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The growth of the overall economy is intrinsically correlated to the health of the banking industry thus, 

banking is considered as backbone of the economy. Despite of all above Non-performing assets (NPAs) are a key 

concern for banks in India. They are the best indicator of the health of the banking industry. Public sector banks 

have displayed excellent performance and have beaten the performance of private sector banks in financial 

operations. However, the only problem of public sector banks is the increasing level of Non Performing assets, 

year by year which is higher than private sector banks.  

Therefore to improve the efficiency and profitability of banks, NPAs need to be reduced and controlled. 

A high degree of NPAs suggests high probability of a large number of credit defaults that affect the profitability 

and liquidity of banks. Therefore, a strong, healthy, viable and sustainable banking system is very essential for 

the overall development of an economy, the failure of which may lead to adverse affect on various segment and 

spheres of the economy.  

This study suggests the need of a body like Stress Assets Management Bank or Bad Bank to clean the 

books of banks so as to pave way for credit expansion. 
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Introduction 

Across the globe, the banking sector which brings many sectors together and acts as the catalyst for the 

economic development of the country. The role of banking sector in economic transformation is significant and it 

plays a vital role in providing the desired financial resources to the all needy sectors. In the last few decades the 

public Banker (PSBs) and private sector banks in India have made significant contributions in almost all the 

sectors such as agriculture, small scale industries, development of trade and commerce, development of 

infrastructure, generation of employment opportunities. The primary function of banks is to lend funds as loan to 

various sectors such as agricultural, industry, personal loan, education loans, housing loan etc because Bankers 

are the custodians and distributors of the liquid capital of the country but in recent times the banks have become 

very cautious in extending loans due to reason of mounting the non-performing assets (NPAs). 

With transfer of stressed assets from PSU banks to the proposed stressed asset management bank (SAMB) and 

simultaneous transfer of provisions held by these banks for these assets as capital for the proposed bank, there is a 

reasonable probability of resolution and also for listing this entity, the proposed bank, and attracting foreign 

investments.  

Yes, an initial infusion of capital by government equivalent to 9% of the asset size may give momentum to the 

concept and a fair estimate for the time line can be at 5 years for listing. The proposed bank can raise debt by 

issuing long term bonds. To facilitate funding PF and Pension funds may be allowed to invest in these bonds.  

Today’s bad loan problem has arisen from the lending boom that India’s banks embarked on in the period 2004-

08, a period that saw economic growth reach the 9-10% range. However, that by itself did not create a problem of 

the current magnitude. NPAs, which are 9% of all loans today, were only half that level a year before. It is the 

failure to resolve the bad loan problem over the past several years that has exacerbated the problem. 

The proposed bank can adopt two pronged strategy for listing on the bourses (a) listing of the bank as a whole 

and (b) listing of SPVs that may be created for individual projects depending on time of resolution.  

The government is mulling over the idea of making the banks invoke the lending contract, cover the debt into 

equity and appoint a special management team formed from some of exiting but well managed public sector units 

to run the show as the efforts to auction the stressed loan assets tagged as physical assets are not getting the 

desired response to get liquidation of stressed assets. The idea of setting up Bad Bank is to clean the books of 

banks so as to pave way for credit expansion. This move would enable banks to change the functional aspects as 

they need not spend their energies, time and further money, in a futile manner, merely on the hope that things 

would improve in the course of time.But the moot question is how the bad bank would handle such scheme? First 

of all, the new bad bank is not familiar with the promoters of such bad loans nor it is in the know of activities 

under taken by promoters. Only thing is it may be holding some securities, the realization of which may be a 

difficult task; otherwise the original lender itself would have ensured recovery of money. A distinct feature of the 
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proposed structures is the shift away from the ‘bad bank’ approach as both these models assume the form of asset 

management companies (AMCs) which would not be allowed to become banks.
3
  

In the late 1990s, following a boom and bust in government-directed lending, China’s banking sector was 

technically insolvent, with bad loans making up as much as 40 per cent of lenders’ portfolios, according to 

independent analysts.  

To deal with the problem, China's four State-owned asset management companies (AMCs) China 

Huarong, China Cinda, China Orient and China Great Wall were set up in 1999 and took over a total 

of 1.4 trillion Yuan (US$ 168 billion) in non-performing loans (NPLs) from the nation's four State-

owned commercial banks
18

  

Their establishment was a major step by the Chinese Government to reform the NPL-ridden banking sector, and 

followed a 270 billion Yuan (US$ 33 billion) of capital injection into the four banks
1
.  The government then 

injected hundreds of billions of renminbi in fresh capital into the banks, sold stakes to foreign investors and 

eventually listed all of them in Hong Kong, although Beijing retained majority stakes and control of the lenders
18

. 

The major worry at the moment in Indian banking sector is stress in infrastructure project financing. The moot 

point is that infrastructure projects are need of the hour and have long term value. These are national assets and in 

no way we should allow its economic value to be undermined. Given the size of such stressed assets and the high 

debt burden, they need extra care and careful handling. 

Given high concentration of 29.8% in stressed assets of banking system as against 15% share in total credit 

exposure of banking system, the issue of stressed infrastructure projects in India need to be addressed with an 

approach parallel to the way it was handled in China.
2
  

THE GENESIS 

This presentation intends to highlight the present stressed position of banks in India while addressing Why, What 

& How and suggests (1) revisit of regulatory pre-emption and (2) solution of stressed assets.  

 

Banking scenario in India: 

Post nationalization, banks have played very important role in reaching out to the remote corners of the country 

and in meeting requirements of the poor on one side and also in meeting requirements of the industries and trade 

on the other side. It is an established fact that banks play most important role in development of any economy.  

We live in a unique country which has its own unique economic dynamics and Banks have to follow the old 

school of thought as well as new parameters prescribed by Basel committee. 

