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India has consolidated its macroeconomic situation. In 2016, GDP per capita rose 
6.2%, one of the strongest performances in the emerging countries, and growth 
prospects are looking upbeat. The International Monetary Fund (IMF) projects that 
economic growth will range between 7.2% and 8.1% by 2021.Even though the 
country’s macroeconomic situation has consolidated, it is still weak from a 
microeconomic perspective. For the past five years, companies have had to cope with 
a sharp increase in debt servicing charges, at a time when earnings are slowing. 
Mirroring the deterioration in the corporate financial situation, the quality of assets in 
the banking sector has also deteriorated, which has sharply eroded bank balance 
sheets, notably for public-sector banks. Literature review of Twin Balance sheet 
Problem to discussed in Paper. 
KEYWORDS:  macroeconomic, Emerging countries, GDP, International Monetary 
Fund. 
 
Introduction : 
 
 In its recent ‘Financial Stability Report’, the RBI spoke in detail about India’s 
‘twin balance sheet’ problem. This, the RBI says, is the blip in an otherwise positive 
outlook for the Indian economy. “Weak investment demand, partly emanating from 
the twin balance sheet problem (a leveraged corporate sector alongside a stressed 
banking sector) is a major challenge,” the RBI report states. 
 
 Macroeconomic fundamentals have also consolidated. Inflation has slowed 
sharply to an average of 5% in 2016, down from 6.6% two years earlier. At the same 
time, the decline in commodity prices has significantly reduced India’s external 
vulnerability. The current account deficit is expected to drop below 1% of GDP in 
2016, from nearly 2% of GDP in 2014. Moreover, buoyed by an improved business 
climate, foreign direct investment accelerated to 2% of GDP, 1-point higher than in 
2014. At the end of September 2016, India’s net external deficit was equivalent to 
16.7% of GDP, down from 17.9% of GDP in 2014. At the end of 2016, foreign 
exchange reserves covered the country’s short-term external financing needs 1.6 fold. 
Although public finances have improved, they are still the Achilles’ heel of the Indian 
economy. In fiscal year 2016/2017 (ended 31 March 2017), the government deficit is 
estimated at 3.5% of GDP, one point less that it was two years earlier. Although the 
country’s tax base is still very weak (10.2% of GDP), the government managed to 
pass the Goods and Services Tax (GST) law in July 2016, which could be 
implemented in July 2017. In time, the GST should boost government revenues and 
the country’s growth potential by improving the competitiveness of companies. 

Abstract 
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 Even though the country’s macroeconomic situation has consolidated, it is still 
weak from a microeconomic perspective. For the past five years, companies have had 
to cope with a sharp increase in debt servicing charges, at a time when earnings are 
slowing. Mirroring the deterioration in the corporate financial situation, the quality of 
assets in the banking sector has also deteriorated, which has sharply eroded bank 
balance sheets, notably for public-sector banks. 
 The weight of non-performing loans is so high that it is now hampering the 
distribution of bank loans. As a result, the Indian authorities are considering the 
creation of a centralised special purpose vehicle to clean up the balance sheets of 
public-sector banks. 
 
The financial situation of Indian companies began to deteriorate in 2011. In the period 
2006-2011, debt increased by more than 20% a year on average to reach 50.1% of 
GDP at year-end 2011, a 10-point increase in just five years. This rapid increase in 
debt was sustainable as long as the macroeconomic environment was very buoyant. 
But after an initial shock in 2008-2009, Indian companies were weakened again as of 
2011, when economic growth slowed and infrastructure projects were postponed or 
cancelled. In 2011, interest expenses began to grow at a faster pace than corporate 
earnings. The interest coverage ratio (EBITDA/interest expense) dropped from 5 in 
2011 to 2.8 in 2013. Indian companies were then hit by a third shock between 2014 
and early 2016, which was triggered by the sharp drop in metal prices. 
 
 To face up to the deterioration of their financial situation, Indian companies 
entered a debt reduction phase as of 2013. According to the Bank of International 
Settlements (BIS), the total debt of Indian nonfinancial companies (NFC) was 
trimmed to USD 1023 bn at the end of June 2016, equivalent to 49.5% of GDP, 
compared with nearly 53% of GDP in 2013. 
 
Meaning : 
 
Twin Balance Sheet Problem (TBS) - A balance sheet is a statement of an 
institution’s assets and liabilities. This applies to both companies as well as financial 
institutions. Even the RBI publishes its balance sheet. But, the ‘twin balance sheet’ 
issue refers to the problematic balance sheets of Indian companies and banks—
meaning, both the lenders and borrowers are under stress. 
 
Companies balance sheet 
 
Companies have too much debt and little money to repay. Simply put, they seem to 
have chewed more than they can swallow. As per the Economic Survey 2016-17 it 
was reported that around 40% of the corporate debt it monitored was owed by 
companies which had an interest coverage ratio less than 1. This is a worrying figure. 
The interest coverage ratio compares the loan interest payments with the operating 
profits. This helps you understand if the company can repay its loan interest using the 
profits it earns from its core business. If the figure is less than 1, it means the 
company’s operations do not generate enough money to even repay the interest, let 
alone the entire amount. 
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Bank balance sheet 
 
A bank’s key source of profits is the interest it earns on loans. If a company fails to 
pay back interest on the loan, the bank loses its profit. Plus, the bank also loses the 
money it gave out as the loan. Here’s an example why: You deposited Rs 1000 with a 
bank. The bank then gave two loans of Rs 500 each. It expected to earn Rs 10 as 
interest from each loan account. Of those two loans, one defaulted. So the bank was 
left with just Rs 510—Rs 490 less than what it had. And unfortunately for the Indian 
banking system, 9.5% of the total loans turned out to be bad loans, as per RBI data. 
“More than four-fifths of the non-performing assets were in the public-sector banks, 
where the NPA ratio had reached almost 12%,” the Economic Survey reported. 
 
