
VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

 A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

Indexed & Listed at:  
Ulrich's Periodicals Directory ©, ProQuest, U.S.A., EBSCO Publishing, U.S.A., Cabell’s Directories of Publishing Opportunities, U.S.A., Google Scholar, 

Open J-Gage, India [link of the same is duly available at Inflibnet of University Grants Commission (U.G.C.)], 
The American Economic Association's electronic bibliography, EconLit, U.S.A., 

Index Copernicus Publishers Panel, Poland with IC Value of 5.09 & number of libraries all around the world. 
Circulated all over the world & Google has verified that scholars of more than 5000 Cities  in 187 countries/territories  are visiting our journal on regular basis. 

Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI – 135 003, Yamunanagar, Haryana, INDIA 

http://ijrcm.org.in/ 

 

 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

ii 

CONTENTS 
Sr. 
No. 

 

TITLE & NAME OF THE AUTHOR (S) 

Page 
No. 

1. GEOGRAPHIC DIVERSIFICATION AND BANK PERFORMANCE: EVIDENCE FROM ETHIOPIA 

DR. P. HRUSHIKESAVA RAO & ELEFACHEW MOSSISA 
1 

2. RELATIONSHIP BETWEEN FIRM RESOURCES AND SMALL FIRM GROWTH IN BANGLADESH 

MD. MOSHARREF HOSSAIN, YUSNIDAH IBRAHIM & MD. MOHAN UDDIN 
6 

3. INNOVATION NETWORK IN TAIWAN TELECOMMUNICATION INDUSTRY BASED UPON SOCIAL 

NETWORK PERSPECTIVE 

CHUN-YAO TSENG & TZU-LIN CHIANG 

11 

4. ADVENT OF THE RETAIL SECTOR IN INDIAN ECONOMY: A PERSPECTIVE ACROSS DECADE 

SWATI SAXENA & DR. HUSEIN ABDULRAHIM HASAN 
16 

5. GOODS AND SERVICES TAX: A LEAP FORWARD ECONOMIC GROWTH AND DEVELOPMENT 

MINAKSHI GUPTA 
19 

6. INITIAL PUBLIC OFFERING UNDER-PRICING: A CASE STUDY OF TWITTER IPO 

SAVITHA, P & B. SHIVARAJ 
25 

7. THE CONFINE OF EFFICIENT CONTRACT BETWEEN PRINCIPALS AND DISTRIBUTORS PERFECTLY 

CONTROL MARKETING MIX STRATEGIES: CHANNEL MANAGEMENT PERSPECTIVE OF FAST MOVING 

CONSUMER GOODS (FMCG) INDUSTRIES IN INDONESIAN 

DR. AGUS TRIHATMOKO, R., DR. MUGI HARSONO, DR. SALAMAH WAHYUNI & DR. TULUS HARYONO 

31 

8. AN ANALYSIS OF NON PERFORMING ASSETS OF INDIAN BANKS 

OMBIR & SANJEEV BANSAL 
37 

9. FINO’S TECHNOLOGICAL SOLUTIONS FOR THE YESHASVINI COOPERATIVE FARMERS HEALTH CARE 

SCHEME 

DR. G. KOTRESHWAR & V.GURUSIDDARAJU 

43 

10. PERFORMANCE OF FISH WORKERS COOPERATIVE SOCIETIES 

A. NALINI & DR. P. ASOKAN 
46 

11. A STUDY ON ASSOCIATION AND CAUSALITY RELATIONSHIP BETWEEN NSE EQUITY SPOT AND 

DERIVATIVE MARKETS 

SATYANARAYANA KOILADA 

48 

12. DIVIDEND POLICY AND ITS IMPACT ON STOCK PRICE: A CASE STUDY ON SENSEX COMPANIES 

BHAGYA LAKSHMI.K & DR. N. BABITHA THIMMAIAH 
54 

13. IMPACT OF GLOBALIZATION ON THE EXTERNAL SECTOR OF INDIAN ECONOMY 

IBRAHIM CHOLAKKAL 
58 

14. A STUDY ON GROWTH AND INSTABILITY IN INDIA’S BANANA CULTIVATION AND EXPORT 

DR. R. GANESAN 
62 

15. ROLE OF ASHA WORKERS IN RURAL DEVELOPMENT WITH REFERENCE TO KOTTAYAM DISTRICT 

TISSY ERUTHICKAL 
66 

16. ROLE OF MECHANIZATION IN AGRICULTURAL IN THE PRESENT SOCIO-ECONOMIC SITUATIONS: A 

CASE STUDY OF ANDHRA PRADESH 

H. RAMANJINEYULU & DR. K. SOMASEKHAR 

70 

17. CRITICAL ANALYSIS OF THE RIGHT TO FAIR TRIAL 

RIDDHIMA MUNSHI & DR. SANJAY SOLANKI 
73 

18. DYNAMIC CAUSALITY RELATIONSHIP BETWEEN FDI INFLOWS, TRADE BALANCE, AND ECONOMIC 

GROWTH IN WORLDWIDE SELECTED TOP 25 HOST COUNTRIES DURING POST LIBERALIZATION 

REGIME: A QUANTITATIVE APPROACH 

SARMITA GUHA RAY 

78 

19. WORKING CONDITIONS OF THE UNORGANISED SECTOR IN KERALA: REFERENCE TO SALES WOMEN 

IN THE TEXTILE SHOPS 

FREEDA V SIMON 

84 

20. INTRA-GENERATIONAL RELATIONSHIPS AMONG THE AGED PENSIONERS OF BHUBANESWAR, 

ODISHA 

AMITA MOHAPATRA 

86 

 REQUEST FOR FEEDBACK & DISCLAIMER 91 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

iii 

CHIEF PATRON 
PROF. K. K. AGGARWAL 

Chairman, Malaviya National Institute of Technology, Jaipur 
(An institute of National Importance & fully funded by Ministry of Human Resource Development, Government of India) 

Chancellor, K. R. Mangalam University, Gurgaon 

Chancellor, Lingaya’s University, Faridabad 

Founder Vice-Chancellor (1998-2008), Guru Gobind Singh Indraprastha University, Delhi 

Ex. Pro Vice-Chancellor, Guru Jambheshwar University, Hisar 

 

FOUNDER PATRON 
LATE SH. RAM BHAJAN AGGARWAL 

 Former State Minister for Home & Tourism, Government of Haryana 

Former Vice-President, Dadri Education Society, Charkhi Dadri 

Former President, Chinar Syntex Ltd. (Textile Mills), Bhiwani 

 

CO-ORDINATOR 
DR. BHAVET 

Faculty, Shree Ram Institute of Engineering & Technology, Urjani 

 

ADVISORS 
PROF. M. S. SENAM RAJU 

Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi 

PROF. M. N. SHARMA 
Chairman, M.B.A., Haryana College of Technology & Management, Kaithal 

