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

Wilful Defaults in Banks 
 

1) Introduction 

 A wilful default as defined by RBI 
a. The unit has defaulted in meeting its payment/repayment obligations to the lender when it has 

the capacity to honour these commitments. 
b.  The funds are not utilised for the specific purpose for which finance was availed but have been 

diverted for other purposes.  
c. Those that have disposed of or removed movable fixed assets or immovable property given for 

the purpose of securing a term loan. 

 Banks are witnessing a surge in wilful defaults, or refusal of repayment obligations by borrowers  

 The data shows that wilful defaults by borrowers from banks cross Rs 1 lakh crore as of March 
2017. 
 

2) Reasons 

 Businesses failure, the reasons could be external or internal. 

 Gaps in Internal audits, controls and procedures 

 It is seen in large groups that the balance sheet of a relatively stronger entity has been used to fund 
growth of smaller entities. These kind of lending are not repaid, making that group a willful 
defaulter. 

 Wrong investment decision 

 Bank's failure in identifying such defaulters at early stage of loan repayment 

 Chakravyuha Challenge as stated in Economic Survey 2015-16 where inefficient firms find it difficult 
to exit. 
 

3) Concerns / Challenges 

 There is a loss of interest income to the banks to the tune of around Rs 1,50,000 crore. 

 Country’s largest lender SBI accounts for over 27% of the total amount owed to public sector banks 
by wilful defaulters.  

 There is no specific law against wilful defaulters, as RBI takes action as per SARFAESI act. This 
creates environment of varying norms that raises the wilful defaulters. 

 Rising wilful defaults in PSBs hurt investor confidence. 
 

4) Way Forward 

 Wilful default must be recognised early and followed by quick action 

 Restricting additional facilities to such defaulters from banks and financial institutions 

 Parliamentary Standing Committee on Finance recommended that each bank must make names of 
"wilful defaulters" public.   

 Wilful default of bank loans should be declared as a criminal offence and criminal action initiated 
against defaulters. 

 Jail term may be linked to size of default. 

 In cases of classic business failures that have no wrongdoing and hit by the slowdown in the global 
economy, the resolution process needs to be strengthened through debt restructuring. 

 An efficient credit rating agency to give clarity about nature of borrowers. 
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 Internal audits, controls and procedures are a way of minimising these wilful defaults. 

 Implementation of insolvency and bankruptcy code in letter and spirit. 

  Hedging of very large investments which are at risk 

 Recovery laws need to be drastically amended and setting up special tribunals for high value cases. 

 Law enforcement machinery must acquire modern financial forensic skills to recover the ill-gotten 
money  

 Centre and RBI must take steps to strengthen public sector banks  
 
 