Impact on economy  
 
For an economy to grow, its banks have to be stable. Plus, its companies have to keep 
planning new investments and projects. Otherwise, there would be no growth. 
Currently, banks are not stable. Back in February 2016, banks reported that the 
amount of bad loans exceeded the total interests they earned as ‘operating earnings’, 
the Economic Survey said. This makes banks very risky. If depositors start 
withdrawing money, a bank could easily shut. At such times, banks start lowering the 
amount of money it lends. This means the new companies that want to execute new 
projects or investments would not have access to funding. Lower investments have 
been the key cause of India’s slow economic growth in the past decade. 
 
When a country grows continuously for a period of time, companies plan a lot of 
investments and projects. It’s easy to over-estimate the profitability of such projects 
given the fast-economic growth. However, economies go through cycles. When the 
economy stops growing fast, such countries struggle to make the projects profitable 
and thus, repay their loans. A similar story seems to have unfolded in India. The only 
difference is, the problem hasn’t affected the economic growth so far. This is because 
companies have other options like Non-Banking Financial Companies (NBFCs), 
Mutual Funds and the Capital market. However, the RBI warned that the alternatives 
aren’t enough to shield the economy from a banking crisis. 
 
Review on literature  
 

1. RBI's Study Team on Overdues (1974) Estimated that more than three-
fourths of the over dues were due to willful default. Faulty lending policies, 
failure to link credit with marketing, lack of will on the part of management 
to take strong action against recalcitrant and willful defaulters, lack of 
financial discipline and apathetic of some of the State Governments towards 
creating an environment conducive and congenial to repayment of dues 
were the causes for over dues. According to the Report of the Agriculture 
Credit Review Committee (1989), over dues prevented recycling of funds, 
impaired refinance eligibility and productivity of co-operative banks. Nearly 
26 per cent of the resources deployed by the credit agencies for the 
agriculture sector were locked up in over dues and were not available for 
recycling. At the institutional level, the clogging of over dues had severely 
impaired the eligibility of the credit agencies, for refinance from NABARD. 
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As a defaulter, the borrower is cut off from any access to credit from 
institutions. This affects his productive enterprise. 

 
2. H.V.Upadhyay (1994) in “Recovery through SEIZURE: Some Aspects” 

has stated that the legal actions involve high cost and long time. Even after 
settlement of the case, the decree has to be filed and executed periodically as 
per the term which is an unpleasant and difficult task. This process also 
slows down the speed of follow up and results in lethargic attitude by 
banker. The advocates also do not cooperate as much in execution of decree 
as they cooperate in filing of suits. The rate of recovery after initiating legal 
actions has remained very low and, therefore, few banks in the state of 
Gujarat have adopted a procedure of seizure of the vehicles. These vehicles 
are trucks, matadors, autorickshaw and tractors. The only advantage and 
biggest benefit is that the recovery of large overdues could be made very 
speedily at a very low cost. The procedure also has a demonstrative effect 
and the other borrowers in the village voluntarily come forward to repay 
their dues. 

 
3. T. Parmar (1994), in his article “Recovery: Finding of a Study of Two 

Districts in Gujarat” states that the guidelines given by the RBI have not 
adequately been followed by the banks. The study revealed that banks have 
not provided staff according to the business of the branch, and the job-role, 
function and responsibilities of the staff have not been clearly defined. The 
organizational strength remained weak and has not been strengthened to the 
extent necessary for better recovery performance. The study also revealed 
that a schematic approach in lending to clusters of borrowers of villages was 
not adopted to facilitate effective supervision. The approach of the 
Government agencies was just to sponsor the applications in bunch and that 
too without adequately examining the technical feasibility and economic 
viability of the loan proposals. Recovery performances of the branches were 
not constantly and closely reviewed by the controlling offices and separate 
recovery cells had not been set up as per the Guidelines of RBI. 

 
4. Garg (1997) in an article on risk management in the banking management 

states that banks now encounter a whole array ofrisks, prominent among 
them being credit risk, liquidity risk, interest rate risk and currency risk. 
Credit risk and liquidity risk have traditionally been known and handled, but 
interest rate risk and currency risk are relatively new for Indian banks.  

 
5. Patel K.V.  and Kaveri V.S. (1998 ) have analyzed the repayment pattern 

of the borrowers. They came out with eleven discernablebehavior of 
borrowers. Ideal behavior, given as the first pattern, was where lending 
results in productive activity. Production was supported by market 
infrastructure and hence converted into income of the borrower. This 
income was used for payment of debt. The second pattern ended with 
repayment. The third and the fourth pattern are most prevalent among 
borrowers. They use the income generated only for partial payment of debt. 
In the fifth pattern, the borrower diverts the income for productive purposes. 
In this process the economy may gain but the bankers becomes initially a 
looser. The sixth pattern was a case of clear diversion and default in 



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-09, May 2019 Special Issue (04) 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 417 

repayment. The remaining pattern will have varying behavioral patterns of 
the borrower. 

 
6. Harrington (1998) in his paper on Asset Liability Management by banks, 

presented at a program on ALM in the National Institute of Bank 
Management, Pune, stated that the modem definition of ALM means 
continually monitoring the existing position of a bank, assessing how this 
differs from what is desirable, and undertaking transactions to move the 
bank towards the desired position. According to him the objective should be 
to sustain and whenever possible to enhance profitability while controlling 
and limiting the different risks inherent in the present-day banking. 

