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INTRODUCTION

The financial sector in India gets its strength primarily from the banks. An efficient banking
system is thus a basic need for a country like India. However, non-performing as;ets (NPAs)
significantly hamper banking activities and have far-reaching impacts on the financial health

of banks and the broader economy. Whgn loans and advances issued by banks become non-

performing, it indicates that borrowers have defaulted on their repayments, leading to a rise in
NPAs. This scenario directly affects the profitability of banks as they need to set aside a
significant portion of their profits as provisions to cover potential losses (Jayaraman and
Bhuyan, 2020). High levels of NPAs strain banks' capital adequacy, limiting their ability to
lend further and support economic activities (Lokare, 2014). Moreover, NPAs reduce banks'
overall efficiency and productivity, as resources are diverted towards recovery efforts rather
than growth initiatives (Kanoujiya and Rastogi, 2024). Additionally, the increasing burden
of NPAs undermines investor confidence and can lead to tightening liquidity in the financial
markets. In severe cases, a high NPA ratio can trigger a banking crisis, necessitating

government intervention and bailout measures. Thus, managing NPAs is crucial for ensuring
the stability and growth of the banking sector and the economy.
Definition of NPAs

According to the Reserve Bank of India (RBI) definition, “an asset, including a lessed asset.
is considered an NPA when it is no longer producing income.for the bank™. RBI defines the
time frame (the duration for the interest/principle not paid) and changes it as and when
required. The RBI has periodically adjusted this specific period: from four quarters ending
March 31, 1993, to three quarters ending March 31, 1994, and subsequently to two quarters

ending March 31, 1995. To align with international best practices and ensure transparency,

the RBI further tightened the delinquency norm, requiring loans to be recognized as non-

performing advances if overdue for 90 days, effective March 31. 2004.

As per RBI “A non-performing asset shall be a loan or an advance where-

1) Interestinstalment of principal remains overdue for more than 90 days in respect of a term
loan.

2) The account remains “out of order” for more than 90 days in respect of an overdraft'cash
credit.

3) The bill remains overdue for more than 90 days in the case of bills purchasad and
discounted.
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Types of NPAs

There are two categories of NPAs: Gross NPA and Net NPA. These metrics are crucial
indicators of a bank's financial health,

®* GROSS NPA (GNPA): Gross NPA is defined as the aggregate amount of NPAs in a
bank’s portfolio, as per RBI guidelines. In other words, it is the total value of
outstanding loans on which banks have not recejved interest income for more than 90
days. Gross NPA is an absolute measure that displays the quality of loan assets of the
banks, which are further divided into sub-standard, doubtful, and loss assets.

Gross NPA ratio = Gross NPAs / Gross Advances

the lower the quality of the asset,

e NET NPA (NNPA): Net NPAs refer to those Non-Performing Assets for which the
bank has created provisions. The Net NPA provides a mo.re accurate measure of the
cost to banks. Net NPAs are calculated by deducting items like interest due but not
recovered, the part payment received and kept in a Suspense account and it shows the
actual burden of banks,

Net NPAs = Gross NPAs -Deductions/Provisions
Deductions/provisions include;: .

. Provisipns kept for NPA Accounts in accordance with asset categorization.

* Floating Provisions

e Claims for DICGC and ECGC received and kept pending adjustment

e Receiptofa part of a bayment and holding in a suspense account or another
account of a like nature



e The “balance in the Sundries Account (Iﬁterest Capitalization - Restructured
Accounts) related to NPA Accounts.”
Net NPA Ratio = NNPA /Gross Advances
History of NPAs

