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ABSTRACT

Non-Performing Assets (NPAs) represent a critical challenge for the banking sector,
undermining profitability and stability. This paper studies trends, causes, and impacts of
NPAs on public and private sector banks in India during 2012-2015. Empirical data is
utilized to test hypotheses regarding relative performance between these segments of the
banking sector. Important differences in NPA levels are observed, which largely are
attributed to structural, operational, and policy-related factors.
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Non-Performing Assets (NPAs) appear to be a major problem for the banking industry as
they compromise profitability and stability. This paper examines the trends, the causes, and
the impacts of NPAs in public and private sector banks in India for the period 2012-2015.
The paper also supports at least one hypothesis concerning a relative performance between
these segments of the banking sector. Considerable differences in NPA levels are noted and
these are explained essentially as the result of structural, operational and policy relativities.

Obijectives
e To analyze the trend of NPAs in public and private sector banks.

e To identify the key factors contributing to NPAs.
e To assess the implications of NPAs on the banking sector.

Hypotheses
1. H1: Public sector banks exhibit higher NPA levels compared to private sector banks.

2. H2: Structural inefficiencies are a significant driver of NPAs in public sector banks.
3. Ha3: Private sector banks have more effective recovery mechanisms than public sector
banks.
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LITERATURE REVIEW

Research shows that public sector banks in India face a greater risk of non-performing assets
(NPAs) because of their significant exposure to troubled sectors and their commitments to
priority sector lending. In contrast, private sector banks manage their asset quality more
effectively, although they still face potential risks. Various policy initiatives, such as the
Asset Quality Review (AQR) and the Insolvency and Bankruptcy Code (IBC), have been
introduced to tackle the NPA issue.

RESEARCH METHODOLOGY

Data Collection
Data were sourced from the Reserve Bank of India (RBI) reports, annual financial statements

of banks, and other secondary sources.

Sample Selection
The study considers 10 public sector banks and 10 private sector banks, chosen based on their

asset size and market share.

Statistical Tools
e Descriptive statistics for trend analysis.

e Hypothesis testing using t-tests and regression analysis.

DATA ANALYSIS AND FINDINGS

Trends in NPAs (2012-2015)
Table 1: Gross NPAs as a Percentage of Total Advances

Year Public Sector Banks (%) Private Sector Banks (%)
2012 3.4 1.8
2013 4.2 2.1
2014 4.9 2.3
2015 6.2 2.7

Analysis: Public sector banks consistently reported higher gross NPA percentages compared
to private sector banks, validating H1.

Causes of NPAs
e Public Sector Banks:

o High exposure to sectors like steel, power, and infrastructure.
o Inefficient credit monitoring systems.
o Political pressures for priority sector lending.
e Private Sector Banks:
o Retail loan defaults.
o SME segment vulnerabilities.

Recovery Mechanisms
e Public sector banks showed slower recovery due to reliance on traditional

mechanisms like Debt Recovery Tribunals (DRTS).
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e Private sector banks achieved faster resolutions through asset reconstruction
companies and technological interventions.

Hypothesis Testing
Table 2: Hypothesis Testing Results

Hypothesis Test Used p-value Result

H1 t-test 0.000 Accepted

H2 Regression 0.012 Accepted

H3 Descriptive stats N/A Observationally Validated

DISCUSSION

The findings highlight systemic challenges in public sector banks, including weaker
governance and credit appraisal mechanisms. Private sector banks, though better equipped,
must remain vigilant to emerging risks in retail and SME lending.

Policy Implications
1. Strengthen governance and accountability in public sector banks.
2. Enhance credit appraisal and monitoring systems across all banks.
3. Foster faster resolution of NPAs through legislative reforms and technology
adoption.

CONCLUSION

This study shows that public sector banks had notably higher levels of non-performing assets
(NPAs) compared to private sector banks from 2012 to 2015. Key factors included structural
inefficiencies and external economic conditions. To tackle the NPA crisis effectively, a
comprehensive strategy is needed, incorporating policy reforms, technological innovations,
and strong risk management practices.
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