 
7. Balachandran Nair K.K . ( 1999) attempted to study NPAs and stated that 

NPA may be defined as a credit facility together with interest which 
remained due for a period of four/three/two quarters as on 31st March every 
year. In the annual accounts of public sector banks according to the 
directives of RBI, two sets of NPAs figures should be shown i.e., the gross 
NPA and net NPA. Gross NPA refers to the percentage of bad loans on the 
total advances whereas net NPA is calculated after deducting from the gross 
NPA, provisions and claims received from the Deposit Insurance and Credit 
Guarantee Corporation (DICGC). The RBI wants these two NPAs for 
analyzing the performance of banks because lower NPA level depicts the 
fundamental strength of a bank. It is essential to know the level of NPA 
correctly because it is directly connected with the credit management of 
banks. Banks with higher level of NPA should keep down their credit 
expansion. The reporting of NPA by banks as a percentage of total advances 
as stipulated by the RBI has its own limitations. The banks can bring down 
their NPA level by accelerating credit growth and keeping a check on the 
recovery rate of loans. Some times in order to bring down their NPA level, 
the banks may grant fresh loan to defaulting borrower in order to enable him 
to repay the loan in default. Such a short cut methods adopted by the banks 
results in a decline in the percentage level of NPA, whereas in absolute 
terms it is on the increase. 

 
8. Patel Urjit (2000) highlighted the problem of bad loans and growing level 

of nonperforming assets in commercial banks in the post-reform period. It 
was observed that it is important for the banks and supervisory authorities to 
adopt more effective lending practices. At the same time it was also 
emphasized that corporate entities should be made more accountable 
through following more stringent disclosure, transparency practices, 
guidelines and principles. Efficient legal machinery, the larger number of 
Debt Recovery Tribunals and Credit Information Bureau in banks can prove 
effective in quick recoveries of dues. 

 
9. Govil (2000), in his article “Need for Revival of Loss Making Branches” 

says that Recovery management is useful in following strategies. a) When 
we are associated with lending for government sponsored schemes, branches 
will have to insist on the government agencies to help in the enforcement of 
recovery. In each meeting, we will have to reinforce our point and invite 
their involvement in recovery. b) ABC analysis of the overdue by 
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categorizing the quantum of overdue where by more attention can be paid 
on such chronic accounts. Segregation of overdue where the quantum of 
expected recovery is high and the branch is willing. c) The recovery drive 
should be planned well in advance. 

 
10. Reddy, P.K. (2002) assessed NPA management measures in selected Asian 

countries. The study identified legal impediments, postponement of the 
problem by the banks to show higher returns and manipulation by the 
debtors using political influence as major reasons for the high NPA level in 
Indian banks. All the Asian countries had a weak legal mechanism for asset 
disposal that prevented early solution of the problem. The author explained 
the need to understand the macroeconomic variables and systemic issues 
pertaining to banks and the economy for solving the NPA problem along 
with the criticality of a strong legal framework and legislative framework. 

 
11. Ravi Kumar Jain(2003) , in any financial institution, NPAs are inevitable 

in the loan portfolio. But efforts should be made to maintain a reasonable 
level of NPAs. Keeping in mind the RBI plan to introduce the concept of 
one quarter for identification of NPAs by 2004, it is high time to go in for 
recovery drive on a war-footing. While doing so, prevention of NPA should 
not be forgotten. These are the major challenges before banks which have 
gone in for VRS. The newly introduced tools of credit risk ratings would 
eventually help a bank to assign a probability of default for the borrower 
according to its risk category. The probability of default is determined 
statistically from past data by observing the behavior of various rated clients 
over a number of years. The expected losses from a loan can be determined 
using this probability of default. This probability will then help to determine 
the terms and conditions for the loans in terms of the amount, interest rate to 
be charged, maturity etc. In the times to come, credit risk rating would be 
one of the important inputs which will be used in making the credit decision, 
besides other factors like collateral provided, period and quality of 
relationship with the borrower, concentration risk in the 
individual/group/portfolio etc. And all this would lead to better credit 
management and eventually lesser accumulation of NPAs and thus the 
objective of returns in the financial sector would be achieved. 

 
12. Reddy, B. Rama Chandra and Reddy, S Vijayulu (2003), View that the 

new challenges faced by the banks are forcing to attempt all new things with 
the same old rigid structure and system. What required is more managerial 
and administrative freedom to the management with commensurate and 
result oriented accountabilities. They stressed that the banks should move 
towards professional banking with requisite freedom to operate freely in the 
market within the regulatory and prudential framework prescribed by the 
Reserve Bank of India. 

 
13. P.N. Joshi (2003), in his article “Non-Performing Assets Causes, Extent and 

Remedies” observed that: A number of factors have contributed to the high 
level of NPAs in banking particularly in the public-sector banking system. 
They are enumerated below.  



Online International Interdisciplinary Research Journal, {Bi-Monthly}, ISSN 2249-9598, Volume-09, May 2019 Special Issue (04) 

 

 
w w w . o i i r j . o r g                      I S S N  2 2 4 9 - 9 5 9 8 

 
Page 419 

1. PSU banks and DFIs have been used as instrument of public policy. Landings 
under populist schemes like ‘loan meals’, directed lending to certain sectors 
like mini-steel, mini paper, mini-cement units, sugar and cotton spinning 
cooperative are examples. Most of these loans have joined the ranks of NPAs. 

2. Projects financed in the pre-reforms era, with high earnings, low promote, 
stake with viability based on high tariffs and fiscal concessions have turned 
sick. 

3. The largest to join the ranks of NPAs will be some of the large projects in the 
core sector financed after opening to private investments.  

4. Three decades of government ownership have rendered banks organizationally 
weak. Faulty appraisals, absence of effective post sanction monitoring, lack of 
initiative to take timely action against wilful defaulters, indecision on existing 
out of bad loans through OTS due to fear of investigation agencies like CBI. 