The concept of NPA emerged in the 1990, following the introduction of prudential standards
in the banking sector. Previously, it was customary to debit interest frpm loan accounts
regardless of their irregularity or lack of payment. However, this practice has shifted
following the RBI's adoption of new standards that are consistent with international
standards. Before this, the "Health Code System," introduced in 1985, on the
recommendation of the Pendharkar Committee, 1981 recommended categorizing bank
accounts into numerous codes (namely 1-satisfactory, 2-irregular, 3-Viable, 4-Non-viable, 5-
Recalled, 6-Suit file Accoﬁnt, 7-Decreed Account, 8-Bad and doubtful asset) based on their
status and any irregularities present. Advances with codes 5 to 8 were considered NPA.
To enhance the objectivity of the bad debt accounting system and replace subjective criteria
with more scientific standards, the RBI introduced prudential norms in 1992. These norms
were designed to align with international standards and ensure greater transparency. These
norms required banks to recognize income from NPAs on a cash basis and classify assets as
Standard, Substandard, Doubtful, or Loss based on their performance. Provisioning norms
were also introduced to ensure banks set aside funds for potential losses, with higher
provisions required as asset quality deteriorates. From 1999, provisions for standard assets
were mandated to build reserves, and since 2010, the Prov151omng Coverage Ratio (PCR) has
been set at a minimum of 70% to provide a buffer agalnst NPAs The Revised Framework for.

Resolution of Stressed Assets, published in 2019, emphasized timely resolution or insolvency

processes to mitigate risks associated with NPAs.

Categories of NPAs

Categories of NPAs refer to the classification of non-performing assets based on their
duration and severity of delinquency. These categories help assess the asset quality and the
necessary provisioning requirements. The primary categories are Standard, Substandard
Doubtful, and Loss Assets, each representing different levels of risk and potential recovery
challenges.

)
Standard asset: Standard assets are the ones in which the bank is receiving interest as
well as the principal amount of the loan regularly from the customer and the arrears of

interest and the principal amount of the loan do not exceed 90 days at the end of the
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e SMA-0 (Special Mention Account-0): Accounts where the principal

payment is overdue between 1 to 30 days. These accounts are showing early signs of
stress but have not yet become non-performing.

e SMA-1 (Special Mention Account-1): Accounts where the principal or interest
payment is overdue between 31 to 60 days. These accounts are experiencing more
significant distress, indicating a higher risk of becoming non-performing if the

situation is not addressed.

* SMA-2 (Special Mention Account-2): Accounts where the principal or interest
payment is overdue between 61 to 90 days. These accounts are in serious distress and
are closer to being classified as non-performing if corrective action is not taken
promptly. '

These SMA categories help banks and regulators identify potential problem areas early and

implement preventive measures before the accounts deteriorate further into non-performing
status.

o If the asset fails to be in the category of standard asset that i$ an amount due more
than 90 days then it is converted to NPA and NPAs are further classified into the
following three categories namely substandard, Doubtful, and Loss Asset on the basis
of the number of days account is in non-performing category.

1. Substandard asset: With effect from 31 March 2005, a sub-standard asset is

one that has remained NPA for a period less than or equal to 12 months. In other

- words, such assets will have credit problems that undermine the debt’s disposal
and may lead to bank losses if deficiencies are not remedied on time.

2. Doubtful asset: With effect from 31 March 2005, an asset would be classified

as doubtful if it has remained in the substandard category for 12 months.

Doubtful assets are further classified into Doubtful asset-0, Doubtful asset-1,
Doubtful Asset-2.



3. Loss Asset: Where loss has been identified by the bank or internal or external
auditors or the RBI inspection but the amount has not been written off wholly. It
is an asset identified by the bank auditors or by RBI inspection as a loss asset.

Fig 1: Categorics of NPAs
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Definition of Terms and Concepts

e Restructured loans: Restructured assets or loans are those that have had their
payback duration extended, their interest rate cut, a portion of the loan converted to
equity, new financing provided, or a combination of these actions. As a result, when a
poor debt is restructured, it is restructured as a new loan. A restructured loan also
reflects a bank's poor asset quality. This is because a restructured loan was either a
prior non-performing asset (NPA) or was changed into a new loan. The borrower's
ability to repay it in the future remains a risky issue.

o Written-off Asset: refers to loans or advances that a bank or financial institution has
removed from its balance sheet because they are deemed uncollectible. This typically
happens when the borrower is unable to repay the loan, and all recovery efforts have
been exhausted. Although the asset is written off, the bank may still attempt t0

recover the amount through legal means or other channels, but it no longer expects o

receive the full value of the loan

°




Stressed Assets: are the sum of NPA, restructured loans, and writtén-off assets. As-
L) ress .

ideli i ures that are classified as non-
per RBI guidelines “stressed loans” mean loan expos

performing assets (NPA) or as special mention accounts (SMA).'

