is very low which in
turn means that shareholders can receive very little dividends, and in some cases they may loss their
investment.

High cost of capital: This will result in boost the cost of capital as bank now have to keep more funds
separate to run their operations smoothly. To generate income and meet the expenses, the bank will

increase the interest rate. (Syamala Guadal, Prem Kamireddy and J Purushotham, 2020)
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1.7 Recovery of NPAs through Various Channels
1) Debt Recovery Tribunal (DRT): To pass comprehensive orders, DRT is completely and can go beyond

the civil procedure code to provide complete justice. The tribunal deals with all pending cases in the district
court under the banks and financial institution recovery of outstanding debts(RDD and FI) Act 1993, it
also enables pending cases in civil courts with loan amount of Rs 1 lakh automatically transferred to DRTS.
The tribunals also have a recovery officer who helps in executing the recovery certificates held by the
presiding officer. DRT can hear cross suits, counter claims, and allow set-off. However, DRT cannot hear

claims of damages or lack of services or breach of contract or criminal negligence on the part of credit.

Thus, DRT followed the effective legal procedure which called for speedy handling of cases and speedy
execution of final order. On March 2018, there are 38 DRTs and 5 DRTs functioning in India. [R.
Alamelumangai, B. Sudha; 2019]

2)

3)

Lok Adalat: Lok Adalat is a form where cases/disputes are resolved in court under the legal services
authorities ‘act, 1987 or are resolved at the pretrial stage. The Lok Adalat has proved to be an effective
institution for the settlement of liabilities regarding small loans. The Indian Banks association for the
settlement of matters with the courts. The amount limit of coverage under Lok Adalat will be Rs.1 million
and above. This scheme includes both doubtful and no suit field accounts in the category of loss. Lok
Adalat were functioning at different levels, which are state level, High court level, District level, and Taluk
level and are held at equal interval which are given below:

a) Mana Lok court at district court centers- At least one per month.

b) All court centers are subject to the convenience of regular weekly Lok court DLSA/TLSCs.

c) National Lok Adalat — to be held in two months on second Saturdays and other days as directed

by the national legal service authority (NALSA).

Asset Reconstruction Companies: ARC is setup and registered with (RBI) as a securitization company and
reconstruction company to acquire distressed secured financial assets. The main idea of bringing the ARCs
under the SARFAESI act is that the bank is enable to clear its balance sheets, give the recovery load to an
agency may receive bonds/debentures in exchange for NPAs transferred to the ARCs. Some price can be
paid in the form of security receipts (SRS). The latest regulations instruct that the ARCs should pay 15%
of the value of the assets. Bonds or debentures may have a maximum six-year maturity and the interest
rate should be at least 1.5 % higher than RBIs “bank rate”. The SARFAESI act determines the various
measures which can be done to rebuild assets through ARCs. This includes acquisition of financial assets.

a) Valuation procedure of assets having realizable value.

b) Recovery plan of assets acquired for reconstruction.

c) Sale or lease of borrower business.

d) Entering into settlement.

e) Restructuring or rescheduling loan.

f) Enforcement of security interest.
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ARCs and secured creditors cannot enforce security SARFAESI act, unless at least 75% of the value of secured

lenders agree with the use of this right. In addition to restricting ARCs can perform some other tasks. They
are allowed to work as a manager of security assets sized by lenders by receiving fee. Similarity, they may

also act as the recipient, if appointed by a court or DRT.

4) Insolvency and Bankruptcy Code 2016: A comprehensive bankruptcy framework is an important element
for the flexible banking sector. The draft of the bankrupt and bankrupt code (IBC), 2016 was drafted
exclusively by the ‘Bankruptcy law reform committee’ (BLRC) under the ministry of finance. IBC is the
only law dealing with bankrupt and bankrupt and consolidating and amending various laws relating to
reorganization and resolution of bankruptcy. IBC covers individuals, companies, and partnership firms.
IBC 2016 has 4 pillars bankrupt professionals, information utility, decision making authorities and
bankruptcy and bankrupt board of India.

(R.Alamelumangai and B.Sudha, 2019)

1.8 How Study of NPAs Is Important

NPA is considered to be an important parameter for checking the performance and financial health of banks.
If the ratio of NPA in a bank is high, then its performance is considered weaker than a bank with a lower NPA
ratio. It produces on good will and equality bank values. The study was done to test whether profit is related
to NPA. Studies also determine how banks profits are affected by NPA. The study shows the ways to recover
and reduce NPAs in banks. The study also reviewed the overall impacts of NPAs in India’s banking sector.
The study shows that there is an upward trend in NPAs, the reasons of NPAs was tested and its effects were

analyzed. It also gave an overview that different factors are responsible for NPAs.
1.9 Objectives of the Study

1) To evaluate the problem of NPA’s in Indian commercial banks.

2) To analyze the determinants of NPAs.

3) To evaluate the recovery of NPA’s through various measures taken in India.
Hypothesis:

H2: Bank performance and macroeconomic variables are significant determinants of NPAs
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CHAPTER 2

Review of Literature
Many researchers have done research on NPA and have found different implications.

Sing, R. (2013): in his study entitled, “Recovery of NPAs in Indian commercial banks” has analyzed
NPA recovery through, Lok Adalat, DRT and SARFAESI Act. Agriculture loan waiver and loan relief
scheme and the recovery of agriculture advances have been discussed under the study period. During
the study period of 7 years i.e. from 2004 to 2011 it is concluded that, the entire performance of the
loan recovery channels was not found satisfactorily.

Sevarajan, B., & Vadivalagan, G. (2013): Studied management of Non-Performing Assets in priority
sector with reference to Indian banks and other public sector banks for the period 2001-2011 found

NPAs is more in priority sector compared to other PSBs in Indian banks.

