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TRENDS OF NON-PERFORMING ASSET (NPA) IN PUBLIC SECTOR BANKS IN INDIA DURING 1993 TO 2012 
 

AKSHAY KUMAR MISHRA 
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L N MISHRA COLLEGE OF BUSINESS MANAGEMENT 

MUZAFFARPUR 

 

ABSTRACT 
By lending of various loans to individuals, corporate, Small scale industries and etc. the financial institutions have credit risk associated with these product and 

services with the payment of interest and principal amount. These loans are asset for the banks, Non-payment of interest and principal are affecting adversely to 

the business activity of banks, and these negate the effectiveness of overall process of banks. Besides this these non-payment or non recovery of loans will reduce 

the amount of profit and it is also required to maintain fund by the way capital and creation of reserves and provisions. The Non-performing assets, also called 

non-performing loans, are loans, on which repayments or interest payments are not being made on time. In  this paper an attempt is made to analyse trends of 

Non-Performing Asset in public sector bank in India from 1992-1993 to 2011-2012, and concluded that the banks should to careful to lending loans to customers. 

 

JEL CLASSIFICATION 

G21 

 

KEYWORDS 

Advances, Indian banks, Loans, NPA.  

 

INTRODUCTION 
he financial system plays a very crucial role in shaping of the economy and socio-economic development of a nation and the health of banking systems as 

one of the important determinants of these developments. Thus a healthy and well equipped banking with their product and services is necessary and an 

inherent part of the financial system which facilitates and ensures supply and demand of money for the demand and supply of goods and services in the 

economy.  Within the broad canvas of the financial sector, a well functioning banking sector is regarded as the bedrock of a financial system.
1 

The functions of bank are mainly comprises of taking depositing and lending of various funds. By bank we mean any institution hold the banking licenses, 

granted by banking supervisory authority or central banking system of any country to provide basic banking services, taking various deposits and facilitates 

loans. By lending of various loans to individuals, corporate, Small scale industries and etc. the financial institutions have credit risk associated with these product 

and services with the payment of interest and principal amount. These loans are asset for the banks as the banks have receivable with respect to payment of 

interest and principal amount depending upon the dates and schedules specified. 
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Non-payment of these interest and principal are affecting adversely to the business activity of banks, these negates the effectiveness of overall process of banks. 

Besides this these non-payment or non recovery of loans will reduce the amount of profit and it is also required to maintain fund by the way capital and creation 

reserves and provisions. The Non-performing assets, also called non-performing loans, are loans, on which repayments or interest payments are not being made 

on time.  

 

DEFINITION OF NON-PERFORMING ASSET
2
  

With a view to moving towards international best practices and to ensure greater transparency, it has been decided to adopt the ’90 days’ overdue norm for 

identification of NPAs, from the year ending March 31, 2004. Loan or Advance or Asset shall be non-performing where: 

• Interest and/or installment of principal remain overdue for a period of more than 90 days in respect of a term loan. 

• The account remains ‘out of order’ for a period of more than 90 days, in respect of an overdraft/cash credit (OD/CC). 

• The bill remains overdue for a period of more than 90 days in the case of bills purchased and discounted. 

• Interest and/or installment of principal remains overdue for two harvest seasons but for a period not exceeding two half years in the case of an advance 

granted for agricultural purposes. 

• Any amount to be received remains overdue for a period of more than 90 days in respect of other accounts. 

Gross NPAs are the sum total of all loan assets that are classified as NPAs as per RBI guidelines as on Balance Sheet date, these assets includes sub-standard, 

doubtful and loss assets. It reflects the quality of the advances made by banks. 

Net NPA is type of NPA which is determined by deducting items such as provisions, interest due but not recovered, part payment received and other income 

kept in suspense account from Gross NPA 

Classification of Asset
3
  

Standard asset With effect from March 31, 2005, a substandard asset would be one, which has remained NPA for a period less than or equal to 12 months. 

Doubtful asset With effect from March 31, 2005, an asset would be classified as doubtful if it has remained in the substandard category for a period of 12 

months.  

T 

Functions of Banks 

Acceptance of Deposits Acceptance of Loans Other Functions Agencies functions 

Fixed Deposits 

Saving Deposits 

Current Account 

Overdrafts 

Loan 

Cash Credit 
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Loss asset A loss asset is one 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.   