* Priority Sector: The Priority Sector refers to sectors that the government of India and
the Reserve Bank of India (RBI) have identified as being crucial for the economic
development of the country. Banks are required to allocate a specific portion
(currently 40% of Adjusted Net Bank Credit (ANBC) for domestic scheduled
commercial banks and foreign banks with 20 branches) of their lending (known as
Priority Sector Lending or PSL) to these sectors to ensure that credit is available to
sectors that are essential for socio-economic development. Some of the main sectors
included in the Priority Sector are: Agriculture (including allied activitics), Micro,
Small, and Medium Enterprises (MSMEs), Education, Housing, Export Credit,

Social Infrastructure, Renewable Energy, Weaker Sections (including Scheduled

Castes/Scheduled Tribes, minorities, etc.) and others.

* Non-Priority Sector: Non-Priority Sector includes industries or séctors that do not
fall under the Priority Sector Lending categories. These sectors typically represent
commercial and industria] ventures that are not directly related to socio-economic
development, and lending to these sectors is guided more by business considerations
rather than developmenta] objectives.

e Slippage Ratio: The Slippage Ratio s defined as the amount of fresh accretion to
NPAs during the year divided by the standard advances at the beginning of the year.

This ratio indicates the proportion of standard loans that have deteriorateg into non-

performing assets over the year.

Slippage Ratio = Fresh accretion to NPAs during the year / standard advances at
th‘e beéinning of the year

* Recovery Ratio: The Recovery Ratio is defined as the reduction in Gross NPA
(GNPA) during a given year, divided by the GNPA at the beginning of that year. It
measures the effectiveness of a bank's efforts in recovering bad loans over the year.
Recovery Ratio = Reduction in GNPA during the year/GNPA at the beginning
of the Year.

! Master Direction — Reserve Bank of India (Transfer of Loan Exposures) Directions, 2021.

-



RESRARCH QAP
Recopntaing the severity of the NPA e in the banking nector, extenslve resenreh has been
conducted on the NPAs of Seheduled  Danks, However, exlating Ilterature  Incka n
comprehensive comparative analysta off NPAs aoross publie and private seetor banks an o
whole, While xome studies have addvessed the problem off NPA within apeelfic public and
private sector banks o pactioutar vogtons of Tndin, there 1w a panelty of rescarch covering this
topie broadly, Parthermore, extsting studios are Hmdted i scope and time apan, and there has
been no recent or updated researeh fn (this aren, In this context, (he present study alms (o
provide a detailed examination of the fnetdence off NPAs In both publio and private sector
banks,

RESEARCH OBJECTIVES

LT0 study the NPA Trends of public and private sector banks in India,

2 T study the seetorawise disteibution of NPA in public and private sector banks in India,
310 analyze the pertormance of private and publio sector banks in financial terms,

4 To study the management policies of the government and banks to control NPA,

RESEARCH METRHODOLOGY

I alignment with the stated objectives, the current study relied on secondary sources
extracted primarily from RBI publications namely "Tvond and Progress of Banking fn India"

and "Statistical Tables Related to Banking in India," Moreover, the annual reports of banks

were studied for the bank=wise data,

The study covers 23 years of data from 2000 to 2023, 1o ensure robust results, This timeframe

was selected because RBI introduced second-generation reforms in 2000, and the year 2023

provides a comprehensive view of the current magnitude of the problem using the most

recent data,

°
Banks in India are classified according o their ownership patterns into publie sector banks

(PSBs) or private sector banks (PVBs) and 12 PSBs and 21 PVBs npomth\'g in"Incia were

considered for the analysis,
Hypothesis Tosting
To achieve the above objectives, the following hypotheses were formulated and tostod:

Hoit There is no significant difference in the GNPA ratio of public
2000-23,

and private banks from

Hox There is no significant difference in the NNPA ratio of Public
2000-23,

and Private banks from

~3
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Tools used for the study

V()l)jc\{t,l_‘\,;s‘,:‘,_ » I Tools used ]
1. To study the NPA Trends of Public and | For the trend analysis, a comparative study
Private sector banks in India, of Gross NPA (GNPA) and Net NPA
(NNPA) was conducted using tables and
graphs, Additionally, to test the hypothesis,
the. Mann-Whitney U Test and Kruskal-
Wallis test were employed.

