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Abstract

Due to its function in facilitating the movement of capital and supporting numerous economic sectors, the
banking industry is essential to the economic growth of a nation. But the problem of non-performing
assets (NPAs) is among the major difficulties that banks throughout the world face. NPAs are loans or
advances that the borrower has defaulted on or has not made payments on time, and as a result, they are
no longer profitable for the bank. The rising number of non-performing assets in the banking industry is
the first problem. A surge in NPAs may be caused by a variety of variables, including market fluctuations,
economic slowdowns, and shoddy credit evaluation methods. Second, banks face a sizable hurdle about
NPA recovery. The process of recovering NPAs entails complex legal issues, drawn-out court cases, and
the challenge of asset liquidation. These difficulties frequently cause a drawn-out recovery process and
result in a large decline in the value of the defaulted loans.
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Introduction:

The gross non-performing assets (NPAs) of banks have significantly increased during the last few years.
NPAs made up 2.3% of all loans in 2008; by 2015, that percentage had risen to 4.3%. It increased even
more by 2016 to 7.6%, then it significantly increased in 2017 to 9.6%. Sluggish local market growth and
falling commodity prices on international markets are two variables that contribute to the increased trend
in NPAs. A downturn in exports has also been observed in industries like steel, textiles, leather, and
stones. The rise in NPAs has a negative impact on the nation's credit market as a result. Loan defaults
have an effect on banks' cash flow and their ability to raise money (Chary, S. N., & Fasi, M. 2019).

A nation's economic growth and stability are greatly influenced by the banking industry. The issue of
Non-Performing Assets (NPAs), however, is among the most urgent ones that face banks around the
world. Loans and advances known as NPAs pose a danger to the financial stability of banks because they
have not been repaid for a predetermined amount of time, often 90 days or more. Due to the major issues
and hazards that NPAs bring to the banking system, the problem has received a lot of attention recently.
Banks suffer financial losses because of loan defaults, which influence both the profitability and the
capacity to lend to the economy's productive sectors. The growth of NPAs is influenced by several
factors. Borrowers may fail to make loan payments because of economic downturns, difficulties unigque to
the industry, poor risk management, lax credit monitoring, and even dishonest business practices
(Murari, K. 2014).

NPAs may also have systemic impacts because of how interconnected banks are and the potential for
chain reactions. A domino effect could occur, jeopardizing the soundness of the entire banking system, if
a sizable number of banks are struggling with high levels of NPAs. This demonstrates the criticality of
efficient NPA management and resolution processes to reduce the risks connected to NPAs. Banks and
regulatory agencies have put numerous strategies into place to address the NPA issue. Some of the actions
done to stop NPAs include upgrading risk management frameworks, strengthening credit appraisal
processes, and implementing early warning systems. Despite these initiatives, managing NPAs is still a
challenging and ongoing task for the banking industry. The constantly shifting nature of industries,
fluctuating borrower behavior, and rapidly changing economic situations necessitate ongoing change
(Sengupta, R., & Vardhan, H. 2017). Figure 1 shows the ways and means to deal with the problem of
NPAs
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Figure 1 Ways and Means to deal with the Problem of NPAs

Literature Review:

NPA has been slowly and destructively eating away at the banking system from within for a substantial
amount of time. It has spread throughout the banking system like cancer. On a larger scale, NPAs have
impeded the flow of credit to potential borrowers, which has had a negative effect on capital formation
and has halted economic activity in the nation (Mohnani, P., & Deshmukh, M. 2013).

The existence of Non-Performing Assets (NPAS) denotes a detrimental effect on the quality of the assets
reported on the balance sheet, which in turn impairs the possibility for generating future income. The
distribution of provisions is required in this circumstance, which affects the maintenance of enough
capital. Reduced capital adequacy has a negative impact on shareholder value and restricts the bank's or
institution's capacity to raise more stock on the capital market to strengthen its capital position (Pasha,
M. A., & Srivenkataramana, T. 2014).

The banking industry has been effectively used as a potent tool for carrying out the government's
development programs ever since the nationalization of major commercial banks in 1969. Banks have
given the priority sector's activities enough financial support. At the time, Mrs. Indira Gandhi, the prime
minister, gave top priority to programs aimed at reducing poverty, creating jobs, promoting self-
employment, protecting, and growing cottage and village industries, supporting entrepreneurs, and other
socioeconomic development initiatives (Selvarajan, B., & Vadivalagan, G. 2013).