Sabbir N, and Mujoo R. (Dr), (2014): in their research titled “problems of NPA in priority sector
advances in India” they found in their comparative analysis that NPAs in priority sector bank are less
than public sector banks. The reason for the same is that public sector banks are lending more to
priority sector than private sector banks. On the other hand, non-priority sector loans are more in
private sector banks. This is due to more lending by private sector banks then public sector banks.
Public sector banks give more loans to the agriculture sector as compared to private sector banks.
Haque, D.A, (2014): in their study found that most of the commercial bank has faced an upward trend
in their NIM from 2009 to 2013 while there is a downward trend in their ROE from the same period.
Although in the global financial crisis, the performance evaluation of Indian banking has been stable.
In terms of ROA and NIM financial performance evaluation of Indian banking has been stable. In
terms of ROA and NIM financial performance of different banks are more or less stable. But in terms
of their ROE banks are not performing in the same manner.

Dubbey, D.D., & Kumari, P. (2015): An empirical study of the entire world of 39 listed banks
comparing 24 PSV banks and 15 public sector banks to find correlation between NPA and stock market
performance of listed banks for 15 years and evaluate linkages between NPA and bank stock market
returns.

Jain, D., & Saini, R.K, (2015): in their study entitled, “Non-Performing Assets Recovery Channel:
An Assessment of Securitization Act in the recovery of NPA, and the study has also discussed that the
trend of NPAs recovery under SARFAESI Act had decreased during the study period; and the study
concluded that the achievements of SARFAESI Act is not notable.

Singh, R. (2016): The study reveals that public sector banks has more NPAs despite the government
taken various steps to reduce NPA but much more to be done in this area. The NPA level of Indian
banks is higher than foreign banks. NPAs cannot make zero. The problem of NPA is more with the
large borrowers then small one. It is desirable to decrease the priority landing by the government. This
is the main problematic area for recovery. NPAs have an adverse effect on profitability of banks and

found that there was no significant difference between banker’s and borrower’s perception.
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12.

13.

14.

15.

Kiran K, and Jones M, (2016): conducted a study to estimate the impact of NPA on the profitability
of the public banks. The study is based on secondary data of five public sector banks, for the period of
11 years from 2004-2015. The study results that there is a significant negative correlation between net
profit and NPAs of the banks. Only SBI banks have shown an increasing trend in net profits even after
the improvement of NPAs.

Singh, R. V. (2016): in his study on “Nonperforming Assets of commercial banks and its recovery in
India” analyzed how the financial performance of banking has been affected due to NPAs and felt that
the ineffective recovery mechanism, willful default and defective lending process were the main
reasons for the rising NPAs. The study concluded that NPAs is increasing more in public sector banks
than private sector banks, the government should take strategic steps to reduce the NPA burden.
Mishra, A. K. (2016): He found while comparing the NPA’s of 10 years of priority and non- priority
sector that NPA in priority sector are more than 50% of the total NPA’s since 2006 to 2011 and
thereafter non-priority NPA’s increased in percentage terms since 2011 to 2015 to the maximum extent
65.2% of total NPA’s. However gross NPAs were also increase every year. All though the percentage
NPA in the priority sector was decreasing but in absolute terms it is increasing continuously. The
priority sector contributed to the socio-economic development of the country despite an increase in
NPA’s.

Sing, (2016): A high level of NPAs in Indian banks shows the conditions of health of the industry and
trade. To improve the financial health in the banking system, it is important to reduce NPAs. This
study illustrates the position and trend of NPAs in Indian scheduled commercial banks, the factors
contributing to NPAs, explores reasons for high impact of NPAs on the scheduled commercial banks
in India and recovery of NPAs through various familiar channels.

Mishra, M. & Pawaskar, R.J, (2017): the study was conducted on the impact of NPA in banking
sector to understand the level of NPA sector wise. Study was based on secondary data pertaining to
the period 2011-16. This study found that there is an increasing trend of NPAs over the last four years.
Panigrah, A., & Chaudhury, K.S, (2017): in their study entitled, “The impact of SARFAESI Act
2002 in reduction Nonperforming Assets of Indian schedule commercial banks” analyzed the impact
of net NPA to their advances, the changes in net NPA before and after the enactment of SARFAESI
Act which was analyzed with the help of one paired t-test. It concluded that the introduction of
SARFAESI Act has notably reduced the level of the banks in India.

Tiwari, A., & Garg V. (2018): Study of non-performing assets of Indian banking system and its
impact on economy, in this study 3 public sector and private sector bank are selected to reflect the
status of NPAs of scheduled commercial banks in India and to prove the mismanagement in banks
their NPA ratio is analyzed and its adverse impact on the economy.

Rana C., (2018): in his study titled “Management of NPA in the context of India banking system
concluded that NPA impacts profitability, liquidity, and result in credit loss. There are two types of

NPAs- gross NPA and net NPA. NPAs also impact low yield on advances, adverse impact on capital
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16.

17.

18.

19.

adequacy. As a preventive measure, he suggests stopping multiple financing and early recognition of
the problem.

Kaur, M. and Kumar, R. (2018): in their research titled sectoral analysis of NPA’s during pre and
post crises period of selected commercial banks. Studied that NPA’s of priority and non-priority sector,
a comparison was made between public and private sector bank. They found in their study that NPA
levels were high in the priority sector in public and private banks during the pre-crises period, while
both showed negative growth in NPA’s after crises. The study also makes it clear that the crises had
no effect on the banking sector banks as the NPA’s were declined after the crises period. The growth
of NPA’s in public sector banks was lesser than private sector banks. It was found that NPA’s was
declining in non-priority sector in public sector banks during pre-crisis period, but private sector banks
were showing an increase in NPA’s. NPA rises at higher rate during the post crises period. Pre-crisis
period from 2001-02 to 2007-08. Post-crisis period from 200-09 to 2013-14.

