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Non-performing assets are the asset which does not yield any returns or are not able to give 

any returns because of several including insolvency or bankruptcy or slowdown in the economy. 

Banks perform an important task of granting loans to individuals, institutions and corporate houses 

and if those loans are not recoverable or they are doubtful they become non-performing assets for 

the banks. NPAs have become a big barrier on the way of Indian banking system to progress and the 

burden of NPA is increasing quarter by quarter. The NPA problem which our banks are facing today 

is the result of negligent lending, mishandling of funds, lack of legal protection to bank, etc. At 

present NPA in India stands at 9 lakh 40 thousand crore rupees and GNPA percentage of 9.31%. 

The problem of NPA is more chronic in the public sector bank as compared to private banks. To 

handle the NPA parliament has passed Insolvency and Bankruptcy Code 2016 to fastrack the 

resolution of bad loans and increase the recovery and had also announced to recapitalize the public 

sector banks. This paper focuses on the depth of the problem, its reasons, impact and possible 

solutions.   
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INTRODUCTION:  

As per the definition given by 

Investopedia NPA is ―A nonperforming asset 

(NPA) refers to a classification for loans on the 

book of financial institutions that are in default 

or are in arrears on scheduled payments of 

principal or interest. In most cases, debt is 

classified as nonperforming when loan 

payments have not been made for a period of 90 

days.‖  

As on 31
st
 March 2020 citing the data of 

CARE ratings (upto the 3
rd

 quarter of financial 
year 2020) there is 9 lakh 40 thousand crore 
rupees of gross non-performing assets in the 
Indian banks which stands at 9.31% of total 
credit of all the banks (scheduled commercial 
banks) out of which 80% of the NPAs are in the 
public sector banks. This paper focuses on 

current scenario of NPA in India its reasons, 
implication and possible steps taken or to be 
taken.  

OBJECTIVES:  

 To understand the seriousness of the problem 
of NPAs in India. 

 To know the steps taken to reduce the NPAs 
in Indian banking  

 To suggest measures to improve the banking 
in India 

METHODOLOGY: 

The paper has been made using 

secondary data sourced from various reports 

from credible agencies, newspaper articles and 

online articles available freely in public domain.  
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NPA IN INDIA: 

NPA is the major issue faced by Indian 

banking system which is affecting its growth, 

profitability, lending capacity and overall 

functioning of the banking sector in India. Many 

measures have been taken to resolve this 

problem but none have showed the results yet. 

From 2008 financial crisis to December 2017 

the situation is continuously deteriorating.  

TABLE 1: Overall growth of Gross NPAs from Q4FY18 TO Q3FY20 In Scheduled 

Commercial Banks 

QUARTER OVERALL GROWTH RATE OF GNPAs in SCBs 

Q4FY18 43.90% 

Q1FY19 20.90% 

Q2FY19 18.80% 

Q3FY19 9.00% 

Q4FY19 -12.10% 

Q1FY20 -7.60% 

Q2FY20 -7.30% 

Q3FY20 -2.90% 

Source: CARE Ratings, 2020 

TABLE 2: AMOUNT OF GROSS NPAs in Rs Lakh Crore 

QUARTER OF FINANCIAL YEAR AMOUNT OF GROSS NPAs (Rs Lakh crore) 

Q4FY17 7.4 

Q1FY18 8.3 

Q2FY18 8.4 

Q3FY18 8.9 

Q4FY18 10.2 

Q1FY19 10 

Q2FY19 10 

Q3FY19 9.7 

Q4FY19 9 

Q1FY20 9.3 

Q2FY20 9.3 

Q3FY20 9.4 

SOURCE: Ace Equity, CARE Ratings Calculation 

In the absolute terms we see that total NPAs stand at 9.4 lakh crore rupees in total (both 

public and private sector banks). But we have seen marginal decline from highest Rs10.2 lakh crore 

of NPAs in Q4FY18 to Rs9.4 lakh crore in Q3FY20. 
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GRAPH 3: TREND OF GROSS NPA PERCENTAGE IN THE BANKING SYSTEM 

 

SOURCE: Ace Equity, CARE Ratings Calculation

As we can see in the above line graph, in 

Q4FY17the GNPA was 9.09% which rose to 

10.25% in Q1FY18 and it grew substantially 

from there on till the highest level of 11.51% in 

the Q4FY18 because of increase in efficiency of 

asset quality review and quicker identification of 

bad loans by RBI, from then on we see decline 

in the percentage of gross NPA till it reached to 

9.34% in the Q3FY20.  

