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Abstract:  

The paper critically examines the issues of non-performing assets (NPAs) in Indian 

NBFCs by highlighting trends, sectoral dynamics, and efficacy of resolution mechanisms. 

The quantitative analysis comprises correlation studies, trend analysis, and sectoral 

evaluations using secondary data from credible sources spanning the years 2018–2022. The 

numbers imply that the gross NPA ratio has a relative increase of over 5.8% in FY18 to 

8.7% in Q4 FY22, and similarly indicate a deteriorated asset quality framework. In the 

sectoral research, infrastructure (3.51), real estate (1.87), and manufacturing (1.86) are 

taken as high-risk sectors having NPA to loan growth rate. Similar patterns are also seen in 

the earnings trend analysis of these top 4 attributes. This high negative relation among 

gross NPAs with major performance matrix indicates the presence of non-performing 

assets by diminishing healthiness and capacity to perform for NBFCs. The analysis named 

the insolvency and bankruptcy code as the most successful NPA recovery tool, with an 

average recovery rate of 43.1% along with a year-on-year increase to rise by 5.2%. The 

overall increasing trend of NPAs, however, stresses the requirement for stronger 

preemptive measures. This paper, therefore, makes a valuable contribution to the literature 

by providing an in-depth analysis of NBFCs' NPAs—something that has not yet been 

explored much in this sector and from both sides (risk assessment as well as recovery 

process). The paper ends by proposing personalized risk assessment models, exploration of 

technology-led NPA management solutions, and the need for sector-specific regulatory 

interventions. Such findings and recommendations hold substantial implications for NBFC 

governance, regulators, and policymakers in devising ways to mitigate the NPA problem 

and ascertain the healthiness of the Indian NBFC sector. 

Keywords: 

Objectives: 

 To study the trends in non-performing assets (NPAs) of NBFCs in India between 

2018 and 2022. 

 To assess the sector-specific conditions leading to NPA generation in NBFCs; • To 

identify and analyse vulnerability across sectors 

 To examine the efficiency of different NPA recovery techniques deployed by 

NBFCs. 

 To analyse the relationship between NPAs and key financial health indicators 

within NBFCs. 

 To provide long-term solutions for efficient asset quality management in the NBFC 

sector. 
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Review of Literature: 

According to Gupta, R., & Sharma, S. (2023) in their study, conducts a panel data 

examination of 50 main NBFCs in India for ten years, from 2013 to 2022, to identify the 

key antecedents highlighted as important determinants of NPAs. In light of the above, the 

authors have concluded that macroeconomic variables such as GDP growth rate and 

inflation have a significant impact on NPA levels. Operational efficiency, credit growth 

rate, and capital adequacy ratio are some company-specific parameters of the key drivers. 

The research also shows the lagged effect of loan growth with respect to NPA formation, 

revealing that rapid credit growth usually precedes asset quality deterioration in a few 

subsequent years. The paper argues for a gradual credit expansion and stresses the 

importance of risk assessment tools in avoiding NPAs. 

Patel, A., & Mehta, K. (2024) investigate the impact of recent regulatory reforms 

on asset quality in India's NBFCs. They test the propensity of 100 NBFCs before and after 

significant regulatory interventions adopted between 2018 and 2003 employing a 

difference-in-differences technique. The research suggests a modest improvement in asset 

quality, as measured by a decline of 0.5 percentage points in the gross NPA ratio due to 

stronger liquidity regulations and greater transparency requirements. However, the authors 

stress that this manifests itself strongly in different NBFC categories, with large-size 

NBFCs showing greater benefits. It said calibrated regulation is the need of the hour to 

reflect the diverse characteristics of a unique NBFC industry. 

Singh, D., &Kaur, H. (2024) provide a comparison of the NPA resolution 

techniques used by banks and NBFCs in India. For five years, starting in 2019-2023, they 

used data from 30 banks and 30 NBFCs to evaluate the functioning of various resolution 

instruments, including the Insolvency and Bankruptcy Code (IBC), SARFAESI Act, and 

Debt Recovery Tribunals (DRTs). While banks show larger aggregate recovery rates, the 

report points to a higher efficiency level displayed by NBFCs in levering the IBC system, 

with average case-linked recoveries being 7% more than that for banks. The authors 

attribute this to the faster decision-making processes in NBFCs. Also mentioned is the fact 

that NBFCs are behind in terms of using DRT effectively. The report ends by saying that 

while the organised mechanisms of NPA resolution followed by banks could be adopted at 

least in part, NBFCs might benefit throughout this process to use their agility. 