Banerjee, R. & Mitra, R. (2018): in their study NPA have a direct influence on the profitability,
liquidity and solvency of the bank. The most significant problem of Indian banking system is mounting
NPAs. To know the status of NPA in banking groups and it anticipated the facts of gross NPA of all
public sector banks, nationalized banks, SBI group, Private sector banks, all scheduled commercial
bank.

Kumar, S, Singh, R, Pratibha, B. T. and Pandurang, A.K. (2019): in their study titled “Priority
sector lending and NPA status, impact and issues” found that NPAs of public sector banks for twelve
years (2005 to 2016), the NPA percentage in priority sector increased during 2005 to 2008 and 2012
to 2016, whereas in non-priority NPA’s decreases from 2011 to 2009 and remain constant/stable from
2009 to 2011 and increase from 2011 to 2016. Priority and non-priority NPA both contribute to the
total NPAs of public sector banking.

Shaik, N., (2020): in his study titled “Analysis of the effect of the NPA on the profitability of the
public sector banks”. The purpose of this study is to analyze the effects of NPAs on the profitability
of public sector banks (PSBs). This makes an effort to understand the reasons for an asset become a
NPA and various corrective steps that can be taken to reduce the amount of NPA in banks. The period
of study was 10 years, from 2011-2020. NPAs are the most pressing issue that the banks face today
and they are not only a liability for the banks but a challenge for the entire financial system. Rising
NPAs have an impact on operating performance which eventually has an impact on the banks
profitability liquidity and solvency. NPAs must be reduced and regulated in order for bans to improve
their performance and profitability. This study attempts to determine the relationship between NPAs
and banks profitability, taking into account major public sector banks that are dealing with the
mountaing NPAs. With the aid of the RBI, banks are now taking proactive steps to manage NPAs. To
boos bank profitability the level of NPA must fall, and bank must take various steps to achieve this

through the successful implementation of debt recovery tribunals, lok Adalat and SARFAESI Act.
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20. Chauhari, A. & Patel, M. (2020): in their study titled “Impact of NPA’s on profitability of public and

private sector banks” The objective of this study is to highpoint the level of non-performing assets and
how it influences the profitability of the banks. The study considered Gross and Net NPA’s of 10
banks,5 public and 5 private sector banks and the period of study is 2015-19. The study identified that
both the public and private sector gradually increase their Gross and Net NPA during the study period.
The study found that there is a significant positive relationship between Gross and Net NPA’s of both
public and private sector banks. The study also found a significant negative relationship between
NPA'’s with return on assets (ROA) of public and private sector banks.

21. Wadhwa, R. and Ramaswamy, k. (2020): in their study titled “Impact of profitability of banks” This
research discusses the impact of NPA’s on the profit of banks. This research attempts to analyze the
impact of few important financial heads on NPA’s of banks and to suggest on effective management
of NPA’s. NPA is a critical factor which has adversely impacted the development and growth of the
economy. The research follows the descriptive approach. According to RBI data, five banks (public
and private) with highest NPA’s were taken for the study for period 2014-15 to 2018-19. The research
applied correlation analysis to compute the relationship between net profit and NPAs and multiple

regression analysis to determine the impact of important financial heads on NPA’s.

After the perusal of literature, it has been found that a lot of studies have been found to check the
reasons of NPAs in Indian banking sector, impact of NPAs on banking performance, steps for controlling
NPAs, recovery of NPAs through various channels. But no such study has been done on the recovery of NPAs
through (IBC) Insolvency and Bankruptcy code in Indian banking sector. Therefore, the present study fills

this gap.

Throughout the year various aspects of literature related to NPAs have been collected and was used
for this study. These studies have been done in different time periods, but no such literature has been done

up to 2020. So there exists a huge time gap, this gap has been explored in the current study.

CHAPTER 3
Data Base and Methodology
The present study is both descriptive and analytical in nature and has been done on secondary data. The data
has been collected from “Handbook of Statistics on Indian Economy” published by the central bank, RBI
bulletin report, the World Bank (IBRD) and Various issue of “Performance highlights of public sector banks,
private sector banks and foreign sector banks” published by IBA . The period of study is seventeen years from
2003-4 to 2019-20.For this study, we have examine non-performing assets in commercial banks which
includes public sector banks, private sector banks and foreign banks. The conceptual framework of NPAs are
discussed in this paper and it also discuss the trends and impacts of NPAs during the study period i.e. from
2003-2020.Further, in this study the compound annual growth rate (CAGR) of net and gross NPAs of public

sector banks, private sector banks and foreign banks in pre, post and during global financial crisis is calculated.
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Formula used to calculate CAGR is:

CAGR = ((EV/BV) ¥" -1)
Where:

EV = Ending value

BV = Beginning value

n = Number of years

The paper also highlights the recovery of NPAs through various channels i.e. Lok Adalat, DRTs, ARCs and
IBC during the period of 17 years i.e. from 2003-04 to 2019-20. During this study period ARCs, continue to
be an important channel of debt recovery for banks. The objectives of the present study were to estimate the
issue of NPAs in Indian commercial banks and to estimate the recovery of NPAs through various channels in
India. Various econometric tools and techniques have been used to analyze the determinants of NPAs in Indian
commercial banks within the framework of this study.The tools and techniques includes Augmented dickey-
fuller test and Panel regression analysis (Random-effect model).

