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Abstract 

Non-Performing Assets (NPAs) have emerged as one of the major challenges affecting the 

stability and profitability of the Indian banking sector. The growth of NPAs reduces the 

efficiency of banks, weakens financial performance, and adversely impacts the overall 

economic development of the country. This study focuses on the management of NPAs in 

Indian Scheduled Commercial Banks and examines the causes, trends, impact, and recovery 

mechanisms associated with NPAs. The research highlights how factors such as poor credit 

appraisal, economic slowdown, willful defaults, and ineffective monitoring contribute to the 

rise of NPAs in banks. The study also analyzes various measures adopted by banks and 

regulatory authorities like the Reserve Bank of India and the Government of India to control 

and recover NPAs, including the implementation of the Insolvency and Bankruptcy Code 

(IBC), SARFAESI Act, Debt Recovery Tribunals, and asset reconstruction companies. Both 

public sector and private sector scheduled commercial banks are considered to evaluate their 

comparative performance in managing bad loans. The findings of the study indicate that 

effective credit risk management, timely recovery measures, technological monitoring systems, 

and strong regulatory policies play a significant role in reducing NPAs and improving the 

financial health of banks. The study concludes that proper management of NPAs is essential 

for maintaining banking stability, increasing profitability, and strengthening the confidence of 

investors and customers in the Indian banking system. 
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I. INTRODUCTION 

The banking sector plays a vital role in the 

economic development of a country by 

mobilizing savings and providing credit for 

productive activities. In India, Scheduled 

Commercial Banks are the backbone of the 

financial system and contribute significantly 

to industrial growth, trade, agriculture, and 

infrastructure development. However, one of 

the major problems faced by Indian banks is 

the increasing level of Non-Performing 

Assets (NPAs). An asset becomes a Non-

Performing Asset when the borrower fails to 

repay the principal or interest amount for a 

period specified by the Reserve Bank of 

India. 

NPAs adversely affect the profitability, 

liquidity, and operational efficiency of 

banks. A high level of NPAs reduces the 

earning capacity of banks and creates 

financial instability in the banking sector. It 

also decreases investor confidence and limits 

the ability of banks to provide fresh loans to 

productive sectors of the economy. Over the 

years, the issue of NPAs has become a 

serious concern for both public and private 

sector banks in India. 

The growth of NPAs can be attributed to 

various internal and external factors such as 

poor credit appraisal systems, ineffective 

monitoring of loans, economic slowdown, 

industrial sickness, political interference, and 

willful defaults by borrowers. In response to 

this issue, the Government of India and the 

Reserve Bank of India have introduced 

several measures and reforms to control and 

recover bad loans. These include the 

SARFAESI Act, Debt Recovery Tribunals 

(DRTs), Asset Reconstruction Companies 



Journal of Science Engineering Technology and Management Science           ISSN: 3049-0952 

Volume02,Issue09,September2025                                                             www.jsetms.com 

 

290 | Page 

 
   

 

(ARCs), and the Insolvency and Bankruptcy 

Code (IBC). 

This study aims to analyze the management 

of NPAs in Indian Scheduled Commercial 

Banks by examining their causes, impact, 

trends, and recovery mechanisms. The study 

also evaluates the effectiveness of various 

strategies adopted by banks and regulatory 

authorities to reduce NPAs and improve 

financial performance. Effective 

management of NPAs is essential for 

strengthening the banking system, improving 

profitability, and ensuring sustainable 

economic growth in India. 

 

Research Objective: 

➢ To study the concept and classification 

of Non-Performing Assets (NPAs) in 

Indian Scheduled Commercial Banks.  

➢ To analyze the trends and growth of 

NPAs in public and private sector banks.  

➢ To identify the major causes responsible 

for the rise of NPAs in Indian banks.  

➢ To examine the impact of NPAs on the 

profitability and financial performance 

of banks.  

➢ To evaluate the effectiveness of various 

NPA recovery and management 

mechanisms adopted by banks.  

➢ To study the role of the Reserve Bank of 

India and Government policies in 

controlling NPAs.  

➢ To compare the NPA management 

practices of different Scheduled 

Commercial Banks in India.  

➢ To suggest suitable measures and 

strategies for reducing NPAs and 

improving asset quality in banks. 

Research Methodology:      

Research Design: 
The study is based on both descriptive and 

analytical research methods.  

The research focuses on the management of 

Non-Performing Assets (NPAs) in Indian 

Scheduled Commercial Banks.  

Secondary data has been used for conducting 

the study.  

Data has been collected from annual reports 

of banks, reports of the Reserve Bank of 

India, government publications, journals, 

research articles, newspapers, and official 

websites.  

The study covers selected public and private 

sector scheduled commercial banks in India.  

Financial data related to Gross NPAs, Net 

NPAs, profitability, and recovery 

performance has been analyzed.  