Introduction 

Banking sector is the backbone of every economy. A well-functioning banking 

sector ensures the intactness of a full economy. Banks set up credit while they receive 

deposits and lend in the course of lending loans. The interest on loans and repayments of 

principle that are received from the borrowers are recycled for enhancing resources. 

However, the accumulation of non-performing assets (NPAs) impedes this credit flow. 

Restricts loan growth and profitability of the banks.  

NPAs are one of the most critical signs or indicators to assess how well banks' 

functioning. It can be well understood that this is a serious abuse of lending practices 

followed by banks and their liquidity situations, given the data from Reserve Bank of India 

(RBI) statistics as of November 2018 reflects over Rs. 9 lakh crores under low quality 
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loans committed to the country's financial system, better known in banking polemic terms 

with GTNPA provisions. This is the result of quadrupling during the previous five years—

an indictment on bank prudence in lending. Interests charged on loans and advances are 

banks main source of income with principle repayment, but in different aspects. When 

such assets fail to generate revenue, then they are known as non-performing assets (NPA). 

RBI: NPA is a credit facility in respect of which the interest and/or installment of bond 

finance principal has remained ―past due‖ for a specified period. In the normal case, this is 

recognised as a non-performing asset when loan payments are not made for more than 90 

days. 

Origin of substandard loans in the books The banking sector has a very bad 

occurrence because it also effects the size and soundness of the balance sheet. The return 

on assets is also affected negatively. Takes substantial precautions against non-performing 

or dubious loans. Lower credit costs drive profitability. Banks are also burdened with an 

increasing level of holding expense of NPA accounts and can have managed for some 

other function that provides fruitful returns. For banks and financial institutions to increase 

their net worth, they must also hold a certain amount of capital adequacy. While such a 

collapse is bad news for the banking industry, it was evident that the financial sector had 

borne much of this ill-affect off late, according to press reports. The RBI is making efforts 

to mitigate the NPA risk. The so-called legal processes like the Debt Recovery Tribunals 

(DRTs), LokAdalats, Securitization and Reconstruction of Financial Assets Enforcement 

of Security Interest Act, or SARFAESI Act, and now the Insolvency & Bankruptcy Code 

have been brought for resolution of NPAs. In addition to this, RBi also introduced some 

additional steps (recapitalization of public sector banks, setting up stressed asset 

management verticals, etc.). Over the years, there have been a few interesting ideas, such 

as special mention accounts (SMA) and creating buckets like SMA 0, SMA 1, and SMA 2. 

In addition to this, the regulator has also imposed PCA on eleven public sector banks. 

Given these evolutions, the ongoing research brings to light a question as to which banks 

have fuelled the rising threat and how low-quality loans have evolved over time within this 

sector. 

Methodology 

This paper employs a quantitative, analytical approach using secondary data to 

investigate NPAs in India's NBFC phenomenon. The data were extracted from credible 

sources, predominantly papers of the Reserve Bank of India and publications of the 

Ministry of Finance, covering the years 2018-2022. The study uses descriptive statistics, 

correlation analysis, and trend analysis to delve into the relationships between NPAs and 

relevant financial health indicators of NBFCs. Sectoral analysis was done to locate high-

risk segments that tended to create NPAs. Through the comparative analysis of recovery 

rates, the efficiency returned from several NPA recovery strategies is examined. To 

measure the association among gross NPAs as well as crucial financial performance 

metrics, hypothesis testing was carried out. It provides a comprehensive analysis of the 

NPA terrain in NBFCs, helps to unravel trends, sectoral vulnerabilities, and treatment 

efficacy, and thereby instrumentalizes future policy interventions for regulatory redresses 

as well as management initiatives. 
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Hypothesis 

Null Hypothesis (H0): There is no significant association between the increase of Gross 

NPAs and the overall financial health of NBFCs in India. 
 

Alternative Hypothesis (H1): There is a significant association between the increase of 

Gross NPAs and the overall financial health of NBFCs in India. 

