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Abstract—This paper provides a comprehensive analysis of Non-Performing Assets (NPAs) in India, focusing on
their causes, impact on the economy, and strategies for resolution. The study explores the role of banking
institutions, regulatory frameworks, and financial reforms in addressing the growing NPA crisis. Data from various
financial reports and government sources have been analyzed to understand trends and patterns in NPAs over the
years. The paper also discusses the effectiveness of mechanisms like the Insolvency and Bankruptcy Code (IBC)
and debt recovery tribunals in mitigating the NPA problem. The findings suggest that while regulatory measures
have been effective to some extent, structural issues in credit appraisal and risk assessment remain challenges.
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I. INTRODUCTION

Non-Performing Assets (NPAs) have been a significant challenge for the Indian banking sector, affecting
profitability, liquidity, and overall financial stability. NPAs refer to loans or advances that remain overdue for a
period of 90 days or more. The rising level of NPAs in India has been a cause of concern for policymakers,
regulators, and financial institutions. This paper aims to analyze the major causes behind NPAs, their impact on the
economy, and the measures taken to tackle the issue.

[l. CAUSES OF NON-PERFORMING ASSETS

Several factors contribute to the accumulation of NPAs in India:

. Economic Slowdown: A sluggish economy leads to lower earnings for businesses, affecting

their loan repayment capacity.

. Poor Credit Appraisal: Inadequate assessment of borrowers' repayment ability results in loan
defaults.

. Fraudulent Activities: Cases of willful default and financial fraud have contributed to rising
NPAs.

. External Factors: Global financial crises, policy changes, and trade restrictions affect business

operations, leading to loan defaults.
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lll. IMPACT OF NPAS ON THE INDIAN ECONOMY

The high levels of NPAs adversely impact the economy in various ways:

. Reduction in Bank Profitability: Banks have to allocate significant funds for provisioning, reducing
their profits.
. Credit Crunch: High NPAs restrict banks from extending fresh credit, affecting economic growth.

. Investor Confidence: Rising NPAs lower investor confidence in the banking sector and economy.
. Higher Interest Rates: To compensate for losses, banks increase lending rates, affecting borrowing
capacity.

IV. MEASURES TO CONTROL NPAS

The Indian government and the Reserve Bank of India (RBI) have implemented several measures to curb NPAs:

. Insolvency and Bankruptcy Code (IBC): A structured framework for resolving stressed assets.

. SARFAESI Act: Allows banks to recover dues from defaulters without court intervention.

. Debt Recovery Tribunals (DRTS): Fast-track resolution mechanisms for defaulted loans.

. Bank Recapitalization: Infusion of capital into banks to strengthen their financial position.

. One-Time Settlement Schemes: Incentives for borrowers to clear dues with discounts on outstanding
amounts.

V. CASE STUDIES ON NPA RESOLUTION

Analyzing major cases of NPA resolution in India, such as:

. Kingfisher Airlines Case: Impact of willful default and legal complexities in debt recovery.
. Essar Steel Case: Successful resolution through IBC and corporate restructuring.
. Punjab National Bank (PNB) Fraud Case: Lessons on strengthening banking regulations.

VI. OBJECTIVES OF THE STUDY

The primary objectives of this study are:

. To analyze the trends and patterns of NPAs in India over the years.

. To identify the key factors contributing to the rise of NPAs in the banking sector.

. To evaluate the impact of NPAs on the financial health of banks and the overall economy.

. To assess the effectiveness of government policies and regulatory frameworks in mitigating
NPA:s.

. To examine case studies of major NPA incidents and their resolutions.

. To suggest strategies and policy recommendations for better NPA management and risk
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VII. SCOPE OF THE STUDY

The scope of this study includes an in-depth examination of the trends, causes, and impact of NPAs in India. It
covers both public and private sector banks, analyzing how NPAs affect their financial health and operational
efficiency. The study also evaluates the effectiveness of various government policies and regulatory frameworks
aimed at reducing NPAs, such as the Insolvency and Bankruptcy Code (IBC), SARFAESI Act, and Debt Recovery
Tribunals. Additionally, the paper explores case studies of major NPA incidents and their resolutions to derive
insights into best practices for risk mitigation. The study primarily focuses on the Indian banking sector but also
draws comparisons with global practices to provide a comprehensive understanding of NPA management strategies.

CONCLUSION

Non-Performing Assets remain a critical issue for India's banking sector, affecting financial stability and economic
growth. While various regulatory measures have improved NPA resolution, a more robust and technology-driven
credit assessment system is required.

Addressing NPAs effectively will contribute to a healthier financial ecosystem and long-term economic progress.
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