2. To study the sector-wise distribution of | NPAs \ere categorized into priority and
NPA in public and private sector banks in [ non-priority sectors, with trends in each
Indin, sector analyzed through graphs and charts,
Additionally, a detailed breakdown of the
priority  sector, including Agriculture,
MSME, and other sectors, was examined to
observe trends within the priority sector.
Furthermore,  the hypothesis was tested
using the Mann-W hitney U Test.

3. To amalyze the performance of private | CAMEL  Model (CAMEL model, which
and public seetor banks in finaneial terms. | stands for Capital Adequacy, Asset Quality,
Management, Earnings, and Liquidity)
indicators were used.

Preventive and Curative policies for NPA
management were outlined, followed by an
analysis of the impact of legal measures on
NPAs, the recovery ratio, and the slippage
ratio.  This  was  done to assess  the
elfectiveness of recovery mechanisms in
- both public and private sector banks,

4. To study the management policies of the
government and banks to control NPA,




FINDINGS

OBJECTIVE 1: TO 'STUDY THE NPA TRENDS OF PUBLIC AND PRIVATE
SECTOR BANKS IN INDIA.

Data from 12 public and 21 private banks over the past 23 years, from 2000-01 to 2022

=23,
were collected to examine NPA trends. The study covers both bank group-wise and bank

-wise
analyses that provide detailed insights into NPAs. Moreover, trends in both Gross NPA and

Net NPA Gross

NPA as a percentage of Gross Advances (GNPA %) and Net NPA as a percentage of Net
Advances (NNPA

are examined in absolute terms, as well as in percentage terms-specxﬁcally,

%). Based on the NPA trends in public and private banks, the period from
2000-01 to 2022-23 can be divided into three phases a) the First Phase of Declining NPAs:

2000-01 to 2007-08 b) the Second Phase of Mounting NPAs: 2008-09 to 2017-18 ¢) Phase of
Improvement in NPAs: 2018-19 to 2022-23.

Public Sector Banks' NPAs have demonstrated a clear pattern over the years. During

NPAs, with
2008-09, and

the first phase, there was a significant decline in both Gross and Net
Gross NPAs falling from 054,672 crore in 2000-01 to J46,918 crore in
Net NPAs decreasing from 027,977 crore to 02 1,155 crore. This reduct;

reforms such as Debt Recovery Tribunals and

the SARFAES] Act, saw the Gross
NPA ratio drop from 12.4%

to 2.0% and the Net NPA ratio from'6.7% to 0.9%.
¢, the global financia] crisis of 2008-09 reversed this

s. Further, the introduction of the Asset Quality Review

(AQR) in 2015-16 Asset exposed discrepancies. Therefore, by 2016-17, Gross NPAs
surged to (068,473 crore, and Net NPAs |

However, In the second phas

trend, leading to a rise in NPA

09,256 crores and Net NPAs
ns like the SARFAESI Act and

rose sharply, with Gross NPAs
01,29,335 crores ang Net NPAs from 1.0% to

ancial crisis, aggressive lending, and the RBI's
9

from 03,700 crores to 04,028 crores, driven by reforr

stronger economic growth. In the second
increasing from D15,554 crores to

2.4%, influenced by the global fin

phase, NPAs



Asset Quality Review. During the third phase, focpsed efforts reduced Gross NPAg
from 01,83,604 crores to 01,25,214 crores and Net NPAs from 067,309 crores to

(029,507 crores, with strategies like write-offs, improved recovery processes, and the

IBC contributing to cleaner balance sheets.

A comparative analysis of NPAs in public and private banks revealed that during the
first phase, both sectors experienced a decline in NPA. Public banks initially had a
higher 'NNPA percentage in 2000-01 (6.7%) compared to private banks (5.4%).

