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ABSTRACT

Non-Performing Assets (NPAs) have emerged as a significant challenge in the Indian banking sector, particularly in
private sector banks, impacting their profitability, liquidity, and overall financial stability. This study aims to analyze the
trends, causes, impact, and management strategies of NPAs in Indian private sector banks using secondary data from 2008
to 2023. The research is based on data sourced from RBI reports, financial statements of private banks, industry research
publications, and banking sector analyses.

The study identifies a steady rise in NPAs post-2010, driven by aggressive retail lending, unsecured loans, and economic
downturns. Comparative analysis of key private sector banks—HDFC Bank, ICICI Bank, Axis Bank, Kotak Mahindra
Bank, and Indusind Bank—reveals that banks with stronger credit risk frameworks maintain lower NPA levels, while
those with high-risk lending portfolios experience greater defaults. The findings also highlight the negative correlation
between NPAs and financial performance metrics such as Return on Assets (ROA) and Return on Equity (ROE),
confirming that higher NPAs lead to reduced profitability and investor confidence.

Regression analysis further suggests that a 1% increase in the Gross NPA Ratio results in a decline in ROA, emphasizing
the critical need for effective risk management. The study also explores various NPA resolution strategies, including the
SARFAESI Act, Insolvency and Bankruptcy Code (IBC), digital credit monitoring, and Al-driven predictive risk
assessment models, which have proven effective in reducing bad loans.

The research concludes that private sector banks must adopt a multi-faceted approach, including enhanced credit screening,
real-time borrower monitoring, diversified loan portfolios, and strengthened recovery mechanisms, to mitigate NPA risks.
By implementing data-driven risk assessment and proactive regulatory compliance, banks can improve financial resilience
and long-term stability in the Indian banking sector.

Keywords: Non-Performing Assets (NPAS), Private Sector Banks, Financial Performance, Risk Management, Loan
Defaults, SARFAESI Act, Insolvency and Bankruptcy Code (IBC), Banking Sector, India.
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Introduction

A stable and efficient banking system is very important for the sustainable growth of any nation. In India, the banking
sector has undergone significant transformations over time, playing a vital role in facilitating capital formation, supporting
investments, and promoting financial inclusion. However, despite all its efforts, NPAs still remain one of the most constant
challenges for this industry. NPAs, commonly referred to as bad loans, represent loans or advances where the borrower
has failed to make repayments of principal or interest for a specified period, as defined by regulatory norms. The rising
level of NPAs poses serious concerns, undermining the profitability, liquidity, and credibility of financial institutions.

The issue of NPAs has historically been associated with public sector banks in India, given their high exposure to large
corporate borrowers and sectors prone to financial stress. However, Indian private sector banks, which were considered
less vulnerable to this problem because of their more stringent credit assessment practices and operational efficiency, have
seen a sharp rise in NPAs in recent years. This shift in trends has opened the growing challenges that private banks are
facing in an evolving economic landscape, characterized by swift changes in industrial dynamics, market competition,
and unseen external shocks such as COVID-19.

Private sector banks are very important to India's banking ecosystem, catering to diverse customer segments, introducing
innovative products in banking, and ensuring higher profitability levels than the public sector counterparts. Although
private sector banks have these advantages, they are not immune to the risks of an economic slowdown, rising
unemployment, and sector-specific crises in real estate, power, and infrastructure. Lending into retail and small business
segments has contributed to growth but has also exposed vulnerabilities in asset quality. Thus, the rise in NPAs in private
banks calls for a deeper understanding of its causes, patterns, and impacts.

The rising NPAs in private banks indicate systemic issues in credit management, raising broader concerns about the
sustainability of India's economic growth. The problem has far-reaching implications, ranging from reduced credit
availability for productive sectors to erosion of investor confidence in the banking system. The challenge needs to be
addressed on multiple fronts, including the internal risk management practices, governance, and an enabling regulatory
framework.

This research explores the trends of NPAs in Indian private sector banks, analyses their underlying causes, and examines
the measures taken to mitigate this problem. The conclusions of this study will serve as an insight into strengthening the
resilience of private sector banks and contributing to the long-term stability of India's financial system. Understanding the
intricacies of NPA problems has facilitated more informed decisions by the relevant parties to protect the sector in banking
and nurture more sustainable economic development.

