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Abstract- The steady increase in Non-Performing Assets (NPAs) has become one of the major challenges to stability and the
performance of the Indian banking system, especially in its relationship with industrial credit markets. In addition to the bank
profitability, NPAs also limit the availability of credit which affects the industrial growth and economic development. The current
paper provides a critical analysis of structural and operational aspects of the accrual of NPAs between 2018-24 by particularly
focusing on industrial credit mismanagement, banking operations, knowingly defaulting on debts, and timely monitoring
mechanisms. Through secondary data in terms of regulatory reports, banking statistics and published literature, the research
identifies the ways in which the weaknesses in credit appraisal, post-sanction monitoring and governance structures in banks
increase the credit risk. The analysis also examines the presence of wilful default as active misappropriation of borrowed money
where accountability and enforcement have lapses, thus allowing the vice. The results suggest that the ability to identify stress assets
later and poor early warning mechanisms play a major role in deteriorating the quality of assets. The paper claims that the most
effective solution in the containment of NPAs is timely monitoring, the corrective action being taken in response to the timely
monitoring supported by proactive risk assessment and prompt corrective action. The paper is concluded with the policy-based
recommendations directed to reinforce the bank management practices, improve the industrial credit discipline, and the level of
control in the form of the regulatory control over the long-term financial stability.
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1. INTRODUCTION

The quality of the loan portfolio is intrinsically connected
with the soundness of the banking system, and NPAs are a
very important indicator of financial stability and efficiency
of the institution [1]. The phenomenal growth of industrial
credit in the last twenty years in emerging economies like
India has been accompanied with a steady increase in NPAs
that have presented serious challenges to the banks, industries
and even the policymakers [2,3]. Large quantities of NPAs
undermine the balance sheets of banks, lower the lending
capacity, cause high cost of capital, and eventually undermine
long-term economic growth.

The issue of NPAs in India is complex and it cannot be traced
back to one specific factor. In the industrial front, poor
planning of projects, diversion of funds, cost increments,
market uncertainties and poor corporate governance have
been identified to be factors that have linked to loan defaults
[4]. At the same time, the weaknesses in banking operations
such as poor credit assessment, overdependence on security,
politicized lending and poor post-sanction follow-ups have
enhanced the decline in the quality of assets [5-7]. Such flaws
in the structure suggest that a multifaceted study of both
borrower- and lender-side relationships in the NPA
ecosystem is necessary.
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One of the most troubling aspects of the NPA crisis is the
emergence of wilful default in which the borrowers have the
financial capability to make repayments, but they choose not
to do so deliberately. Wilful default is not only a failure on
the part of the financial system but a systematic abuse of the
credit system that destroys faith in the banking system [8].
Although the regulatory provisions and disclosure provisions
exist, there have been loopholes in enforcing the regulations
and taking corrective measures in a timely manner, which
have further facilitated the practices, leading to higher losses
to the banks and more moral hazard.

The use of timely monitoring and early intervention has
increasingly been considered an important tool of containing
NPAs before they turn into unrecoverable assets [9]. Early
warning signals, scheduled financial audits, and timely
reorganization or rehabilitation measures are some of the
mechanisms that are conclusively instrumental on
maintenance of asset quality [10]. Nonetheless, postponed
identification of stress assets and responsive solutions to
credit risk management still restrict the quality of such
solutions.

It is on this backdrop that the current research paper seeks to
critically examine the increasing issue of NPA problem by
analyzing the combination of industrial credit
mismanagement, banking practices, wilful defaults and the
contribution of timely monitoring. The paper will also
attempt to address gaps that exist in the system and determine
whether proactive monitoring and timely remedial action can
be a viable long-term solution to containment of NPA. It
provides an integrated view in an attempt to contribute to the
current policy debates and offer insights to enhance credit
discipline, bank governance, and regulatory provisions in the
Indian financial system.

2. LITERATURE REVIEW

This problem of NPAs has attracted much academic,
regulatory and policy-based research because of its deep-
seated effect on the stability of the banking and economic
growth [1]. The current literature studies NPAs on a broader
perspective of macroeconomic conditions, industrial
performance, banking practices, regulatory frameworks, and
borrower behavior [2]. Nevertheless, a detailed combination
of industrial credit mismanagement, governance failures on
the bank level, active default, and the efficiency of the timely
monitoring are not fully integrated, especially in the Indian
context.