PROF. S. L. MAHANDRU 
Principal (Retd.), Maharaja Agrasen College, Jagadhri 

 

EDITOR 
PROF. R. K. SHARMA 

Professor, Bharti Vidyapeeth University Institute of Management & Research, New Delhi 

 

FORMER CO-EDITOR 
DR. S. GARG 

Faculty, Shree Ram Institute of Business & Management, Urjani 

 

EDITORIAL ADVISORY BOARD 
DR. RAJESH MODI 

Faculty, Yanbu Industrial College, Kingdom of Saudi Arabia 

PROF. SIKANDER KUMAR 
Chairman, Department of Economics, Himachal Pradesh University, Shimla, Himachal Pradesh 

PROF. SANJIV MITTAL 
University School of Management Studies, Guru Gobind Singh I. P. University, Delhi 

PROF. RAJENDER GUPTA 
Convener, Board of Studies in Economics, University of Jammu, Jammu 

PROF. NAWAB ALI KHAN 
Department of Commerce, Aligarh Muslim University, Aligarh, U.P. 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

iv 

 

PROF. S. P. TIWARI 
Head, Department of Economics & Rural Development, Dr. Ram Manohar Lohia Avadh University, Faizabad 

DR. ANIL CHANDHOK  
Professor, Faculty of Management, Maharishi Markandeshwar University, Mullana, Ambala, Haryana 

DR. ASHOK KUMAR CHAUHAN 
Reader, Department of Economics, Kurukshetra University, Kurukshetra 

DR. SAMBHAVNA 
Faculty, I.I.T.M., Delhi 

DR. MOHENDER KUMAR GUPTA 
Associate Professor, P. J. L. N. Government College, Faridabad 

DR. VIVEK CHAWLA 
Associate Professor, Kurukshetra University, Kurukshetra 

DR. SHIVAKUMAR DEENE 
Asst. Professor, Dept. of Commerce, School of Business Studies, Central University of Karnataka, Gulbarga 

 

ASSOCIATE EDITORS 
PROF. ABHAY BANSAL 

Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida 

PARVEEN KHURANA 
Associate Professor, Mukand Lal National College, Yamuna Nagar 

SHASHI KHURANA 
Associate Professor, S. M. S. Khalsa Lubana Girls College, Barara, Ambala 

SUNIL KUMAR KARWASRA 
Principal, Aakash College of Education, ChanderKalan, Tohana, Fatehabad 

DR. VIKAS CHOUDHARY 
Asst. Professor, N.I.T. (University), Kurukshetra 

 

FORMER TECHNICAL ADVISOR 
AMITA 

Faculty, Government M. S., Mohali 

 

FINANCIAL ADVISORS 
DICKIN GOYAL 

Advocate & Tax Adviser, Panchkula 

NEENA 
Investment Consultant, Chambaghat, Solan, Himachal Pradesh 

 

LEGAL ADVISORS 
JITENDER S. CHAHAL 

Advocate, Punjab & Haryana High Court, Chandigarh U.T. 

CHANDER BHUSHAN SHARMA 
Advocate & Consultant, District Courts, Yamunanagar at Jagadhri 

 

SUPERINTENDENT 
SURENDER KUMAR POONIA 

 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

v 

CALL FOR MANUSCRIPTS 
We invite unpublished novel, original, empirical and high quality research work pertaining to the recent developments & practices in the areas of Com-

puter Science & Applications; Commerce; Business; Finance; Marketing; Human Resource Management; General Management; Banking; Economics; 

Tourism Administration & Management; Education; Law; Library & Information Science; Defence & Strategic Studies; Electronic Science; Corporate Gov-

ernance; Industrial Relations; and emerging paradigms in allied subjects like Accounting; Accounting Information Systems; Accounting Theory & Practice; 

Auditing; Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; Econometrics; Economic Development; Economic History; 

Financial Institutions & Markets; Financial Services; Fiscal Policy; Government & Non Profit Accounting; Industrial Organization; International Economics 

& Trade; International Finance; Macro Economics; Micro Economics; Rural Economics; Co-operation; Demography: Development Planning; Development 

Studies; Applied Economics; Development Economics; Business Economics; Monetary Policy; Public Policy Economics; Real Estate; Regional Economics; 

Political Science; Continuing Education; Labour Welfare; Philosophy; Psychology; Sociology; Tax Accounting; Advertising & Promotion Management; 

Management Information Systems (MIS); Business Law; Public Responsibility & Ethics; Communication; Direct Marketing; E-Commerce; Global Business; 

Health Care Administration; Labour Relations & Human Resource Management; Marketing Research; Marketing Theory & Applications; Non-Profit Or-

ganizations; Office Administration/Management; Operations Research/Statistics; Organizational Behavior & Theory; Organizational Development; Pro-

duction/Operations; International Relations; Human Rights & Duties; Public Administration; Population Studies; Purchasing/Materials Management; Re-

tailing; Sales/Selling; Services; Small Business Entrepreneurship; Strategic Management Policy; Technology/Innovation; Tourism & Hospitality; Transpor-

tation Distribution; Algorithms; Artificial Intelligence; Compilers & Translation; Computer Aided Design (CAD); Computer Aided Manufacturing; Computer 

Graphics; Computer Organization & Architecture; Database Structures & Systems; Discrete Structures; Internet; Management Information Systems; Mod-

eling & Simulation; Neural Systems/Neural Networks; Numerical Analysis/Scientific Computing; Object Oriented Programming; Operating Systems; Pro-

gramming Languages; Robotics; Symbolic & Formal Logic; Web Design and emerging paradigms in allied subjects. 

Anybody can submit the soft copy of unpublished novel; original; empirical and high quality research work/manuscript anytime in M.S. Word format 

after preparing the same as per our GUIDELINES FOR SUBMISSION; at our email address i.e. infoijrcm@gmail.com or online by clicking the link online 

submission as given on our website (FOR ONLINE SUBMISSION, CLICK HERE).  

GUIDELINES FOR SUBMISSION OF MANUSCRIPT 
 

1. COVERING LETTER FOR SUBMISSION: 

DATED: _____________ 

 

THE EDITOR 

IJRCM 

 

Subject: SUBMISSION OF MANUSCRIPT IN THE AREA OF                                                   . 

(e.g. Finance/Mkt./HRM/General Mgt./Engineering/Economics/Computer/IT/ Education/Psychology/Law/Math/other, please 

specify) 

 

DEAR SIR/MADAM 

Please find my submission of manuscript titled ‘___________________________________________’ for likely publication in one of 

your journals. 

I hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published anywhere in any language 

fully or partly, nor it is under review for publication elsewhere. 

I affirm that all the co-authors of this manuscript have seen the submitted version of the manuscript and have agreed to inclusion of 

their names as co-authors. 

Also, if my/our manuscript is accepted, I agree to comply with the formalities as given on the website of the journal. The Journal has 

discretion to publish our contribution in any of its journals. 