 

LITERATURE REVIEW 
Many studies have been conducted by researchers on NPAs in banking industry. The researcher has made attempts to present a brief review of the literature 

available, which are published in the form of research articles and technical papers published in the journals, magazines and websites in the related area. Kaveri 

(2001) studied the non-performing assets of various banks and suggested various strategies to reduce the extent of NPAs.
4 

According to Muniappan (2002)
5
, 

there are many internal and external factors said to be causes of NPA, the internal factors includes diversion of funds for expansion, diversification, 

modernization, taking up new projects, helping/promoting associate concerns, time and cost overrun during the project implementation stage, business 

(product, marketing, etc.) failure, inefficient management, strained labour relations, inappropriate technology or technical problems, product obsolescence, etc. 

and the external factors are recession, non-payment in other countries, inputs and power, shortage, price escalation, accidents, and natural calamities, etc., 

changes in government policies in excise and import duties, pollution control orders, etc.  

Hosmani and Hudagi (2011)
6
 in their study fund that; there is a slight improvement in the asset quality reflected by decline in the diverse NPA percentage. But 

even then the quantum of NPAs is alarming with public sector banks in India, since NPA being as an important parameter for assessing financial performance of 

banks the mounting volume of NPAs will deter the financial health in terms of profitability liquidity and economies of scale in operation. 

 

RESEARCH METHODOLOGY 
The study is descriptive in nature, the study focused on the evaluation of the NPAs in public sector banks after reform to 2011-2012 i.e for a period ranging 

from1992-1993 to 2011-12. To analyse the trends and movement of NPAs with respect the public sector banks, the relevant secondary data has been collected 

through various published reports, research papers, Report on trend and progress of Banking in India various issues from 2000-2001 to 2011-2012, economic 

survey of India, published papers in various journal etc.  

 

NON-PERFORMING ASSET IN INDIA 
In India due to emphasis on motto of social banking, the problem of bad loans did not receive due priority from the policy makers initially. However, post the 

financial sector reforms and adoption international banking standards, the issue of NPAs received due focus. Thus, in India, the concept of NPA received 

recognition after financial reforms were introduced on the recommendations of the Report of Narsimham Committee in the year 1991 and an appropriate 

accounting system was put in place.
7
  

Non Performing Asset means an asset or account of borrower, which has been classified by a bank or financial institution as sub-standard, doubtful or loss asset, 

in accordance with the directions or guidelines relating to asset classification issued by RBI. It is loan which does not generate income for the banks if the 

payment of interest and principal amount are not serviced for some time treated as Non Performing by the banks. If these payments are late for a short period 

of time termed as past due and if these payment are late usually for 90 days or more the loan are termed as Non Performing. 

 

LEVEL OF NPA IN INDIA IN PUBLIC SECTOR BANKS 
The Public Sector Banks which are the said to be a focal point of the Indian Banking system are in trouble with excessive governmental equity, excessive NPAs 

and excessive manpower.
8
 Public Sector Banks figure prominently in the debate not only because they dominate the banking industry, but also since they have 

much larger NPAs compared with the private and foreign banks operating in our country.
9
 After the second phase of financial sector reforms and liberalization of 

the sector in the early nineties, the Public Sector Banks (PSBs) found it extremely difficult to compete with the new private sector banks and the foreign banks.
10 

The level NPAs in public sector has been compiled through various sources and it is represented here with the help of tables and chart the data has taken for the 

study after reform period till 2011-2012. The data has been represented in two table form 1992-1993 to 2011-2012 and four charts these table and charts are as 

follows. 

TABLE 1: LEVEL OF GROSS AND NET NPA FROM 1992-1993 TO 2000-2001 IN PUBLIC SECTOR BANKS 

YEAR     Gross NPA (Amount in 

Rs. Crore) 

% of Gross NPA to Gross 

Advances 

Net NPA (Amount in Rs. 

