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Abstract:

Non-Performing Assets (NPAs) reflect the performance of banks. Management of NPA is impor-

tant in Indian banks as they help favorably on growth, asset quality and profitability. RBI and

Government have made some notable changes in policies and regulations to help strengthen

the banking sector by suggesting ways and means to tackle NPA problems. These changes

include strengthening prudential norms, enhancing the payments system and integrating regu-

lations of commercial banks. Many researchers have conducted studies on NPA management

in particular bank and comparative studies of public and private banks, but few studies were

conducted to understand Banker's perception on NPA management in Banks of rural areas of

Odisha.  This article focuses mainly on the non-performing assets of SHGs from bankers' per-

spective in rural areas of Mayurbhanj and Keonjhar districts of Odisha. The study was con-

ducted with the objective of investigating banker's perspectives on NPA Management in rural

Odisha. It covers banker's opinion towards the prudential norms of bank for loan processing,

causes of NPAs and techniques for recovery of NPAs, etc. The data has been collected through

a structured questionnaire. The sample for the study consists of 52 managerial and 8 non-

managerial staff from different banks of rural areas of Mayurbhanj district of Odisha. The major

causes for NPAs in SSGs as reported by bankers are lack of awareness, lack of persuasion and

Govt. Scheme. In banker's opinion legal action and one-time settlement (OTS) are the most

effective techniques for recovering NPAs from the defaulters.
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Introduction

The importance of Non-Performing Assets
(NPAs) has become more and more since the
formation of .Narshimham Committee on
banking sector reforms in 1991. We can say
that it is a second landmark in banking sector
in India after nationalization of banks. After
nationalization of banks it has been given much
attention on the lending policy of nationalized
banks but not much attention has been given
to the recovery of advances of nationalized
banks by Reserve Bank of India (RBI). Banking
industry in rural India is one of the progressive
sectors and pivotal for the long- run economic
growth and development of the country. The

importance of the rural banking in the economic
development of a country cannot be overlooked
as the real India lies in villages and village
economy is the backbone of Indian economy
accelerating the tempo of development of
different sectors of the economy. In our country
about 70 per cent of the population live in rural
areas in some 6, 30,000 villages. Today, the
state has accepted women as active agents
participating in and guiding their own
development. The failure of formal financial
institutions to meet the credit needs of the poor
women gave birth to a quasi informal credit
delivery mechanism, which should be client
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friendly, simple with minimal procedures. These
grass root organizations which are based on
the principles of need and collective action are
now commonly referred as Self Help Group
(SHG) (Sudha Rani et. al, 2002). Rural banks
are providing finance to agrarians at low rates

of interest, and thereby relieve them from the
clutches of the money lender. But any default
in repayment of loan, affects operational
efficiency and financial health of the bank. The
pin problem is recovery management. The
unrecovered loan which is termed as Non-

performing assets (NPA) wrecks the banks.
Non-recovery of loans along with interest forms
a major hurdle in the process of credit cycle.
Apart from raising resources through fresh
deposits, borrowings and recycling of funds
received back from borrowers constitute a

major part of funding credit dispensation activity.
Lending is generally encouraged because it has
the effect of funds being transferred from the
system to productive purposes, which results
into economic growth. However lending also
carries a risk called credit risk, which arises from

the failure of borrower. Non-performing assets
are one of the major concerns for banks in India.
NPAs reflect the performance of banks. Thus
management of NPA is very important in these
banks. Indian banks are favorable on growth,
asset quality and profitability; RBI and
Government have made some notable changes

in policies and regulations to help strengthen
the sector. These changes include
strengthening prudential norms, enhancing the
payments system and integrating regulations
of commercial banks. There are many research
conducted on NPA management, concerning

particular bank, comparative study of public and
private banks etc. But few studies were
conducted to understand banker's perception
on NPA management in banks of rural areas.
This particular study focuses mainly on the SHG
NPA in rural areas of Mayurbhanj and Keonjhar

district of Odisha. The purpose of the study is
to identify the major causes of NPAs, lacunas
with regard to norms of banks and technique
of recovery of loans. The main purpose of the
article was to study the banker's perception on
the norms of bank for loan processing and

suggest strategies for better management of
NPAs of banks on the basis of the analysis.

Review of Literature

Sivpuje and Kaveri (1997) have conducted a
study which was basically confined to identify-
ing the factors influencing NPAs, suggesting
measures that would prevent the growth of NPAs
and affect their speedy recovery. The major
emphasis was laid on internal factors over which
banks and financial institutions have direct con-
trol.