Augmented dickey fuller test: Through this augmented dickey fuller we have check the stationary of the
variables whether these variables are stationary or not. Many variables were considered while making the
estimate. But only stationary variables are included for regression analysis. Initially we considered total 6
variables of which four are bank specific variables and two are economic variables. But only stationary
variables are included for regression. Therefore, after rejecting non-stationary variables we ultimately kept
three variables for regression analysis. Among them one is bank level variables and rest two are
macroeconomic variables. The bank level variable is the Return on Assets (ROA). The macroeconomic
variables are GDP growth rate (GDP) gross domestic product, Inflation measured by consumer price index
(CPI). The Panel (Augmented dickey fuller) results for the variables are given in Table 3. Total 51

observations are equally distributed across three cross-sections in the data.
Panel Regression:

We run the panel regression model of the form

Yit=aBt+ bMt + e

I: represents cross section

t: represents time series

Here the dependent variable is Net NPA to Net Advances ratio (NPA). The independent variables are —
Macroeconomics variables GDP and Inflation (CPI) denoted by My, bank variable (ROA) return on assets is

shown by Bt. We have used the random- effect model as estimation technique.

Panel Data: It has features of both time series and cross section data. l.e. in panel data we have multiple time

periods and multiple cross-sections.
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Random- Effect Model: It is a model where we include a common intercept term for each cross-section unit

and we also include a random error component which accounts random differences between these individuals

but we assume that these differences randomly distributed. First we include a common intercept term and

then we assume that the intercept of each individual deviates around that common intercept.

CHAPTER 4

Results and Conclusion

Table 4.1: NPAs in Indian commercial banks from 2003-04 to 2019-20.

Net NPAs (Rs. Crore) Gross NPAs (Rs. Crore)
Year PSBs PrSBs Foreign PSBs PrSBs Foreign
banks banks
2003-04 19335 1986 933 51537 5983 2894
2004-05 16904 2353 639 48399 4582 2192
2005-06 14566 1796 808 41358 4052 1928
2006-07 15145 3137 927 38968 6287 2263
2007-08 17836 4907 1250 40595 10426 2857
2008-09 21155 6252 2997 44957 13854 6445
2009-10 29375 5234 2997 59926 14017 7134
2010-11 36055 3400 1312 74664 14500 5069
2011-12 59391 3000 1412 117839 14500 6279
2012-13 90037 3900 2663 165006 15800 7977
2013-14 130394 8862 3160 227264 24542 11565
2014-15 159951 14128 1762 278468 34106 10761
2015-16 320376 26677 2762 539956 56186 15805
2016-17 383089 47780 2137 684732 93209 13629
2017-18 454473 64380 1548 895601 129335 13849
2018-19 285122 67309 2051 739541 183604 12242
2019-20 230918 55746 2084 678317 209568 10208
CAGR of net and gross NPAs in pre,post and during global financial crises
CAGR of net NPAS CAGR of gross NPAs
Pre-GFC - 0.121072808 - -0.067503425 | 0.01246755 | -0.059634891
0.059234732 0.001611609

During- | 0.089074985 | 0.128759597 | 0.548418548 | 0.05235529 | 0.15273301 | 0.501952993
S(fs(t: 0.206166507 | 0.239932893 - 0.246813749 | 0.27875744 | 0.033108992
GFC 0.032489821

Source: Handbook of statistics on Indian Economy, (RBI, 2019-2021)

1. C AGR: Compound Annual Growth Rate.
2. GFC: Global Financial Crisis.
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Table 4.1, shows to evaluate the problem of NPAs in Indian commercial banks from 2003-04 to 2019-20.Data

revels that net and gross NPAs of Indian commercial banks which include Public sector banks , Private sector
banks and Foreign banks and also reveals their compound annual growth rate (CAGR) during the study period.
From the analysis of the table it is clear that the net NPAs of public sector banks has more in 2013-14 as
compared to 2003-04 and it shows a continuous increase in net NPAs of public sector banks from 2013-14 to
2017-18, then after it shows a decline in net NPAs of public sector banks from 2017-18 to 2019-20. However,
if we look at the condition of net NPAs of public sector banks in pre, post and during global financial crisis,
it shows a continuous decline in net NPAs of public sector banks in pre-global financial crisis and shows a
continuous increase in net NPAs of public sector banks during global financial crisis and further it also a
continuous increase in net NPAs of public sector banks in the starting years of post-global financial crisis. But

in the ending few years of post-global financial crisis net NPAs of public sector banks had declined.

Now we see the net NPAs of private sector banks and foreign banks from 2003-04 to 2019-20.From
the table-4.1, it is observed that net NPAs has increased from 1986 crore to 14128 crore in private sector banks
from 2003-04 to 2014-15, this increase in net NPAs had continued in private sector banks and reached to
67309 crore in 2018-19. However, these net NPAs had dipped below in private sector banks and reached to
5576 crore in 2019-20.In case of foreign banks it is also observed from the table that net NPAs has increased
from 933 crore to 1250 crore during 2003-04 to 2008-09. From 2008-09 to 2009-10 net NPAs of foreign
banks were 2997 crore. That means there was no change in net NPAs in this time period. From the analysis
of the table it is clear that the net NPAs of foreign banks has increased largely in 2013-14 as compared to
2019-20. The table depicts the condition of net NPAs of private sector banks and foreign banks in pre, post
and during global financial crisis, it shows a continuous increase in net NPAs of private sector banks in pre-
global financial crisis. During global financial crisis net NPAs of both private sector banks and foreign banks
has increased. It also shows a continuous increase in net NPAs of private sector banks in post-global financial
crisis excluding in 2019-20. In 2019-20 these net NPAs are declined and it also shows a continuous decline in

net NPAs of foreign banks in post-global financial crisis.