Banks, in India, today are struggling with the mounting level of NPAs and have also to keep 25.5% of its assets 

as reserve (21.5% SLR and 4% CRR) which either yields less return (SLR) or no return (CRR). Recently, LCR 

(Liquidity Coverage Ratio) has also been introduced, to ensure that in addition to CRR and SLR, banks also have 

sufficient investments in liquid assets to meet liquidity requirements.
4
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Further according to Fitch Ratings: the Indian banks will need $90 billion in total additional funds to meet global 

capital adequacy norms by 2019, Government's decision to inject Rs. 22,900 crore (USD 3.4 billion) into 13 

public sector banks, including PNB, SBI and Bank of India, is supportive of the credit profiles of these lenders. 

This is one compelling reason for ensuring that PSBs grow and generate enough profits to meet capital 

requirements without putting pressure on budgetary allocations.
5
 It is worth mentioning that all PSBs are under-

valued at the stock market given the fact that significantly large amount of real estate assets owned by these 

banks remain un-reflected in their balance sheets.  

 

Migration from local banking prudence to international prudence: 

These stringent stipulations were implemented by the regulator at a time when there was no system in the banks 

for asset classification i.e. identifying the loans as performing or non-performing.  

Now since the system of asset classification i.e. system of identifying the loans such as standard / sub-standard / 

doubtful and loss as per Basel norms has stabilized in the banks and also since the banks have moved to the 

international standards of asset classification, there is a need to revisit the requirement of statutory liquidity / cash 

reserve ratios.  

Such reserves affect profitability and hence the capacity of the banks to become more efficient. No developed 

country in the world has such high reserve requirements.  

Banks in India have to pay 4% to 6% interest on saving bank accounts and 7% to 8% on fixed deposits since the 

country does not have any structured superannuation social security system other than in Govt. and Semi Govt. 

sector.  On top of it now Banks have to make provisioning as per strict International norms and have to comply 

with Basel III requirements. All this is causing heavy burden on the profitability of Banks. 

 

Rising levels of stressed assets: 

The swelling in bad & stressed assets during the previous three to five years has been unprecedented. Given the 

fact that bad assets emerged across the banks in India, of course in different magnitude, the situation is justifiably 

more macro level than micro level. This is also a fact that upgraded technology for banking applications for 

identification of such assets has also made the situation more pronounced. Provisioning requirements as per 

regulatory guidelines are affecting performance of banks adversely. More resources are being deployed for 

prevention and cure. Growth seems to have been sidelined.  

 

THERE IS A DIRECT  NEED FOR WHY 

 Revisiting the maintenance of SLR / CRR ratios on the other side to reduce it to a great extent so as to 

improve the profitability of banks which can help them compete internationally. 

 

 Creation of Independent dedicated institutions to take care of Bad and Stressed Assets by removing 

them from the balance sheets of financing banks and allowing such institutions to effectively resolve the 

stressed assets. 
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WHAT IS A BAD & STRESSED ASSETS PROBLEM 

• Bad & stressed assets appear in a market economy where enterprises are exposed to market forces and 

face the demand barrier. 

• In a market economy a bank has to anticipate that a certain percentage of loans may be lost. Pricing of 

loans should be set at such a level so as to ensure that proceeds from performing loans will provide a 

cushion to cover losses on expected non-performing loans. 

• When losses on non-performing loans are significantly higher than anticipated, the bank loses its capital. 

• In case of a bad & stressed assets problem in a bank, credit losses may endanger the bank’s capital 

adequacy or even solvency. 

• A significant bad & stressed assets problem on a country level exists when a high share of non-

performing assets threatens the liquidity and solvency of a substantial part of the banking sector. 

• Among those undergoing significant problem were : 

- Well established and developed market economies such as USA, Japan, Sweden, Norway, Finland, 

France, Spain, as well as 

- Dynamic emerging economies such as: China, India, Chile, Israel, Argentina, Mexico, South Korea, 

Turkey. 

 

 CAUSES OF BAD & STRESSED ASSETS PROBLEM 

Serious banking problems on a country level usually follow or coincide with: 

• Dramatic changes of macroeconomic conditions such as : 

- Recession 

- Changes in asset price (stock market or real estate price bubble) 

- Unexpected change of interest rate environment. 

- Dramatic change of value of the domestic currency. 

 

• Major liberalization of financial sector such as : 

- Deregulation of interest rates. 

- Exchange rate liberalization 

- Liberalization of capital flows. 

- Removal of credit limits. 

- Opening banking market to new entrants and foreign competition. 
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However: 

 

- Each individual case of significant bad & stressed assets problem in a bank results from bad 

management practices and identified flaws in credit policies. 

 

- Very often political interference in a bank credit decisions has a significant contribution in 

creating and prolonging bad & stressed assets problems. 

 

- Lack of effective banking supervision is an important factor contributing to the emergence of 

significant bad & stressed assets.  

MAJOR REASONS FOR STRESS IN BANKING SECTOR IN INDIA 

 

• Role of NGOs. 

• Acquisition of land. 

• Diversion of funds towards real estate. 

• Lethargy in govt. machinery to resolve last mile issues. 

• In-efficient over-dominating top management of companies 

• Long spell of economic down turn with sub optimal GDP growth. 

• Shortage of means to raise capital, which is then funded as an interest-bearing loan.  

 

• Lack of flexible funding and short repayment schedule not in consonance with the cash flow. 

• Overnight change of policies without giving due thought on its impact over the outstanding loan 

portfolio. 

• Inaction of various local bodies, state govt. and central govt. in releasing timely payments to 

entrepreneurs. 

• Over activism of judicial system, including stay on execution of projects without understanding its 

impact on overall economy and outstanding debt position of the project. 