Crore) 

% of Net NPA to Net 

Advances 

1992-1993 39253.14 23.18 Not Compiled 

1993-1994 41041.33 24.78 19690.74 14.46 

1994-1995 38385.18 19.45 17566.64 10.67 

1995-1996 41660.94 18.01 18297.49 8.9 

1996-1997 43577.09 17.84 20284.73 9.18 

1997-1998 45652.64 16.02 21232.13 8.15 

1998-1999 51710.5 15.89 24211.49 8.13 

1999-2000 53294.02 14.02 26187.6 7.42 

2000-2001 54773.16 12.4 27968.11 6.74 

Source G P Muniappn (2002)
11

 

This table indicates that there is continuous decline in ratio of gross NPAs to gross advances ratios after 1993-1994 till 2000-2001 ratios in public sector banks in 

India. The gross NPAs ratio has declined to 12.4% as compared to 23.18% in 1992-1993 and as compare to 24.78% in 1993-1994. The ratio of net NPAs to net 

advances has also declined from 1993-1994 to 2000-2001 except there was some increase in 1996-1997, 9.18% as compared to 8.90% in 1995-1996.  

 

CHART 1: TRENDS AND MOVEMENTS OF GROSS NPAS TO GROSS ADVANCES RATIO (%) AND NET NPAS TO NET ADVANCES RATIO (%) IN PUBLIC SECTOR 

BANKS IN INDIA FROM 1992-1993 TO 2000-2001 
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CHART 2: TRENDS AND MOVEMENTS OF GROSS AND NET NPAS IN PUBLIC SECTOR BANKS IN INDIA FROM 1992-1993 TO 2000-2001 

 
The level of NPAs with respect to public sector bank in India after this period has been shown as follows.  

 

TABLE 2: LEVEL GROSS AND NET NPAS FROM 2001-2002 TO 2011-2012 IN PUBLIC SECTOR BANKS IN INDIA 

YEAR GROSS NPA 

(Amount in Rs. Crore) 

% of Gross NPA to Gross Advances NET NPA 

 (Amount in Rs. Crore) 

% of Net NPA to Net Advances 

2001-2002 56507 11.09 27958 5.82 

2002-2003 54090 9.4 18860 4.5 

2003-2004 51538 7.8 24887 3 

2004-2005 47796 5.5 17490 2.1 

2005-2006 42117 3.71 14560 1.32 

2006-2007 38974 2.7 15144 1.1 

2007-2008 40598 2.2 17836 1 

2008-2009 44957 1.97 21155 0.94 

2009-2010 59,926 2.19 29644 1.1 

2010-2011 74614 2.23 36071 1.09 

2011-2012 117200 3.3 59100 1.7 

Source Report on trend and progress of Banking in India from 2000-2001 to 2011-2012 

*Gross NPA and Net NPA for the year 2011-2012 has suitably converted in crore, it has given in billions in Report on trend and progress of Banking in India for 

2011-2012. 

These data regarding NPAs indicates that the ratio of gross NPAs to gross advances has declined from 1993-1994 to 2008-2009 and then there are increase 

onwards from 2009-2010 to 2011-2012, with respect to public sector bank in India similarly the ratio of Net NPAs to net advances has also declined till 2008-

2009 and then increased in 2009-2010 to 2011-2012 it was 0.94% at end of march 2009 and 1.7% at the end of March 2012. 

 

CHART 3: TRENDS AND MOVEMENTS OF GROSS NPAS TO GROSS ADVANCES RATIO (%) AND NET NPAS TO NET ADVANCES RATIO (%) IN PUBLIC SECTOR 

BANKS IN INDIA FROM 2001-2002 TO 2011-20012 
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CHART 4: TRENDS AND MOVEMENTS OF GROSS AND NET NPAS IN PUBLIC SECTOR BANKS IN INDIA FROM 1992-1993 TO 2000-2001 

 
 

CONCLUSION 
The analysis made on the basis of data available and shown in table and chart it can be said that the ratio of gross NPAs to gross advances in public sector banks 

has declined after reform period till 2008-2009 and then there are an increase has been seen from 2009-2010 to 2011-2012 and similarly the ratio of net NPA 

has also declined till the end of March 2009 except a few year, at the end of march 2010 and 2011 the ratio was almost same but it is increased as at the end of 

march 2012 it was 1.7% and it was about 1.1% in last year. Whereas in the case of scheduled commercial bank in India, the ratio of gross as well as net NPA was 

declined at the end of March 2011 as compared to previous year in. It was 2.39% (Gross NPA) and 1.11% (Net NPA) in 2009-2010 and 2.25% and 0.97% in 2010-

2011 respectively
12

. Instead of these improvement indicated by ratio the level of NPAs both Gross as well as Net NPAs are alarming to the public sector bank in 

India. Thus the public sector banks need to manage it more carefully in terms of their banking operations, credit appraisal and lending process. 
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