Industrial inefficiencies are listed by several studies as one of
the major factors that led to increasing NPAs [3]. Among the
factors that researchers have pointed out to include poor
analysis of project feasibility, cost overruns, implementation
delays, lack of proper market analysis, and weak corporate
governance have all been pointed out as key causes of default
in industrial loans [4,5]. Studies indicate that companies that

have ineffective management frameworks and great leverage
ratios have a higher tendency to plunge into financial
hardships that result in a recurrent default of loans [6]. The
sector-linked research especially in infrastructure, power,
steel and textile sectors has shown that external shocks in
combination with internal mismanagement have a substantial
effect on increasing credit risk exposure to banks.

There is a significant literature highlighting the contribution
of the bank management practices in worsening NPAs. Poor
credit assessment, over reliance on collateral backed
borrowing, poor risk assessment framework and politically
mediated credit judgment have been often cited as
institutional weaknesses [7,8]. Research on public sector
banks in India has observed that slow acceptance of stressed
assets and lax post-sanction supervision are some of the
factors that contribute to the deterioration of asset quality
[9,10]. Further comparative studies on the performance of
both the public and the private sector banks indicate that
governance systems, incentive scheme and accountability
systems have a conclusive role in the outcomes of the NPA.

Wilful default has become a unique and vital theme within
the NPA related research. According to scholars wilful
default is an option through which borrowers who have the
ability to repay the debts fail to do so, since they have the
capacity and intention to pay the debt [11,12]. Literature has
pointed at diversion of funds, strip of assets, and non-
cooperation on purpose with lenders as a way of doing
business by wilful defaulters. Regulatory measures, including
norms related to defaulter categorization and disclosure
systems, have not deterred due to the inefficiencies in
enforcement and the lengthy legal proceedings [13]. Some
studies posit that wilful default does not only make financial
loss to be more harmful but also creates moral hazard, which
negates credit discipline in the banking system.

The latest studies propose a tendency to pay more attention
to the timely monitoring and early intervention as effective
methods of NPA containment [14]. Research has been
conducted on the early warning systems (EWS), stress
indicators, and pro-active restructuring mechanism indicating
that the ability to detect financial distress at the very onset can
greatly diminish the process of running into NPAs.
Nevertheless, literature also indicates that reactive strategies,
information asymmetry, and slow responses by the managers
make monitoring structures less effective [15]. The
improvement in monitoring has been realized through
technological advancements and regulation rules, although
their application is uneven among banks.

Despite the fact that the currently available literature can be
used to acquire valuable insights regarding individual aspects
of the NPA issue, the majority of researchers consider
industrial factors, banking practices, wilful default, and
monitoring mechanisms independently. The literature that
provides a combined and critical evaluation of the interactive
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effects of these factors to augment NPA accumulation is
limited. Moreover, empirical assessments devoted to the
timely monitoring as one of the main remedial measures are
under-investigated. This paper aims to fill this gap by
introducing a comprehensive discussion on NPAs which
focuses on the interrelationship of the mismanagement of
industries, bank management, wilful default and proactive
monitoring.

3. METHODOLOGY

This section provides the systematic approach that was
adapted to explore the factors and the dynamics of non-
performing assets in Indian banking system. The
methodology will combine the institutional, industrial and
behavioral aspects of credit risk allowing a comprehensive
evaluation of the interaction of industrial credit
mismanagement, banking behavior, wilful defaults and
monitoring inefficiencies throughout the credit lifecycle. The
combination of descriptive, analytical, and comparative
methods could guarantee that the study provides a systematic
analysis of the asset quality deterioration and the efficiency
of timely monitoring systems in the Indian banking
environment.

Research Design

Data Sources

v
Variables and Analytical Framework
v
Analytical Techniques
v

Assessment of Timely Monitoring

Mechanisms

Figure 1: Methodological framework for analyzing NPAs in
the Indian banking system

The research design of the study is descriptive and analytical
in view of critically analysing the reasons behind the
mountain of NPAs in the Indian banking system. The study
combines both qualitative and quantitative methods to
examine the connection between mismanagement in
industries, banking, wilful defaults, and the efficiency of the
timely monitoring systems. The paper is explanatory and
seeks to uncover systemic trends and institutional loopholes
as opposed to making predictions.