Ratio analysis and comparative analysis 

methods have been used for interpreting 

financial performance and NPA trends.  

Tables, charts, and graphs have been used for 

better presentation and interpretation of data.  

The study period is based on the selected 

years considered for analysis.  

Conclusions and suggestions have been 

drawn based on the analysis of collected data. 

II. Review Of Literature 

Several studies have been conducted on the 

issue of Non-Performing Assets (NPAs) in 

Indian Scheduled Commercial Banks, as 

NPAs significantly affect the profitability 

and stability of the banking sector. 

Researchers have analyzed the causes, 

impact, and recovery mechanisms of NPAs 

and suggested various measures to improve 

asset quality and banking efficiency. 

According to Narasimham Committee, 

financial sector reforms are essential for 

strengthening the banking system and 

reducing the burden of bad loans. The 

committee emphasized prudential norms, 

proper income recognition, and asset 

classification to improve the overall health of 

banks. Their recommendations laid the 

foundation for modern banking reforms in 

India. 

A study by M. Y. Khan and P. K. Jain 

explained that NPAs reduce the profitability 

and liquidity position of banks. The study 

highlighted that poor credit appraisal systems, 

lack of monitoring, and ineffective recovery 

mechanisms are the major reasons for the 

growth of NPAs. The authors suggested 
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strengthening risk management practices and 

improving loan recovery procedures. 

Research conducted by R. K. Uppal analyzed 

the trend of NPAs in public and private sector 

banks. The study found that public sector 

banks were more affected by NPAs 

compared to private sector banks due to large 

exposure to priority sector lending and weak 

recovery management. The research also 

pointed out that increasing NPAs adversely 

impact the operational efficiency of banks. 

Another study by K. C. Chakrabarty 

emphasized that effective credit monitoring 

and early detection of financial stress are 

important for reducing NPAs. The study 

highlighted the role of the Reserve Bank of 

India in introducing regulatory measures 

such as prudential norms, SARFAESI Act, 

Debt Recovery Tribunals, and Asset 

Reconstruction Companies for better NPA 

management. 

Studies on recent banking reforms have also 

focused on the implementation of the 

Insolvency and Bankruptcy Code (IBC) in 

India. Researchers observed that the IBC has 

improved the recovery process and helped 

banks recover stressed assets more 

efficiently. However, delays in legal 

procedures and large corporate defaults still 

remain major challenges for the Indian 

banking sector. 

The review of literature indicates that NPAs 

are a serious issue affecting the growth and 

financial performance of Scheduled 

Commercial Banks in India. Most studies 

conclude that strong credit appraisal systems, 

effective monitoring, timely recovery 

measures, and strict regulatory supervision 

are essential for minimizing NPAs and 

ensuring the stability of the banking system. 

III. Data Analysis & Interpretation 

 

Fig 1: Gross NPA Ratio 

Interpretation 

The Gross NPA Ratio showed a continuous 

increase from 2012 to 2018, reaching 

11.21%, which indicates a rise in bad loans 

and deterioration in asset quality. However, 

in 2019 the ratio declined to 9.11%, 

reflecting improvements in recovery and 

NPA management practices. 

 

Fig 2: Net NPA Ratio 

Interpretation 

The Net NPA Ratio increased steadily from 

2010 to 2018, indicating growing pressure on 

the bank’s profitability and loan recovery 

system. The decline in 2019 suggests 

improved provisioning and effective 

recovery measures. 

 

Fig 3: Provision Coverage Ratio 
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Interpretation 

The Provision Coverage Ratio improved 

consistently over the years, indicating that 

banks maintained higher provisions against 

bad loans. This reflects stronger financial 

stability and better risk management 

practices. 

 

Fig 4: Credit Deposit Ratio 

Interpretation 

The Credit Deposit Ratio fluctuated 

moderately during the study period. The 

gradual increase after 2014 indicates 

improved lending activities and efficient 

utilization of deposits by banks. 

 

Fig 5: Return on Assets (ROA) 

Interpretation 

The Return on Assets declined continuously 

from 2010 to 2018 due to rising NPAs and 

reduced profitability. However, a slight 

improvement in 2019 indicates better 

operational efficiency and recovery 

performance. 

 

Fig 6: Recovery Ratio 

Interpretation 

The Recovery Ratio showed continuous 

improvement during the study period, 

indicating that banks strengthened their 

recovery mechanisms and reduced the 

burden of bad loans effectively. 

IV. Findings 

➢ The study revealed that the Gross NPA 

Ratio increased continuously over the 

years, indicating a rise in bad loans and 

deterioration in asset quality.  

➢ Net NPAs also increased during the 

study period, which negatively affected 

the profitability and financial stability of 

banks.  

➢ The Provision Coverage Ratio improved 

gradually, showing that banks 

maintained higher provisions against 

doubtful assets and strengthened risk 

management practices.  

