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General Studies – 3; Topic:  Indian economy – growth and development 

 
Dealing with Stressed Assets 

 
1) Introduction 

 To solve the problem of bad loans in India, the RBI has introduced multiple schemes over the last 
few years: Flexible Refinancing of Infrastructure (5/25 scheme), Asset Reconstruction (ARC), 
Strategic Debt Restructuring (SDR), Asset Quality Review (AQR) and Sustainable Structuring of 
Stressed Assets (S4A). 

 However, the “twin balance sheet problem” persists. On the banking side, stressed assets now 
stand at over 12% of the total loans in the banking system.  

 Banks are unwilling to take on fresh risks, which have led to negative growth of real credit, the 
lowest in over two decades. 
 

2) What is stressed assets? 

 Stressed assets = NPAs + Restructured loans + Written off assets 

 A loan whose interest and/or principal have remained 'overdue ' for a period of 90 days is 
considered as NPA. 

 Restructured asset or loan are that assets which got an extended repayment period, reduced 
interest rate, converting a part of the loan into equity, providing additional financing, or some 
combination of these measures. 

 Written off assets are those the bank or lender doesn’t count the money borrower owes to it. 
 

3) Contributing Factors 

 Inability of private asset reconstruction companies (ARCs) to play a meaningful role, in spite of 
enabling regulations and support from the central bank.  

 Rise in NPAs is due to fraud or diversion of funds to unrelated businesses.  

 Six primary reasons for spurt in stressed assets as cited by  Raghuram Rajan  
A. Domestic and global economic slowdown 
B. Delays in statutory and other approvals especially for projects under implementation 
C. Aggressive lending practices during upturn as evidenced from high corporate leverage. 
D. Laxity in credit risk appraisal, loan monitoring in banks 
E. Lack of appraising skills for projects that need specialised skills 
F. Wilful default, loan frauds and corruption 

 
4) Concerns / Challenges 

 A key challenge for the Indian economy is the stressed assets in the banking sector. 

 High NPAs have held back lending and prevented banks from lowering interest rates. 

 This has in turn discouraged private investment, badly needed to speed up growth. 

 Banks have been reluctant to resolve NPAs through settlement schemes or sell bad loans to asset 
reconstruction companies for fear of being hauled up by investigation agencies. 

 In the public sector between 2009 and 2016 The performance of Maharatna companies declined by 
33% 

 Today, more than 80% of stressed assets in the banking sector are concentrated with PSBs.  
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5) Solution 

 Stressed assets in the banking system have reached unacceptably high levels and urgent measures 
are required for their resolution 

 Amending Banking Regulation Act of 1949 through which banking companies can initiate insolvency 
proceedings 

 Empowering RBI to issue directions for resolution, approve for appointment, authorities or 
committees to advise banking companies for stressed asset resolution. 

 “Swachh Banking Abhiyan” can be an extension of Swachh Bharat Abhiyan to avoid funds to fraud 
or unrelated businesses.  

 Creation of a national asset management company with a minority government stake, which would 
raise debt and manage the asset reconstruction companies (ARCs) and private equity firms that 
would actually turnaround the underlying company. 

 Insolvency and Bankruptcy Code (IBC), 2016 has opened up new possibilities for time-bound 
resolution of issues related to stressed assets.  

 IBC was enacted for maximisation of the value of assets in order to promote entrepreneurship, 
availability of credit and balance of interest of stakeholders. 

 The comprehensive approach is the effective implementation of various schemes through 
resolution or problems related to stressed assets. 
 

6) Setting up BadBank 

 The Economic Survey 2016-17, pushed for the creation of a bad bank in the form of centralised 
Public Sector Asset Rehabilitation Agency (PARA) to better deal with stressed assets. 

 Arguments for setting up BadBank 
A. Setting up bad banks in India would centralize the sale of stressed assets and lead to a quick 

resolution.  
B. China’s bad banks are thriving as alternative lenders, evolving from bad-debt managers into 

some of the country’s largest financial conglomerates. 

 Arguments Against setting up BadBank 
A. Setting up a bad bank is a very complex process. It is not a silver bullet which will solve all the 

problems in the Indian banking sector. 
B.  A one-size-fits-all approach to designing a bad bank can be very expensive and less effective. 
C. The most efficient approach would be to design solutions tailor-made for different parts of 

India’s bad loan problem. 
D. The bad loan problem in India is concentrated in a few sectors like infrastructure and basic 

metals. An effective solution would be to transfer bad loans from these distressed sectors into 
sector-specific SPVs, securitize them and sell them in an auction. 

 
 