From the analysis of the table it is clear that the gross NPAs public sector banks, private sector banks
and foreign banks has continuously increased from 2003-04 to 2005-06. Then after it shows a continuous
improvement in gross NPAs of public sector banks from 2006-07 to 2017-18, but has declined again from
2019-20. It is also observed from the table that the gross NPAs of private sector banks had increased
continuously from 2007-08 to 2019-20. While as the gross NPAs of foreign banks has declined from 2015-16
to 2019-20. However, if we look at the condition of gross NPAs of public sector banks, private sector banks
and foreign banks in pre, post and during global financial crisis, it depicts a continuous decline in gross NPAs
of both public sector, private sector and foreign banks in pre-global financial crisis, it shows an improvement
in gross NPAs of commercial banks during global financial crisis while the gross NPAs of private sector banks
had declined continuously in post-global financial crisis. On the other hand, the gross NPAs of public sector
banks had steadily increased in post-global financial crisis excluding in the ending few year of post-global
financial crisis, because in the ending few years of post- global financial crisis gross NPAs of public sector

banks had declined.
IJRARTHO00278 ‘ International Journal of Research and Analytical Reviews (IJRAR) www.ijrar.org ’ 932




© 2025 IJRAR January 2025, Volume 12, Issue 1 www.ijrar.org (E-ISSN 2348-1269, P- ISSN 2349-5138)
During the study period it is observed that the level of NPAs (both net and gross NPAS) is rising at a

rapid rate in public sector banks as compared to public sector banks and foreign banks. There are many reasons

for the rapid increase in the level of NPAs in public sector banks:
1) Poor management.
2) Pubic sector banks are doing social lending.

3) Public sector banks give more loans to poor people without analyzing their financial status, this is one of

the major reasons behind the increase in NPAs of public sector banks.

Public sector banks should expand the skill of credit and credit risk management so that it will

increase profitability and decrease NPAs.

The above data shows the (CAGR) compound annual growth rate of net and gross NPAs of public
sector banks, private sector banks and foreign banks in pre, post and during global financial crisis. The
compound annual growth rate is the mean annual growth rate of an investment over a specified period of time.
It represents one extremely accurate way of calculating the return of individual assets, investment portfolios
and anything that can increase or decrease value over time. In pre-global financial crisis the compound annual
growth rate of net NPAs of public sector banks was -6% which has increased and reached to 9% during global
financial crisis and this compound annual growth rate of net NPAs in public sector banks was 21% in the post
global financial crisis. This means that compound annual growth rate of public sector banks was significantly
higher in post-global financial crisis. However, the compound annual growth rate of gross NPAs of public
sector banks in pre-global financial crisis was -7% which has increased and reached to 5% during global
financial crisis and this compound annual growth rate of gross NPAs was 25% in pre-global financial crisis.
Compound annual growth rate of gross NPAs of public sector banks was high in post-global financial crisis.
On the other hand the compound annual growth rate of net NPAs in private sector banks and foreign banks in
the post-global financial crisis was 24% and -3% while in the pre-global financial crisis the compound annual
growth rate of net NPAs of private sector banks and foreign banks was 12% and 0%. During global financial
crisis the compound annual growth rate of private sector banks and foreign banks was 13% and 55%. That
means the compound annual growth rate net NPAs in private sector banks was significantly higher in post-
global financial crisis while the compound annual growth rate of net NPAs in foreign banks was significantly

higher during global financial crisis.

The compound annual growth rate of gross NPAs of private sector banks and foreign banks in pre-
global financial crisis was 1% and -6% which increased during global financial crisis and reached to 15% and
50%, this compound annual growth rate of gross NPAs in private sector banks was 28% in the post global
financial crisis. In foreign banks the compound annual growth rate of gross NPAs as 3% in the post-global

financial crisis.

It has been depicted from the data that among these three sectors foreign sector had performed well.

As compared to public sector banks and private sector banks foreign banks had recovered most of their loans.
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Fig.1: Net NPAs of public sector banks, private sector banks and foreign banks from 2003-04 to 2019-

20.
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Source: Handbook of statistics on Indian Economy, (RBI)

From the above figure we can see that net NPAs of both public sector banks and private sector banks have
increased over time. However, from 2006-07 to 2017-18, the net NPAs of public sector had continuously
increased. But from 2018-19 to 2019-20, net NPAs of public sector banks has decreased
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Fig.2: Gross NPAs of public sector banks, private sector banks and foreign banks from 2003-04 to
2019-20.
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Source: Handbook of statistics on Indian Economy, (RBI)

The above graph reveals that there is lot of difference between gross NPAs of public sector banks, private
Sector banks and foreign banks during the study period from 2003-04 to 2019-20. The gross NPAs of Public
sector banks is significantly higher from 2017-18.
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Fig.3: Net NPAs of public sector banks, private sector banks and foreign banks from 2019-20.
2019-20
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Source: Handbook of statistics on Indian Economy, (RBI)

Fig.3 depicts the net NPAs of public sector banks, private sector banks and foreign banks in current time
period. It shows that net NPAs were highest in public sector banks as compared to private sector banks and

foreign banks during this time period.

Fig.4: Gross NPAs of public sector banks, private sector banks and foreign banks from 2019-20.
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Source: Handbook of statistics on Indian Economy, (RBI)

The above graph reveals that there is lot of difference between gross NPAs of public sector banks, private
sector banks and foreign banks in the current time period. It shows that gross NPAs were highest in public
sector banks as compared to private sector banks and foreign banks from 2019-20.
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Determinants of NPAs.

Augmented Dickey-Fuller Test

Through this Augmented dickey-fuller test we have check the stationary of variables .Many variables were
considered while making the estimate. Initially we considered total six variables of which four are bank
specific variables and two are macroeconomics variables. For checking the stationary of variables we first

take the Log of these variables.