5. All contributed in no small measures to the worsening situation on NPA front. 
6. The mandatory referral to BIFR provides ideal sanctuary to wilful defaulters. 
7. Large corporate usually delayed payments to SSI and contributed indirectly to 

the NPA of SSI units. 
8. If any instalments or interest is not received from creditors at that time bank 

does not renewed within time in case of cash credit or overdrafts accounts.  
9. NPA accounts information is not sent by branch officer to the head office. As 

a result, NPA figures of the head office become smaller.  
10. NPA categories are not considered from time to time. Any NPA management 

policy has to identify the suitable strategy for recovery. These causes may be 
due to factors beyond the control of both Again these may be internal or 
external for either borrower or banks. 

 
14. Pradip Kumar Biswas and AshisTaru Deb (2004) in their study entitled, 

“Determinants of NPAs in the Indian Public Sector Banks: A Critique of 
Policy Reforms,” traces the root causes of NPAs. The occurrence of default 
in the Indian context has been classified into random and non-random 
components. Using Poisson process, they identified random components 
namely: adverse selection, moral hazards, principal-agency relations and 
political interference which prevent the banking sector from recovery of 
loan. Non-random components include, adverse selection of a project 
without proper scrutiny of the viability of a project by the bankers, 
inefficient decisions resulting in many newly born projects turning sick or 
closing down, political interference, diversion of funds, deficiencies in post 
credit supervision and follow up. These are the important reasons that led to 
accumulation of NPAs. Further, it is found that pre-approved nature of loans 
sanctioned under sponsored programmes and lack of effective follow up due 
to large number of accounts lead to formation of NPA in priority sectors for 
Indian Public Sector Banks. Employing regression analysis, they have found 
that NPAs are generated because of industrial recession, stagnation in 
industries, excessive risk taking by banks and absence of asset market to 
realize the security. They also pinpointed that malfunctioning of the 
institutional environment, captured by its economic, political, legal and 
social manifestations result in NPA. 

 
15. Dr. M. Kiran Kumar, C.Munisekhar Reddy &K.C.Muktha( 2004) in 

“Causes of NPAs and Remedial Measures” observed that the recovery can 
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be accelerated at a much faster pace through effective 1) Supervision 2) 
Follow-up Supervision of advances by bank officials includes , Ensuring 
proper end use of funds and creation of assets out of loan / margin /subsidy 
within the anticipated period and compliance of all terms and conditions 
stipulated in the sanction letter. , Timely and periodical inspection of the 
securities charged to the bank. , Proper watch on the conduct of the 
borrower and operations in the account in various segments such as Ledger / 
Bill / Godowns. , Proper maintenance of requisite records for limitation. , 
Constant touch with persons trading with the borrower to obtain market 
report in regard to his trade dealings, solvency etc. 

 
16. Mohammed ShofiqulIslam,Nikhil Chandra Shil and Md.Abdul 

Mannan(2005 ) in their paper entitled, “Non-performing Loans-Its Causes, 
Consequences and Some Learning‟‟ view that increase in quantum of loan 
portfolio and bankers poor monitoring of loan accounts lead to non-
performing loans. 

 
17. Kakker, R.(2005) has studied “Role of Asset Reconstruction Company in 

NPA Management”. The author stressed the need for management of the 
NPA by stating that a high level of NPA severely affects the economy in 
many ways. He has concluded by stating that ARC‟s with statutory/ 
regulatory powers are likely to emerge as nodal resolution agencies 
coexisting with CDR mechanisms for management of NPA. 

 
18. Saggar (2005) in her article” Commercial Banks in India” stated that it has 

been found over the years that the performance of banking sector has been a 
mixed one. It is strong in widening the business coverage but weak in terms 
of sustainability and viability. Overtime, the viability particularly of a 
number of public sector banks has become a matter of great concern. 
According to Saggar, profitability of banks is influenced by a combination 
of factors such as quality of asset- liability management, productivity levels, 
operating costs, organizational culture and most critical issue in present 
context i.e. the non-performing assets. She concluded that public sector 
banks should move from deposit orientation to profit orientation. 

 
19. Chaudhauri, T. (2005) has concluded that if a resolution strategy for 

recovery of dues from NPAs is not put in place quickly and efficiently, the 
impaired assets would deteriorate in value over time and little value would 
be realized at the end. The study recommended a State - Resolution – 
Mapping (SRM) framework to maximize recovery of NPA accounts. The 
literature, however, has not specifically discussed about the various 
resolution strategies that could be put in place for recovery from NPAs, and 
in particular, in which situation which strategy should be adopted. 

 
20. Mario Castelino (2005) in “Managing Non-Performing Assets” Stated that 

the NPAs of the corporate sector have come down drastically in the recent 
past, there is concern over issues of frauds in case of mortgage loans & 
increase in NPAs from the retail sector in the recent past. The impact of 
NPAs on the performance of banks largely depends on the management of 
assets and the priority given to recovery of NPAs. Secondly it is important 
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to distinguish between NPAs, which are temporarily classified as such, due 
to the strict prudential norms stipulated by RBI, and the chronic NPAs 
where initiation of legal proceedings or enforcement of securities is ultimate 
means of recovery. Indian banking industry saddled with high NPAs. The 
reason diversions of funds and willful default have been found to be the 
major contributing factors for NPAs in public and private. 

 
21. Shiralashetu and Akash (2006) examined the bankwise and sector-wise 

NPA during 2003-04. The authors reported that the priority sector, in 
particular the SSI sector contributed to NPA significantly during the study 
period. The study underlined that PSBs accounts for 91.07 percent and 
private sector banks account for 8.93 percent of the total NPA of priority 
sector. Based on the study, the authors recommended improvements in 
recovery management and credit management to deal with NPAs in the 
banking sector. 