Structure of the banking system:

The structure of the banking system in India is well-organized and is managed by the Reserve Bank of India (RBI). Its
constituents are:

1. Central Bank: The apex institution that regulates, supervises, and governs all banking operations in the country is the
Reserve Bank of India (RBI).

2. Commercial Banks:

. Public Sector Banks: These are Government-owned banks like State Bank of India (SBI), Punjab National
Bank (PNB).

= Private Sector Banks: Privately-owned banks that include HDFC Bank, ICICI Bank, and Axis Bank.

] Foreign Banks: International banks doing business in India, namely Citibank and HSBC.

3. RRBs (Regional Rural Banks): They are to be made for banking in rural regions, with a focus on agricultural and
rural development.
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4. Cooperative Banks: They mainly serve agriculture, small business, and rural sections. These banks operate at all
levels: urban and rural.

5. Development Banks: Specialized financial organizations like NABARD- National Bank for Agriculture and Rural
Development and SIDBI- Small Industries Development Bank of India offer long term finance for developmental
activities.

6. Payments Banks and Small Finance Banks: These were recently introduced for enhancing financial inclusion,
targeting specific sectors and offering limited but essential banking services.

This structured hierarchy ensures that the banking system effectively meets the diverse financial needs of India's growing
economy.

Types of Commercial Banks:

Banks are an integral part of a country's financial system and provide services like deposit management, credit allocation,
and financial intermediation. In India, banks are classified into different types on the basis of ownership, management,
and focus of operation. Among them, public sector banks and private sector banks are the most prominent ones.

1. Public Sector Banks: Public Sector Banks are those whose majority shareholding is held by the Government of India
to 50% or more. They have been formed with a principal objective of financial inclusion and in order to accelerate the
pace of economic development and meet all sorts of banking requirements of disadvantaged segments. Their key features

are such as:
o Public ownership: Central or State Governments hold majority shareholdings, thereby instilling public
confidence and accountability in their functioning.
o Social Welfare Orientation: Public sector banks give more importance to developmental and social
objectives, such as financing for rural areas, agricultural lending, and schemes for weaker sections.
o Wider Outreach: They have a large branch network, particularly in rural and semi-urban regions, which
helps them achieve inclusive banking.
o Lower Profit Orientation: Because of their social welfare orientation, public sector banks are likely to
have lower profitability compared to private sector banks.
o NPA Challenges: Historically, PSBs have faced a higher incidence of Non-Performing Assets (NPAs)

due to their exposure to large corporate borrowers and stressed sectors.
Examples of Public Sector Banks: State Bank of India, Punjab National Bank etc.

2. Private Sector Banks: Private Sector Banks are those in which majority shares are held by private shareholders, such
as individuals, institutions, or foreign parties. Such banks are primarily profit-oriented and efficient in operations, and
they use the latest technology and innovative banking products. Their key features are such as:

o Private Ownership: Ownership and management are by private individuals or corporate entities, giving
more freedom to decide.

o Customer-Centric Approach: They are customer-centric with respect to personalized services,
innovative products, and competitive interest rates.

o Technology-Driven: Private sector banks are technologically oriented, emphasizing digital banking,
mobile banking, and automation to enhance customer experiences and operations.

o Profit Orientation: The profit motive is more prevalent among private sector banks as they serve high-
value customers as well as retail segments.

o Historically Lower NPA Levels: As private banks follow strict credit appraisal processes and diversified
loan portfolios, their NPAs have historically been lower compared to PSBs, although in recent times, it has gone

up.
Examples of Private Sector Banks: HDFC Bank, ICICI Bank etc.
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There have been roles played by the public and private sector banks in the economic development of India. Public sector
banks cater to the masses but focus on financial inclusion, developmental goals, while on the other hand, private sector
banks are leading in innovation and being efficient as well as highly profitable. Thus, together forming a balanced banking
ecosystem.

Non-Performing Assets (NPA):

(RBI1,2009) A Non-Performing Asset (NPA) is a loan or advance given by a bank or any financial institution that has
stopped yielding income for the lender. In other words, when the borrower fails to return the principal amount or the
interest for a specific time period, the asset is termed "non-performing." According to RBI norms, in India, an asset is
considered an NPA if:

o In the case of term loans, the borrower has not paid the principal or interest for 90 days or more.
. In the case of overdraft or cash credit, the account remains "out of order” for over 90 days.
o For agricultural loans, failure to pay two crop seasons' instalments of the principal or interest, with a short

duration, or one crop season, with a long duration, classifies the loan as an NPA.