Table 4.2: Results of Augmented Dickey-Fuller Test.

Variables Test Result
NPA Augmented Dickey-Fuller Stationary
ROA Augmented Dickey-Fuller Stationary
NIM Augmented Dickey-Fuller Non-stationary
OPE Augmented Dickey-Fuller Non-stationary
GDP growth rate Augmented Dickey-Fuller Stationary
INFLATION Augmented Dickey-Fuller Stationary

Source: Authors Own Calculation

On the Log values of these variables. The NPA ratio of Private sector banks and foreign sector banks
are stationary, But the NPA ratio of Public sector banks was not stationary. We made it stationary through

first order difference i.e. at d1 it is stationary.

Similarly, ROA (return on assets) of public sector banks and foreign sector banks are stationary at their
value i.e. without any difference the ROA of public sector banks and foreign banks are stationary, but the
ROA of private sector banks was not stationary, it was also made stationary by taking first order difference
with drift, i.e. the return on assets of private sector bank made stationary after taking the first order difference
with drift.

The NIM ( net interest margin) of public sector banks, private sector banks and foreign sector banks
was not stationary on their Log value i.e. the NIM of commercial banks was not stationary without taking
their difference. But after taking the first difference the NIM ratio of commercial banks could not made

stationary. Even after taking the second order the NIM ratio of commercial banks could not made stationary.

Similarly, the operating expenses ratio of public sector banks , private sector banks and foreign banks
was not stationary on their Log value i.e. the operating expenses of commercial banks was not stationary
without taking their difference. But after taking the first order difference the operating expenses ratio of
commercial banks could not made stationary. Even after taking the second order difference the operating

expenses ratio of commercial banks could not made stationary. Only stationary variables are included for
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regression analysis. Therefore, after rejecting non-stationary variables we ultimately kept three variables for

regression analysis. Among them one is bank variable and rest two are macroeconomic variables. Return on
assets (ROA) is the bank level variable. The macroeconomic variables are GDP growth rate and inflation
measured by consumer price index (CPI). The result of Augmented dickey fuller test is given in Table 4.2.
Total numbers of observations are 51 and these observations are equally distributed among three cross-

sections in the data.

Table 4.3: Panel regression (Random- Effects Model) result.

NPA Coef. P>Z [95% Conf. Interval]
ROA -.009441 0.015 -017031  -.001851
GDP growth -.0023069 0.099 -.0050477  .000434
-.0026679 0.001 -.0042862  -.0010496
INFLATION
-Cons 0628419 0.000 .0342022 .0914816

Source: Authors Own Calculation
Results of Panel Regression:

The results of panel regression are shown in Table 4.3. We can see this from the result at 95% of confidence

level the following variables are significant:

l. Return on assets.

Il.  Inflation measured by (CPI).

Return on assets (ROA), at 95% confidence level this variable is significant i.e. the P-value of ROA is less
than 0.05 (P< 0.05). In table 4.3 the P-value of ROA is 0.015 i.e. (P> 0.015). From the result we can see that
at the same confidence level the coefficient of ROA is -.009441. Now in order to analyze and validate the
result, we need to pay more attention to the sign of the coefficient then the value. For ROA the sign is negative.
It means that with increase in return on assets the level of NPAs is decreased. Because return on asset is a
profitability ratio which provides how much profit the bank can earn from its assets. This ratio is also called
return on investment or ROI. When this profitability ratio I; e. ROA is increased the level of NPAs is decreased

in Indian commercial banks.
The second variable is Inflation measured by consumer price index.

This variable is significant at 95% confidence level I; e. the P-value of inflation is less than 0.05 (P<0.05).
In table 4 the P-value of inflation is shown and I; e P>0.001. At 95% of confidence level the coefficient of
inflation is -.0026679. We need to pay more attention to the sign of the coefficient then the value after the

analysis of the result. For inflation (measured by consumer price index) the sign is negative, this implies that
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with the decrease in inflation the NPA level increases and vice versa. It could be possible that producers earn

more profit at higher inflation and because of that they are able to repay their loans.

GDP growth rate, This variable is insignificant at 95% confidence level. The P-value of GDP growth rate is
more than 0.05 I; e. P-value of GDP growth rate in table 5 is P>0.099. That means this variable is statistically
insignificant. Similarly, at 95% confidence level the coefficient of GDP growth rate is -.0023069. For GDP
growth rate the sign of the coefficient is negative. This means that with decrease in GDP growth rate the NPA

level increases.

Table 4.4: Distribution of NPAs Recovered by Banks, through Lok Adalat from 2003-04 to 2019-20.

Lok Adalat
Year Percent- age of Percent- age of total amt | Amt reco vered as per cent of
total amt involved recovered amt involved

2003-04 5.1 3.3 135
2004-05 2.8 2.2 141
2005-06 6.5 2.7 20.3
2006-07 4 1.4 14

2007-08 14.1 2.3 8.2
2008-09 19.9 1.3 2.4
2009-10 23.1 1.5 1.5
2010-11 10.5 1 2.9
2011-12 2.8 1.4 11.8
2012-13 6.2 1.7 6.1
2013-14 13.3 4.4 6

2014-15 125 3.2 3.2
2015-16 32.5 14 4.4
2016-17 13 6 6.4
2017-18 16.9 4.5 4

2018-19 7.4 2.3 5.1
2019-20 9.1 24 6.2

Source: RBI Bulletin report (Apr, 2021)

Table 4.4 shows the distribution of NPAs recovered by banks through Lok Adalat from 2003-04 to 2019-20.1t
reveals that the percentage of total amount involved, percentage of total amount recovered and the amount
recovered as percent of amount involved through Lok Adalat. From the analysis of the table it is clear that the

percentage of total amount involved to Lok Adalat for the recovery of NPAs has increased largely in 2015-16
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as compared to 2019-20.However, if we look at the amount recovered as percent of amount involved during

the study period, it shows a continuous improvement from 2003-04 to 2005-06 and then it shows a decline
from 2006-07 to 2009-10. It has further increased from 2010-11 to 2012-13 but has decreased again from
2013-14 to 2014-15 and there was a continuous change till 2019-20 sometimes it was getting more and
sometimes less. This Lok Adalat is only successful in recovering 6.2% of total amount involved. Due to its

inefficiency in recovering the amount involved in NPAs, other recovery channels has been restoring.