 
22. Dhanuskodi (2006) in his research study,”NPA-With Special Reference to 

Commercial Bank of Ethiopia (CBE)”, examines the reasons for loan assets 
becoming NPAs. He opines that poor credit appraisal system, lack of proper 
monitoring, reckless advances to achieve the budgetary targets, lack of 
corporate culture in the bank, inadequate legal provisions on foreclosure and 
bankruptcy, change in economic policies/environment, lack of transparent 
accounting policy, poor auditing practices, lack of coordination between 
banks, directed lending and failure on the part of the promoters to bring their 
portion of equity from their own source are the reasons for NPA. He 
observes that NPAs increase total expenditure and reduce earning capacity, 
return on assets as well as on equity. 

 
23.  John, K. and Philip Thomas (2006) examined the NPA in Indian Banking 

Sector with a focus on recovery through Debt Recovery Tribunals. The 
authors commented that the prudential norms introduced into the banking 
sector helped in reducing the volume of the NPA in the balance sheets of the 
banks. The study used the all India figures relating to DRT cases during 
1996to 2005. The analysis revealed a meager recovery through the speedy 
process of DRT. The authors concluded that the bulk of the NPA in the 
banking sector remains as an economic cost to the nation. The study is 
useful as it explains inadequacy of an existing recovery mechanism and the 
need for streamlining it for better management of NPA. 

 
24. Fulbag Singh and Balwinder Singh (2006) examined the funds 

management in the Central Co-operative Banks in Punjab. They observed 
that higher proportion of own funds in the working funds of the bank and 
the concerned shown by the bank in the timely recovery of loans resulted in 
an increased monetary boundary of the central co-operative banks in Punjab. 
They concluded that less dependence on the new outside resources helped 
these banks in increasing their financial margin.  

 
25. Jain (2006) in his thesis titled, " Non-performing Assets in Commercial and 

Development Banks in India” highlighted that the future profitability of 
banks would depend on their alertness, operational efficiency, customer 
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orientation, creation of large volume of performing assets, attainment of 
optimum levels of productivity. Since retail customers are fast becoming 
more demanding in the current competitive environment, banks have to 
offer value-added services. Harnessing technology to improve productivity, 
to ensure required standard of customer service and internal efficiency, 
continual product innovation and strengthening of competitive edge on an 
ongoing basis and to mass business will be the key factors that will impact 
banking sector in the days to come. Ensuring optimum performance by each 
manager and staff will also be vital. Another critical factor upon which 
would hinge the future of banking system would be the ability and 
competence of banks to build up large volumes of quality assets in a 
constantly increasing competitive environment, while adhering to prudential 
norms and maintaining prescribed levels of capital adequacy on risk assets 
simultaneously. Productivity and efficiency will be the watchwords in the 
banking industry in the years ahead. Continuous quest for skill up gradation 
at all levels, development of vision, mission and commitment are some of 
the aspects, which require urgent attention by the banking industry in future. 
Darwin‟s principle of survival of the fittest may, in all likelihood, operate in 
the case of banks too. Banks, which are proactive, respond quickly to the 
changing needs of the customer, and give adequate attention to the changing 
scenario, alone can survive successfully, perform well and prosper. 

 
26. Satoshi Nagano (2006) in his article, “Mounting Non-performing Loans in 

Japan after the 1990‟s,” observes that during the low growth period 
,borrowing by the corporate sector becomes weak and the banks rush to lend 
to high risk industries such as real estate, resort hotels and so on with land 
collateral but without taking appropriate risk premium. During 1990, the 
Bank of Japan tightened its policy on rates and the Ministry of Finance 
introduced restraints on banks‟ lending to the three related real-estate 
industries-real estate agencies, construction company and nonbanking 
subsidiaries of banks which led to a sharp decline in property prices. Thus 
decrease in the value of land results in a decrease in the value of collateral 
held by banks, which in turn results in the mounting of Non-Performing 
Loans. 

 
27. Adhikary, B.K. (2006) examined the behavior of NPA statistics during the 

period 2000- 2005. The results of the study highlighted the presence of an 
alarming level of NPA in both nationalized Commercial Banks and in the 
Development Financial Institutions. The results of the analysis revealed that 
poor enforcement of laws relating to settlement of NPA, followed by 
insufficient debt recovery measures on the part of the banks, has aggravated 
the financial malaise. The study suggested the prevention of the „flow 
problem of bad loans‟ accompanied by other resolution measures to sort out 
the NPA mess in Bangladesh. 

 
28. Ajit, Sunil and Ravi Raman (2006) in their study entitled, “Micro-credit 

and Repayment Rates; A Case Study of Kudumbashree Micro-Enterprise 
Programme in Kerala-2006‟, have found that, repayment rate is relatively 
lower in borrowers engaged in non-agricultural activities because of 
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marketing problem, while it is higher with those engaged in the agricultural 
sector. 

 
29. Srinivas Subbarao (2006) in his paper, “Is Housing Finance Safe as 

Houses? Or Delinquency in Housing Finance?”, observes that non-
performing loans in the Indian housing finance sector are much higher than 
those experienced in developed markets such as the US due to lack of poor 
credit appraisal, diversion of funds for unproductive purpose, difference in 
housing loan interest, over financing, dispute between builder and borrower, 
loss of job, illness of the borrower and willful default. 