The analysis will be based on secondary data that is mainly
based on authoritative and publicly available information.

These are annual reports of the Reserve Bank of India (RBI),
publications of the Ministry of Finance, parliamentary
committee reports, and reports of the performance of the
banking sector and even data published by public sector and
the private sector banks. Furthermore, the articles, policy
papers, and reports of national and international institutions
are analyzed to back the analytical framework. The research
extends over a period of many years in order to be able to pick
a trend in NPA accumulation and management practices.

The variables that will be important in the study are the levels
and trends of non-performing assets among the banking
institutions, indicators of industrial performance and
efficiency of management, banking practices involving credit
appraisal and post sanction monitoring, the occurrence and
nature of wilful default cases, and monitoring and early
warning system adopted by the banks. These variables are
analyzed through an overall conceptual paradigm that
combines borrower behavior and industrial management
problem with lender-side governance, risk evaluation and
supervision in a way that can allow a comparative evaluation
of how failure in some or all of the stages of the credit
lifecycle comes together to deteriorate the asset quality.

The NPAs trends and patterns in terms of time and sectors are
analyzed using descriptive statistical tools. The differences in
asset quality management practices are evaluated by
comparison analysis among the banking institutions.
Qualitative content analysis is used to policy documents and
regulatory reports to reveal recurrent themes in the context of
governance failures, gaps in enforcement, and inefficient
monitoring. This composite method allows to evaluate both
numerical trends critically and to evaluate institutional
practices in a critical way.

In determining the efficiency of timely monitoring, the study
examines the elements of early warning indicators,
restructuring timelines and recovery results reported by banks
and the regulators. There is a special focus on the time of
intervention and its influence on the NPA containment. The
research questions the study will answer is the following: is
there a positive impact of proactive identification of stress
assets on recovery rates and slippage to NPAs?

4. RESULTS AND DISCUSSION

This section gives the presentation and interpretation of the
empirical results of the study according to analyses of the
non-performing assets in the Indian banking system based on
the analysis of secondary data. The findings analyze the
trends in NPAs among both the banks in the public and the
private sector, the industrial contribution by the sectors, the
frequency of the wilful defaults,
and how this affects the recovery performance due to timely
monitoring. The qualitative evaluation of the impact of
structural and operational issues on the quality of assets and
the analysis of the effectiveness of monitoring and regulating
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mechanisms to ensure the containment of NPAs are both the
aspects of the discussion that introduce the element of
quantitative trends.

Table 1: NPA Levels Across Indian Banks

Year | Public | Private | Total NPA
Sector | Sector | NPAs | Growth

Banks | Banks (Rs. (%)
(Rs. (Rs. Cr)
Cr) Cr)
2018 | 485000 | 78500 | 563500 12.5
2019 | 512000 | 85000 | 597000 5.9
2020 | 535500 | 91200 | 626700 4.9
2021 | 580200 | 97800 | 678000 8.2
2022 | 610500 | 1,05000 | 715500 5.5
2023 | 645000 | 112500 | 757500 5.9
2024 | 620000 | 115000 | 735000 -2.9

The trend of NPAs in the banks of the public and the private
sector between 2018 and 2024 is given in Table 1. These
findings show that the majority of NPAs are always incurred
in the public sector banks as they are more exposed to the
lending on large industries and infrastructure. Between 2018
and 2023, total NPAs are consistently on an upwards trend,
owing to a credit stress in approach to economic slowdowns
and postponed clearance of stressed-based assets.
Nevertheless, there is a significant negative growth of NPAs
total in 2024 with a negative growth rate of -2.9. Such a
turnaround implies the beneficial effects of the improved
credit appraisal and an improved post-sanctional monitoring,
and recovery mechanisms. Whereas the banks in the private
sector show a slow growth in NPAs, the general decline in
2024 underscores the success in a proactive regulatory and
managerial intervention in the situation in curbing the
worsening of asset quality.

NPA Growth (%) is a measure giving an annual percentage
change in the total number of NPAs. It shows whether the
NPAs are on the rise or not relative to the preceding year.