However, over time, public banks made significant improvements, reducing their Net

NPA to 1% by 2007-08, thereby closing the gap with private banks, which

consistently maintained a steady 1% throughout the period. During the second phase,

NPAs surged for both sectors due to economic challenges and policy shifts. Public

banks faced a notable increase, peaking at 8% Net NPA in 2017-18, whereas private

banks remained relatively stable at around 2-2.4% over the same period. However,

third phase marked an improvement phase, with both public and private banks -

actively reducing NPAs. Public banks reduced Net NPA to

3.7% in 201920 and
further' to 2.2%

by 2021-22, while private banks maintained consistently low levels
throughout. The latest data in 2022-23 shows a significant drop in NPAs

for both sectors, reflecting effective asset quality management strat
economic recovery efforts.

around 1%
egi'es amidst.

Mann-Whitney U-Test result was significant at 0.017 stating that there is a significant
difference in the GNPA (%) of public and private sector banks d

uring the period of
2000-01 to 2022-23. Similarly, for the NNPA

(%), the sig. value came out to be 0.005

rejecting the null hypothesis and stating that there is a significant difference in the Net

NPA (%) in public and private banks.

Bank-wise analysis of GNPA in public sector banks revealed that the average NPA

was highest for the Central Bank of India with GNPA at 10.36%

followed by Indian
Overseas Bank at 9.34%,

Punjab and Sind Bank at 9.01%, Punjab National Bank at

8.39%, and UCO Bank at 8.73%. Notably, Canara Bank, State Bank of India, and

GNPA ratios. The differences in GNP
ratios among public sector banks in India c

Indian Bank consistently maintained lower

an be attributed to various factors

including lending practices, sectoral CXposure, asset quality management, and the

overall economic conditions impacting each bank.

10



. Kruskal-Walli’s test results showcase @ p-value of 0.131 which is greater than the
significance level of 0.05 and therefore, we fail to reject the null hypothesis. This
means, there is no statistically significant difference in the GNPA ratios across the 12
public sector banks at the 5% significance level.

. Bank-wise analysis of the GNPA of Private banks revealed that IDBI Bank has the

highest average GNPA ratio at 9.70%, followed by Dhanlaxmi Bank with a GNPA of

§.27%, while Nainital Bank and TamilNad Mercantile Bank have GNPAs of 5.48%

and 5.70%, respectively. Convefsely, HDFC Bank has the lowest GNPA at 1.46%,

demonstrating superior asset quality. Kotak Mahindra Bank and Axis Bank also have

low GNPAs at 2.18% and 2.58%, respectively, indicating effective management of
non-performing assets. Interestingly, new Private sector banks were among the most
efficient, as their NPAs were significantly lower qompared to old private banks.

Kruskal-Walli’s test results in case of private banks, showcase a p-value of 0.000

which is greater than the significance level of 0.05 and therefore, we reject the null
hypothesis. This means, there is a statistically significant difference in the GNPA
ratios across the 21 private sector banks at the 5% significance level.

Further post hoc ana1y51s revealed a significant difference in the followmg bank

groups of private sector banks! HDFC and City Union Bank, HDFC and Tamilnad
Mercantile Bank, HDFC and Karur Vyasa Bank, HDFC and South Indian Bank,
HDFC and Federal Bank, HDFC and J and K Bank, HDFC and Nainital Bank, HDFC
and DCB Bank, HDFC and IDBI Bank, HDFC and CSB Bank, HDFC and Karnataka
Bank, HDFC and ICICI Bank, HDFC and Dhanlaxmi Bank, YES Bank and CSB
Bank, YES Bank and Karnataka Bank, YES Bank and ICICI Bank, YES Bank and
Dhanlaxmi Bank, Kotak Mahindra and ICICI Bank, Kotak Mahindra and Dhanlaxmi

Bank, Axis Bank and ICICI Bank, Axis Bank and Dhanlaxmi Bank, IndusInd Bank
and ICICI Bank, IndusInd Bank, and Dhanlaxmi Bank.

o Sector-wise distribution of NPA in public sector banks showed that the NPA ratio of
the priority sector was recorded higher only during 2006-12 as compared to the non-

priority sector during the study. The composition of NPA in terms of priority and non-

11



oty shows that the NPA- problem I the public seetor orlginated rom the noy.
PrOTIY SIS TR .