 
30. Rajendran, K. and Karthikeyan, K. (2007) in their article on NPA 

explained that the high level of NPA not only affects the overall quality of 
the loan portfolio but also puts a burden on the income statement of banks in 
the form of higher provisions. The study reviewed recovery of NPA through 
various mechanisms like OTS, DRTs, ARCs, SARFAESI Act, etc during 
2003-04 to 2005-06. Inference based on analysis revealed a considerable 
improvement in the management of NPA through the various mechanisms 
mentioned above. The study suggested the need to consider „reduction of 
NPA‟ in the banking sector as a national priority item. 

 
31. Gunjan M. Sanjeev (2007) in his study titled “Bankers Perception on 

Causes for Bad Loans in Banks”, observes that external factors have a 
higher influence on NPA than the internal factors. External factors like high 
economic recession and willful default result in generation of NPA. Internal 
factors like poor credit appraisal, skill of bankers and reckless lending just to 
achieve the loan target also result in accretion of NPA. 

 
32. Vedpal and Malik ( 2007) in their empirical study have examined the 

difference in financial characteristics of public, private and foreign sector 
banks based on factors such as profitability, liquidity, risk and efficiency. 
Sample of 74 Indian commercial banks consisting of 24 public sectors, 24 
private sector and 23 foreign banks were taken for a period of 2000-2005. 
Multinomial regression analysis was used and results revealed that foreign 
banks proved to be high performer in generating business with a given level 
of resources and they are better equipped with managerial practices and 
skills and technology. Foreign banks were more consistent with market 
system as reflected in terms of net interest margin. The public sector banks 
emerged as the next best performer after foreign banks. They were giving a 
higher return on equity in comparison to foreign and private banks. It was 
high performer in economizing their expenses which was reflected from 
expense rate and efficiency ratio. The private sector banks emerged with a 
better use of resources as compared to PSB‟s. 

 
33. K.H.Vora (2007) in his study entitled “Management of Non-Performing 

Assets and Asset Reconstruction Company” observed the impact of NPAs. 
The effect of NPA on the bank is as under- , There is loss of interest income. 
, The current profit is reduced, as banks have to make provision for NPA. 
Capital adequacy ratio is also affected as it is directly related to the quality 
of assets. , It also affects the liquidity position of bank as also recycling of 
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funds due to asset liability mismatch. , Banks at times have to borrow at 
high cost to fulfill their commitment/ obligations, which increases the cost 
of funds. , The high level of non- performing assets also affects the image of 
the bank in the public. The credit rating of the bank also affected due to high 
NPA and consequently business prospects in the country & abroad. , The 
NPA has effect on the moral of the staff and may shy away from doing 
credit business due to fear of NPA. , The bank cannot remain competitive in 
the market due to various adverse effects on the balance sheet and profit. 

 
34. Mayilsamy,R and Revathi Bala,M (2009) in their work entitled 

“Management of Non Performing Assets (NPAs) in District Central Co-
operative Banks (DCCBs) in India”, felt that the Narasimhamn Committee 
Report-1998, rightly pointed out that ‘NPAs constitute a real economic 
cause to the nation in that they reflected the application of lacking capital 
and credit finance to inefficient uses. They have concluded that high NPAs 
in the banks have devastating efforts not only on the banks but also on the 
economy as a whole. They have suggested that the formation of the good 
policy will be no use unless it is implemented in true spirit. 

 
35. Chakraborty and Mohapatra (2009) observe that the banking scenario in 

India in the 1980s and now, presents a perfect study of contrast. Due to 
several reforms, banks are now moving away from the traditional lines 
ofservice and in the process, are exposed to more risks. One of the ways for 
managing the risks is Asset Liability Management (ALM), ALM is an 
attempt to match the assets and liabilities in terms of their maturities and 
interest rate sensitivities so that the risk arising from such mismatches 
mainly — interest rate risk and liquidity risk — can be contained within the 
desired limit. As far as ALM in Indian banking system is concerned, it is 
still in a nascent stage. Against this backdrop, the objective oftheir study 
was to analyze the status of ALM approach in the Indian banking system. 
For this purpose, a sample consisting of nationalized, private, and foreign 
banks operating in the Indian environment was taken and the multivariate 
statistical technique was employed to capture the nature and strength 
ofrelationship between the assets and liabilities in these banks. From the 
analysis, it was derived that a majority ofbanks have a good ALM 
framework in place. 

 
36. Tandon Deepak, Ahuja Kanhaiya & Tandon Neelam (2009) attempted to 

analyse technical efficiency of PSBs operating in India by applying the DEA 
model. Relative efficiency is calculated with respect to the most technical 
efficient bank in terms of minimum output and maximum output. The 
performance of most efficient PSB is considered as a benchmark. On the 
basis of analysis it was concluded that the best bank with consistency in 
performance is Corporation Bank. Least efficient bank in terms of interest 
expenses and operating expenses as inputs and business as output is Punjab 
and Sind Bank. 

 
37. Usha Arora, Bhavna Vashisht and Monica Bansal (2009) in their 

research paper on “An Analytical Study of Growth of Credit Schemes of 
Selected Banks” analyzed and compared the performance (in terms of loan 
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disbursement and non-performing assets) of credit schemes of selected 
banks for last five years from 2008 to 2012. This paper is divided into two 
parts. In the first part, bank wise comparisons are done with the help of 
compound Annual Growth Rate (CAGR), mean and standard deviation and 
in the second part a positive relationship is found between total loan 
disbursement and total NPA outstanding of selected banks with the help of a 
correlation technique. The study found a positive relationship between total 
loan disbursement and total Nonperforming Assets outstanding of selected 
banks. 