Loans made to the "micro sector”" are the main drivers of non-performing assets (NPAs), which make
recovery difficult when some of the units within this sector have financial difficulties. these entities
received about 7% of the public sector banks' net advances. Due to political interference, money
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mismanagement, and the unreliability of the intended beneficiaries, banks have been unable to recover the
considerable amount of loans made under these programs (Singh, A. 2013).

The emergence of non-performing assets (NPASs) is significantly influenced by economic conditions.
Businesses experience financial challenges and a fall in the capacity to repay debts during times of
economic crisis or slowdown. Loan defaults are more likely when company conditions are unfavorable
due to decreased consumer demand, declining pricing, rising interest rates, and unemployment
(Veerakumar, K. 2012).

Internal bank factors are problems with the banking system that add to the growth of non-performing
loans. The granting of loans to borrowers with doubtful creditworthiness may be caused by weak credit
evaluation and low lending criteria. Loan defaults can be more likely if there is insufficient due diligence,
insufficient background checks, and an excessive dependence on collateral without considering the
borrower's ability to repay. Ineffective loan appraisal procedures may lead to loan approvals without a
proper assessment of the borrower's financial situation, ability to repay the loan, or viability of the project
for which the loan is requested (Bhardwaj, P., & Chaudhary, I. 2018).

Banks could suffer financially because of non-performing assets. NPAs may cause a bank's capital base to
decline. The bank's capacity to recoup principal and interest is diminished when loans stop performing.
The bank's total asset quality declines as a result, which may cause its capital adequacy ratio to drop. The
bank may need to raise extra capital to meet regulatory requirements if its capital adequacy ratio is below
the required level, which limits its capacity to make further loans. Banks must save a specific amount of
the income as provisions to cover future losses from NPAs (Balasubramaniam, C. S. 2012).

Strategies for managing non-performing assets (NPAs) include loan recovery and restructuring. Banks
take a variety of steps to recover debts from defaulting borrowers and restructure loans to stop them from
becoming NPAs in the first place. To correctly identify and classify NPAs, banks must have reliable
processes in place. As a result, they can quickly start the necessary recovery and restructuring procedures.
The assets of non-paying debtors are tracked down by banks using asset tracking methods. By selling the
assets offered as security for the loans, they also enforce collateral terms to recoup unpaid debts. Banks
may negotiate with borrowers for one-time settlements or compromise agreements, in which a smaller
sum is accepted as full and final repayment of the loan. To stop NPAs from happening, credit evaluation
and risk management practices must be improved. By performing in-depth due diligence on borrowers,
analyzing the ability to repay loans, determining the sustainability of projects, and considering a variety
of risk variables, banks should improve the credit evaluation procedures (Bag, S., & Islam, S. 2017).

It is necessary to modernize current credit evaluation and monitoring systems. The mechanisms that bank
use to recover loans need to be strengthened and improved. All public sector banks must pay close
attention to two crucial phases: credit appraisal and post-loan monitoring. It is the obligation of bankers to
guarantee that funds are not misappropriated, which necessitates routine follow-up with consumers
(Singh, V. R. 2016). Figure 2 shows the 2 crucial phases of the Banks NPAs

Credit Appraisal Post Loan Monitoring

Figure 2 Two crucial phases of the Banks NPAs
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Conclusion:

In conclusion, the banking industry faces numerous difficulties and problems caused by non-performing
assets (NPAs). Loans that have not been repaid for a predetermined amount of time are referred to as
NPAs and place a financial strain on banks. It is necessary to take aggressive actions to solve this issue
because the rising number of NPAs poses numerous dangers to the stability and profitability of banks.
Effective loan recovery measures should be banks' top priority. Faster settlement of NPAs can be
facilitated by working with regulatory agencies to simplify legal procedures, passing stricter bankruptcy
legislation, and creating specialized asset reconstruction businesses. A culture of responsible borrowing
and repayment among borrowers as well as the encouragement of alternative dispute resolution
procedures can aid in the reduction of NPAs.
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