' dortty Rector,
proTity sector an compared to the priv Hy seetol

private banks has valed over the years, However, the NPA ratio ol the priority sactor
remained relatively Tower and stable and the Inotdence of NPA fulls more I the non-
prionity seetor throughout the entire study,

When constdering bank groups, 1t s ovident that NPA Iy more pronounced In the non-
prorty seetor as compared to the priority seetor i both public and private sector
banks. Furthermore, the data revenls o mintmal disparity between the priority and
non=priotity sector NPAs in public banks, whereas (he data s highly skewed towards
the non=priovity scetor in the ease of private seetor banks,

Within the priovity sectors, the proportion off NPAs highlights the significant share
contributed by MSMIE (Micro, Small, and Medium Enterprises) sectors, followed by
agriculture and other priority sectors in both public and private sector banks,

Further, the Mann-Whitney U-test proved that there s no significant difference in the
NPA of Priority and Non-priority sectors in Public Sector Banks, Since the
significance value (p-value = 0,398) is preater than the chosen significance value (i.e.
0.05), we will fail to rejeet the null hypothesis. However, in the case of private banks,
the significance value (p-value = 0,002) is less than the chosen significance value (i.e,
0.05), therefore, we will rejeet the null hypothesis, indicating (hat a significant
difference exists in the NPA of Priority and Non-priority sectors in the Private Sector
Banks.

Mann-Whitney U test proved that the significance value (p=value = 0.000) is less than

the chosen significance value (i.e. 0.05), we will reject the null hypothesis, indicating

a significant difference between priority sgetor NPA of public and private sector
banks. Morcover, in the case of the non-priority sector, the significance value (p-value

= (),004) is less than the chosen significance value (1.e. 0.05), we will reject the null
hypothesis, indicating o significant difference between non-priority sector NPA of

public and private sector banks,



OMIECTIVE 3 TO ANALYZE THE PRREORMANCE OF FIIVATEC AND FUIEIC
SECTOR BANKS IN FINANCIAT, TRV,

To nssess the financial pertormance of binlis, the CAMIEL Model wi iz, lm-ul”uufm“u
the following indicators; Caplial Adequaney Iatlo (CATU) (0 pneagess HHMIM llliﬁlﬂlﬂl-}/, Met Flaie
Performing Asset to Net Advances Itatio (MNPA) (o1 astel quility, Business Peg lmiployee
(BPE) and Profie Per Employee (I 1o evalonte monsgement efficiency, etam m'v Altey
(ROA) for earnings, and Credit=Deposit Ratio (CDIG) for Hepddity, Based on the finanelal
data of public and private sector banks from 2000 10 2023, here 4 o comparntive analyeis of
each indicator;
¢ Capital Adequacy Ratio (CARY Capital Adequacy Ratlo (CAIY) 16 a measure of a
bank's financial strength, expressed as the atio of it capltal 1o N riskewelghted
assets, Both public and private sector banks consistently malntained adequale caplial

ratios, with private banks showing ilightly stronger ligures, espeelally afier 2011, Iy

2023, private banks had o CAR of LR 7%, hgher than the 16,2% (or publie banks,

reflecting a stronger buffer againat potential loases, Moreover, private banks refloel n
more proactive approach (o capital preservation and risk management,
s Net Non-Performing Assets (NNPA): vopro

performing assets (NPAs) (hat remaing aller

consistently faced higher

senta the portion of Imnk'n, non-

dedueting provisions, Publie acetor banks
NPA  challenges compared (0 pr
particularly between 2016-2019, when public banks'

Private banks, on the other hand

Ivale mector banks,
NNPA soared to double diglts,

» Malntained lower NPAs,

Indicating better nagot
quality and risk managemen, This compari

son highlights (he atronger assel quality
thanagement practices within private sector bank