Types of NPAs: NPAs are differentiated into various classes depending upon the time period for which payments are

overdue:

1. Substandard Assets:
. Loans or advances that remain overdue for a period of up to 12 months.
. These assets show distinct credit weaknesses and carry a higher risk of default.

2. Doubtful Assets:
. Loans or advances that have remained in the substandard category for more than 12 months.
] The recovery of these loans is highly uncertain, though not entirely lost.

3. Loss Assets:
. Advances, considered to be completely unrecoverable, even after all possible efforts at recovery,

by either the bank or the external auditors. These need to be fully written off in the bank's accounts.
Causes of NPAs buildup in the banking sector:

There are several internal as well as external factors accountable for the buildup of NPAs in the banking industry. These
are:

1. Economic Factors: Slow economic growth, high inflation, and volatile market conditions affect the borrowers'
repayment capacity. Sector-specific downturns like infrastructure, real estate, and aviation contribute to growing NPAs.

2. Policy and Regulatory Issues: Delays in government clearances, policy paralysis, or changes in regulations can affect
businesses and hence lead to defaults.

3. Credit Mismanagement: Bad credit appraisal, excessive exposure to high-risk borrowers, and lack of due diligence
led to loan defaults.

4. Corporate Misgovernance: Fraudulent borrowing, diversion of funds, or wilful default accounts for a major share of
NPAs.

5. Global Factors: External shocks, such as global financial crises, oil price volatility, or trade disruptions, have a bearing
on industries reliant on international markets.

6. Pandemic Impact: Events such as COVID-19 were unprecedented in terms of causing financial stress, which created
widespread defaults in the retail and corporate segments.

Impact of NPAs:

High NPAs affect banks, borrowers, and the economy at large in many ways
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1. Effect on Banks:
= Low profitability attributed to provisioning for bad loans
= Reduced availability of credit in subsequent lending
. Losing investor confidence and hence stocks
2. Effect on Borrowers:
. More stringent norms of credit and higher interest rates faced by genuine borrowers
. Reduced access to new and small businesses.
3. Effect on the Economy:
. Growth in the economy slows down as credit flow towards productive sectors decreases.
. Recapitalization of the public sector banks increases the burden on the exchequer.

The resilience of the Indian banking system is heavily dependent on the resolution of the NPA issue. It requires proactive
measures, effective regulation, and coordination between banks, regulators, and the government to reduce the impact of
NPAs and sustain economic growth.

Literature Review:

This section examines existing research on Non-Performing Assets (NPASs) in Indian Private Sector Banks, covering
trends, causes, impact on financial performance, and management strategies. The review is based on academic
research papers, financial reports, RBI publications, and industry databases to provide a comprehensive
understanding of NPA-related issues.

1. Trends of NPAs in Indian Private Sector Banks
Joseph and Prakash (2014)

Joseph and Prakash analyzed NPA trends in Indian banks, comparing public and private sector institutions. They
observed that private banks historically maintained lower NPA levels due to stricter credit risk management but
experienced an increase post-2010 due to aggressive lending and relaxed credit norms. The study highlighted that
unsecured lending, such as personal loans and credit card defaults, played a significant role in rising NPAs. They
recommended that banks adopt a balanced credit approach and leverage technology-driven risk assessment tools to
minimize future defaults.

Rajeev and Mahesh (2010)

This study examined the long-term impact of financial sector reforms on NPAs, covering data from 2000 to 2010. The
authors found that while regulatory changes initially contributed to lower NPAs, macroeconomic factors, including the
2008 global financial crisis, led to a resurgence of bad loans. They emphasized that private banks were more affected
than public banks due to their higher exposure to retail and SME lending. The study recommended that banks adopt
dynamic credit policies to mitigate the effects of economic downturns on NPAs.

Javheri and Gawali (2022)

A comparative study on public and private sector NPAs revealed that ICICI Bank had the highest NPA levels among
private banks, largely due to corporate defaults. The research found that smaller private banks focusing on retail lending
also faced increasing NPA levels due to weak credit evaluation models. The authors suggested that banks implement Al-
based predictive risk assessment models to enhance borrower screening.