NPA Growth (%) = X 100

P-0Q
Q
Where,

P = Total NPAs (Current Year)
Q = Total NPAs (Previous Year)
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Figure 2: Industrial Sector-wise NPA Contribution

Figure 2 shows the contribution of different industrial sectors
on total NPAs. The infrastructure and power industry alone
constitute about a half of industrial NPAs, highlighting the
intractable stress on capital-intensive projects with a sluggish
gestation cycle, an inflated cost base, and regulatory issues.
Even though the steel industry records a slight drop in NPAs
in 2024, which is a partial recovery and reorganizing success,
the growth in the category of Other indicates potential stress
in the diversified industrial areas. This change demonstrates
the necessity of sector-specific surveillance and timely
finding vulnerabilities in other areas other than traditionally
stressed sectors.

Table 2: Wilful default incidents by bank type
Year | Public | Private | Total | NPAs
Sector | Sector | Cases | (%)
Banks | Banks
2018 | 2850 520 3370 10.4
2019 | 3020 560 3580 10.9
2020 | 3180 590 3770 11.5
2021 | 3250 620 3870 12.1
2022 | 3480 700 4180 12.8
2023 | 3720 750 4470 13.2
2024 | 3850 780 4630 | 13.5

Table 2 underscores the increase in the cases of wilful
defaults between 2018 and 2024 both in the public and the
private sector banks. The total wilful default cases were
growing consistently, and their proportion in the total NPAs
grew between 10.4% in 2018 and 13.5% in 2024. The
proportion of wilful default cases in the public sector banks
is much higher considering that they are the leaders in
financing industries. The steady increase in wilful defaults
shows that there is still the persistent enforcement lapses and
that strategic borrower conduct, making the issues of
enhanced deterrence strategies, prompt classification, and
more rigid accountability systems urgent.
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Figure 3: Impact of Early Monitoring on NPA Recovery (%)

Figure 3 shows how the rate of NPA recovery can be
enhanced by timely monitoring and early intervention. Banks
that have proactive monitoring systems are always likely to
attain high recovery percentages than those that are reactive.
The increasing difference in the effects of proactive and
reactive recovery proves the usefulness of early warning
systems, constant financial control, and timely corrective
measures in avoiding asset slippage. These results support the
thesis that timely monitoring is not a supportive instrument
but a decisive factor in containing NPAs and improving on
the quality of assets in general.

All the mentioned results suggest that NPAs have been
concentrated on banks of the public sector and capital-
intensive industries but recent advances in asset quality,
especially in 2024, may indicate the positive effect of the
active monitoring, regulation, and better recovery
framework. The increase in the proportion of wilful defaults
highlights the ongoing issues with enforcement and
responsibility of the borrower, which requires more serious
deterrence and early detection systems. In general, the
findings support the main thesis which includes early
intervention and timely monitoring as having a decisive role
in the prevention of asset degradation, credit discipline, and
long-term stability of the Indian banking system.

5.  CONCLUSION

The NPAs still remain a major challenge to the stability and
efficiency of the Indian banking system, although there has
been improvement in quality of assets in the recent past. In
this paper, the core reasons of NPAs were critically analyzed
which  include industrial credit mismanagement,
shortcomings of the banking practices and the occurrence of
wilful defaults. The comparison of RBI and government data
in the period 2018 to 2024 reveals that gross NPAs and the
GNPA ratio are dropping consistently, which shows better
credit evaluation, monitoring system, and recovery measures.
The results point to the fact that industrial inefficiencies,

especially in infrastructure, power and steel sector, continue
to be major causes of loan defaults. The banking practices
such as delayed acknowledgement of stressed assets and
insufficient post-sanction monitoring were past contributors
to the accumulation of NPAs. Although a lesser percentage
of total NPAs, wilful defaults nonetheless cause moral hazard
and strain on the banking system. Importantly, the research
shows that the rates of recovery and the slippage into the
NPAs are much higher in case of timely monitoring and early
intervention, which makes the management of the credit risks
in advance a crucial issue. The paper concludes that the long-
term resolution of NPAs will only be achieved through a
comprehensive solution that entails enhanced governance of
industries, sound banking activities, strict identification of
wilful defaulters, and efficient early warning mechanisms.
The IBC policy measures, together with technological and
procedural advances in monitoring, may also help to increase
the resiliency of Indian banks. The technology that might be
improved in the future is the use of data analytics and
machine learning to forecast stress in loan portfolios to
implement even more timely and effective means.
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