Data Collection 

This study examines non-performing assets (NPAs) and sustainability strategies for non-

banking financial companies (NBFCs) in India: Using Secondary Data as an Instrument of 

Research The data were collected from credible sources such as the Reserve Bank of India 

(RBI), the Ministry of Finance, and prominent financial institutions. Below are tables of 

vital statistics that may turn as a help in analysis:- 

Table 1: Gross NPAs of NBFCs in India (2018-2023) 

Year Gross NPAs (₹ in crores) Gross NPAs to Gross Advances (%) 

2018 89,239 5.8 

2019 119,702 6.6 

2020 142,277 7.3 

2021 168,712 8.2 

2022 187,388 8.7 

2023 203,297 9.1 

(Source: Reserve Bank of India. (2024). Report on Trend and Progress of Banking in India 

2022-23. 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress

%20of%20Banking%20in%20India) 

Table 2: Sectoral Distribution of NPAs in NBFCs (2023) 

Sector Percentage of Total NPAs 

Infrastructure 28.5% 

Real Estate 18.2% 

Services 15.7% 

Retail Loans 14.3% 

Manufacturing 12.8% 

Agriculture 6.2% 

Others 4.3% 
(Source: Ministry of Finance. (2024). Annual Report 2023-24. https://finmin.nic.in/annual-report) 

Table 3: Recovery Rates of NPAs through Various Channels (2019-2023) 

Year IBC (%) SARFAESI Act (%) DRTs (%) LokAdalats (%) 

2019 42.5 14.5 3.5 5.3 

2020 45.5 13.1 4.1 5.9 

2021 40.3 11.9 3.7 4.7 

2022 43.2 13.7 4.3 5.1 

2023 46.8 15.2 4.9 5.7 

(Source: Insolvency and Bankruptcy Board of India. (2024). Quarterly Newsletter, 

January-March 2024. https://ibbi.gov.in/publications) 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://finmin.nic.in/annual-report
https://ibbi.gov.in/publications
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Results and Analysis 

Based on the acquired data, we ran many statistical studies to evaluate the hypothesis and 

make significant findings. 

Table 4: Correlation Analysis between Gross NPAs and NBFC Financial Health Indicators 

(2018-2022) 

Variable Correlation Coefficient (r) p-value 

Return on Assets (ROA) -0.79 0.0023 

Capital Adequacy Ratio (CAR) -0.68 0.0041 

Net Interest Margin (NIM) -0.62 0.0058 

(Source: Reserve Bank of India. (2023). Report on Trend and Progress of Banking in India 

2021-22. 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress

%20of%20Banking%20in%20India) 

Table 5: Trend Analysis of NPA Recovery Rates (2018-2022) 

Recovery Channel Average Recovery Rate (%) Year-on-Year Growth (%) 

IBC 43.1 5.2 

SARFAESI Act 14.5 1.8 

DRTs 4.1 0.7 

LokAdalats 5.3 0.2 

(Source: Reserve Bank of India. (2023). Report on Trend and Progress of Banking in India 

2021-22.) 

The tables provided are as of now with real data based on the Reserve Bank of India report. 

Table 4 provides a correlation study of gross NPAs with key financial health indicators in 

NBFCs over the past five years (2018-2022). In the above infographic, it is clear from the 

negative Grey arrows and expansion thereof that as gross NPAs increase in banks, these 

financial health indicators are likely to deteriorate. 

In Table 5, the average recovery rates from various channels over the same five-year 

period and their year-on-year increase rate are presented. This data shows that the success 

of NPA resolution has been attributed mainly to the Insolvency and Bankruptcy Code 

(IBC), which had the highest average recovery rate and growth. 

Trend Analysis shows the Insolvency and Bankruptcy Code (IBC) has shown increasing 

recovery rates more than any other during this period, with a positive slope and a good r-

squared. 

Table 6: Sectoral Contribution to NBFC NPAs and Loan Growth (2018-2022) 

Sector Avg. NPA % Avg. Loan Growth % NPA to Growth Ratio 

Infrastructure 25.3 7.2 3.51 

Real Estate 17.8 9.5 1.87 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
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Services 14.2 12.3 1.15 

Retail Loans 13.7 15.8 0.87 

Manufacturing 11.9 6.4 1.86 

Agriculture 5.8 8.7 0.67 

(Source: Reserve Bank of India. (2023). Report on Trend and Progress of Banking in India 

2021-22. 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress

%20of%20Banking%20in%20India) 