 

NAME OF CORRESPONDING AUTHOR     : 

Designation/Post*       : 

Institution/College/University with full address & Pin Code   : 

Residential address with Pin Code     : 

Mobile Number (s) with country ISD code    : 

Is WhatsApp or Viber active on your above noted Mobile Number (Yes/No) : 

Landline Number (s) with country ISD code    : 

E-mail Address       : 

Alternate E-mail Address      : 

Nationality        : 

* i.e. Alumnus (Male Alumni), Alumna (Female Alumni), Student, Research Scholar (M. Phil), Research Scholar (Ph. D.), JRF, Research Assistant, Assistant 

Lecturer, Lecturer, Senior Lecturer, Junior Assistant Professor, Assistant Professor, Senior Assistant Professor, Co-ordinator, Reader, Associate Profes-

sor, Professor, Head, Vice-Principal, Dy. Director, Principal, Director, Dean, President, Vice Chancellor, Industry Designation etc. The qualification of 

author is not acceptable for the purpose. 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

vi 

 

NOTES: 

a) The whole manuscript has to be in ONE MS WORD FILE only, which will start from the covering letter, inside the manuscript. pdf. 

version is liable to be rejected without any consideration. 

b) The sender is required to mention the following in the SUBJECT COLUMN of the mail:  

New Manuscript for Review in the area of (e.g. Finance/Marketing/HRM/General Mgt./Engineering/Economics/Computer/IT/ 

Education/Psychology/Law/Math/other, please specify) 

c) There is no need to give any text in the body of the mail, except the cases where the author wishes to give any specific message 

w.r.t. to the manuscript. 

d) The total size of the file containing the manuscript is expected to be below 1000 KB. 

e) Only the Abstract will not be considered for review and the author is required to submit the complete manuscript in the first 

instance. 

f) The journal gives acknowledgement w.r.t. the receipt of every email within twenty-four hours and in case of non-receipt of 

acknowledgment from the journal, w.r.t. the submission of the manuscript, within two days of its submission, the corresponding 

author is required to demand for the same by sending a separate mail to the journal. 

g) The author (s) name or details should not appear anywhere on the body of the manuscript, except on the covering letter and the 

cover page of the manuscript, in the manner as mentioned in the guidelines. 

 

2. MANUSCRIPT TITLE: The title of the paper should be typed in bold letters, centered and fully capitalised. 

3. AUTHOR NAME (S) & AFFILIATIONS: Author (s) name, designation, affiliation (s), address, mobile/landline number (s), and email/al-

ternate email address should be given underneath the title. 

4. ACKNOWLEDGMENTS: Acknowledgements can be given to reviewers, guides, funding institutions, etc., if any. 

5. ABSTRACT: Abstract should be in fully Italic printing, ranging between 150 to 300 words. The abstract must be informative and eluci-

dating the background, aims, methods, results & conclusion in a SINGLE PARA. Abbreviations must be mentioned in full. 

6. KEYWORDS: Abstract must be followed by a list of keywords, subject to the maximum of five. These should be arranged in alphabetic 

order separated by commas and full stop at the end. All words of the keywords, including the first one should be in small letters, except 

special words e.g. name of the Countries, abbreviations etc.  

7. JEL CODE: Provide the appropriate Journal of Economic Literature Classification System code (s). JEL codes are available at www.aea-

web.org/econlit/jelCodes.php. However, mentioning of JEL Code is not mandatory. 

8. MANUSCRIPT: Manuscript must be in BRITISH ENGLISH prepared on a standard A4 size PORTRAIT SETTING PAPER. It should be free 

from any errors i.e. grammatical, spelling or punctuation. It must be thoroughly edited at your end. 

9. HEADINGS: All the headings must be bold-faced, aligned left and fully capitalised. Leave a blank line before each heading. 

10. SUB-HEADINGS: All the sub-headings must be bold-faced, aligned left and fully capitalised.  

11. MAIN TEXT:  

THE MAIN TEXT SHOULD FOLLOW THE FOLLOWING SEQUENCE: 

 INTRODUCTION 

 REVIEW OF LITERATURE 

 NEED/IMPORTANCE OF THE STUDY 

 STATEMENT OF THE PROBLEM 

 OBJECTIVES 

 HYPOTHESIS (ES) 

 RESEARCH METHODOLOGY 

 RESULTS & DISCUSSION 

 FINDINGS 

 RECOMMENDATIONS/SUGGESTIONS   

 CONCLUSIONS 

 LIMITATIONS 

 SCOPE FOR FURTHER RESEARCH 

 REFERENCES 

 APPENDIX/ANNEXURE 

The manuscript should preferably be in 2000 to 5000 WORDS, But the limits can vary depending on the nature of the manuscript. 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

vii 

 

12. FIGURES & TABLES: These should be simple, crystal CLEAR, centered, separately numbered & self-explained, and the titles must be 

above the table/figure. Sources of data should be mentioned below the table/figure. It should be ensured that the tables/figures are 

referred to from the main text.  

13. EQUATIONS/FORMULAE: These should be consecutively numbered in parenthesis, left aligned with equation/formulae number placed 

at the right. The equation editor provided with standard versions of Microsoft Word may be utilised. If any other equation editor is 

utilised, author must confirm that these equations may be viewed and edited in versions of Microsoft Office that does not have the 

editor. 

14. ACRONYMS: These should not be used in the abstract. The use of acronyms is elsewhere is acceptable. Acronyms should be defined 

on its first use in each section e.g. Reserve Bank of India (RBI). Acronyms should be redefined on first use in subsequent sections. 

15. REFERENCES: The list of all references should be alphabetically arranged. The author (s) should mention only the actually utilised 

references in the preparation of manuscript and they may follow Harvard Style of Referencing. Also check to ensure that everything 

that you are including in the reference section is duly cited in the paper. The author (s) are supposed to follow the references as per 

the following: 

• All works cited in the text (including sources for tables and figures) should be listed alphabetically.  

• Use (ed.) for one editor, and (ed.s) for multiple editors.  

• When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc., in chronologically ascending 

order. 

• Indicate (opening and closing) page numbers for articles in journals and for chapters in books.  

• The title of books and journals should be in italic printing. Double quotation marks are used for titles of journal articles, book chapters, 

dissertations, reports, working papers, unpublished material, etc. 

• For titles in a language other than English, provide an English translation in parenthesis. 

• Headers, footers, endnotes and footnotes should not be used in the document. However, you can mention short notes to elucidate 

some specific point, which may be placed in number orders before the references. 

 

PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES: 

BOOKS 

• Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.  

• Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio" Ohio State University, Nigeria.  

CONTRIBUTIONS TO BOOKS  

• Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited 

by David Crowther & Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303. 

JOURNAL AND OTHER ARTICLES  

• Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Jour-

nal of Urban Economics, Vol. 21, No. 1, pp. 83-104. 