➢ The Credit Deposit Ratio showed 

moderate fluctuations, reflecting 

variations in lending and deposit 

utilization by banks.  

➢ Return on Assets (ROA) declined over 

the years due to the increasing burden of 

NPAs and reduced operational 

efficiency.  

➢ Recovery Ratio improved significantly 

during the later years, indicating better 

loan recovery mechanisms and 

implementation of corrective measures.  

➢ Public sector banks were more affected 

by NPAs compared to private sector 

banks because of higher exposure to 

risky sectors and delayed recovery 

processes.  
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➢ Economic slowdown, poor credit 

appraisal, willful defaults, and 

ineffective monitoring were identified 

as major causes for the rise of NPAs.  

➢ Measures introduced by the 

Government of India and the Reserve 

Bank of India, such as SARFAESI Act, 

Debt Recovery Tribunals, and 

Insolvency and Bankruptcy Code (IBC), 

helped improve the recovery 

performance of banks.  

➢ Effective NPA management practices 

and strong regulatory supervision are 

essential for improving profitability, 

liquidity, and overall banking 

performance. 

 

V. Conclusion 

Non-Performing Assets (NPAs) have 

become one of the major challenges faced by 

Indian Scheduled Commercial Banks. The 

increasing level of NPAs adversely affects 

the profitability, liquidity, and operational 

efficiency of banks. The study revealed that 

both Gross NPA and Net NPA ratios 

increased significantly during the study 

period, indicating deterioration in asset 

quality and weaknesses in credit 

management practices. Public sector banks 

were found to be more affected compared to 

private sector banks due to higher exposure 

to risky sectors and delays in recovery 

procedures. 

The analysis also showed that rising NPAs 

negatively impacted the Return on Assets 

(ROA) and overall financial performance of 

banks. However, improvement in Provision 

Coverage Ratio and Recovery Ratio 

indicates that banks have taken effective 

measures to strengthen recovery mechanisms 

and reduce the burden of bad loans. 

Regulatory initiatives introduced by the 

Government of India and the Reserve Bank 

of India, such as the SARFAESI Act, Debt 

Recovery Tribunals, Asset Reconstruction 

Companies, and Insolvency and Bankruptcy 

Code (IBC), played a significant role in 

improving NPA management and recovery 

performance. 

The study concludes that effective credit 

appraisal systems, continuous monitoring of 

loans, timely recovery actions, and strong 

regulatory supervision are essential for 

controlling NPAs in the banking sector. 

Banks should adopt advanced risk 

management practices and technological 

monitoring systems to identify potential 

defaults at an early stage. Proper 

management of NPAs is necessary not only 

for improving the profitability and stability 

of banks but also for ensuring sustainable 

economic growth and maintaining public 

confidence in the Indian banking system. 

 

VI. Future Scope 

The future scope of studying NPA 

management in Indian Scheduled 

Commercial Banks is considerable because 

controlling non-performing assets is 

essential for maintaining financial stability, 

profitability, and public confidence in the 

banking sector. Future studies can examine 

NPA trends over a longer period by 

analysing gross NPAs, net NPAs, 

provisioning coverage, loan recovery, and 

credit growth across different economic 

cycles. 

Further research can focus on the application 

of artificial intelligence, machine learning, 

and predictive analytics in NPA prevention. 

Advanced credit-scoring models and early-

warning systems can help banks identify 

borrowers who are likely to default and take 

corrective action at an early stage. Future 

studies can evaluate the effectiveness of 

these technologies in improving credit 

appraisal, loan monitoring, and recovery 

efficiency. 

There is also significant scope for 

comparative studies among public sector 

banks, private sector banks, and other 

categories of Scheduled Commercial Banks. 

Researchers can compare their credit 

appraisal systems, risk-management 

practices, recovery mechanisms, 

provisioning policies, and NPA levels. Such 

comparisons can help identify effective 

practices that can be adopted to strengthen 

asset quality across the banking sector. 

Future research can also examine the 

influence of macroeconomic and sector-

specific factors on NPA formation. Variables 

such as GDP growth, inflation, interest rates, 

unemployment, exchange rates, industrial 

performance, and economic recessions can 

affect borrowers' repayment capacity. 
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Incorporating these factors into statistical 

and econometric models can improve the 

ability of banks to forecast potential credit 

problems. 

Finally, future studies can assess the 

effectiveness of regulatory reforms, 

insolvency mechanisms, loan restructuring, 

debt recovery processes, and digital recovery 

systems in reducing NPAs. Stress testing and 

scenario analysis can be used to measure the 

resilience of banks under adverse economic 

conditions. A combination of stronger credit 

assessment, continuous monitoring, 

technology-driven risk management, 

efficient recovery mechanisms, and effective 

regulatory policies can help Indian 

Scheduled Commercial Banks maintain 

healthier asset quality and achieve 

sustainable financial performance. 
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