S. N. Bidani (2002) feels that 'Non-performing
Assets are the smoking gun threatening the very
stability of Indian banks. NPAs wreck a bank's
profitability both through the loss of interest, in-
come and write-off of the principal loan amount
itself. In a bid to stem the lurking rot, RBI issued
in 1993 guidelines based on recommendations
of the Narasimham Committee that mandated
identification and reduction of NPAs and reduc-
ing NPAs was treated as a 'national priority'.

Chakrabarti (2005), investigated that the bank-
ing sector as a whole particularly the public sec-
tor banks still suffered from considerable NPAs,
but the situation has improved over time. The
study revealed that over time, the Indian bank-
ing industry has become more competitive and
less concentrated. He has concluded that the
new private sector banks are the most efficient
though the recent collapse of Global Trust Bank
has raised issues about efficiency and regula-
tory effectiveness.

Ashok Khurana and Mandeep Singh (2009), in
their study stated that the asset wise classifica-
tion of PSBs is in right direction and there is
significant variation in the recovery of NPAs in
the different sector. The research observed that
PSBs should not be loaded with the twin object
of profitability and social welfare.

Gurumoorthy and Sudha (2012) article on NPAs
have analysed that: in the liberalised economy,
Banking and Financial sector get high priority.
The banks in India are facing the problem of
NPAs. The earning capacity and profitability of
the banks are highly affected because of the
existence of NPAs. Moreover the non-perfor-
mance or non-receipt of interest and principal
block bank's money in the form of funds and is
not available for further use of banking business
and thus the profit margin of the banks goes
down. In this connection bank must aware of
the problems and recovery legislations of NPAs.
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Mohnanil and Deshmukh (2013) in their article

have suggested that Post reform era has

changed the whole structure of banking sector

of India. The emerging Competition has re-

sulted in new challenges for the Indian banks.

Hence, parameters for evaluating the perfor-

mance of banks have also changed. This pa-

per provides an empirical Approach to the

analysis of profitability indicators with a focal

point on NPAs of public and private sector

banks.

Objectives of the Study

Ø To study the banker's opinion towards

causes NPAs in banks

Ø To study the techniques for recovery of

NPAs of banks

Ø To study the banker's perception on the

norms of bank for loan processing

Ø To suggest strategies for better manage-

ment of NPAs of banks on the basis of

the analysis

Research Methods

This study is based on a bankers' survey

conducted in different rural area banks of

Odisha. The rural areas of the two districts of

Odisha i.e. Mayurbanj and Keonjhar  have been

included in the study. The total population of

these two districts is 4,316,672 with scattered

tribal habitats. Primary data have been collected

by meeting the bank officials, both managerial

and non-managerial. With lot of persuasion and

follow up only 60 (52 managerial staff and 8

non-managerial staff) fil led in the

questionnaires which were received and

considered for the present study.  A structured

questionnaire has been used for collection of

data comprising close-ended questions. 5 point

Likert scale from Strongly disagree to Strongly

agree (1= Strongly disagree, 2=Disagree, 3=

Neither agree nor disagree, 4= Agree, 5=

Strongly Agree) has been used as a scaling

technique in the questionnaire. The theoretical

foundation of the study is based on various

secondary sources such as Economic Survey

(Govt. of India), Economic survey (Govt. of

Odisha), several publications of RBI, SBI, in

house journals of various banks.

Data Analysis and Interpretation

Table 1: Respondent Profile

It is observed from Table1 that out of 60

respondents, majority of the respondents are

male (72%) and female (28%). 40% of

respondents are belonging to age group of

above 50 (40%) and 38% of respondent

belonging to 40-50. Almost all respondents are

married (92%).Both professional (73%) and

general (27%) participated as respondent with

regard to the position of the respondent, 87%

were from managerial and 13% were  from non-

managerial. Further 73% of the respondents

have experience or above 20 years and 27%

have less than 20 years.

Table 2: Causes of SHG NPA

1 Lack of awareness 4.8 0.4 1

2 Lack of persuasion 4.0 0.0 4

3 Lack of vigilance 3.0 1.0 8

4 Mismanagement of funds 4.2 0.4 2

5 Inadequate Credit Mgt 4.2 0.4 3

6 Delay in Legal Proceedings 4.0 0.0 5

7 Capital Inadequacy 3.5 0.5 7

8 Govt. Schemes 3.8 0.4 6

RankSl.