CONFERENCE PAPERS  

• Garg, Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Asso-

ciation, New Delhi, India, 19–23 

UNPUBLISHED DISSERTATIONS  

• Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, Kurukshetra University, Kurukshetra. 

ONLINE RESOURCES  

•         Always indicate the date that the source was accessed, as online resources are frequently updated or removed.  

WEBSITES 

• Garg, Bhavet (2011): Towards a New Gas Policy, Political Weekly, Viewed on January 01, 2012 http://epw.in/user/viewabstract.jsp 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

37 

AN ANALYSIS OF NON PERFORMING ASSETS OF INDIAN BANKS 
 

OMBIR 

ASST. PROFESSOR 

UNIVERSITY COLLEGE 

KURUKSHETRA UNIVERSITY 

KURUKSHETRA 

 

SANJEEV BANSAL 

PROFESSOR 

DEPARTMENT OF ECONOMICS 

KURUKSHETRA UNIVERSITY 

KURUKSHETRA 

 

ABSTRACT 
The paper analyses the recent trends in non-performing assets (NPAs) of different categories of Indian banks viz., public sector banks, private sector banks and 

foreign banks. It is found that NPAs of Indian banking industry as a whole are continuously increasing during the period 2008-09 to 2013-14 followed by the global 

financial crisis. Further, the impact of ownership pattern in deciding the level of NPAs is also investigated against the perception that public sector banks have 

relatively larger level of NPAs. However, no strong empirical evidence is found in support of this perception. The relationship between profitability, ownership 

pattern and level of NPAs is also examined. The empirical findings suggest that public sector banks are as good or as bad as their private counterparts, however, 

foreign banks have relatively higher profitability then domestic public and private banks. It is also found that the higher level of NPAs negatively affect the profita-

bility of a bank. 

 

KEYWORDS 
NPAs, banks. 

 

JEL CODES 
G21, G28 

 

1. INTRODUCTION 
t has been argued by a number of economists that a well-developed financial system enables smooth flow of savings and investments and hence, supports 

economic growth (see King and Levine, 1993, Goldsmith, 1969). A healthy financial system can help in achieving efficient allocation of resources across time 

and space by reducing inefficiencies arising out of market frictions and other socio-economic factors. Amongst the various desirable characteristics of a well-

functioning financial system, the maintenance of a few non-performing assets (NPA) is an important one. NPAs beyond a certain level are indeed cause for concern 

for everyone involved because credit is essential for economic growth and NPAs affect the smooth flow of credit. Banks raise resources not just on fresh deposits, 

but also by recycling the funds received from the borrowers. Thus, when a loan becomes non-performing, it affects recycling of credit and credit creation. Apart 

from this, NPAs affect profitability as well, since higher NPAs require higher provisioning, which means a large part of the profits needs to be kept aside as provision 

against bad loans. Therefore, the problem of NPAs is not the concern of the lenders alone but is, indeed, a concern for policy makers as well who are involved in 

putting economic growth on the fast track. In India due to the social banking motto, the problem of bad loans did not receive priority from policy makers initially. 

However, with the reform of the financial sector and the adoption of international banking practices the issue of NPAs received due focus. Thus, in India, the 

concept of NPA came into the reckoning after reforms in the financial sector were introduced on the recommendations of the Report of the Committee on the 

Financial System (Narasimham, 1991) and an appropriate accounting system was put in place. 

Broadly speaking, NPA is defined as an advance where payment of interest or repayment of instalment of principal (in case of term loans) or both remains unpaid 

for a certain period2. In India, the definition of NPAs has changed over time. According to the Narasimham Committee Report (1991), those assets (advances, bills 

discounted, overdrafts, cash credit etc.) for which the interest remains due for a period of four quarters (180 days) should be considered as NPAs. Subsequently, 

this period was reduced, and from March 1995 onwards the assets for which the interest has remained unpaid for 90 days were considered as NPAs. Though the 

NPA issue has received considerable attention in the post reform period, academic work on the subject is not adequate (Ghosh, 2005, Mor and Sharma, 2003, 

Rajaraman et al, 1999). This paper attempts to provide an overview of the NPA problem in India concentrating on the various dimensions involved. 

 

2. NPA NORMS 
Though the issue of NPA was given more importance after the Narasimham Committee Report (1991) and highlighted its impact on the financial health of the 

commercial banks and, subsequently, various asset classification norms were introduced, the concept of classifying bank assets based on its quality began during 

1985-86. A critical analysis to monitor credit comprehensively and uniformly was introduced in 1985-86 by the RBI by way of the Health Code System in banks. 

This system, inter alia, provided information regarding the health of individual advances, the quality of the credit portfolio and the extent of advances causing 

concern in relation to total advances. It was considered that such information would be of immense use to banks for control purposes. The RBI advised all com-

mercial banks (excluding foreign banks, most of which had similar coding system) on November 7, 1985, to introduce the Health Code System indicating the quality 

(or health) of individual advances under the following eight categories, with a health code assigned to each borrowal account (source: RBI):  

1. Satisfactory - conduct is satisfactory; all terms and conditions are complied with; all accounts are in order and safety of the advance is not in doubt.  

2. Irregular- the safety of the advance is not suspected, though there may be occasional irregularities, which may be considered as a short term phenomenon.  

3. Sick, viable - advances to units that are sick but viable - under nursing and units for which nursing/revival programmes are taken up.  

4. Sick: nonviable/sticky - the irregularities continue to persist and there are no immediate prospects of regularisation and the accounts could throw up some 

of the usual signs of incipient sickness  

5. Advances recalled - accounts where the repayment is highly doubtful and nursing is not considered worthwhile and where decision has been taken to recall 

the advance.  

6. Suit filed accounts - accounts where legal action or recovery proceedings have been initiated. 

7. Decreed debts - where decrees (verdict) have been obtained.  

8. Bad and Doubtful debts - where the recoverability of the bank's dues has become doubtful on account of short-fall in value of security, difficulty in enforcing 

and realising the securities or inability/unwillingness of the borrowers to repay the bank's dues partly or wholly  

I 
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Under the above Health Code System, the RBI classified problem loans of each bank into three categories: i) advances classified as bad and doubtful by the bank 

(Health Code No.8) (ii) advances where suits were filed/decrees obtained (Health Codes No.6 and 7) and (iii) those advances with major undesirable features 

(Health Codes No.4 and 5). The Narasimham Committee (1991) felt that the classification of assets according to the health codes was not in accordance with 

international standards. It believed that a policy of income recognition should be objective and based on the record of recovery rather than on subjective consid-

erations. In addition, before the Indian banks complied with the capital adequacy norms, their assets had to be revalued on a more realistic basis of their realisable 

value. Thus, the Narasimham Committee (1991) believed a system of income recognition and provisioning is fundamental to preserve the strength and stability of 

the banking system. The international practice is that an asset is treated as non-performing when interest is due for at least two quarters. In respect of such non-

performing assets, interest is not recognised on accrual basis but is booked as income only when it is actually received. The committee suggested that a similar 

practice be followed by banks in financial institutions in India and recommended that interest on NPAs be booked as income on accrual basis. The NPA would be 

defined as advance, as on the balance sheet date in the following circumstances:  

1. In respect of overdraft and cash credits, accounts remain out of order for a period of more than 180 days,  

2. In respect of bills purchased and discounted, the bill remains overdue4 and unpaid for a period of more than 180 days,  

3. In respect of other accounts, any account to be received remains past due for a period of more than 180 days.  

As mentioned earlier, the grace period was reduced and from March 1995 onwards assets for which interest has unpaid for 90 days were considered as NPAs. 