The reduction in the Gross NPAs can be 

attributed to improved quality of assets because 

of Write-offs by several banks for instance 

ICICI Bank written off Rs5455 crore, PNB 

Rs4308 crore, Bank of Baroda Rs2210 crore, 

IDBI bank Rs2166 crore (Care Ratings) 

TABLE 3: PERCENTAGE OF NPAs in PRIVATE AND PUBLIC SECTOR BANKS 

QUARTER OF FINANCIAL 

YEAR 

PUBLIC SECTOR BANKS 

SHARE OF TOTAL GNPAs 

PRIVATE SECTOR BANKS 

SHARE OF TOTAL GNPAs 

Q4FY17 81% 19% 

Q1FY18 82% 18% 

Q2FY18 81% 19% 

Q3FY18 82% 18% 

Q4FY18 82% 18% 

Q1FY19 81% 19% 

Q2FY19 81% 19% 

Q3FY19 81% 19% 

Q4FY19 80% 20% 

Q1FY20 80% 20% 

Q2FY20 79% 21% 

Q3FY20 78% 22% 

SOURCE: Ace Equity, CARE Ratings Calculation 
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In the above table we see that Public sector banks account for 78% of the total banking NPAs 

in the system which in Q3FY20 stands at Rs7.2 lakh crore. Comparatively private banks account for 

22% of the NPAs in the system which stands around Rs2 lakh crore. 

TABLE 4: Provision for Bad debts for all PSBs and PVBs 

QUARTER Provision (Rs Lakh Crore) 

March 2019 1.06 

June 2019 0.54 

September 2019 0.64 

December 2019 0.88 

Source: Care Ratings 

Findings: 

 the PSBs registered substantial reduction 

in their GNPA amount as they stood at 

Rs.7.2 lakh crore at the end of December 

2019 when compared to 7.8 lakh crore in 

December 2018 

 The private sector banks registered 

marginal increase in their GNPA amount 

which stood at 2.2 lakh crore in Q3FY20 

(attributing to Yes Bank crisis) from 1.8 

lakh crore in December 2018 

 In Q3FY20 78% of GNPA were coming 

from public sector banks and remaining 

22% from private sector banks. 

 The percentage of GNPA in the banking 

system stood at 9.31%  

 The growth rate at which NPAs are 

rising is seeing a negative trend and rate 

of growth is declining quarter on quarter. 

Implying at improving situation of the 

banks 

Steps taken to resolve this problem and are to 

be taken: 

The three Rs of debt recovery: 

There must be proper implementation of 

3 Rs of debt recovery which is Recognition, 

Recapitalization and Resolution. Under 

recognition of assets, the Asset Quality Review 

(AQR) by RBI has done a good job in 

recognizing the correct amount of NPAs in the 

banks, but still there are many assets left to be 

recognized under AQR. Next step is to provide 

banks with proper funds to increase the credit 

flow which is done by recapitalization of banks. 

Problem is more acute in PSBs as compared to 

private banks also public sector banks cannot 

raise funds through market to maintain the 51% 

stake of the government in this banks so either 

government has to reduce its stake or they have 

to infuse tax payers money to strengthen the 

banks to give credits. Thirdly for quick 

resolution of stressed assets of banks 

government has passed Insolvency and 

Bankruptcy Act (2016) which will enable banks 

to recover debts faster than before in a proper 

legal framework. (Sengupta., Vardhan, sept 

2017.) 

RECENT MEASURES TO CONTROL 

NPAs: 

Re-capitalization of public sector banks:  

In October 2017 finance ministry 

announced recapitalization of PSBs by putting 

2.11 lakh Cr rupees to strengthen the public 

sector banks which are facing high NPA crisis 

over the period of two years to increase the 

credit issuing capacity of banks. Out of this 1.35 

lakh Cr came from the sale of recapitalization 

bonds and remaining 76000 Cr were through 

budget allocation and fund raising from the 

market.   
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Insolvency and bankruptcy code (2016):    

The insolvency and bankruptcy code is 

seen as a ground-breaking step towards bringing 

discipline among the borrowers. It paves the 

way for business for easy and faster resolution 

of their assets if they are facing bankruptcy, this 

exit route will help banks in recovering the debt 

from all those individuals or organizations 

which are facing bankruptcy and hence 

minimizes the losses of banks. 