 

• Problem with bankers in understanding the linkage issues is another area which results in delays in 

taking timely credit decisions, the reason may be lack of understanding or fear of CBI / CVC. 
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RBI STABILITY REPORT & IMF REPORT ON BAD & STRESSED ASSETS 

According to RBI Financial Stability Report (Released June 2017) : During 2016-17, while deposit growth 

of scheduled commercial banks (SCBs) picked up, credit growth remained sluggish putting pressure on 

net interest income (NII), particularly of the public sector banks (PSBs). 

While, profitability ratios of SCBs showed a marginal increase, PSBs continue to show a negative return 

on assets (RoA). 

The gross non-performing advances (GNPAs) of the banking sector rose but the stressed advances ratio 

declined between September 2016 and March 2017 due to fall in restructured standard advances. 

Overall, capital to risk-weighted assets ratio (CRAR) improved from 13.4 per cent to 13.6 per cent 

between September 2016 and March 2017. 

The share of large borrowers, both in SCBs’ total loans portfolio as well as GNPAs, showed a reduction 

between September 2016 and March 2017. 

At the system level, the CRAR of scheduled urban co-operative banks (SUCBs) increased from 13.0 per 

cent to 13.6 per cent between September 2016 and March 2017.
6 
 

According to IMF global financial stability report:Financial stability around the world continues to improve 

but it also points out that while emerging markets may be more resilient now, there are considerable risks from 

rising corporate debt, especially in a scenario of increasing global risk premiums and rising protectionism. India, 

says the report, will be among the countries that will see the greatest deterioration in corporate balance 

sheets.

 

India starts off on a weak footing. The current debt that is at risk is the highest among large emerging markets. 

About one in every five rupees has been lent to companies that have an interest coverage ratio—a measure of a 
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company’s ability to pay its debt—of less than one. As the chart above shows, this debt burden will worsen with 

rising protectionism and risk premiums. For India, this debt at risk could increase by as much 6.7 percentage 

points. Such a scenario is already underway. For instance, US President Donald Trump’s signing of an executive 

order on Wednesday will make it harder for US firms to import steel. 

For Indian banks, this will come as bad news at a time when they are struggling with at least Rs7 trillion 

in toxic loans and thin provisioning buffers. The IMF statistics don’t make for good reading. India’s gross 

bad loans ratio is among the worst, next only to Russia. About 79% of Indian banks’ assets have 

provisioning needs in excess of their profits; about 77% of assets will be backed by tier-1 capital ratios of 

10% (To be sure, most of these are with public sector banks which theoretically have government backing, 

but any extra capital from the government will be at the cost of the fiscal deficit). IMF estimates that about 

one-third of the Indian banking system needs to set aside at least three years of earnings to provision 

adequately for bad loans 

 

 

The IMF estimates may well be overly conservative. But just earlier this week, the Reserve Bank of India advised 

banks to set aside more money against even good loans in stressed sectors. According to a Credit Suisse analysis, 

exposure to stressed sectors such as telecom and power forms a significant portion of their balance sheets. Setting 

aside more money to cover the risk of default will hit earnings by up to 15% for some banks.
7
  

http://www.livemint.com/r/LiveMint/Period2/2017/04/21/Photos/Processed/Flap-Graphic_21-Apr(imf)_web2.jpg
http://www.livemint.com/r/LiveMint/Period2/2017/04/21/Photos/Processed/Flap-Graphic_21-Apr(imf)_web2.jpg
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According to the report, the loss-absorbing buffer of the Indian banking sector is 7.9% of risk-weighted 

assets against 7.8% in Russia and 11.3% in China. 

Indian banks have seen a dramatic jump in bad loans with many infrastructure projects stuck, largely due 

to issues related to the acquisition of land, the availability of fuel, or delays in securing environmental 

approvals as well as due to poor and constrained credit evaluation procedures in some banks. 

Gross non-performing assets in the Indian banking systems stood at 4.5% of total loans at the end of 

December, with bad loans of state-run banks increasing to 5.1% of all advances at the end of the fiscal 

third quarter in December, according to estimates by rating agency ICRA. 

The reported level of bad loans is also set to go up starting fiscal 2016, as a benefit given to restructured 

loans was withdrawn starting 1 April 2015. Under that benefit provided by RBI, in the first year 

restructuring, banks needed to provide for only 5% of the loan. Now the restructured loans will be 

categorized as bad loans, attracting a minimum provision of 15%. 

Though the Banks are free to raise capital from the markets as per the statement of the Hon’ble finance 

minister Mr. Arun Jaitley, bankers have expressed concern that the lenders may not be able to raise funds 

from the market when the government, their majority stakeholder, is reluctant to inject more capital. 

Besides, all PSBs are undervalued at the stock exchange. 

The International Monetary Fund had said that high debt in some Indian companies could pose a risk to 

the country’s economic stability. A third of the corporate debt in India has a debt-to-equity ratio of more 

than three, the highest degree of leverage in the Asia-Pacific region, the Fund said. A high debt-to-equity 

ratio indicates that a company has been borrowing to fund expansion instead of raising money from the 

market. This can harm the health of a firm if interest rates rise and economic growth falters.
19 

 

WHAT IS BAD DEBT BANK 

A bad debt bank, by whatever name called, is a corporate structure created by a troubled bank or government 

to isolate illiquid and high-risk securities. A bank may accumulate a large portfolio of debts or other financial 

instruments, which unexpectedly increase in risk, making it difficult for the bank to raise capital, for example 

through sales of bonds. In these circumstances, the bank may wish to segregate its “good” assets from its “bad” 

assets through the creation of a bad debt bank. The goal of the segregation is to allow investors to assess the 

bank’s financial health with greater certainty. 