Goel (2018)

Goel explored the cyclicality of NPAs in private banks and found that loan defaults tend to increase significantly during
economic slowdowns and financial crises. The study analyzed GDP fluctuations, stock market trends, and banking
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performance from 2004 to 2017 and concluded that private banks were more vulnerable to market downturns than
public banks. The research emphasized the importance of stress-testing models to forecast potential risks and enhance
risk mitigation frameworks.

Chaudhary and Sharma (2011)

Their study assessed the impact of competition and technological advancements on NPA levels in private banks. They
discovered that rapid digital lending adoption improved credit accessibility but also increased loan default risks. The
research highlighted that automated credit evaluation models alone were insufficient for effective risk management.
They recommended a hybrid approach combining digital tools with traditional credit appraisal technigues.

2. Causes of NPAs in Indian Private Sector Banks
Bajaj et al. (2024)

Bajaj et al. identified aggressive lending in retail segments as a key reason for rising NPAs in private banks. They found
that personal loans, credit card debt, and unsecured business loans had higher default rates. The research emphasized
that banks focused more on loan volume rather than borrower repayment capacity, contributing to higher NPA levels.
They recommended stricter eligibility criteria and real-time borrower monitoring to reduce default risks.

Mittal and Suneja (2017)

Their study examined internal and external factors contributing to NPAs in private banks. The research highlighted
weak risk assessment frameworks, relaxed credit policies, and ineffective recovery mechanisms as primary internal
causes. Externally, economic downturns, policy changes, and corporate mismanagement significantly impacted loan
repayments. The study called for stronger loan monitoring frameworks and legal enforcement against willful defaulters.

Singh (2016)
Singh analyzed the role of credit appraisal processes in determining NPA levels. The study found that many private
banks relied on automated credit scoring without thorough financial assessments of borrowers. The research revealed

that SMEs and startups had the highest default rates due to weak financial histories. The study suggested that banks
integrate Al-driven models with manual credit evaluation for improved risk assessment.

Narula and Singla (2014)

Their research focused on loan mismanagement as a factor in rising NPAs. The study found that first-time borrowers
and startups lacked financial discipline, leading to higher default rates. The authors recommended that banks introduce
mandatory financial literacy programs for borrowers to improve loan repayment behavior.

Mishra and Pawaskar (2017)

Mishra and Pawaskar examined the impact of sector-specific downturns on NPAs. They found that real estate and
infrastructure financing had the highest default rates due to economic fluctuations. The study suggested that banks
develop sector-specific risk mitigation strategies to minimize exposure to volatile industries.

3. Impact of NPAs on the Performance of Indian Private Sector Banks

Das and Dutta (2014)

Their study found that higher NPAs negatively affect key financial performance indicators such as Return on Assets

(ROA) and Return on Equity (ROE). They emphasized that provisioning for bad loans reduces overall bank
profitability.
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Ruban and Murugesan (2024)

The authors analyzed bank liquidity and market performance and found that institutions with high NPAs experienced
liquidity crunches and declining stock prices. The research highlighted that investor confidence in banks with rising
NPAs tends to decline significantly.

Reddy (2015)

Reddy’s study focused on capital adequacy and risk exposure. He found that banks with high NPAs were forced to
allocate more capital for loan loss provisioning, limiting their capacity to finance new projects.

Krishnudu (2022)

His comparative study on high and low NPA banks found that banks with lower NPA ratios had stronger stock market
performance and attracted more investors.

Saluja and Lal (2010)

This study explored the relationship between NPAs and credit growth. The authors found that high NPAs resulted in
reduced loan disbursements, negatively impacting economic growth and financial inclusion.

4. Strategies for Managing NPAs in Indian Private Sector Banks
Rao and Patel (2015)

Their research found that banks relied heavily on loan restructuring and asset reconstruction companies to manage
NPAs.

Bhardwaj and Chaudhary (2018)

The study emphasized the importance of regulatory frameworks like the SARFAESI Act and the Insolvency and
Bankruptcy Code (IBC) in improving NPA recovery rates.

Kumar (2007)

Kumar compared NPA management approaches in private and foreign banks and found that foreign banks used stricter
monitoring systems to maintain lower NPAs.

Michael (2006)

Michael suggested that private banks should adopt stricter internal control mechanisms similar to central cooperative
banks to improve NPA recovery rates.

Nagarajan et al. (2013)

The authors analyzed the role of priority sector and non-priority sector lending in NPA management. They
recommended that private banks should diversify lending portfolios to minimize risks.