 
38. Y.V. Reddy (2009), in his article “Reforming India’s Financial 

SectorChanging Dimensions and Emerging Issues” has described the 
background for financial sector reforms as under: “India embarked on a 
strategy of economic reforms in the wake of a balance of payments crisis in 
1991; a central plank of these was reforms in the financial sector and, with 
banks being the mainstay of financial intermediation, the banking sector. At 
the same time, reforms were also undertaken in various segments of 
financial markets to enable the banking sector to perform its intermediation 
role in an efficient manner. The thrust of these reforms was to promote a 
diversified, efficient and competitive financial system, with the ultimate 
objective of improving the allocative efficiency of resources through 
operational flexibility, improved financial viability and institutional 
strengthening. The reform measures in the financial sector can be envisaged 
as having progressed along the following lines”. 

 
39. Varshney Chanchal (2009) examines the role of institutional finance in the 

development of the priority sectors of India. It also examines the role of 
State Bank of India in lending to Agriculture, Small Scale Industries and 
other priority sector. The study is based on secondary data. The detailed data 
is collected from lead bank (Canara Bank) Aligarh on population group wise 
number of bank offices, deposit mobilisation and deployment of credit by 
State Bank of India in Aligarh from the year 1991 to 2001. Questionnaire 
was also prepared and personal discussions were also conducted with bank 
officials concerned with priority sector lending. Major finding of the study 
was that priority sector lending worsened during the last decade from 1991-
2001 due to declining in the C/D ratio. Declining of priority sector lending 
is due to increasing ratio of NPAs. Disconnectivity among employment, 
education, health care and transport was found. To overcome the problems it 
is suggested that quantum of loan amount should be increased and rate of 
interest on loan should be reduced. Priority sector lending’s should be linked 
to net bank deposit rather than net bank credit. 

 
40. Verma Amitabh (2009) evaluated the impact of technology on the 

performance of Indian banks in terms of their profitability and productivity. 
IT has become buzzword in Indian banking industry. Technology can be the 
key differentiator between two banks and major factor to attain competitive 
edge. The primary challenge for banks is to provide consistent service to 
customers irrespective of the kind of channel they use. It is concluded that 
Indian Public sector banks have a unique advantage over their counterparts 
in terms of their branch network and the large customer base but it is the use 
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of technology that will enable Public Sector Banks to build on their 
strengths. 

 
41. Ram Mohan TT (2010) This article highlights the proposition given by 

President of America Obama that higher capital requirements are not 
sufficient but the caps on the size of banks are also required. He hold the 
view that bank’s size should be fixed in relation to the economies in which 
they operate that 5-10% of GDP. Big or small banks are likely to fail despite 
steps taken to make banks safe. The damage will be greater if the size of 
bank is bigger. As a result there will be greater need for a government help. 
Efficiencies of scale in banking are attained at a relatively low size. 

 
42. Moffat Boitumelo & Narayana N (2010) “examines the performance of 

major financial institutions in Botswana using data envelopment analysis. 
This paper specifically examines the relative efficiency of financial 
institutions in a developing country like Botswana through time and using 
various inputoutput classification criteria. Time period covered for the study 
is 2001-2006. In order to make detailed analysis of inefficient units and take 
corrective actions to improve their performance, this paper considers both 
the CRS assumption and the VRS assumption in estimating the efficiency 
indices. The robustness and sensitivity of estimated efficiency scores is 
examined by using value added, intermediation and operating approaches. 
The empirical results indicate the Bank of Baroda and First National Bank 
and Botswana savings bank are consistently among the most efficient 
institutions. Botswana Development Corporation, African Bank Corporation 
and National Development Bank are the least efficient ones. It is held that 
financial institutions in Botswana should utilise their resources more 
efficiently to further improve their efficiency so that they can compete with 
rest of the world. 

 
43. Sen Mitali (2010) in her empirical work makes an exploratory attempt to 

study the liability structure of Indian Commercial Banks. The sample of 82 
Indian Commercial Banks is drawn for which consistent data is available 
over the period 1995-96 to 2003-04. The major findings of the study are that 
set of six critical factors that is profitability, size, liquidity, risk and asset 
quality, fee based earnings and efficiency influence the liability structure of 
commercial banks. From empirical analysis it can be inferred that banks 
should concentrate more on fee based activities. 

 
44. Meenakshi and Mahesh (2010) this exploratory paper examines the trends 

of NPAs at global level - One interesting observation is that most of the 
countries that fall under the higher „NPA/Total Loan‟ ratio Category are in 
the Asian region & Also examine India from various magnitudes and also 
identification of the problem & recovery mechanism to a great extent. It also 
show that NPA in the priority sector is higher than non – priority sector. The 
paper also discusses the role of joint liability groups (JLGs) or self help 
groups (SHGs) in enhancing the loan recovery rate. 

 
45. Jain and Bhuria (2010), NPA Management policies of nationalized banks 

have identified the causes for the occurrence of NPAs, which are: lack of 
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experience, disposal of recovery cases under the public Debt Recovery Act, 
non-settlement of claims by the corporation on flimsy grounds, 
unrealistically ambitious targets under Priority Sector lending, general slow-
down in the economy, depressed capital markets, frequent adverse changes 
in the government. These causes may be attributed to either the borrower 
itself, i.e. improper borrower identification, willful defaults, financial 
diversion of funds, non-submission of requisite data, time/ cost overruns due 
to delayed project, etc.; or may be correlated to the banks, i.e. non-
compliance in terms of sanction, defective documentation, lack of 
information systems amongst branches, over-stress on long relationships 
/family connections, etc. Management of assets is a very significant aspect, 
not only for improvement of bank’s performance but also for very survival. 