In addition to segregating or removing the bad assets from the parent bank’s balance sheet, a bad debt bank 

structure permits more specialized management. The good bank can focus on its core business of lending, and the 

bad debt bank can specialize in maximizing value from the high-risk assets. 

Criticism 

Critics of bad debt banks argue that the prospect that the state will take over non-performing loans encourages 

banks to take undue risks, which they otherwise would not, i.e. a moral hazard in risk-taking. 

 

 

http://en.wikipedia.org/wiki/Bank
http://en.wikipedia.org/wiki/Illiquid
http://en.wikipedia.org/wiki/Risk
http://en.wikipedia.org/wiki/Securities
http://en.wikipedia.org/wiki/Bond_(finance)
http://en.wikipedia.org/wiki/Balance_sheet
http://en.wikipedia.org/wiki/Moral_hazard
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Points in Favour 

 Debt may be bad, but the underlying asset is national asset. why to allow it to remain unproductive 

 

 If Bad debt is to be handled efficiently, governments can no longer sit on the sidelines. First and 

foremost, regulators must crack down on loans designated as non-performing. As long as dying state-

owned enterprises and non-viable conglomerates can obtain credit, the classification of loans is amiss. 

Simultaneously, governments should encourage the development of secondary markets for distressed 

assets by expanding national AMCs and removing procedural and financial obstacles to the sale and 

transfer of assets. 

 

 Commercial and bankruptcy law must be reformed to give creditors the right to seize assets and take 

control of defaulted companies more easily. For years, non-cooperative and willful defaulters across 

Asia have exploited weak legal systems to avoid honoring debts, and court orders mean little without 

enforcement.  

 

 Bad & Restructured debt poses a serious problem, and resolving it might seem difficult.  

 

 If bankers and policy makers can find the will to tackle it now, they could be generating years of 

economic prosperity to come. 

VARIOUS COUNTRY EXPERIENCES 

 

USA 

i. Mellon Bank 

The first bank to use the bad debt bank strategy was Mellon Bank, which created a bad debt bank entity in 

1988 to hold $1.4 billion of bad loans. Initially, the Federal Reserve was reluctant to issue a charter to the 

new bank, Grant Street National Bank, but Mellon’s CEO, Frank Cahouet, persisted and the regulators 

eventually agreed. 

A dumping ground for non-performing energy and real estate loans, Grant Street was spun off with its own 

five-member board of directors and about $130 million in Mellon capital. 

Grant Street’s early investors made handsome profits; the bank was dissolved in 1995 after repaying all 

bondholders and meeting its objectives.
8
  

 

ii. US sub-prime mortgage collapse of 2008 

In early 2009, Citigroup dumped more than $700 billion worth of impaired assets into bad debt bank Citi 

Holdings. By 2012, the Citi Holdings bad debt bank represented 9% of the total Citigroup balance sheet. 

http://en.wikipedia.org/wiki/Mellon_Bank
http://en.wikipedia.org/wiki/Federal_Reserve
http://en.wikipedia.org/wiki/Grant_Street
http://en.wikipedia.org/wiki/Citigroup
http://en.wikipedia.org/wiki/Citi_Holdings
http://en.wikipedia.org/wiki/Citi_Holdings
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In March 2011, Bank of America segregated almost half its 13.9 million mortgages into a bad debt bank 

composed of risky and worst-performing “legacy” loans.
9
    

Germany 

Germany has several bad debt banks dating as far back as the 1980s, Bankaktiengesellschaft (BAG), owned by 

the Federal Association of German ‘Volksbanken und Raiffeisenbanken’ Co-operative Banks, Bankgesellschaft 

Berlin, ErsteAbwickelungsanstalt and FMS Wertemanagement. The ErsteAbwickelungsanstalt and the FMS 

Wertmanagement together hold 190 Bn € and 170 Bn € respectively from the failed WestLB and Hypo Real 

Estate.
10

 

Finland 

The Finnish banking crisis of the 1990s caused the collapse of two major banks, the Säästöpankki group/SKOP 

and STS Bank. The government founded a bad debt bank (“property management company”), OHY Arsenal, 

which took over the bad debt. 

Spain 

In 2012 the Spanish government granted powers to the Fund for orderly restructuring of the bank sector (FROB) 

to force banks to pass toxic assets to a financial institution whose role is to remove risky assets from banks 

balance sheets and to sell off the assets at a profit over a 15 year period. The SAREB (Restructured Banks Asset 

Management Company) has assets of close to €62Bn on its balance sheet.
9
  

United Kingdom 

In 2010 the UK government established UK Asset Resolution, a state owned limited company to manage the 

assets of the two bankrupt nationalized mortgage lenders Bradford & Bingley and Northern Rock (Asset 

Management). This bad debt bank manages a total mortgage book of £62.3bn (as at 30 September 2013).  

In 2013, the Royal Bank of Scotland (RBS) transferred £38.3bn of its worst loans to an internal bad debt bank. In 

2014, Barclays Bank dumped the bulk of its commodities operation and fixed income business into an internal 

“bad debt bank” as part of a restructuring in which it greatly curtailed its investment banking activities. 