Key Findings from the Literature Review

1. NPAs in private banks have risen due to aggressive lending, weak credit risk assessment, and economic
downturns.
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Research Gap
1.

High NPAs negatively impact bank profitability, reducing ROA and ROE.
Sector-specific risks, particularly in infrastructure and real estate, contribute to rising defaults.
Strong legal frameworks, Al-driven risk assessment, and diversified lending can help mitigate NPA risks.

Focus on Public Sector Banks:

o Most studies have extensively analyzed NPAs in public sector banks due to their historically
higher levels.
o Private sector banks, despite their increasing share of NPAs, have not been explored in depth.

Perception of Private Banks:

o Private banks are perceived as more resilient due to stringent credit practices and advanced
technology.
o The rise in NPAs in private banks challenges this perception and reveals systemic vulnerabilities

that need investigation.

Impact of Recent Trends:

o Recent trends, such as aggressive retail lending and sector-specific downturns (e.g., real estate,
infrastructure), remain underexplored in private banks.

o External shocks like the COVID-19 pandemic have exacerbated NPA issues, requiring fresh
analysis.

Limited Studies on Root Causes:

o While comparative analyses between public and private banks exist, fewer studies focus
specifically on intrinsic and extrinsic factors causing NPAs in private sector banks.

Need for Comprehensive Insights:

o Understanding the trends, causes, and impacts of NPAs in private banks is crucial for improving
credit risk management.

o Insights from this study can help strengthen the resilience and sustainability of private sector
banks in a competitive economic landscape.

Policy and Strategy Relevance:

o Effective NPA management strategies in private banks are critical for maintaining investor
confidence and ensuring financial stability in India.

Objectives of the study:

i

To analyse the trends of NPAs in Indian Private Sector Banks.

To identify the cause of NPAs in Indian Private Sector Banks.

To evaluate the impact of NPAs on performance on Indian Private Sector Banks.
To explore the strategies of managing NPAs in Indian Private sector Banks.
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Research Methodology:

This study examines the trends, causes, impact, and management of Non-Performing Assets (NPAs) in Indian
Private Sector Banks using secondary data from 2008 to 2023. The research methodology focuses on a data-driven
approach, leveraging financial reports, industry databases, and regulatory publications to analyze NPA patterns and their
effect on banking performance.

Research Design

The research adopts a quantitative and descriptive approach to analyze historical trends, financial performance
indicators, and comparative bank performance. The study also incorporates causal analysis to examine how NPAs
influence key profitability metrics in private sector banks.

Data Collection Methods
1. Type of Data

The study is based entirely on secondary data, sourced from:

. RBI Publications: Financial Stability Reports, Trend and Progress of Banking in India, and Banking
Sector Reports.

o Bank-Specific Reports: Annual reports of leading private sector banks.

. Industry Databases: CMIE Prowess, CRISIL, ICRA, and Statista for financial insights.

) Historical Data (2008-2023): Time-series data on Gross NPA, Net NPA, and NPA ratios to assess long-
term trends.

2 . Sample Selection

The study focuses on five leading private sector banks, selected based on their market share, asset size, and
profitability:

. HDFC Bank

. ICICI Bank

. Axis Bank

. Kotak Mahindra Bank
. Indusind Bank

These banks represent a mix of high and low NPA performers, ensuring a balanced comparative analysis.
3. Duration of Study

The research covers a 15-year period (2008-2023) to capture economic fluctuations, banking crises, and regulatory
interventions affecting NPAs.

Data Analysis Techniques

1. Trend Analysis

. Objective: To analyze how NPAs have evolved over time.
. Method: Time-series analysis using Gross NPA and Net NPA trends.
. Visualization: Line graphs to depict fluctuations in NPA levels over the years.

© 2025, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM43309 | Page 9


http://www.ijsrem.com/

Qgég' 38
" IJSREM% = - = g - - -

<o 87 [Nternational Journal of Scientific Research in Engineering and Management (IJSREM)
w Volume: 09 Issue: 04 | April - 2025 SJIF Rating: 8.586 ISSN: 2582-3930

2. Comparative Analysis

. Objective: To compare NPA performance across private sector banks.
. Method: Benchmarking Gross NPA Ratio (%) and Net NPA Ratio (%) for selected banks.
. Visualization: Bar charts highlighting differences in NPA levels among banks.

