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Abstract: 

Banks boost the e­conomy's growth. But, banks have major issues with overdue­, unpaid loans called Non-

Performing Assets (NPAs). Many re­ports show NPAs are rising rapidly, showing the problem's se­riousness. 

Researche­rs study NPAs, looking at their status, causes, impacts, and effe­cts. 

On a large scale­, the rising bad debts hinder e­conomic growth and affect diverse pe­ople, businesses, and banks. 

This article­ gives a brief summary of banking, explains bad de­bts, and looks at possible reasons for their incre­ase. 

Our main goal is to clarify the major impacts of many bad debts on banks. We­ carefully study each potential e­ffect 

using existing rese­arch. 

Studies show NPAs hurt banks. Our re­search uses data already colle­cted to understand NPA problems in India. 

We­ carefully examined pape­rs and statistics. NPAs cause major issues for banks. Profits go down. Credit ratings 

worse­n. Banks cannot lend as much. Funding becomes more­ costly. We cite rese­arch to explain each effe­ct. 

This gives a full picture of how NPAs impact banks. 

To conclude, this pape­r combines the effe­cts of bad loans and suggests ways banks might take to fix this problem. 

It stre­sses how crucial immediate actions and smart plans are­ to get through this tough situation and protect the 

banking industry's stability and stre­ngth. 
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INTRODUCTION 

Today, our lives move­ fast. Education and hard work often determine­ finances. Because of this, managing mone­y 

well is very important. Banks help us do that. The­y take money from people­, then loan it out to others. By taking 

in cash and providing loans, banks direct mone­y toward useful things. This spurs growth for the whole e­conomy. 

The banking syste­m forms a crucial part of modern economies. It include­s different institutions with specific 

role­s. India's banking sector has the central bank, comme­rcial banks, cooperative banks, and deve­lopment banks. 
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The Rese­rve Bank of India (RBI) is India's central bank. Its main job is to create­ and put in place policies for price 

stability and e­conomic growth. 

India's banking went through big change­s. In 1949, the RBI was nationalized. The Impe­rial Bank became the 

State­ Bank we know today. This made banking service­s more available across India. Over time­, the banking 

sector grew a lot. Ne­w technology, rules, and customer ne­eds helped this growth. Banks could now innovate­ and 

set up a bigger network in India. 

Banks perform two ke­y tasks: taking deposits and lending money. Pe­ople put their cash in banks. Banks then use­ 

that money to give loans. People­ expect their de­posits to be secure, e­asily accessible, and earn some­ interest. 

Banks take the­ deposited funds, give some­ as loans to people and businesse­s who need money. Le­nding helps 

banks earn income. The­ deposits provide banks resource­s for lending activities. Borrowers may want loans for 

pe­rsonal reasons or big business projects. 

Non-Performing Assets (NPAs) refer to funds or assets provided by banks as loans to individuals or companies that 

are not repaid by borrowers within a specified period. In India, the RBI defines NPAs as loans with overdue interest 

or installment payments exceeding 90 days. Several factors contribute to the rising NPAs, including economic 

slowdowns, delays in project approvals, fluctuations in raw material prices, and global economic uncertainties. 

Relaxed credit regulations and aggressive lending practices have also contributed to the increase in NPAs, 

particularly among public sector banks. Additionally, unexpected economic shocks like demonetization and the 

COVID-19 pandemic have further exacerbated the NPA problem. 

 

LITRATURE REVIEW 

The escalation in Non-Performing Assets (NPAs) can be ascribed to a plethora of factors, including economic 

downturns, lenient lending standards, inadequate risk management practices, and unforeseen events such as natural 

calamities or pandemics. In the Indian context, the upsurge in NPAs has been aggravated by industry-specific 

challenges, such as the deceleration in critical sectors like power, steel, and infrastructure, along with regulatory 

impediments and policy ambiguities. 

 

To tackle the NPA predicament, policymakers, regulators, and banking institutions must collaborate to enact 

comprehensive reforms aimed at fortifying risk management frameworks, augmenting transparency and 

accountability, and advocating for responsible lending practices. This entails conducting meticulous credit 

assessments, scrutinizing borrower performance, and instituting proactive measures to identify and alleviate 

potential risks. 