Provisions need to be made for the NPAs and total NPA (gross) minus the provisions is defined as net NPA.  

Besides providing a detailed definition of NPA, the Narasimham Committee (1991) also suggested that for the purpose of provisioning, banks and financial institu-

tions should classify their assets by compressing the health codes into four broad groups; (i) Standard (ii) Sub-standard, (iii) Doubtful and (iv) Loss. Broadly, sub-

standard assets would exhibit problems and include assets classified as non-performing for a period not exceeding two years. Doubtful assets are those that remain 

as such for more than two years and include loans that are overdue for more than two years. Loss assets are accounts where loss has been identified but amounts 

have not been written off. According to international norms, commercial banks need to keep aside a portion of their income as a provision against bad loans. The 

amount of the provision depends on the type of NPAs and the time duration. Now Indian banks need to make provisions for all bad loans.  

 

3. NPA RECOVERY MECHANISM 
The Government of India felt that the usual recovery measures like issue of notices for enforcement of securities and recovery of dues was a time consuming 

process. Thus, in order to speed up the recovery of NPAs, the government constituted a committee under the chairmanship of late Shri Tiwari in 1981. The 

committee examined the ways and means of recovering NPAs and recommended, inter alia, the setting up of ‘Special Tribunals’ to expedite the recovery process. 

Later the Narasimham Committee (1991) endorsed this recommendation, and, suggested setting up of the Asset Reconstruction Fund (ARF). It was suggested that 

the Government of India, if necessary, should establish this fund by special legislation to take over the NPAs from banks and financial institutions at a discount and 

recover the dues owed by the primary borrowers. Based on the recommendations of the Tiwari and the Narasimham Committees, Debt Recovery Tribunals were 

established in various parts of the country. An Asset Reconstruction Company was also established. The various measures taken to reduce NPAs include resched-

uling and restructuring of banks, corporate debt restructuring and recovery through Lok Adalats, Civil Courts, Debt Recovery Tribunals and compromise settlement. 

In addition, some legal reforms were introduced to speed up recovery.  

1. SARFAESI ACT  

The legal mechanism for recovery of default loans was so far cumbersome and time-consuming. Thus, it was felt that banks and financial institutions should be 

given the power to sell securities to recover dues. In this regard, the Government of India appointed a committee under the chairmanship of Shri T R Andhyarujina, 

senior Supreme Court advocate and former Solicitor General of India, in 1999 to look into these matters. The Committee submitted four reports. One of them is 

related to securitisation. Based on the recommendations of the Andhyarujina Committee, The Securitisation and Reconstruction of Financial Assets and Enforce-

ment of Security Interest (SARFAESI) Act, 2002, was passed on December 17, 2002. The act provides enforcement of the security factor without recourse to civil 

suits. This act was passed with the aim of enabling banks and financial institutions to realise long- term assets, manage the problem of liquidity, reduce asset 

liability mismatches and improve recovery by taking possession of securities, selling them and reducing NPAs. The ordinance also allows banks and financial 

institutions to utilise the services of ARCs/SCs for speedy recovery of dues from defaulters and to reduce their NPAs. The ordinance contains provisions that would 

make it possible for ARCs/SCs to take possession directly of the secured assets and/or the management of the defaulting borrower companies without resorting 

to the time-consuming process of litigation and without allowing borrowers to take shelter under the provisions of SICA/BIFR. In addition to passing the SARFAESI 

Act, certain other legal reforms were also introduced to speed up the loan recovery process. 

2. OTHER LEGAL REFORMS  

One of the important factors responsible for the ever-increasing level of NPAs in the Indian banking industry is the weak legal system. According to an international 

rating agency called FITCHIBCA, “The Indian legal system is sympathetic towards the borrowers and works against the banks’ interest. Despite most of their loans 

being backed by security, banks are unable to enforce their claims on the collateral when the loans turn non-performing, and therefore, loan recoveries have been 

insignificant.” However, efforts have been made to rectify these problems through the judicial process as well as by enacting laws. In 1999, a standing committee 

under the aegis of Industrial Development Bank of India (IDBI) was constituted to initiate a co-ordinated approach to the recovery of large NPA accounts and for 

institutionalising an arrangement between banks and financial institutions for the systematic exchange of information in respect of large borrowers (including 

defaulters and NPAs). Moreover, as mentioned above, in 2002 the SARFAESI Act was passed and it empowered the creditors to foreclose non-performing loans 

and the underlying collateral without going through a lengthy judicial or tribunal process (Basu, 2005). All these efforts improved the recovery of NPAs by com-

mercial banks, which in turn has helped in reducing the NPA level. The total worth of NPAs recovered through various channels was around Rs 4,039 crore during 

2003-04, which increased many fold to Rs 20,578 crore during 2004- 05.  

3.       NPA TRENDS 

Table 1 shows the trend and pattern of gross NPAs as the percentage of gross advances of four different categories of banks over the period 2002-03 to 2013-14. 

In 2002-03 all categories of Indian banks have highest gross NPAs as percentage gross advances after that year this ratio declines significantly, however, the pattern 

of decline is not same for the all categories of banks. For example, public sector banks have highest gross NPAs in 2002-03 and it declines consistently till 2008-09 

which indicates the improved loan recovery system and increased management efficiency of public sector banks. But after 2008-09, the share of gross NPAs in 

gross advances starts to increase consistently. In 2008-09, it is only 2 percent which is lowest as compared to entire study period. In 2013–14, it increases to 4.4 

percent which indicates relatively poor loan recovery mechanism and increased number of loan defaulters. As far as old private sector banks are concerned, the 

share of gross NPAs in their gross advances declines consistently over the entire period of the study which reflects relatively efficient loan recovery system of these 

banks as compared to the public sector banks. The share of gross NPAs in gross advances of new private sector banks declines consistently till 2005-06 and after 

that it starts to rise and in 2008-09 it reaches at level of 3.1 percent. But after 2008-09 it declines consistently. As far as foreign banks are concerned, we see a 

different picture. For these banks, the gross NPA ratio decline continuously during 2002-03 to 2008-09, but after 2008-09, it roughly it increases which reflects the 

effect of global financial crisis. For the entire banking industry, the share of gross NPA in total advances declines from 2002-03 to 2009-10 and after 2009-10 it 

starts to increase.  

