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Que. The recent surge in gold loan NPAs underscores ongoing challenges in managing
non-performing assets in India. What are Non-Performing Assets (NPAs), and why do
they pose a significant challenge to the Indian banking sector? Discuss the steps taken
by the government and the Reserve Bank of India (RBI) to tackle this issue.

Non-Performing Assets (NPAS) are loans or advances where the principal or interest payment
has been overdue for 90 days or more. They reflect the inability of borrowers to repay, leading
to financial strain on the banking sector. The recent surge in gold loan NPAs highlights the
pressing need to address this persistent challenge in India.

Significant Challenge

1. Erosion of Bank Profits: NPAs reduce the income banks earn from interest, directly
affecting their profitability.

2. Capital Constraints: Increased NPAs force banks to set aside higher provisions,
limiting their ability to lend further.

3. Investor Confidence: High NPAs lead to a loss of trust among investors and depositors,
affecting the stability of banks.

4. Economic Impact: A high level of NPAs can restrict credit flow to productive sectors,
hampering economic growth.

5. Rising Operational Costs: Recovering bad loans involves legal and administrative
expenses, further burdening banks.

Steps Taken by the Government and RBI

1. Insolvency and Bankruptcy Code (IBC), 2016: Provides a structured framework for
resolving insolvencies efficiently and transparently.

2. National Asset Reconstruction Company Limited (NARCL) & India Debt Resolution
Company Ltd. (IDRCL) has been established.

3. SARFAESI Act, 2002: Enables banks to auction properties of defaulters to recover
dues.

4. Asset Reconstruction Companies (ARCs): Facilitate the purchase of stressed assets to
clean up bank balance sheets. There are 28 ARC’s working in India right now.

5. RBI's Prompt Corrective Action (PCA) Framework: Places restrictions on banks
with high NPAs, ensuring corrective measures.

6. Public Sector Bank Recapitalization: Infusion of capital into public sector banks to
strengthen their financial position.

7. One-Time Loan Restructuring Schemes: Offers relief to stressed borrowers while
minimizing the chances of loans turning into NPAs.

8. Digital Monitoring Systems: Use of Al and data analytics to identify early signs of
stress in loans.

9. The 4R Strategy to deal with NPAs involves Recognition through timely identification
of stressed assets, Resolution via mechanisms like IBC and recovery tribunals,
Recapitalization to strengthen banks’ balance sheets, and Reforms to enhance credit
assessment frameworks and prevent future NPAs.

NPAs remain a significant challenge to India’s banking sector, demanding a multipronged
approach combining regulatory measures, legal reforms, and technological interventions. While
initiatives like the IBC and PCA framework have shown promise, a robust and proactive credit
monitoring system is essential to sustain long-term financial stability and economic growth.
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