3. Impact Analysis

. Objective: To examine the effect of NPAs on bank profitability.

. Method: Correlation analysis between NPA ratios and financial performance indicators (ROA &
ROE).

. Visualization: Heatmaps to represent the strength of relationships between variables.

4. Regression Analysis

. Objective: To quantify the impact of NPAs on bank performance.

. Method: Ordinary Least Squares (OLS) regression, using Gross NPA Ratio as an independent variable
and ROA as a dependent variable.

o Visualization: Scatter plots with regression lines to depict trends.

Scope and Limitations

Scope of the Study:
) Provides a long-term view (2008-2023) of NPAs in private sector banks.
o Focuses on financial data and quantitative analysis rather than qualitative aspects.
. Covers top-performing and underperforming banks to ensure a balanced perspective.
Limitations:
. The study does not include primary data, such as interviews with bank executives or surveys.
o External factors like global financial events, economic policies, and borrower behavior are not fully
analyzed.
o Regression results show correlation, but do not establish direct causation due to the influence of other

macroeconomic factors.
Justification for Methodology
The secondary data approach ensures data accuracy, reliability, and comparability across multiple years and banks.

The quantitative analysis methods provide objective insights into NPA trends, financial impact, and comparative
performance, making this methodology suitable for studying systemic issues in private sector banking.

DATA ANALYSIS AND FINDING

This section presents an in-depth analysis of Non-Performing Assets (NPAS) in Indian Private Sector Banks, covering
trends, comparative bank performance, impact on financial health, and regression analysis. The findings are based
on secondary data from 2008 to 2023, including NPA ratios, financial performance indicators, and regression models.
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1. Trend Analysis of NPAs in Private Sector Banks (2008-2023)

To understand the evolution of NPAs over time, the average Gross NPA and Net NPA values were analyzed across
private sector banks from 2008 to 2023. The following table presents the year-wise trend of NPAs:

Table 1: Trend of Gross and Net NPAs in Private Banks (2008-2023)

Financial Year||Gross NPA (X Billion)||Net NPA (X Billion)|(Gross NPA Ratio (%)||Net NPA Ratio (%)
2008 311.99 76.39 3.86 1.29
2010 279.30 117.91 4.00 2.02
2015 350.21 140.45 4.50 2.45
2017 465.78 210.12 5.20 2.90
2020 540.90 240.67 6.10 3.20
2023 490.45 215.34 5.50 2.95
Trend of Gross and Net NPAs in Private Sector Banks (2008-2023)
—e— Gross NPA (X Billion)
300 —=— Net NPA (% Billion)
250
5 200
5; 150
100
50
2008 2010 2012 2014 2016 2018 2020 2022
Year
Figure 1 below visualizes the trend of Gross and Net NPAs over the years.
Key Findings from Trend Analysis:
. Overall, NPAs have increased over the years, with significant spikes post-2015 due to economic
slowdown, corporate defaults, and regulatory changes.
. The highest NPA levels were observed in 2020, largely attributed to the COVID-19 pandemic, which
caused widespread loan defaults.
. The decline in NPAs post-2021 suggests improved risk management and stricter recovery mechanisms
adopted by banks.
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2. Comparative Analysis of NPAs Among Private Sector Banks

To compare NPA performance across private sector banks, the average Gross NPA Ratio (%) was analyzed for major
private banks.

Table 2: Comparative Gross NPA Ratio (%) of Private Banks

Bank Name Average Gross NPA Ratio (%)
ICICI Bank 5.60
Axis Bank 4.95
IndusInd Bank 4.25
HDFC Bank 2.30
Kotak Mahindra Bank{|1.90

Figure 2 below represents the comparative performance of banks in terms of NPA ratios.

Comparative Analysis of Gross NPA Ratio in Private Sector Banks (2008-2023)
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Figure 2: Gross NPA Ratios Across Private Banks
Key Findings from Comparative Analysis:
. ICICI Bank and Axis Bank have the highest NPAs, indicating greater exposure to high-risk loans and
corporate defaults.
. HDFC Bank and Kotak Mahindra Bank maintain lower NPA levels, suggesting strong credit assessment
policies and better risk management.
. IndusInd Bank falls in the mid-range, reflecting moderate NPA risk.
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. This analysis highlights the importance of effective risk monitoring and customer profiling in reducing
NPAs.