The right-wing UK government is also trying to sell off its huge 81% stake in RBS.  The government plans to 

break the bank into two, creating a ‘bad debt bank’ with all the toxic assets that RBS holds, which will remain the 

liability of the taxpayer, while selling off the good part of the bank back to the private sector. The taxpayer will 

have $81-97 billion of bad assets on its hands. The sell-off of the good bit is, however, unlikely before the next 

British general election in 2015, because, as the British Chancellor, George Osborne put it: “RBS was a much 

more complex bank. It was a bank that was in a lot more trouble. The clean-up job has been more difficult”.
9
  

Swedish banking crisis 

The Swedish banking crisis of 1992 was the direct result of a combination of over speculation in property assets 

and the exchange rate of the Swedish krona. By 1992 three of the four major banks were insolvent. 

http://en.wikipedia.org/wiki/Bank_of_America
http://en.wikipedia.org/wiki/Bundesverband_der_Deutschen_Volksbanken_und_Raiffeisenbanken
http://en.wikipedia.org/wiki/WestLB
http://en.wikipedia.org/wiki/Hypo_Real_Estate
http://en.wikipedia.org/wiki/Hypo_Real_Estate
http://en.wikipedia.org/wiki/Finnish_banking_crisis_of_the_1990s
http://en.wikipedia.org/wiki/STS_Bank
http://en.wikipedia.org/wiki/OHY_Arsenal
http://en.wikipedia.org/wiki/Toxic_assets
http://en.wikipedia.org/wiki/UK_Asset_Resolution
http://en.wikipedia.org/wiki/Nationalization
http://en.wikipedia.org/wiki/Bradford_%26_Bingley
http://en.wikipedia.org/wiki/Northern_Rock_(Asset_Management)
http://en.wikipedia.org/wiki/Northern_Rock_(Asset_Management)
http://en.wikipedia.org/wiki/Royal_Bank_of_Scotland
http://en.wikipedia.org/wiki/Barclays_Bank
http://en.wikipedia.org/wiki/Investment_banking
http://en.wikipedia.org/wiki/Swedish_banking_rescue
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The Swedish authorities engaged McKinsey & Company to help design a solution, and chose to establish two bad 

debt banks, Retriva and Securum. 

The performance of Securum has been analysed by many, such as ClaesBergström.While the figures are debated, 

depending on initial costs and the time frame the cost was no more than 2% of GDP (an extremely good result) 

and eventually both bad debt banks made a positive return.  

Some major conclusions from the experiences in Sweden : 

 By separating the non-performing loans from the banks, it was possible to start the process of focusing the 

banks back to lending. Trying to work out all the non-performing loans inside the bank only prolonged the 

healing process in the organisation and reduced the ability of the bank to lend more to the public and 

businesses. 

 Repairing the balance sheet of the banks is only one important element to get the banks back to normal 

lending activities. The other major element is organisational processes. 

 The organisational requirements are very different in a bad debt bank than in a normal bank. A good bank is 

a ‘process’ organisation while a bad debt bank is a ‘project’ organisation. The skill set and the emphasis on 

type of skills are different in a restructuring and winding up situation than in a lending situation. 

 The first year of the bad debt bank determines its success. The challenge is the large number of non-

performing loans in a wide variety of situations with regards to geographical location, type of industry, size 

and type of problem. If the bad debt bank does not quickly get control of the loans, a lot of value is lost and 

the capital requirements of the bad debt bank can change dramatically. To be successful, a well-defined 

process on how to handle the different loans has to be established. This process has to be followed and 

managed with force and speed in the organisation. If not, the bad debt bank will easily end up in chaos. 
11 

 

China 

China’s government is gearing up for a spike in nonperforming loans, endorsing a range of options to clean up 

the banks and experimenting with ways for lenders to squeeze value from debts gone bad. 

Write-offs have multiplied in recent months. Over-the-counter asset exchanges have sprung up as a way for 

banks to find buyers for collateral seized from defaulting borrowers and for bad loans they want to spin off. 

Provinces have started setting up their own “bad debt banks,” state-owned institutions that can take over 

nonperforming loans that threaten banks’ ability to continue lending. 

China’s banks reported 563.6 billion yuan ($93.15 billion) of nonperforming loans at the end of September 2013. 

That is up 38% from 407.8 billion yuan, the low point in recent years, two years earlier. 

Analysts think it is unlikely that Beijing would let major banks go bust. Still, investors suspect the cost of a 

cleanup could be a sizable economic burden and could become even greater if growth continues to slow. 
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The last time Beijing confronted bad-loan problems, in 1999 and 2000, the sums involved had crippled the 

banking system. Banks became far less able to make new loans, forcing the government to take action. Some 1.3 

trillion Yuan of bad debt was spun off the books of the biggest state banks and swept into four purpose-built bad 

debt banks. 

This time, to avoid a costly bailout in the future, the government is pushing the banks to clean up their mess 

early. It is giving them new tools to do so: the exchanges to sell bad assets, provincial-level bad debt banks and 

permission to raise fresh capital using hybrid securities, complex products that combine aspects of debt and 

equity.
12

 

NEED FOR BAD & STRESSED ASSETS BANK IN INDIA 

There it seems is a need for a duly constituted organization to be incorporated by the Central Government as a 

special purpose vehicle which is empowered to take care of their rehabilitations and effective control (since all 

the loans from all the consortium members will be transferred) for efficient and effective solutions such as: 

 Coordination with State & Central Governments and judiciary.  

 Providing capital on its own which can come through budgetary support or by PSUs or through PE 

funds by show casing to them the potential? 

 Restructuring of loans over its economic life cycle.  

 Change of management by bringing in initially professionals on the board and even if that does not work 

then changing the top management. 

 Legally empowered to bring back the diverted funds and take other suitable measures for resolution. 

 Tackling of non-cooperative and Willful Defaulters who have no fear of law of land, since over a period 

of time their attitudes are changing, because of weak legal system. 

This organization can be called as stressed asset management bank (SAM Bank) or national asset management 

bank (NAM Bank) or national stressed assets stabilization bank (NASTAB Bank).  

PREVIOUS EFFORTS FOR RESOLUTION 

 The mechanisms so far created such as IRCI, IRBI, BIFR, CDR & ARC have not yielded desired results 

as the solution in totality could not be provided in spite of all good intentions, since, our legal system is 

weak and the assets remained on the balance sheets of banks and if transferred have not been taken care 

of as they should have been, further the burden remains on the bank in the form of Security Receipts 

(SR’s) which have to be marked to market  at the end of the year. ARCs have been focusing more on 

winding up rather than reconstructing the asset.  