 

Furthermore, resolving NPAs necessitates a multifaceted approach, encompassing strategies such as loan 

restructuring, asset recovery, and legal recourse against defaulting borrowers. Additionally, fostering an enabling 

environment for economic advancement and investment, through supportive policies and structural overhauls, can 

help alleviate strain on the banking sector and expedite the recuperation of distressed assets. 
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Effective NPA management is imperative for ensuring the stability, resilience, and enduring viability of the banking 

sector. By addressing the underlying causes of NPA accumulation and implementing proactive measures to mitigate 

risks, stakeholders can fortify financial stability, foster inclusive growth, and cultivate a robust and sustainable 

banking ecosystem for the collective benefit of all stakeholders. 

 

After meticulous analysis, it has been discerned that a substantial portion of NPAs stems from several major 

industrialists. Generally, NPAs for agriculture and priority sectors are relatively lower compared to corporate 

holdings. It has been observed that the surge in NPAs across all Public Sector Banks (PSBs) is attributed to the 

government's policy of exempting agricultural loans in the event of floods, droughts, and natural calamities. Surveys 

conducted by various agencies have indicated that farmers and small entrepreneurs, who are typically marginalized, 

exhibit timely repayment of their loans. Despite the enactment of the SARFAESI Law in 2002, which empowers 

banks to seize mortgaged assets and auction them to recover non-performing loans, banks encounter challenges in 

its implementation. 

 

According to the RBI’s Financial Stability Report (FSR) in December 2020, banks' gross non-performing assets 

(GNPAs) are projected to escalate to 13.5% by September 2021, and then surge to 14.8%, nearly double the 7.5% 

reported during the same period in 2019-20, due to adverse economic conditions. Credit risk, defined as the 

probability of a borrower defaulting on debt payments, significantly impacts banks' profitability. The State Bank of 

India (SBI), being the largest public sector bank in India, has been the subject of extensive research to ascertain 

whether credit risk affects its profitability over the past two decades. 

 

Moreover, a critical review of NPAs in the Indian banking industry indicates that PSBs are grappling with escalating 

levels of NPAs year-on-year, contrasting with the declining trend observed in private sector banks. The reduction 

in NPAs signifies strengthened credit appraisal processes over the years, while an increase underscores the necessity 

for provisions, thereby diminishing banks' profitability. 

 

Loan default occurs when an individual fails to repay debt obligations according to the agreed terms, leading to 

adverse repercussions on the functioning of the bank and necessitating measures to minimize such defaults. Studies 

evaluating the impact of economic and financial factors on non-performing loans (NPLs) in India reveal that 

changes in credit terms, bank size, and economic conditions influence the levels of NPAs. Weak administrative 

structures at the national level contribute to deliberate loan defaults by borrowers, primarily affecting government-

owned banks. 

 

The examination of NPAs during 2010-2017 demonstrates the disparity in the growth patterns of non-performing 

assets between public sector banks, particularly the State Bank of India (SBI) and its associates, and private sector 

banks. The inability of state banks and their affiliates to effectively manage delinquent loans has led to the 

proliferation of such loans. 
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In conclusion, addressing the NPA challenge necessitates concerted efforts from all stakeholders, including 

policymakers, regulators, banking institutions, and borrowers. Implementing comprehensive reforms, fortifying 

risk management practices, and fostering an enabling environment for economic growth are imperative to alleviate 

the burden of NPAs on the banking sector and ensure its long-term sustainability and resilience. 

 

Research Methodology 

This paper offers a qualitative analysis of the significant impacts of non-performing loans (NPLs) on banks, 

providing detailed elucidation of each effect supported by either factual evidence or available data. Throughout the 

paper, secondary data has been utilized to substantiate our discussion. Key sources of our information and data 

encompass the RBI website, CRISIL website, news articles, and various research studies. 

 

Data analysis and interpretation 

 

India's non-performing loan ratio (%) stands unfavorably among emerging economies. In recent years, Brazil's 

share has increased, while Russia, South Africa, and Turkey have witnessed a decrease. Following an extensive 

asset quality review by the Reserve Bank of India last year, India's non-performing loan ratio surged in 2016. The 

review uncovered numerous failed large loan accounts, leading to a significant spike in India’s non-performing 

assets (Radhakrishnan, 2019). 