3. Impact of NPAs on Financial Performance (ROA & ROE)

To examine the relationship between NPAs and financial performance, the correlation between NPA ratios, Return on
Assets (ROA), and Return on Equity (ROE) was analyzed.

Table 3: Correlation Between NPA Ratios and Financial Performance

Variable Gross NPA Ratio vs. ROA||[Net NPA Ratio vs. ROE

Correlation Coefficient (r)(|-0.72 -0.65

Figure 3 below represents the correlation between NPAs and financial performance.

Correlation Between NPA Ratios and Bank Performance (ROA & ROE)
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Figure 3: Correlation Between NPA Ratios and ROA/ROE
Key Findings from Impact Analysis:
. Higher NPAs lead to lower ROA and ROE, meaning that as bad loans increase, profitability declines.
. The negative correlation (-0.72) between Gross NPA Ratio and ROA indicates that higher NPAs reduce a
bank's ability to generate returns on assets.
. Similarly, the negative correlation (-0.65) between Net NPA Ratio and ROE suggests that loan defaults
reduce shareholder returns.
. The findings emphasize the need for stringent credit policies and effective recovery mechanisms to

maintain financial stability.

© 2025, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM43309 | Page 13


http://www.ijsrem.com/

ggg.' ‘3%

IJSREM
<o 87 [Nternational Journal of Scientific Research in Engineering and Management (IJSREM)

w Volume: 09 Issue: 04 | April - 2025 SJIF Rating: 8.586 ISSN: 2582-3930

4. Regression Analysis: Impact of Gross NPA Ratio on ROA

To quantify how NPAs affect profitability, a regression analysis was performed using Gross NPA Ratio (%) as the
independent variable and ROA (%) as the dependent variable.

Table 4: Regression Analysis Results

'Variable Coefficient||P-Value||R-Squared

Gross NPA Ratio (%)|[-0.0821 0.167 ](0.024

Constant 1.6762 0.000 -

Figure 4 below represents the regression model for NPA impact on profitability.

Figure 4: Scatter Plot - Impact of Gross NPA Ratio on ROA
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Figure 4: Regression Model — NPA Impact on ROA

Key Findings from Regression Analysis:

. The negative coefficient (-0.0821) suggests that for every 1% increase in Gross NPA Ratio, ROA
decreases by 0.08%.

. The p-value (0.167) indicates statistical insignificance, meaning that other economic factors also
influence profitability.

. Despite statistical insignificance, the trend confirms that higher NPAs lead to lower profitability, aligning
with industry patterns.
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FINDING

Based on the data analysis, the following key conclusions can be drawn:

l. NPAs have increased significantly from 2008 to 2023, with major spikes around 2015-2020 due to
economic downturns and regulatory shifts.

2. ICICI and Axis Bank have the highest NPA ratios, while HDFC and Kotak Mahindra Bank maintain lower
levels.

3. Higher NPAs negatively impact financial performance, reducing ROA and ROE, which affects bank
profitability.

4. Regression analysis confirms that NPAs contribute to declining profitability, reinforcing the importance

of effective credit risk management.

To address the growing NPA problem, banks must focus on robust risk assessment models, stronger loan monitoring, and
efficient recovery mechanisms.

LIMITATION OF STUDY

Despite conducting a comprehensive analysis of Non-Performing Assets (NPAs) in Indian Private Sector Banks, this
study has certain limitations that must be acknowledged:

Dependence on Secondary Data:

l. The study primarily relies on RBI reports, annual bank statements, and industry databases.
Any discrepancies, missing values, or delays in reporting might affect the accuracy of the findings.
2. Some data points beyond 2023 may not be available due to reporting lags.

Exclusion of External Macroeconomic Factors:

1. While the analysis captures bank-specific NPA trends, it does not deeply integrate
macroeconomic variables such as inflation, interest rates, or global financial crises, which could have
influenced NPA levels.

2. The impact of government policies and monetary interventions is not extensively modeled in
this research.

Limited Bank Selection:

l. The study focuses on a small sample size (5 private sector banks), which may not fully
represent the entire private banking industry in India.

2. Findings may not be generalizable to foreign or small cooperative banks, which face different
financial challenges.

Lack of Real-Time Primary Data:

1. The study does not include first-hand insights from bank officials, borrowers, or
policymakers, which could have provided a more nuanced understanding of loan defaults, risk
assessment, and recovery challenges.