Fig. 5: Distribution of NPAs recovered by Banks through Lok Adalat from 2003-04 to 2019-20.
Distribution of NPAs recovered by Banks
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Fig.5 depicts the distribution of NPAs recovered by banks through Lok Adalat from 2003-04 to 2019-20.It

shows the percentage of total amount involved for the recovery of NPAs has increased largely in 2015-
16.However, the amount recovered as percent of amount involved through lok Adalat is highest in 2005-06

as compared to 2019-20.
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Table 4.5: Distribution of NPAs Recovered by Banks, through Debt Recovery Tribunal

(DRTSs) from 2003-04 to 2019-20.

(DRTSs) Debt Recovery Tribunal
Year Percent- age of total Percent- age of Amt reco vered as per
amt invo lved total amt reco cent of amt invol ved
vered

2003-04 53.3 79.1 30.9
2004-05 50.5 51.8 18.8
2005-06 35.9 56.4 76.9
2006-07 48.3 47.3 37.8
2007-08 38.2 39.6 51.9
2008-09 20.4 45.1 81.1
2009-10 313 41.7 32

2010-11 28.2 25.1 27.9
2011-12 39.4 28.5 17

2012-13 29.3 18.9 14.2
2013-14 31.8 16.6 9.6
2014-15 24.3 13.6 7

2015-16 31.3 28.1 9.2
2016-17 36.2 26.8 10.2
2017-18 49.2 17.9 5.4
2018-19 37 8.9 3.9
2019-20 33.1 5.8 41

Source: RBI Bulletin report (Apr, 2021)

Table 4.5 Depicts the distribution of NPAs recovered by banks through Debt Recovery Tribunal from 2003-
04 to 2019-20.1t reveals that the percentage of total amount involved, percentage of total amount recovered
and the amount recovered as percent of amount involved through Debt Recovery Tribunal. The DRTs were
established as special tribunals to deal with the recovery of NPAs. The DRTSs had a favorable start, the amount
recovered through this tribunal as percent of amount involved reaching 81% in 2008-09. However, recovery
rates declined to single digits in later years. In 2018-19, the amount recovered through debt recovery tribunal
was 3.9%, but in 2019-20, the amount recovered through DRTs was about 4% as percent of amount involved
which is less than the amount recovered by Lok Adalat in 2019-20. This channel was also inefficient in

recovering the amount involved in NPAs.
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Fig.6: Distribution of NPAs recovered by Banks through Debt Recovery Tribunals (DRTs) from 2003-

04 to 2019-20.
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Fig.6 indicates the distribution of NPAs recovered by banks through Debt Recovery Tribunals (DRTs) from
2003-04 to 2019-20.The percentage of total amount involved to debt recovery tribunal for the recovery of
NPAs is highest in 2003-04. But this percentage of total amount had declined in 2019-20 and has reached to

33.1%. While the amount recovered as percent of amount involved is highest in 2008-09 i.e.81.1%.
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Table 4.6: Distribution of NPAs Recovered by Banks, through Asset Reconstruction Companies (ARCs)
and Insolvency and Bankruptcy Code (IBC) from 2003-04 to 2019-20.

ARCs IBC
Year Percent- Percent- Amt reco Percent- Percent- Amt
age of total | age of total | vered as | age of total | age of total | recovered as
amt invol amt reco per cent amt invol amt reco per cent of
ved vered of amt ved vered amt invol

invol ved ved
2003-04 415 17.6 8.9 - - -
2004-05 46.7 46.1 18.1 - - -
2005-06 57.6 41 34.8 - - -
2006-07 47.7 51.2 41.4 - - -
2007-08 47.7 58.1 61 - - -
2008-09 59.7 53.6 33 - - -
2009-10 45.6 56.8 30 - - -
2010-11 61.3 73.9 37.8 - - -
2011-12 57.8 70.1 28.6 - - -
2012-13 64.4 79.4 27.2 - - -
2013-14 54.8 79.1 26.5 - - -
2014-15 63.2 83.1 16.3 - - -
2015-16 36.2 57.9 16.5 - - -
2016-17 50.8 67.3 18.3 - - -

2017-18 30.3 65.4 32.2 3.7 12.2 49.6

2018-19 35.6 32.8 15 20.4 56.2 45.7

2019-20 26.5 30.5 26.7 313 61.3 455

Source: RBI Bulletin report (Apr, 2021)

Table 4.6 shows the distribution of NPAs recovered by banks through Asset Reconstruction Companies and
Insolvency and Bankruptcy Code from 2003-04 to 2019-20.1t reveals that the percentage of total amount
involved, percentage of total amount recovered and the amount recovered as percent of amount involved
through Asset Reconstruction Companies and Insolvency and Bankruptcy Code. As a part of SARFAESI Act,
ARCs was established as another alternative institution to recover NPAs in India. ARCs is regulated and
supervised by the reserve bank. From the analysis of the table it is clear that the percentage of total amount
involved to Asset Reconstruction Company for the recovery of NPAs has increased largely in 2012-13 as
compared to 2019-20.However, The amount recovered through ARCs as percent of amount involved was
significantly higher in starting years of their foundation which had reached 61% in 2007-08. However this
recovery rate has dipped below 30% in 2017-18 and this had reached to 26.7% in 2019-20. It plays an

important role in the recovery of NPAs in India.
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Finally, in 2016 the IBC was brought into existence for the recovery of NPAs in India. In 2019-20 the

amount recovered as percent of the amount involved under IBC was 45.5%. That was highest as compared to
other channels. The IBC has by for been the most significant reform concerning NPA resolution in 2019-20.