 All the above efforts seem to be half hearted and did not yield desired results. 

 This has been so more particularly for ARCs on account of five major reasons  

o Stronger regulatory framework for ARCs required. 
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o Low level of capitalization. 

o Myopic approach to quicken the process of making money  

o Not enough experienced people to manage.  

o Not professionally managed 

COMPARATIVE STUDY OF ARCs AND PROPOSED SAM BANK 
(13, 14) 

S.No. Parameter ARC Proposed Bank 

1. Target domain 

 

ARCs generally target mid-size assets 

wherein they foresee resolution by way of 

disposing off assets.  

The proposed entity will target 

infrastructure assets including power and 

road sector that will generally need long 

term plans for recovering. 

2. Capital funding ARCs have limited capital and hence have 

limitations on bidding for new / large value 

assets.  

The proposed bank will have adequate 

capital and will not have any limitation for 

acquiring assets. 

3. Risk appetite  Due to lower level of capital and in the 

absence of any committed support from 

promoters, the risk appetite is lower and 

hence the asset selling bank does not get 

the right kind of pricing. 

Due to committed support from banks, the 

proposed entity will have higher appetite 

for risk and hence will be able to price the 

assets more appropriately. 

4. Orientation ARCs are oriented for OTS and recovery 

by disposing off assets. 

The proposed entity will be more oriented 

for revitalising the asset and restore 

economic value for the country. 

5. Expertise Due to constraints of capital, ARCs are 

often not appropriately equipped. This also 

constraints them from adopting the right 

kind of approach for resolution of assets 

acquired by them.  

The proposed entity will be equipped with 

experienced bankers, industrialists and 

accountants. Hence it will be in a position 

to offer creative solutions. 

6. Long term 

resolutions  

Due to inherent constraints as mentioned 

above, ARCs are not in a position to offer 

long term resolution. 

The proposed entity, since equipped 

appropriately, will be in a position to offer 

long term solutions without putting undue 

pressure on the units. 

7. New RBI guidelines 

for creditors to 

acquire majority 

stake. 

ARCs are not  adequately equipped to 

handle change of promoters. 

The proposed entity by definition will have 

the experienced and senior bankers and 

will be adequately equipped to handle such 

scenarios. 

8. Challenges 60% of borrowers by no. and 70% of the 

loan amount should converge only then 

any action can be taken by the ARC. 

In the proposed entity, borrowers all 

accounts have to be transferred from all the 

banks once they become stressed assets so 

that timely and informed action can be 

taken. 



IJEBR / February, 2018/ Volume -V /Issue – 2/ Research Article –2 / 18-39                                  ISSN:2395-2237  

International Journal of Economics Review & Business Research 

www.ijebr.com 32 

 

HOW PROPOSED STRUCTURE OF SAM BANK 

The organization should have field experts, legal experts, Merger & Acquisition (M&A) experts, turnaround 

experts and financial experts with proven track record on its board, specialized sub committees be formed for 

various sectors for managing and effectively delivering the desired results or specialized banks be formed to take 

care of specific sector. Promoters of successful industries should be taken on the board of the stressed borrower 

companies. 

This organization should have judicial powers, like BIFR has, for effective resolution of debt. 

The assets should be transferred on its balance sheet so that balance sheets of the banks are cleaned up for once 

and they can raise the desired capital from the market to meet the Basel III norms. Further, lending processes 

have to be strengthened and credit decisions should be made risk based. 

While creating the SAM Bank / Banks, the commercial banks can take the one time hit equivalent to the PCR 

(Provision Coverage Ratio) or less as the case may be and for balance amount interest yielding bonds or some 

other interest yielding security receipts be issued which can qualify for statutory liquidity ratio so that there is no 

further depletion of capital.  

Or 

Commercial banks jointly can subscribe to the capital of SAM Bank / Banks equivalent to 10% or 20% of the 

portfolio of loan being transferred and for balance they can showcase the assets to the International Community 

and raise the bonds from international market (in the form of  Tax free bonds or Regular Bonds or junk bonds). 

Or 

Government forms the Bad Debt Bank / Banks and can take some equity with the balance to come from PSU 

banks & undertakings and balance to come in the form of tax free bonds from Domestic and International 

Market. 

The above are the suggested methods. However, a competent and empowered study group should be formed to 

deliberate and come out with a sound and working structure at the earliest for creation and operation of one 

National Bad Debt Bank or multiple Bad Debt Banks before it is too late. 

 

Current NPAs of Public Sector Banks and Private Sector Bank: 

As per the biannual Financial Stability Report (FSR) of Reserve Bank of India (RBI) has clearly highlighted the 

threatening proportion of Non –Performing Assets (NPAs) in banks, more so in Public sector Banks, 

As result, the Gross NPAs (GNPAs) in bank have gone up from 7.8 percent in March 2016 to 9.1 percent in 

September 2016. The stressed Assets have increase from 11.5 % to 12.3% during the financial year 2016 to 2017. 

 The NPAs of Public Sector Banks have increased from Rs. 2, 78, 468 Lakhs Cr. in March 2015 to Rs 5, 39,956/- 

Lakhs Cr. in March 2016. In contrast, the private sector banks Gross NPA rose to Rs. 39,859 Cr. at the end of 

March 2015 and  Rs. 48,380 Cr. at the end of March 2016.  

The net NPA of the banks also increased sharply to 4.6 per cent in March 2016, from 2.8 per cent in September 

2015. Public sector banks’ net NPA was 6.1 per cent, while the ratio for private sector banks was 4.6 per cent. As 

per IBA banking journal, it is estimated that the GNPA ratio may increase from 9.1 percent in September 2016 to 

9.8 percent by March 2017.and further to 10.1percent by March 2018. Among the bank groups, PSBs may 
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continue to register the highest GNPA ratio. Sectoral break up of NPA indicates that 13 % of it pertains to 

Infrastructure loans where PSBs have a large exposure. 