S especially during perlods of
cconomic distress,

* Business per tmployce (BPE): measurey the avern
deposits) handled by each employee of g bank,

public sector banks in term

E6 amount of business (loans and
Private sector banks outperformecd
s of business per
advantage. In 2023, private banks repor
public bank

employes, showing a olenr offiolency
ted a BPR
s, reflecting their ability to leverage may
* Profit per Employee (PR

of 1497.7 compared 1o 2204,2 for

power elfectively,

)t indicates the average profit generated by encl employeo
of a bank. Similar 10 BPE, d superior proftability per
struggeled withy negative Ppp
private banks consistently maintaine

private banks demonstrate
employee, While public banks between 2016-2020,
dipositive growth, with o

public banks,

significant diftforence of
12.6 in 2023 compared to 11,9 for
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ank uses its asse
Return on Assets (ROA): ROA reflects how efficiently a bank use sets g
. cturt AN *

generate profit, caleulated as net income divided by lot(fl (\sTscts. Pn‘w:fc .sectci:tl;a::s
generally reported stronger ROA figures, with public banks declining | e
negative territory between 2016 and 2020. The rebound was more prominent fc.yr
private banks, which reached a ROA of 1.3% in 2023, compared to 0.7% for public
banks, indicating better profitability and asset utilization. This data highlights the
stronger financial stability due to higher ROA and adaptability of private sector banks

i weathering economie fluctuations. In contrast, public scctor banks faced deeper

challenges but showed signs of recovery in recent years.
Net Interest Income to Total Assets or Net Interest Margin (NIM): measures the

proportion of a bank's net interest income relative to its total assets, indicating how
effectively the bank is generating income from its assets through interest. Public

sector banks struggled with a declining NII to Total Assets ratio over the years,

private sector banks exhibited consistent growth, reflecting their stronger financial

performance and ability to generate income from their assets, By 2023, private banks'

ratio stood at 3.9%., outperforming the 2.7% of public banks.

Credit-Deposit Ratio (C-D Ratio): shows the proportion of a bank's deposits that are

given out as loans, indicating how well the bank is utilizing its deposits. The credit-

deposit ratio showed that private sector banks had

a more aggressive lending
approach, consistently

surpassing public banks after 2016. In 2023, private banks had
a ratio of 81.3%, compared to 69.1%

for public banks, indicating better credit growth
relative to deposits.

This comparative analysis shows that while both public and private séctor baﬁks have

faced challenges, private banks have generally exhibited stronger financial performance.

OBJECTIVE 4: TO STUDY THE MA

NAGEMENT POLICIES OF THE

GOVERNMENT AND BANKS TO CONTROL NPA.

There are two types of regulatory measures for NPA management: Preventive and
Curative,

Preventive measures are those strategies and actions taken by banks, regulators, and

the government to reduce the likelihood of loans turning into NPAs. These measures
include stringent credit appraisal systems, risk-based lending, continuous monitoring

of borrowers, and the introduction of prudential norms such as capital adequacy
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requirements. Other preventive initiatives include setting up early warning systen?s,
ensuring timely loan recovery, Prompt Corrective Action, and encouraging financial
discipline among borrowers. Preventive measures aim to minimize the risk of loans
becoming stressed assets by improving the overall quality of lending practices.
Curative measures, on the other hand, focus on addressing the problem after it has
occurred, i.e., once the asset has already become non-performing. These measures
include various recovery mechanisms, legal frameworks, and restructuring tools
designed to help banks recover dues and manage NPAs. Examples of cgrative
measures include the use of Debt Recovery Tribunals (DRTs), Lok Adalat, the
Securitization and Reconstruction of Financial Assets and Enforcement of Security

Interest Act (SARFAESI Act), Insolvency and Bankruptcy Code (IBC). These

initiatives aim to cure the problem by facilitating quicker resolution, restructuring, or

liquidation of stressed assets, thereby improving the asset quality of banks.

Fig 2: Regulatory Mecasures for NPA Management
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The Debt Recovery Tribunal (DRT), introduced in 1993-94, appears to have had a
more pronounced effect on public sector banks compared to private sector banks
when analyzing the NPA data from 1996-97 to 2001-02. Public sector banks focused

on legal mechanisms (like DRT) and improving governance to reduce NPAs, while
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private banks used technology and proactive management. This led to different levels
of success in managing and lowering NPAs in the two sectors.