Table 2 shows trend and pattern of gross NPAs as the percentage of total assets of Indian scheduled commercial banks. A look at the table 2 indicates that as far 

as the share of gross NPA in total assets are concerned; the story is almost similar to that of table 1. For example, the share of NPAs in total assets roughly declines 

for the old and new private sector bank over the entire period of the study. On the other hand, as far as public sector banks and foreign banks are concerned, the 

share of gross NPA declines till 2008-09 and it dramatically starts to rise thereafter which shows the poor performance of these banks. It is interesting to note that 

before the global financial crisis public sector banks and foreign banks are successful in reducing the gross NPA in line with old and new private sector banks. But 

after the global financial crisis, the old and new private sector banks are still able to keep this momentum. However, this is not true for public sector and foreign 



VOLUME NO. 6 (2016), ISSUE NO. 09 (SEPTEMBER)  ISSN 2231-4245 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories 

http://ijrcm.org.in/ 

39 

banks. Other thing which is very important to note that in the post crisis period, rise in gross NPA of public and foreign banks is greater than the fall in gross NPA 

of private sector banks. As consequence, gross NPA of the entire banking industry shows rising trend in post crisis period. 

Table 3 shows the trend in the share of net NPAs in net advances over the period under consideration. If we divide the entire period of the study into two sub 

periods viz, pre crises period or period prior to 2008-09 and the post crisis period or period after 2008-09, it can be clearly seen that in the pre-crisis period gross 

(net) NPAs of all categories of in Indian bank whether these are seen as the percentage of gross (net) advances or as the percentage of total assets, recorded with 

a continuous decline. But in the post crisis period, the gross (net) NPAs of public sector banks show a rising trend. A number of factors have lent to this increase in 

NPAs, including investment-related policy logjams in a low-growth, high-inflation (stagflation) environment and poor lending practices of several banks. A surge1 

in lending provided easy access to credit, which drove up prices. However, this was not followed by a concomitant rise in growth.2Despite this economic slowdown, 

the central bank resorted to hiking interest rates to combat inflation. This unusual stagflationary cycle compounded the cost of debt servicing for borrowers. The 

rising prices not only eroded the disposable income of borrowers, but the economic slump also reduced the market value of assets, impeding the repayment 

capacity of borrowers. 

TABLE 1: GROSS NPA AS THE PERCENTAGE OF GROSS ADVANCES 

YEARS PUBLIC SECTOR BANKS OLD PRIVATE SECTOR BANKS NEW PRIVATE SECTOR BANKS FOREIGN BAKS ALL BANKS 

2002-03 9.4 8.9 7.6 5.3 8.8 

2003-04 7.8 7.6 5.0 4.6 7.2 

2004-05 5.5 6.0 3.6 2.8 5.2 

2005-06 3.6 4.4 1.7 1.9 3.3 

2006-07 2.7 3.1 1.9 1.8 2.5 

2007-08 2.2 2.3 2.5 1.8 2.3 

2008-09 2.0 2.4 3.1 3.8 2.3 

2009-10 2.2 2.3 2.9 4.3 2.4 

2010-11 2.4 1.9 2.7 2.5 2.5 

2011-12 3.3 1.8 2.2 2.7 3.1 

2012-13 3.6 1.9 1.8 3.0 3.2 

2013-14 4.4 NA 1.8 3.9 3.8 

Mean 4.09 3.87 3.07 3.20 3.88 

SD 2.36 2.53 1.71 1.17 2.12 

Source: RBI 

In particular, according to a recent study, conglomerates significantly increased their leverage ratios in 2012 and 2013. It is striking that the 10 corporate groups 

under examination were heavily involved in the infrastructure sector, the largest contributor of NPAs under industrial credit (Gynedi, 2014). Policy gridlock led to 

several stalled projects in this sector, which strained revenue generation for corporations. This further transmitted to banks exposed to these corporations and 

intensified the deterioration in bank asset quality. 

The onus, however, does not lie with the government alone. The RBI drew attention to the inadequate credit appraisal processes of banks, where insufficient 

discipline and oversight was enforced over companies. In one instance, a bank lent several million dollars to a project years after its completion. Further, banks 

tended to favor certain applicants over others owing to political pressure, while also racking up vast exposures to government lending schemes (Sender, 2013). 

 

TABLE 2: GROSS NPA AS THE PERCENTAGE OF TOTAL ASSETS 

YEARS PUBLIC SECTOR BANKS OLD PRIVATE SECTOR BANKS NEW PRIVATE SECTOR BANKS FOREIGN BAKS ALL BANKS 

2002-03 4.2 4.3 3.8 2.4 4.1 

2003-04 3.5 3.6 2.4 2.1 3.3 

2004-05 2.7 3.1 1.6 1.4 2.5 

2005-06 2.1 2.5 1.0 1.0 1.8 

2006-07 1.6 1.8 1.1 0.8 1.5 

2007-08 1.3 1.3 1.4 0.8 1.3 

2008-09 1.2 1.3 1.7 1.5 1.3 

2009-10 1.3 1.3 1.6 1.6 1.4 

2010-11 1.4 1.2 1.3 1.0 1.4 

2011-12 2.0 1.1 1.1 1.1 1.7 

2012-13 2.4 1.2 1.0 1.3 2.0 

2013-14 2.9 NA 1.1 1.6 2.4 

Mean 2.22 2.06 1.59 1.38 2.06 

SD 0.96 1.13 080 0.50 0.88 

Source: RBI 

 

TABLE 3: NET NPA AS THE PERCENTAGE OF NET ADVANCE 

YEARS PUBLIC SECTOR BANKS OLD PRIVATE SECTOR BANKS NEW PRIVATE SECTOR BANKS FOREIGN BAKS ALL BANKS 

2002-03 4.5 5.2 1.5 1.7 4.0 

2003-04 3.1 3.8 1.7 1.5 2.8 

2004-05 2.1 2.7 1.9 0.8 2.0 

2005-06 1.3 1.7 0.8 0.8 1.2 

2006-07 1.1 1.0 1.0 0.7 1.0 

2007-08 1.0 0.7 1.2 0.8 1.0 

2008-09 0.9 0.9 1.4 1.8 1.1 

2009-10 1.1 0.8 1.1 1.8 1.1 

2010-11 1.2 0.5 0.6 0.6 1.1 

2011-12 1.5 0.6 0.4 0.6 1.3 

2012-13 2.0 0.7 0.4 1.0 1.7 

2013-14 2.6 NA 0.7 1.1 2.1 

Mean 1.87 1.69 1.06 1.10 1.70 

SD 1.08 1.55 0.50 0.47 0.92 

Source: RBI 
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TABLE 4: NET NPAs AS THE PERCENTAGE OF TOTAL ASSETS 