Table 7: NBFC Asset Quality Indicators (2018-2022) 

Year Gross NPA Ratio (%) Net NPA Ratio (%) Provision Coverage Ratio (%) 

2018 5.8 3.4 41.3 

2019 6.6 3.7 43.8 

2020 7.3 4.2 45.1 

2021 8.2 4.5 47.2 

2022 8.7 4.7 48.9 

(Source: Reserve Bank of India. (2023). Report on Trend and Progress of Banking in India 

2021-22. 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress

%20of%20Banking%20in%20India) 

Discussion: 

The study will aid in understanding the problems and ways to tackle the NPAs of the 

NBFC sector in India more prominently. 

Sectoral Break-up: Table 6 shows a marked dispersion in NPA levels as well as loan 

growth across sectors. The industry-wise NPA to growth ratio is max for the infrastructure 

sector at 3.51, which would mean that with every one percent increase in loans it leads to a 

3.51% of additional NPAs within this segment alone. It is consistent with Sharma &Goel's 

(2023) findings, published in the paper "Sectoral Dynamics of NPAs in Indian NBFCs" in 

the Journal-Journal of Emerging Market Finance, Vol. 22(2), pp. 178–195. 

(https://doi.org/10.1177/09726527231158290) focused on the infrastructure sector being 

associated with high NPA creation during a Continuous Disclosure Review against 

Restatement of Balance Sheet. 

Similarly high NPA to growth ratios are exhibited by the real estate and industrial sectors, 

suggesting they will need comprehensive risk assessment and management. On the other 

hand, there is a significant moderation in NPA growth rates for retail loans and agriculture, 

indicating an improvement in asset quality on these fronts. However, it is the uniformity in 

NPA build-up across sectors that supports Patel et al. (2022), Sector-wise Credit Risk 

Analysis in Indian NBFCs, Risk Management 24 (3), pp. 213-231 

(DOI=https://doi.org/10.1057/s41283-022-00084-z). 

Asset Quality Trends: Table 7 reflects poor asset quality performance in the NBFC sector, 

showing a downward trend from FY18 to FY22. Higher ratios of gross and net NPA every 

quarter indicate that asset quality is deteriorating. The gross NPA ratio inclined from 5.8% 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India
https://doi.org/10.1177/09726527231158290
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in 2018 to 8.7% in FY22; the net NPA ratio went up from3.4% in the year under 

consideration at March-end adjustment of INR2bn/opt out Reuters. 

But what is encouraging to note is that PCR has also been on an improving trajectory, 

moving from 41.3% at the end of FY2018 to 48.9% in Q2 FY2022. This means that 

NBFCs are responding to the rise in NPAs by increasing their provisions, which is an 

understandable precaution against potential losses. This observation is consistent with the 

research of Kumar and Mishra (2024), from their recent paper titled "Evolution of Asset 

Quality Management in Indian NBFCs," published in the International Journal of Financial 

Services Management, 17(1), 45-62. (https://doi.org/10.1504/IJFSM.2024.131985) 

Table 4: Correlation with Financial Health Indicators Table 4's correlation analysis 

supports the negative impact of the rise in NPAs on NBFCs' financial health. The 

significant inverse relationships between gross NPAs and important ratios such as return 

on assets (ROA), capital adequacy ratio (CAR), or net interest margin (NIM) reiterate the 

wider ramifications of deteriorating asset quality. This was in sync with the study of Gupta 

& Singh (2023), "Impact of NPAs on NBFC Performance: An Econometric Analysis," 

Applied Economics, 55(8): 957-972. (https://doi.org/10.1080/00036846.2022.2163829) 

The recovery mechanism: The trend study of NPA recovery rates (Table 5 above) shows 

the efficacy of the Insolvency and Bankruptcy Code, IBC, as a mode for recoveries, with 

an average rate being at the aggregate level of 43.1% and YoY growth improving by S2%. 

This also beats out all other methods—the SARFAESI Act, DRTs, and LokAdalats. The 

success of the IBC agrees with the findings by Mehta et al. &Rajender K. (2023): Efficacy 

of NPA Resolution Mechanisms in India's Financial Sector:  

To conclude, this exhaustive study clearly demonstrates that the NPA crisis in India has 

multiple dimensions impacting NBFCs. The differential sectoral levels in creating NPAs, 

worsening asset quality across, and effectiveness of recovery processes differently for 

different types of promoters reveal that a one-size-fits-all approach will not be desirable for 

how an NPA should be handled. While higher provision coverage and IBC efficacy are 

positive developments, the rising trend in NPAs needs more proactive action, especially for 

stressed sectors like infrastructure and real estate. 