 

Public Sector Banks:- 

 

 

Private Sector Banks:- 

 

 

Trend of Movement of NPAs of Public Sector Banks- FY 11-16
(20) 

(Amount in INR Crore: Figure in Bracts is in %) 

Sr. No Parameter of NPAs FY12 FY13 FY14 FY15 FY16 

1 Opening NPAs as on 

April 1 of the financial 

year 

 

74616 117262 164461 227264 278468 

2 Additions during the year 

(Slippages) 

 

92808 

(124) 

119613 

(102) 

163546 

(99) 

177862 

(78) 

385962 

(139) 

3 Recovery 35321 

(47) 

 

45540 

(39) 

67915 

(41) 

75679 

(33) 

65029 

(23) 

4 Write –Off 14841 

(20) 

 

26873 

(23) 

32828 

(20) 

50979 

(22) 

59445 

(21) 

5 Closing NPAs as on 31
st
 

March of the year 

117262 

 

 

164462 227264 278468 539956 

 

Source:  IBA Magazines, Volume IV Issue 9 Mumbai, April 2017 

Public Sector Banks 2013-14 2014-15 2015-16 

Gross Advances (Cr.) 45,90,458 49,16,113 51,04,915 

Gross NPAs (Cr.) 2,16,739 2,67,065 5,02,068 

GNPA Ratio 4.72% 5.43% 9.83 

Private Sector Banks 2013-14 2014-15 2015-16 

Gross Advances (Cr.) 12,10,661 14,37,323 17,91,681 

Gross NPAs (Cr.) 22,738 31,576 48,380 

GNPA Ratio 1.87% 2.19 2.70 
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YEARLY BANK-WISE GROSS NPA 

NPAs of Public Sector Banks & Private Sector Banks 

 

S No. Bank Total Advances (Rs. 

in crore) 

Gross NPA (Rs. 

in crore) 

NPA 

Ratio 

(%) 

1 Allahabad Bank 145,328 18,769 12.92 

2 Andhra Bank 137,228 14,137 10.3 

3 Bank of Baroda 269,115 35,604 13.23 

4 Bank of India 274,391 43,935 16.01 

5 Bank of Maharashtra 103,148 13,040 12.64 

6 Bharatiya Mahila Bank Ltd. 627 3 0.4 

7 Canara Bank 311,615 30,480 9.78 

8 Central Bank of India 185,719 25,107 13.52 

9 Corporation Bank 142,787 15,726 11.01 

10 Dena Bank 81,114 9,636 11.88 

11 IDBI Bank Limited 202,304 21,724 10.74 

12 Indian Bank 122,173 8,690 7.11 

13 Indian Overseas Bank 149,217 30,239 20.26 

14 Oriental Bank of Commerce 150,301 17,209 11.45 

15 Punjab & Sind Bank 63,134 4,566 7.23 

16 Punjab National Bank 356,958 55,003 15.41 

17 Syndicate Bank 167,759 13,475 8.03 

18 UCO Bank 115,166 21,495 18.66 

19 Union Bank of India 242,935 25,560 10.52 

20 United Bank of India 70,781 10,104 14.28 

21 Vijaya Bank 90,199 6,589 7.31 

22 State Bank of Bikaner & Jaipur 74,033 4,593 6.2 

23 State Bank of Hyderabad 112,420 9,436 8.39 

24 State Bank of India 1,193,325 93,137 7.80 

25 State Bank of Mysore 55,228 4,323 7.83 

26 State Bank of Patiala 85,239 11,365 13.33 

27 State Bank of Travancore 68,276 6,401 9.38 

28 Catholic Syrian Bank Ltd. 7,859 455 5.79 

29 City Union Bank Ltd. 21,216 555 2.62 
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30 Dhanlaxmi Bank Limited 6,771 475 7.02 

31 Federal Bank Ltd. 59,408 1,747 2.94 

32 ING Vysya Bank Ltd. - - - 

33 Jammu & Kashmir Bank Ltd. 50,640 4,715 9.31 

34 Karnataka Bank Ltd. 35,412 1,389 3.92 

35 Karur Vysya Bank Ltd. 39,382 702 1.78 

36 Lakshmi Vilas Bank Ltd. 20,183 432 2.14 

37 Nainital Bank Ltd. 2,776 145 5.21 

38 Ratnakar Bank Ltd. 22,373 253 1.13 

39 South Indian Bank Ltd. 41,705 1,652 3.96 

40 Tamilnad Mercantile Bank Ltd. 22,329 489 2.19 

41 Axis Bank Ltd. 300,173 7,909 2.63 

42 Bandhan Bank Ltd. 13,358 29 0.22 

43 DCB Bank Ltd 13,464 231 1.72 

44 HDFC Bank Ltd. 440,955 4,724 1.07 

45 ICICI Bank Ltd. 364,429 17,208 4.72 

46 IndusInd Bank Ltd. 93,667 861 0.92 

47 Kotak Mahindra Bank Ltd. 122,384 3,059 2.5 

48 Yes Bank Ltd 103,411 845 0.82 

49 IDFC Bank Limited 49,714 3,030 6.09 

 Source:  RBI- Parliament Questions 

 

Trend of Movement of NPAs of Public Sector Banks: FY 11-16
(20) 

(Amount in INR Crore: Figure in Bracts is in %) 

Sr. No Parameter of NPAs FY12 FY13 FY14 FY15 FY16 

1 Opening NPAs as on April 1 of the 

financial year  

74616 117262 164461 227264 278468 

2 Additions during the year 

(Slippages) 