YEARS PUBLIC SECTOR BANKS OLD PRIVATE SECTOR BANKS NEW PRIVATE SECTOR BANKS FOREIGN BAKS ALL BANKS 

2002-03 1.9 2.5 0.7 0.8 1.8 

2003-04 1.3 1.8 0.8 0.7 1.2 

2004-05 1.0 1.4 0.8 0.4 0.9 

2005-06 0.7 0.9 0.4 0.4 0.7 

2006-07 0.6 0.6 0.5 0.3 0.6 

2007-08 0.6 0.4 0.7 0.3 0.6 

2008-09 0.6 0.5 0.8 0.7 0.6 

2009-10 0.7 0.5 0.6 0.7 0.6 

2010-11 0.7 0.3 0.3 0.3 0.6 

2011-12 1.0 0.4 0.2 0.2 0.8 

2012-13 1.3 0.5 0.3 0.4 1.0 

2013-14 1.6 NA 0.4 0.4 1.3 

Mean 1.00 0.89 0.54 0.47 0.84 

SD 0.44 0.71 0.22 0.20 0.38 

Source: RBI 

4.        NPA AND OWNERSHIP OF BANKS 

A common perception is that public sector banks have higher level of NPAs as compared to the private sector banks. Therefore, ownership pattern of a bank plays 

of a significant role in deciding the level of NPAs. To verify this hypothesis, we perform independent sample t-test to compare the mean NPAs of the different 

categories of banks for the period under consideration. For this purpose, public sector banks have taken as a base or reference category. The results are shown in 

table 5 to table 8. Table 5 shows mean gross NPAs as percentage of gross advances of all categories of banks for the entire study period. The mean Gross NPAs of 

public sector banks are greater than the mean NPAs of other banks, but this difference is not significant as indicated by the p-values. Table 6 shows the mean gross 

NPAs as the percentage of total assets. The table shows that foreign banks have significantly lower level of NPAs as compared to public sector banks. However, no 

significant difference is found between mean NPAs of public sector banks and private sector (old as well as new) banks. Table 7 and table 8 show net NPAs of 

Indian banks as the percentage of net advances and total assets respectively. Both of the tables show that new private sector banks and foreign banks have 

significantly lower level of net NPAs whether these are considered as percentage of net advances or as the percentage of total assets. As far as old private sector 

banks are concerned, they have relatively lower level of Net NPA's as compared to the public sector banks; however, the difference is not significant. 

  

TABLE 5: AVERAGE GROSS NPA AS THE PERCENTAGE OF GROSS ADVANCES; 2002-03 TO 2013-14 

Banks  N Mean Std. Deviation  t-statistic 

Public banks 

Old private banks 

12 4.0917 2.36353 0.215 

11 3.8727 2.52511 (0.832) 

Public banks 

New private banks 

12 4.0917 2.36353 1.217 

12 3.0667 1.71217 (0.237) 

Public banks 

Foreign banks 

12 4.0917 2.36353 1.172 

12 3.2000 1.16697 (0.254) 

Public banks 

All banks  

12 4.0917 2.36353 0.227 

12 3.8833 2.11868 (0.822) 

Note: the values in parenthesis indicate p-values  

 

TABLE 6: AVERAGE GROSS NPA AS THE PERCENTAGE OF TOTAL ASSETS; 2002-03 TO 2013-14 

Banks  N Mean Std. Deviation  t-statistic 

Public banks 

Old private banks 

12 2.2167 0.95996 0.350 

11 2.0636 1.13426 (0.730) 

Public banks 

New private banks 

12 2.2167 0.95996 1.730 

12 1.5917 0.80279 (0.098) 

Public banks 

Foreign banks 

12 2.2167 0.95996 2.671* 

12 1.3833 0.49696 (0.014) 

Public banks 

All banks  

12 2.2167 0.95996 0.421 

12 2.0583 0.88159 (0.678) 

Note: the values in parenthesis indicate p-value. 

*significant at 5 percent level 

TABLE 7: AVERAGE NET NPA AS THE PERCENTAGE OF NET ADVANCES; 2002-03 TO 2013-14 

Banks  N Mean Std. Deviation  t-statistic 

Public banks 

Old private banks 

12 1.8667 1.07984 0.317 

11 1.6909 1.55721 (0.754) 

Public banks 

New private banks 

12 1.8667 1.07984 2.355* 

12 1.0583 .49810 (0.028) 

Public banks 

Foreign banks 

12 1.8667 1.07984 2.254*  

12 1.1000 .47098 (0.040) 

Public banks 

All banks  

12 1.8667 1.07984 0.408 

12 1.7000 .91552 (0.687) 

Note: the values in parenthesis indicate p-value. 

*significant at 5 percent level 
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TABLE 8: AVERAGE NET NPA AS THE PERCENTAGE OF TOTAL ASSETS; 2002-03 TO 2013-14 

Banks  N Mean Std. Deviation  t-statistic 

Public banks 

Old private banks 

12 1.0000 0.43693 0.448 

11 0.8909 0.71057 (0.659) 

Public banks 

New private banks 

12 1.0000 0.43693 3.248* 

12 0.5417 0.21933 (0.004) 

Public banks 

Foreign banks 

12 1.0000 0.43693 3.840* 

12 0.4667 0.20151 (0.001) 

Public banks 

All banks  

12 1.0000 0.43693 0.650 

12 0.8917 0.37769 (0.523) 

Note: the values in parenthesis indicate p-value. 

*significant at 5 percent level 

In order to cross verify the above hypothesis we run regression analysis using dummy variables and considering gross NPAs as the percentage gross advances and 

net NPAs as the percentage of net advances as the dependent variables separately and estimate following regression functions. 

 
 

Where NPAit = gross (net) NPAs of ith bank category in year t as the percentage of its gross (net) advances. D2it = 1 if a particular observation belongs to old private 

sector banks and 0 otherwise. D3it = 1 if a particular observation belongs to new private sector banks and 0 otherwise. Similarly, D 4it = 1 if a particular observation 

belongs to foreign banks and 0 otherwise. α1 represents the mean level of NPAs of PSBs and α2 α3 and α4 are the deferential coefficients which show that by 

which extent the mean NPAs levels of other categories of banks differ from the mean NPAs of public sector banks. The results of the above regression analysis are 

given in table 9. 

The results show that the intercept is statistically significant which refers the mean NPAs of the reference category which is public sector banks in our analysis. 

The coefficients α2, α3 and α4 refer the differential coefficients, that is, by which extent the mean NPAs of the other categories of banks differ from mean NPAs 

of the public sector banks. Though all the deferential coefficients are negative, but they are statistically insignificant. Therefore, the results of the regression 

analysis show that the pattern of ownership does not matter in deciding the level of NPAs. 