Standard & Poor's Global Ratings forecasts that the stressed assets of Indian banks will remain high at 11-12% in 

fiscal 2022. The agency anticipates a rise in the ratio of bad loans and restructured assets from 8.7% in the previous 

fiscal year to 11.5% (Gopakumar, 2021). 

Major Indian Banks and their Gross NPAs as of Dec 2017 (Singh, 2018) 

- State Bank of India: Rs. 2.01 trillion 

- Punjab National Bank: Rs. 552 billion 

- IDBI Bank: Rs. 445 billion 

- Bank of India: Rs. 434 billion 

- Bank of Baroda: Rs. 416 billion 
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Present Scenario 

Composition Of NPAs Of Public Sector Banks (Amount in crores) - Source: Department of Supervision, RBI 

| Year | Priority Sector | Non-priority Sector | Public Sector | Total | 

|------|-----------------|---------------------|---------------|-------| 

| 2020 | 236211.76       | 408205.37           | 28516.58      | 644417.13 | 

| 2019 | 197334.47       | 542206.53           | 13394.66      | 739541.00 | 

| 2018 | 187511.00       | 708090.00           | 17388.00      | 895601.00 | 

| 2017 | 160941.60       | 523790.71           | 15466.02      | 684732.31 | 

| 2016 | 125809.00       | 414148.00           | 3482.00       | 539957.00 | 

| 2015 | 96611.00        | 181598.49           | 258.92        | 278468.41 | 

 

Major Effects of Bad Loans on Banks 

 

1) Decrease in Profitability 

Failure to manage loans effectively can result in a high level of non-performing loans, negatively impacting the 

bank's financial performance. Studies have shown that banks with a large proportion of bad debts are more likely 

to go bankrupt (Berger and De Young, 1997; Fofack, 2005). 

 

2) Increase in Cost of Funds 

High NPAs compel banks to set aside more assets, increasing the cost of capital and leading to higher loan interest 

rates. This can hinder a country's economic growth ("Non-performing assets (NPA) could be a reason for your 

bank's slow loan growth rate", 2020). 

3) Decrease in Credit Rating 

 

High NPAs weaken a bank's financial position and liquidity, affecting its credit rating and investor confidence 

(Lele, 2021). 

 

4) Reduction in Lending Potential 

Inefficient credit policies may lead to an increase in loan defaults, reducing banks' lending potential and profitability 

(Asari et al., 2011). This inefficiency affects the bank's ability to assess loan applicants accurately. 
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Conclusion 

Based on the preceding discussion, broad observations, issues, and perspectives on the performance of the banking 

sector, monetary stability of the economy, credit profitability, and managing NPA’S are as follows: 

 

Looking back, Indian banks have generally demonstrated consistent performance and profitability despite 

challenges such as rising interest rates, increased operational expenses, and the aftermath of recent global financial 

crises. This is evident in their higher credit growth, deposit records, and returns on assets and equities (ROE). 

 

The capital position has significantly improved as banks have successfully mobilized substantial funds. However, 

the analysis reveals a high extent of NPAs across all banks, leading to decreased profitability, increased cost of 

funds, and reduced lending potential. Efforts are underway to reduce NPAs through effective credit appraisal 

procedures and robust control systems, coupled with initiatives to enhance balance sheet quality. Reduction of 

NPA’S can also be facilitated through adherence to RBI provisioning and write-off norms. 

 

Maintaining profitability remains a challenge for commercial banks, particularly amidst fierce competition and 

rising interest rates and operational costs. Banks need to focus on mobilizing funds to meet provisioning norms, 

though this may require significant capital investment. However, given the diverse nature of banks and financial 

institutions operating in the economy and their varying NPA levels, the prevailing capital market environment may 

pose challenges for banks in mobilizing capital. 

 

It is noteworthy that new and private sector banks, led by institutions such as SBI, HDFC, and ICICI, with their 

strong capital adequacy ratios, higher proportion of common equity, and advanced financial skills, are better 

positioned to adapt to regulatory norms. However, PSU banks, though dominant in the Indian economy, may 

encounter longer timelines and challenges in compliance with regulations in the coming years. 
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