The bankruptcy code will decrease the 

time required in resolving the insolvencies and 

bankruptcies which was a time consuming and 

tedious process and also not an economically 

viable arrangement. (Wikipedia. 2017).  ―In 

FY19, the decline in GNPA can be attributed to 

recoveries under IBC, slower slippages and 

recapitalization. There has been robust recovery 

of Rs.3,590 billion over the last four years, 

including record recovery of Rs.1,230 billion in 

FY19 by PSBs. Slippages which had shot up 

from 5.7% in FY17 to 7.6% in FY18 reduced 

significantly to 4% in FY19 indicating slowing 

down of NPA formation.‖ (CARE Ratings, 

2020) 

By the last quarter of financial year 

2020, IBC recovered 42.5% of the total bad 

loans filed with NCLT revealed an economic 

survey. Also, finance ministry gave nod to 

Consolidation of public sector banks from 27 

PSBs in the country to only 12 major PSBs to 

strengthen the management of the PSBs. 

TABLE 5: MERGER OF PUBLIC SECTOR BANKS 

ANCHOR BANK AMALGATING BANKS BUSINESS SIZE 

Punjab national bank Oriental bank of commerce 

and United bank of India 

17.94 lakh crore 

Canara Bank Syndicate bank 15.20 Lakh crore 

Union bank of  India Andhra bank & Corporation 

bank 

14.59 lakh crore 

Indian Bank Allahabad Bank 8.08 Lakh crore 

State Bank Of India State Bank of Bikaner and 

Jaipur (SBBJ), State Bank of 

Mysore (SBM), State Bank of 

Travancore (SBT), State 

Bank of Hyderabad (SBH) 

and State Bank of Patiala 

(SBP). 

52.05 lakh crore 

Bank of Baroda Vijaya bank & Dena Bnak 16.13 lakh crore 

Central Bank of India - 4.68 lakh crore 

Indian Overseas Bank - 3.75 lakh crore 

UCO bank - 3.17 lakh crore 

Bank of Maharashtra - 2.34 lakh crore 

Punjab & Sind bank - 1.71 lakh core 

Bank of India - 9.03 lakh crore 

 



45 

This consolidation of banks will lead to 

better management of the banks, robust 

surveillance system at place. Merging small 

banks with bigger banks will improve capital 

adequacy, but on the other side there have been 

concerns about merging loss making banks with 

better banks which can adversely impact the 

better bank and hurt their financials. 

Conclusion:  

The facts related to NPA shown by the 

various sources and reports are alarming to the 

banking sector which must be handled with 

utmost diligence and proper policy framing. 

Recapitalization of Public sector banks and 

Insolvency and Bankruptcy Code (2016) are 

steps in the right direction which must be met 

with proper utilization of this fresh capital, 

better resolution of bad loans and discipline the 

banking sector. In recent reports we see that 

NPAs have decreased marginally and 

provisioning for such bad debts has increased. 

Banking system must be well equipped and 

strengthened with proper regulations and 

legislations so that public money is well 

protected and loans are granted only after proper 

due diligence. Unless NPAs are not dealt with 

properly, it will keep hurting the profits of banks 

and also their ability to create credit in the 

economy. Also, as banks deal in public money 

so any mismanagement or any mishandling of 

public funds can lead to serious crisis in the 

banking sector and people may lose their faith 

from the banking system, to upheld the 

credibility of banks, all the steps taken to 

improve the system has to be met with proper 

execution.  

Suggestions: 

Laws must be strengthened and there 

must be discipline from the side of the banks 

while using public money. There must be proper 

execution of policies framed by the RBI. There 

must be proper system and measures at place in 

banks to quickly respond to any uncertainty and 

legal action must be taken against defaulters. 

There must be proper scrutiny and due diligence 

of the borrower before loan is sanctioned. Banks 

must monitor the funds that where they are 

being used. In all, there must be high standard of 

efficiency, monitoring and management in the 

banks. There must be proper surveillance 

mechanism at place to see that loans are granted 

to the right individual/organization and for right 

purpose. Banks must ensure proper usage of 

public money, for this purpose and to protect 

public money RBI increased the deposit 

insurance limit to Rs 5 lakh (principal plus 

interest) held by a person, this will also increase 

the public confidence in the banking. 
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