 

TABLE 9: OWNERSHIP AND NPAs – REGRESSION ANALYSIS 

Variables  Model 1 Model 2 

Dependent variable GNPA NNPA 

Constant 4.064* 1.80* 

D2 -.147 -.033 

D3 -.997 -.742 

D4 -.864 -.700 

R2 0.22 0.35 

*significant at 5 percent level 

5.        PROFITABILITY, NPAs AND OWNERSHIP 

To find out the magnitude of impact of the level of NPAs and bank ownership on its profitability we run another regression analysis in which ROA is taken as the 

dependent variable and percentage and net NPAs as the percentage of net advances and ownership as independent variable.  

 

 
 

Where ROAit = is returns on assets for the ith bank group in year t. ROA is taken as a measure of profitability. D 2it = 1 if a particular observation belongs to (old 

or new) sector private banks (Note: Due to the non-availability of data on ROA for Old and New private sector banks separately we consider them as a single 

category.) D3it = 1 if a particular observation belongs to foreign banks and 0 otherwise. α1 refers the magnitude of the impact of public sector banks on profitability 

whereas α2 and α3 are the differential coefficients and β refers the magnitude of the impact of NPAs on the profitability of a bank. The results of this regression 

analysis are shown in table 10. The effect of public and private sector banks on profitability does not differ significantly. However foreign banks have significantly 

higher profitability as compared to public and private sector banks. Further the level NPAs has negative impact on the profitability of a bank, since higher NPAs 

require higher provisioning, which means a large part of the profits needs to be kept aside as provision against bad loans. 

  

TABLE 10: PROFITABILITY, OWNERSHIP AND NPAs – REGRESSION ANALYSIS 

Variables  Model 3 

Dependent variable ROA 

Constant 1.20* 

D2 0.08 

D3 0.68 

NNA -0.11* 

R2 0.73 

*significant at 5 percent level 

6.       TACKLING RISING NPAs  

In order to reduce the NPA ratio, assets are typically recovered or restructured. However, India’s lack of a comprehensive bankruptcy law makes asset recovery 

extremely difficult. As such, borrowers usually resort to legal injunctions—relying on an over-burdened court system to delay the process (Bhoir, 2013). As per RBI 

report on trend and progress of banking in India 2012-13, only 22 percent of bad loans were retrieved in 2013 compared to 31 percent in 2011. Recognizing the 

problem, the government initiated an inquiry in to the top 30 NPA accounts of the public sector banks (PSBs), the single largest source of NPAs (public sector banks 

account for 84.8 percent of total NPAs of Indian banking industry). Additionally, the Finance Ministry dedicated approximately $2 billion to recapitalize these 

banks, while the RBI designed a new regulatory framework for the early detection and resolution of distressed assets, effective from April1 2014. Along with these 

steps, the timely implementation of the national company law tribunal aimed at rehabilitating sick companies could play an important role in fast-tracking asset 

recovery. 

In terms of restructuring, several banks attempted to window-dress their NPA accounts using restructured assets. The ratio of restructured assets to total advances 

in 2012 nearly doubled to 8 percent from 2009. Such heavy reliance on restructuring could have implications on asset quality if a large proportion of these assets 

turn into bad loans. In order to prevent such an outcome, the central bank tightened restructuring norms, which included raising capital requirements. Further, 

the comparative lack of asset reconstruction companies (ARCs) in India impedes the process of price discovery between banks and the ARCs. In order to deepen 

this market to adequately compensate banks, the sale of assets between ARCs must be permitted.  
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While the above measures are an important first step in addressing the problem of rising NPAs, additional steps must be taken in order to strengthen the institu-

tional architecture behind the process of lending. Public sector banks typically mobilize resources from deposits, but lending to infrastructure projects involves 

long gestation periods. A deep bond market and financial institutions focused on infrastructure projects are better equipped to deal with this type of investment, 

and attention needs to be focused on improving them. Out of the nine development financial institutions (i.e. Power Finance Corporation, Indian Railway Finance 

Corporation, India Infrastructure Finance Company Ltd etc.) two have converted to banks and three others have applied for banking licenses. New institutions 

need to take their place in order to provide funds for long-term projects. Further, allowing insurance funds to invest in corporate debt, similar to pension fund 

provisioning, would also help in taking the pressure off of banks to fill this gap. The development of a liquid corporate debt market would facilitate the growth of 

potentially large investors such as mutual funds and financial institutions. 

In terms of borrowers, if India is to stem the rise of NPAs, it is not sufficient simply to pursue recalcitrant borrowers. Officials also need to take punitive action 

against banks’ lending under political pressure. To improve the due diligence process, the central bank is already taking steps toward devising a post-loan-sanction 

monitoring system that pools and scrutinizes common exposures across banks. This would enable banks to monitor shared borrowers with considerable leverage 

and keep track of debtors with a poor credit record. Finally, the Credit Information Bureau India Limited (CIBIL) and the three private credit information companies 

— which keep a credit record of banks’ borrowers— need to grow their base of institutions to include non bank financial companies, micro finance institutions, 

and unregistered sources. This would assist banks in casting a wider net to monitor borrowers and streamline lending to dubious parties. An RBI committee tasked 

with expanding the use of credit information systems has recently come out with a set of draft recommendations. 

 

4. CONCLUSION AND POLICY IMPLICATION 
The present study tries to investigate the recent trends in NPAs of Indian banks from the different angles. It is found that NPAs of Indian banks show a rising trend 

in 2009 onwards. The reason may be assigned to mismanaged lending practices of banks, a surge in lending and investment-related policy inertia in a low-growth, 

high-inflation environment. Further, it is also investigated whether there is any impact of a bank ownership pattern on the level of NPAs. At the bank group level, 

when we compare the public sector banks with private banks in terms of NPAs as a percentage of gross (net) and total assets, we observe that the public sector 

banks are as good as or as bad as their counterparts in the private sector. However, when compared with the foreign banks they do not fare well. While the results 

of the regression analysis show that ownership pattern of a bank does not have a significant role in deciding the level of NPAs. Therefore, the study remains 

inconclusive as far as the relation between ownership pattern and level of NPAs is concerned. At the same time, the relationship between profitability, ownership 

pattern and NPAs level is also verified. It is found that public and private sector banks do not differ significantly as far as profitability is concerned; however, foreign 

banks have higher profitability as compared to domestic (public as well as private) banks. It is also found that higher level of NPAs severely affects the profitability 

of a bank. Further it is suggested that in order to avert the damaging effects of a banking crisis to the rest of the economy, as in the case of the United States, 

internal processes of banks in India need revision. Not only do poor lending practices need to be checked, the government needs to step up its game in imple-

menting laws to speed up the process of NPA resolution. More importantly, for growth to return to 7–8 percent, it is imperative that the private sector begin 

investing again, which is unviable without support from healthy banks. A sound banking system is a necessary requirement for the desired growth trajectory. The 

Reserve Bank of India is actively working to avoid a wider crisis, and the next government must be prepared to put its energies into this effort. 
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