 
46. Kumar Sunil & Gulati Rachita (2010) appraised the efficiency, 

effectiveness and performance of 27 public sector banks operating in India 
by using a two-stage performance evaluation model. Using the cross-
sectional data for the financial year 2006/2007, the technique of data 
envelopment analysis has been used for computing the efficiency and 
effectiveness scores for individual PSBs. The empirical results reveal that 
high efficiency does not stand for high effectiveness in the Indian PSB 
industry. A positive and strong correlation between effectiveness and 
performance measures has been noted. Further, on the efficiency front, State 
Bank of Travancore appears as an ideal benchmark, while State Bank of 
Bikaner and Jaipur and State Bank of Mysore emerge as ideal benchmark on 
the effectiveness front. 

 
47. Ram Mohan TT (2010) in article highlighted the fact that despite the worst 

financial crisis of the century, Indian banking sector fared well. Indian banks 
showed 1% ROA in both 2007-08 and 2008-09. Capital adequacy and 
spread also improved. All these indicators place banking sector among most 
profitable banks in the world today. ROA of 1% is a benchmark of good 
performance in banking despite the ups and downs of the economy. This 
shows that Indian banking is crisis proof. It is suggested that banks need 
more sophisticated products and should meet the challenge of financial 
inclusion. 

 
48. Debarsh and Sukanya (2012) emphasized on management of NPA in the 

perspective of public sector banks in India under strict asset classification 
norms, use of latest technological platform based on core banking solution, 
recovery procedure and other bank specific indicators in the context of 
stringent regulatory framework of RBI. NPA is an important parameter in 
the analysis of financial performance of a bank as it results in decreasing 
margin and higher provisioning requirement for doubtful debts. The 
reduction of NPA is necessary to improve profitability of banks and comply 
with capital adequacy norms as per the Basel norms. 

 
49. Sikdar and Makkad (2013) this paper provide insight on the role of NPA 

in risk frame work of selected Indian commercial banks and try to put 
forward the means of interpreting credit risk from existing levels of bank 
NPAs. Further, research highlights the significant steps taken and 
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procedures implemented by major Indian commercial banks, within the 
public and private sector, towards recovery of loans and advances falls into 
the NPA bracket. The research for the present paper is based on extensive 
study of annual publications on performance of public sector and private 
sector commercial banks by the Indian Banks Association (IBA). .Further, 
annual reports of commercial banks in focus for the year ending March 2012 
have been studied. The study conclude that problem of NPAs can be tackled 
only with proper credit assessment and risk management mechanism. 

 
50. S.Shezhian, (2013) Convener of District Consultative Committee for 

Banking Development, poor repayment of education loans has been a source 
of major concern for banks in Salem region. Education loans to the tune of 
about Rs.100 crores have turned into NPA in government and private sector 
banks in Salem and Namakkal districts. The District Lead Bank (Indian 
bank) has NPA to the tune of Rs.47.37 crores as on March 31,2013. In 
Salem and Namakkal districts “Education loan accounts for Rs.33.29 
crores(70.27 percent)of NPA,which is shared by 2995 student defaulters”. 
The bank disperses over 30 percent of education loans in the region and the 
total outstanding education loan in the two districts was Rs.263.55 
crores.”Despite inviting the defaulters for one time settlements with 
attractive waivers in the loan, repayment of education loan is poor”. 
According to A.K.Palanivelrajan, Counselor in the Financial Literacy and 
Credit Counseling Centre ,“about 90 percent of the students availing 
education loan are from engineering streams. They blame that they are 
unable to repay it due to unemployment”. He added that repayment is better 
among students from middle class families, as they fear of what the society 
would think of them if their non repayment come to light. Persons from poor 
families are least bothered about such issues. Persons form financially well 
of families are influential, making it difficult to get the loan repaid. Officials 
in nationalized banks said that they continue sanctioning education loans, to 
ensure that deserving students are not affected. 

 
51. Arora and Ostwal (2014) conducted study on “Unearthing the Epidemic of 

Non-Performing Assets: A Study of Public and Private Sector Banks” which 
deals with the concept of Non-performing assets and analyze the 
classification of loan assets of public and private sector banks. It also 
explores the comparison of loan assets of Public sector and private sector 
banks. The study concluded that private sectors improving due to decline in 
NPAs ratio compare to Public sector banks due to recovery management 
done in NPAs and suggest that there is need to check the NPAs of public 
sector banks so that Indian banking system becomes efficient. 

 
52. According to the data provided by the RBI (2015) to the Finance 

Ministry, Central Bank of India‟s 21.5 percent assets are either bad or have 
been restructured to save them turning non-performing assets. The other 
banks which have significant amount of gross NPAs and restructured loans 
include, United Bank of India (19.04%), Punjab & Sind Bank (18.25%) and 
Punjab National Bank with 17.85 percent as on December 2014. Indian 
Overseas Bank, State Bank of Patiala, Allahabad Bank and Oriental Bank of 
Commerce all have bad and restructured loans of over 15 percent. The rising 
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bad loans have become a major concern for the Reserve Bank as well as the 
government. most of the restructured loans is from the corporate sector. The 
top-30 defaulters are sitting on bad loans of Rs95,122 crores, which is more 
than one-third of the gross non-performing assets of PSU banks at Rs 
2,60,531 crores as on December 2014. There are four kinds of restructuring. 
The first and foremost is restructuring of advances extended to industrial 
units, restructuring under Corporate Debt Restructuring , restructuring of 
loans extended to MSME as per RBI guidelines. However, banks have their 
own operational rule for restructuring of small loans. RBI has not prescribed 
any board or bank level position at which these loans need to be approved. 
An analysis of the past studies on NPAs reveals that inspite of the prudential 
norms fixed by RBI, the proportion of NPA in the bank financial structure 
shows an alarming picture. Hence an indepth analysis about the causes, 
impact and measures to reduce NPAs is essential which prompted the 
researcher to take up this study. 
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