However ARCs, continue to be an important channel of debt recovery for banks and play an important

role in the field of assets management even in the post- IBC.

Fig.7: Distribution of NPAs recovered by Banks through Asset Reconstruction Companies (ARCs)
from 2003-04 to 2019-20.
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Fig 7, exhibits that the amount recovered through this channel was tremendous as compared to other recovery
channel. It is the largest among other channels in terms of total amount recovered. Percentage of total amount
involved under Asset Reconstruction Company in 2012-13 stood at 64.4%. The total amount recovered
through ARCs during the same time was about 80%. The percentage of total amount involved in Asset
Reconstruction Company was highest in 2012-13. However, the percentage of total amount recovered through
this channel was highest in 2014-15.
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Fig.8: Distribution of NPAs recovered by Banks through Insolvency and Bankruptcy Code (IBC) from

2016-20.
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Table 4.7: Total Distribution of NPAs recovered by banks through different channels from 2003-04 to

2019-20.
Lok Adalat, DRTs, ARCs, and IBC
Year Total amount invol ved (X crore) Total amount reco vered X

crore)
2003-04 47535 9921
2004-05 28342 5192
2005-06 17055 8356
2006-07 18972 7318
2007-08 15224 7625
2008-09 20220 7426
2009-10 31281 7514
2010-11 49950 15642
2011-12 61100 14400
2012-13 105700 23300
2013-14 173800 32000
2014-15 248200 30800
2015-16 221400 22800
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2016-17 278300 38500
2017-18 270631 40352
2018-19 725996 118647
2019-20 742431 172565

Source: RBI Bulletin.

Table 4.7 depicts the distribution of NPAs recovered by banks through various channels from 2003-04 to
2019-20.1t shows that the percentage of total amount involved and total amount recovered through various
channels like Lok Adalat, DRTs, ARCs, and IBC. From the analysis of the table it is clear that the percentage
of total amount involved to these four channels for the recovery of NPAs was 47535 crore in 2003-04, that
has increased to 278300 crore in 2016-17. But this amount has further increased to 742431 in 2019-
20.However, if we look at the total amount recovered through these four channels in 2003-04 was 9921 crore.
This total amount recovered has further increased to 172565 in 2019-20.Their share in total amount involved
in all four channels of collection was between 25% and 35%. Moreover, they account for around 30% of the

total amount recovered through all channels.

Fig.9: Total Distribution of NPAs recovered by banks through different channels from 2003-04 to 2019-
20.
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CHAPTER 5

Summary, Conclusion, Limitation and Suggestions
Summary

NPA is a major factor that has badly affected the financial sector in India.NPA impacts the flow of credit and
because of that economic growth and development is adversely impacted. The present study showed that the
public sector banks had higher NPA as compared to private sector banks and foreign banks. Banks are
encouraged by the government of India to provide more loans easily to the people of the country so that they
can improve their standard of living. In addition, the number of loans provided by the banking sector has also
increased. The main reason behind the increase in NPAs in Indian banking sector is low earning of the
household. Also the profitability of Indian public sector banks is low as compared to private sector banks and
foreign banks. Because private sector banks and foreign banks are manage their assets more efficiently. The
government’s impressive move is that it is trying to reduce the NPAs by providing authorities to the banking
sector. The Non-Performing assets continuously affected the economy of the country adversely from time to
time. Due to which a banking crisis arose in the country as well as in the rest of the world, because the whole
banking sector of the world is connected now. From the results of panel regression it was found that when
ROA is increased the level of NPAs is decreased. Because return on assets is a profitability ratio. Similarly

when inflation is high the level of NPAs is low.

These NPAs has always created a big problem not only for banks but for the entire economy. The money
closed in NPAs had adversely impact on the profitability of banks. The study reveals the level of NPAs
recovered by banks through different channels like Lok Adalat, DRTs, ARCs and IBC. This study shows the
percentage of total amount involved in these channels and also shows the total amount recovered through
these channels. The study reveals that the performance of ARCs is more satisfactory then the other recovery

channels throughout the study period.

Conclusion

The present study reveals that with compared to private sector banks and foreign banks public sector banks
have higher level of NPAs. And the profitability of Indian public sector banks is low as compared to private
sector banks and foreign banks. The impressive move of govt. is that it is trying to reduce the NPAs through
various recovery channels. The IBC has been the most significant channel concerning NPA recovery in 2019-
20. But during the study period, ARCs is an important channel of debt recovery for bank even after IBC. Thus,
overall it can be concluded that ARCs play an important role in the field of asset management even in the post
IBC.

Limitations of the Study

NPAs are changing over time. The study is done for the current period without forecasting future advances.
The study is limited to the functioning of Indian scheduled commercial banks. The entire NPA data is taken
from the publications, annual reports and websites of RBI. These results need to be verified by future evidence

in other foreign banks.

Since we have less number of observations further research needs to be done.
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Suggestions

1. Public sector banks should expand the skill of credit and credit risk management so that it will
increase profitability and decrease NPAs.

2. Banks should more focus to NPAs through ARCs.

3. Since IBC has been introduced recently more research needs to be done on IBC’s role in recovering

NPAs.
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