Lok Adalats, introduced in 2001, had a significant and consistent impact on reducing
NPAs, improving recovery ratios, and lowering slippage ratios, particularly for public
sector banks. Public banks saw a steady decline in Gross NPAs from 11.1% in 2001-

02 to 7.8% in 2005-06, alongside a rise in recovery ratios from 19.5% in 2000 to

48.2% in 2006. Their slippage ratio also showed a continuous decrease, dropping

from 4.2% in 2000 to 1.5% in 2006, indicating strong effectiveness in curbing fresh
NPAs. In contrast, private sector banks experienced a more erratic pattern, with initial
increases in NPAs and slippages, but eventually, their recovery ratios surged from
22.6% in 2000 to 69.1% in 2004, stabilizing by 2006. Wh.ile.Lok Adalats helped

both sectors, the effect was more immediate_ and sustained for public banks, with

private banks taking longer to achieve consistent improvements. The differential

impact of Lok Adalats on NPAs and recovery ratios between public and private banks
stems from public banks' systematic adoption of Lok Adalats as a primary recovery
tool, while private banks relied on diverse recovery methods, leading to a delayed but
eventual improvement in recovery plerforr.naxice. Public banks' regulatory oversight

and focused strategies allowed for quicker gains compared to the gradual progress
seen in private banks.

The SARFAESI Act, implemented in 2002, allowed banks to seize and sell
defaulters' assets without court intervention. The SARFAESI Act had: a profound
impact on reducing NPAs, enhancing recovery ratios, and lowering slippage ratios for
both public and private sector banks. Public banks saw a sharp drop in NPAs from
12.4% in 2000-01 to 2.2% by 2007-08, while private banks reduced their NPAs from
8.4% to 2.4% over the same period. Recovery ratios improved markedly for both
sectors, with public banks rising from 19.5% in 2000 to 53.2% in 2007, and private
banks experiencing a peak recovery of 69.1% in 2004 before stabilizing at 43.7% by
2007. Slippage ratios also steadily declined after SARFAES], with public banks
reducing from 3.1% in 2003 to 1.4% by 2007, and private banks dropping from 7% in
2002 to 1.4% by 2007. The Act proved particularly effective for public banks,
which saw more consistent improvements across all metrics. The differences in
NPA recovery, reduction, and slippage between public and private banks after the

SARFAESI Act stem from public banks' more consistent recovery strategies and

16



stronger regulatory oversight, while private banks' varied approaches and initial
aggressive lending led to slower adaptation and less uniform results. Public banks'
centralized management and structured protocols enabled more effective utilization of

the Act's provisions.

The Insolvency and Bankruptcy Code (IBC) of 2016 had a substantial impact on the
NPA, recovery ratio, and slippage ratio of both public and private sector banks. Public
sector banks saw their NPAs peak at 14.6% in 2017-18, followed by a reduction to
5.0% by 2022-23, while priifﬂté banks' NPAs pc‘a"kcd‘ at 5.5% in 2019-20 before
declining to 2.3% by 2022-23. Recovery ratios for public banks initially dropped post-
IBC, reaching 23.4% in 2016, but improved gradually to 15.3% by 2023, whereas
private banks saw a more consistent recovery improvement, rising from 40.5% in
2016 to 45.3% by 2022. Slippage ratios for public banks spiked sharply to 17.2% in
2016 but declined steadily to 2% by 2023, reflecting improved asset quality, while
private banks experienced a more moderate fluctuation, stabilizing at 2.1% by 2023.
The IBC's implementation had a more pronounced positive impact on public

sector banks, particularly in stabilizing NPAs and reducing slippages, while

private banks also benecfited from cnhanced recovery mechanisms. The
differences in the impact of the IBC on public and private sector banks are primarily
due to public banks' higher initial NPAs and need for more significant operational
restructuring, while private banks faced less severe asset quality issues and
maintained steadier recovery sti'ate'gies. Public banks leveraged the IBC for larger

gains after a more tumultuous transition, while private banks experienced moderate

fluctuations.
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