No:
Cause of SHG NPA Mean Standard

Deviation

Parameters Frequency Percentage

Gender Male 43 72

Female 17 28

Age Below 30 yrs 4 7

30 - 40 yrs 9 15

40 - 50 yrs 23 38

Above 50 yrs 24 40

Marital Status Married 55 92

Single 5 8

Education Professional 44 73

General 16 27

Position Managerial 52 87

Non-managerial 8 13

Experience Below 20 yrs 16 27

above 20 yrs 44 73

Total 60 100
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Table 2 reveals the banker's opinion towards
cause of SHG NPA. The table reveals that "lack
of awareness" is the most important cause of
SHG NPA which hold the highest mean of 4.8
which hold first rank. The second is
"Mismanagement of fund"(4.2) and "Inadequate
credit Management"(4.2). "Lack of persuasion"
and "Delay in legal Proceedings" have the same
mean of 4 which holds third position. "Govt.
Schemes" (3.8) also hold 4th place for cause
of NPA. Capital inadequacy (3.5) and Lack of
vigilance (3) represent to lower mean for
causes.

Table 3 contains respondents' opinion
on norms of bank to process loan. In our study
we have taken 5 variables which are generally
followed to process a loan. Out of 5 variables,
merit and feasibility of the project and credibility/
net worth of the client are the major factors for
sanction of loan. But sometimes due to
pressure from senior executives and level of
securities offered, bankers provide loan to
SHGs. Sometimes pressure from high value
customer, the bankers are force to sanction a
loan which is low in value.
Table 3: Norms of bank to process loan

Table 4 depicts that according to the
opinion of the bankers "One Time Settelment
(OTS)" and legal action are the most effective
techniques for recovering SHG NPA from the
defaulter in comparison to persuasion and re-
covery agents.
Table 4: Techniques for Recovery of SHG

NPA

Conclusion and Sugestions

While concluding, it can be said that NPAs are
the major areas of concern for the Indian banking
industry and banks in rural areas are also the
victims of NPA. NPA management in SHG is a
major concern of rural banks for better
performance of banks in today's competitive era.
Lack of awareness is the most important cause
of NPA in the SHGs under study as per the
opinion of bankers. Banks are organizing
awareness programmes which are not sufficient.
Here, the banks should take more initiative to
organize frequently such type of programme. The
govt. should take initiative to organize training
programme to teach the SHGs about fund
management especially in rural areas of
Mayurbanj and Keonjhar which are basically
tribal dominated and people are less literate. The
standy observed that rural banks should not be
loaded with the twin objects of profitability and
social welfare as due to some changes in Govt.
schemes from time to time chances of NPA also
increases.  Sometimes due to pressure from
senior executives and high value customers, the
bankers are forced to sanction a loan to SHGs
which in long run become NPAs. According to
the bankers loan should be sanctioned on the
basis of merit and feasibility of the project and

Source: Field Survey

1 Merit and feasibility
of the project 3.4 0.9 1

2 Credibility/Net worth
of the client 3.4 0.9 2

3 Level of securities
Offered 3 0.7 3

4 Pressure from high
value customer 2.8 0.4 5

5 Pressure from

senior executives 3 1.2 4

Sl.
No.

Norms of Bank
to Process Loan

Mean Standard
Deviation

Rank

1 Legal action 4 0 1

2 OTS 4 0.7 2

3 Persuasion 3.2 0.9 3

4 Recovery Agents 3 0.7 4

RankSl.
No.

Techniques for
Recovery of NPAs

Mean Standard
Deviation
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credibility/net worth of the client. Banks should
examine the viability of projects before providing
financial assistance. Sanction of financial
assistance after proper appraisal alone is not
sufficient for recovery of advanced.
Disbursement of funds according to the
requirements of the project, effective supervision
and timely follow-up, involvement of all staff
members for better recovery and updated
knowledge of NPA accounts are also equally
essential. If proper care is taken for appraisal,
supervision and follow-up of the advances,
further NPAs can be avoided. In the opinion of
the bankers OTS and legal action are the most
effective techniques for recovering SHG NPA
from the defaulter in comparison to persuasion
and recovery agents. The credit department of
the banks should comprise of experienced and
trained officers in credit management. The staff
should have enough exposure in the credit
appraisal techniques. The NPA management
strategies should also involve initiatives for
making use of existing legal machinery for
speedy recovery through Debt Recovery Tribunal
(DRTs). Therefore, it is better to avoid NPAs at
the nascent stage of credit consideration by
putting in place of rigorous and appropriate credit
appraisal mechanisms.

The major implications of the study are:
• This study is a useful contribution towards the

policy makers of banks to evaluate the per-
ception of both managerial and non manage-
rial staff towards NPAs which will help them
to avoid NPAs

• With the help of data, the government can
extend this research and make few changes
in the credit policy of the bank
    The present study is a picture of banker's
(both Managerial & Non-managerial staff)
perception on NPAs of SSGs in rural areas
of Mayurbhanj district of Odisha. But there is
hardly any study on customers' perception
which is another important aspect. This would
have provided a better understanding of NPA
management in SSGs, which needs further
research.
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