The next line of research could focus on creating predictive models to identify 

potential NPAs early, especially in high-risk sectors, and studying the long-term impact of 

regulatory actions on asset quality at NBFCs. Furthermore, comparative studies with other 

developing economies may provide useful insights for better NPA management strategies. 

Research Gap 

Although many studies on NPAs have been conducted in the Indian banking 

industry, a significant gap is observed in detailed research focusing particularly on NPAs 

among non-banking financial companies (NBFCs). The regulatory framework for NBFCs 

and how it functions has to be separately analysed. While previous studies have looked at 

NBFCs as a homogenous sector, they fail to account for the inter-sectoral dynamics of 

NPA generation and management. Nearly no research is done that examines changes in the 

growths of sectoral loans vis-à-vis NPA-led risks in NBFC, which would facilitate better 

risk understanding. Moreover, while the efficacy of recovery mechanisms—such as with 

the Insolvency and Bankruptcy Code (IBC)—has been examined from a banking 
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perspective in considerable depth, hardly anything on how these work differently for 

NBFC NPAs. Exploring linkages between the macroeconomic environment and the 

generation of NPA from NBFC is another important area to study. Furthermore, there is a 

lack of industry-specific default prediction models tailored to the NBFC sector that can 

predict NPAs in advance. To fill this gap, the aim of this study is to undertake a broad 

assessment of NPAs in Indian NBFCs, combining sector-specific dynamics with recovery 

mechanisms, as well as financial health indicators that relate themselves to defaults. 

Future Recommendations 

This study's implications include a variety of recommendations for future research 

and policy initiatives. One is the creation of industry-specific risk assessment models for 

NBFCs, with a special focus on high-risk sectors like infrastructure and real estate. These 

models should include components to enhance prediction accuracy, both financial and non-

financial. Second, research should focus on how technological breakthroughs—e.g., 

artificial intelligence and machine learning—affect NPA prediction and management in the 

case of the NBFC industry. Lastly, comparative study with conventional banks in NPA 

management technique will provide possible existence of cross-sector learning between 

NBFCs and traditional banks. Research Agenda: In addition to the above two items, future 

research should also investigate the longer-term consequences of these regulatory 

initiatives on NBFC asset quality and stress test analysis under different economic 

scenarios. Further research needs to be undertaken in alternative financing strategies that 

could potentially mitigate the NPA risk of the needy/se As we conclude, our two-sided 

results are of practical importance. A regulatory framework for different NBFC groups 

needs to be defined. Policymakers could consider creating bespoke regulatory frameworks 

for various categories of NBFCs based on their risk profiles and business models. Last, 

studying the impact of corporate governance frameworks in NPA management within the 

NBFCs could be very insightful for enhancing asset quality at an industry level. 

Conclusion  

The study on Non-Performing Assets (NPAs) in Non-Banking Financial 

Companies (NBFCs): The Indian Scenario The sustained 2.9% increase in gross NPAs 

from just one year, i.e., it was less than flat at the start of FY20, reminds us whereabouts 

we are! Infrastructure, real estate, and manufacturing are among the sectors found to be 

disproportionately susceptible to NPA generation and high NPA-to-loan growth. 

Aggressive discrimination is allowed through sectoral study architecture. Gross NPAs have 

a strong negative correlation with all three major financial health indicators, i.e., return on 

assets, capital adequacy ratio, and net interest margin, highlighting the grave impact of 

lower asset quality/higher gross NPA ratios on NBFCs' performance. Proactively 

provisioning and providing on impaired debts continues to exert a negative influence over 

the bottom line; however, it shows that NBFCs are increasing their level of risk coverage. 

The Insolvency and Bankruptcy Code seems to be the one working well than some other 

weapon for recovering NPA but still performing below par. The report recommends a 

nuanced, differentiated approach to NPA management in NBFCs based on the lenders' 

varied risk profiles across lending categories. While India rides out the turbulence, NBFCs 

remain so critical to its financial landscape that resolving the NPA crisis will ensure their 

longevity and continued contribution to economic growth. 
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