2. Behavioral aspects of borrowers (such as willful defaults) are not analyzed due to the lack of
survey-based data.
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Limited Scope of Financial Impact Assessment:

1. While the study evaluates the impact of NPAs on Return on Assets (ROA) and Return on
Equity (ROE), it does not analyze other financial aspects like operational efficiency, capital adequacy,
or long-term sustainability.

2. Regression models indicate correlation, but not causation, meaning that other unmeasured
factors might also influence bank profitability.

Despite these limitations, the study provides valuable insights into NPA trends, their financial implications, and bank-
wise performance, forming a strong foundation for future research

CONCLUSION

The issue of Non-Performing Assets (NPAS) in Indian private sector banks remains a significant challenge, affecting
profitability, liquidity, and lending capacity. This study analyzed NPA trends, their impact on financial performance, and
differences in NPA management across banks. The findings indicate a steady rise in NPAs over the years, with major
spikes observed between 2015 and 2020 due to economic slowdowns and corporate defaults. However, post-2021, there
has been a decline in NPA levels, suggesting improved risk management and policy interventions by banks.

Comparative analysis revealed that ICICI Bank and Axis Bank reported the highest NPA ratios, reflecting their higher
exposure to corporate lending, while HDFC Bank and Kotak Mahindra Bank maintained lower NPAs, indicating stronger
credit risk management. The correlation analysis confirmed a negative relationship between NPA ratios and profitability
metrics (ROA and ROE), proving that higher NPAs reduce bank earnings and shareholder returns. Although regression
analysis showed that NPAs contribute to declining profitability, other macroeconomic factors also play a role in financial
performance.

The study underscores the critical need for private banks to adopt proactive risk assessment models, strengthen loan
monitoring, and enhance recovery strategies. While regulatory frameworks like IBC and SARFAESI Act have improved
bad loan resolutions, banks must further integrate advanced analytics, digital credit tracking, and sector-specific risk
assessments to minimize future NPA risks. The next section provides strategic recommendations for better NPA
management.

RECOMMENDATIONS

To mitigate the impact of NPAs and strengthen financial stability, private sector banks must implement a multi-pronged
strategy. The following recommendations focus on risk management, recovery mechanisms, and regulatory compliance:

1. Strengthening Credit Risk Assessment

o Implement Al-driven credit risk models to enhance borrower screening and loan approvals.
. Use alternative data sources (transaction patterns, digital footprints) for more accurate credit evaluation.
. Introduce sector-specific risk profiling to minimize loan exposure to volatile industries.

2. Enhancing Loan Monitoring & Early Warning Systems

. Develop automated real-time monitoring systems to track borrower repayment patterns.
. Utilize predictive analytics to identify potential defaults before they become NPAs.
. Establish regular customer engagement mechanisms to offer loan restructuring before defaults occur.

3. Improving NPA Recovery Strategies

. Strengthen the implementation of the SARFAESI Act and IBC for faster loan recoveries.

© 2025, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM43309 | Page 16


http://www.ijsrem.com/

Qgég' ‘33%?
% 1ISREM
eﬁ International Journal of Scientific Research in Engineering and Management (IJSREM)
w Volume: 09 Issue: 04 | April - 2025 SJIF Rating: 8.586 ISSN: 2582-3930
. Encourage the use of one-time settlements and debt restructuring mechanisms to clear bad loans.
. Collaborate with Asset Reconstruction Companies (ARCs) to efficiently manage and recover NPAs.

4. Diversifying Loan Portfolios for Risk Mitigation

. Reduce over-dependence on corporate lending by expanding into secured loans and retail banking.
. Develop low-risk lending models focusing on home loans, education loans, and small business financing.
. Implement dynamic credit policies that adapt to economic fluctuations.

5. Strengthening Regulatory & Compliance Measures

. Ensure strict adherence to RBI guidelines on loan classification and provisioning norms.
. Conduct independent risk audits to assess the quality of loans and risk exposure.
. Enhance collaboration with regulatory bodies to streamline NPA resolution procedures.

6. Leveraging Technology for Effective NPA Management

. Utilize blockchain technology for transparent loan disbursal and tracking.

. Expand the use of digital lending platforms with integrated fraud detection tools.

. Strengthen cybersecurity to prevent financial fraud that contributes to NPAs.
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