92808 

(124) 

119613 

(102) 

163546 

(99) 

177862 

(78) 

385962 

(139) 

3 Recovery 35321 

(47) 

45540 

(39) 

67915 

(41) 

75679 

(33) 

65029 

(23) 

4 Write -Off 14841 

(20) 

26873 

(23) 

32828 

(20) 

50979 

(22) 

59445 

(21) 

5 Closing NPAs as on 31
st
 March of 

the year  

117262 164462 227264 278468 539956 

Source: IBA Magazines, Volume IV Issue 9 Mumbai, April 2017. 
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The central bank has been pushing lenders to review the classification of loans given by them as part of an Asset 

Quality Review (AQR). The resultant sharp surge in provisions for bad debts has eroded profitability, especially 

at state-owned banks, in recent quarters. The gross bad loans of public sector banks increased to 9.6 per cent as of 

March 2016, from about 6 per cent a year earlier, RBI data showed. 

BASEL III DOES NOT HAVE ANY PRESCRIPTION FOR CASH RESERVE RATIO 

 

Either Basel – III should prescribe uniform Reserve Ratios globally or if not than in India the following 

measures should be taken till the time Basel – III takes this aspect into consideration: 

 

 Banks should be  permitted to maintain CRR in the form of Government securities 

 

 On the current level of NDTL the CRR works out to Rs. 4 lac crore (approx.), it will create Rs. 32,000 

crore of risk free income per year for the banks if banks are given interest equivalent of Government 

securities on the CRR maintained with RBI.
17

  

 In five years this will give Rs. 150,000 crore to banks ... a great help in meeting capital requirements, 

without diluting capital.  

NEXT STEPS 
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 Recapitalization of Banks is a challenge which has to be intelligently addressed since we are being watched 

by the global community & Rating Agencies. Solution lies in creation of Bad Debt Bank / Banks and 

reframing of policy for Reserve Requirements including providing interest on CRR and reduction in SLR.  

 

 The capital culture has to improve and for its growth, SEBI and other institutions have to understand the 

need for higher participation of retail and high net worth investors along with other stakeholders who have 

high risk appetite so that promoters are not forced to go for higher loans to satisfy their entrepreneurial 

instincts. 

 

 The courts in India have to be made aware of economic impact of their judgments. 

 

 Wherever necessary in bad and stressed loan accounts the land use may be changed to create value.  

  

 We have to learn from international experiences, more particularly, from America & China in protecting 

their banking system, economy and entrepreneurial culture which has made them no. 1 & 2 in the world. 

They have created bad debt banks in the past and it is essential for India to follow the path. 

 

 There is need to create a separate empowered SAM Bank / Banks to resolve the Bad and Stressed Assets. 

The Banks be permitted to create their own SAM Bank / Banks either on their own or jointly with other 

banks or the Government can form sector specific SAM Banks or one single bank to start with. 

 

 As a first step, there is instant need to create SAM Bank to take care of infrastructure segment, which has 

large exposure in all the banks and is critical for economy as well as national development. 

 The global study suggests that these banks may not be a burden on the system and at the appropriate time, 

depending on how fast and efficiently we act, can give good returns to the investors. 

 

The entire economic system is at risk if no immediate solution is worked out.  

 

Suggestion: 

My suggestions about this matter are as follows: 

 There was a consensus, during the last Managing Committee meeting, that the government of India 

implementing the Bad bank concept here would be overall detrimental to the interests of companies. 

 It was however remarked that this idea had already been floated a few years ago and then abandoned. 

There is therefore a risk that the Bad Bank concept be implemented. 

 

 There seem to be multiple approaches to the concept. Several countries have implemented it (Sweden, 

France, Germany…) from which lessons might be drawn. 

 

 I therefore feel that we should : 
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1. Have a thorough understanding of the Bad Bank concept and of the various ways to implement it. 

2. Take an informed decision on what the positions of the Chamber on this matter should be, going 

into as much details as possible, in order to have a clear negotiating strategy ready. 

3. Should the government decide to go forward and introduce the Bad Bank concept in India, we 

should be prepared to push for a design of the concept that will mitigate in the best possible ways 

the negative impact of the concept on the Indian economy. 

 

How we can increase the recovery rate  

Recovery of loans that are declared as stressed Assets or NPAs in a bank can be made by a number of means as 

briefed below: 

1. Restructure of loan assets to facilitate the borrower to clear the loan in a flexible and stretched repayment 

mechanism; 

2.  Provide some plate from to sacrifice a portion of interest or to collect the interest portion through funding and 

separate recovery mode; 

3. Invoke the provision of securitization and reconstruction of financial assets and enforcement of securities 

interest act (SARFAESI Act); 

4. File a civil suit to recover the money through seizure and dispose the assets 

5. Covert the loan in full or in part, into equity portion and wait for better days to recover the money by selling 

the share at a later date; 

6. Conversion, get rid of exiting management or promoters as the case may be and bring in new promoters 

/management;  

7. Go for one time settlement (OTS) involving some sort of mixed compromise in interest and principle write off 

etc; 

8. Lastly, Sell the loan assets along with the securities to ARCs, though this would entail booking of some losses. 

This is otherwise called cleaning up the balance sheet of banks. 

In comparison to the private sector, the bad loans number in public sector banks (PSBs) have risen sharply. The 

bad loan of public sector banks jumped by over Rs 1 lakh crore during the April-December period of 2016-17. 

The gross NPAs of PSU banks’ in the first nine months of the current fiscal increased to Rs 6.06 lakh crore by 

December 31, 2016, from Rs 5.02 lakh crore during 2015-16. For private sector banks, gross NPAs rose to Rs 

70,321 crore by December 31, 2016, from Rs 48,380 crore as on March 31, 2016. 
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