
ISSN (Print): 2328-3734, ISSN (Online): 2328-3696, ISSN (CD-ROM): 2328-3688 

 

 
American International Journal of 
Research in Humanities, Arts  
and Social Sciences 
 
 
 
 
 

AIJRHASS 13-242; © 2013, AIJRHASS All Rights Reserved                                                                                                                      Page 178 

AIJRHASS is a refereed, indexed, peer-reviewed, multidisciplinary and open access journal published by 
International Association of Scientific Innovation and Research (IASIR), USA 

(An Association Unifying the Sciences, Engineering, and Applied Research) 

 
 

Available online at http://www.iasir.net 

 

 

Ailing Banks- Failing Economy 

Dr. A.M.Bhattacharya (Economist) 

Associate Professor,ShriSharda Institute of Management & Technology,  

Lucknow, India 

 

Prudential Norms (Asset Classification and Income Recognition) which is commonly known as NPA (non-

performing assets) norms were worked out at Basel (Switzerland) in 1988 and it was implemented in the banking 

sector in the early nineties. In spite of strong voices raised for postponing its implementation for another decade or 

so, it stayed mandatory as per the mutual agreement.  

Although the norms were initiated and strengthened in phases for ensuring better transparency, the banking industry 

as a whole, resorted to more and more window dressing measures, for the sake of its survival. In a country, where 

contradictions and anarchy rule the politico-economic environment, it is useless to expect transparency from an 

integral part of its financial sector i.e. the banking industry. 

The world had witnessed mammoth collapse of 137 banks including banking giants like Lehmann Brothers, Global 

Trust Banks etc. in the last decade which was a fall-out of, barring other issues, the stricter implementation of Basel 

norms. 

Now that the Basel IV norms are going to be active from 1stApril, 2013 onwards both the private and public sector 

banks’ top brass are worried to the extent. But, their worries are not baseless. On the one hand, the huge amount 

advanced to the small borrowers are rapidly going NPA, in spite of several rounds of restructuring and on the other 

hand, two-thirds of  the Corporate borrowings are made by those companies whose stock-prices are languishing at 

multi-year lows. 

Although, the finance minister Mr.P.Chidambaram has warned that the losses and defaults would be set-off through 

the personal net worth of the promoters, it would never be a cakewalk for any financial administrator because, it is 

the large number of corporate houses who are virtually running the governments and again, most of the corporate 

laws of this country provide absolute protection to the corporate against such stringent measures. 

Had it not been so, the central government or the banks would have set off the bad debt of Kingfisher Airlines with 

the personal net worth of Mr. Vijay Mallya. It is quite interesting to note that, during the period while Kingfisher 

Airlines’ roaring business was taking a nose-dive, only to be declared as a sick company, Vijay Mallya’s personal 

assets recorded an addition of Rs.25000 crores. Similar trends were seen in case of a number of Corporates which 

were going sick and their patrons were amassing personal riches. 

However, the pressure of recovering the dues on the Corporates would be intensifying from 1st April 2013 and the 

banks would find it tougher to recover their dues even if they resorted to selling the shares pledged with them. The 

worsening issue is that the gap between outstanding liabilities of those companies, which have pledged their 

securities with banks, and the market value of their assets has been growing over the past few years. Hypothetically, 

even if the banks sell out all the pledged securities of the company, only a fraction of the total outstanding debt 

would be recovered. 

A recent survey on 2800 listed premier companies showed that around 1200 companies account for two-thirds of the 

total loans and advances given by the banks to the Corporates. The current market capitalization of all these 

companies is far less than their liabilities. The followings table indicates that the ten most indebted companies, in 

terms of the gap between market value and the borrowings, account for 21.6 per cent of the total borrowings by all 

the listed non-financial private sector firms. But, the market capitalization (m-cap) of these ten firms put together 

records only five per cent of the combined market capitalization of all the private sector firms. [Table Annexed]. 
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The Most Indebted Corporate House:                                                  (Rs. in Crores) 

Corporate House Market 

Capitalization 

Total 

Borrowings 

Difference between 

Borrowings &m-cap. 

Adani 64911.8 125397.8 -60486.0 

Jaypee Group 30785.3 75963.3 -451178.0 

ADAG 45738.1 73645.5 -27907.5 

GMR 7609.6 32682.3 -25072.6 

Videocon 6405.9 29010.4 -22604.5 

Global 987.9 17078.9 -16091.0 

AbanLoyd 1221.8 13513.5 -12291.6 

GVK Group 2188.2 14446.8 -12258.6 

Essar 16551.4 28632.7 -12081.3 

Indiabulls 14338.1 25363.8 -11025.6 

Top 10(total) 190738.2 435734.8 -244996.6 

All firms facing stress 667288.5 1618618.7 -951330.2 

All listed private sector 

firms 

3794903.2 2017463.5 1777439.7 

Grand Total 5436060.5 24010392.4 3025668.1 

Source: Directory on m-cap. Jan. 2013. 

However, in the private sector, the combined market caps. of 179 companies is always lower than their consolidated 

debt. Such companies include seemingly strong ones like Videocon, Adani, GMR, GVK, Jaypee Group etc. It is not 

that only the private sector companies are plagued by the same but the public sector companies like IOC, HPCL, 

Power Grid Corporation, MTNL, BSNL etc. also maintain loans much higher than its market caps. But the basic 

difference between the private sector and public sector companies is that, the public sector companies are very less 

likely to default on their loans. 

The gravity of the condition in regard to the banking sector can be understood through the facts that the total 

borrowings of the 1200 companies analyzed, stand at Rs.16.2 lakh crores  as at the end of  March 2012, which 

account for 67.2 per cent of the total corporate borrowings in the country. 

As the last three quarters’ trend has indicated very poor signals of recovery in the economy and the ongoing last 

quarter too, has not shown any optimistic cue, the danger of such big loans going NPA or running for restructuring 

further looms large over the banking sector. 

Very recently, the Indian Overseas Bank reported that their net profit dipped around 89% to Rs. 58.6o crores 

compared with Rs. 528.88 crores on 31.03.2012, during the quarter ended on 31.03.2013. The Chairman and M.D. 

of IOB Mr. M. Narendra said that the bank’s NPA stood at Rs. 6067.96 crores as on March 31st 2013 compared to 

Rs. 3920.07 crores as on 31.03.2012. The total provisioning against the bad and doubtful loansincreased over three 

folds to Rs. 1087.23 crores for the current financial year. The CMD added that the increase was mainly due to 

repayment default by the industries, agriculture and other sectors. 

Similarly, State Bank of Mysore reported 35% of decline in net profitat Rs.76crores in the fourth quarter due to 

higher provisioning. The Bank,s Provisioning for the January-March (2013) was up by 89% year-on-year to Rs. 278 

Crores.  

The current economic collapse of Greek and Cyprus which have already shaken the European economy, will 

definitely send shock waves to the world economy at large, in the near future. This will lead to erosion in global 
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demand of these companies’ products which in turn, reduce the capital inflow and naturally threaten their repayment 

capacity.  

Another horrifying parameter of default came up recently when the CBDT(Central Board for Direct Taxes) 

disclosed that it had failed to recover the tax revenues of about Rs.1.90 lakh crores from 379 cases as on Dec. 2012, 

as there were no or insufficient assets in these cases. It is noteworthy that the unrecoverable amount wes almost 

equal to that tax collected as personal Income Tax during 2012-13. 

While revealing further the CBDT indicated that another Rs.3657 crores from 102 cases could not be recovered as 

the assesses concerned were nat at all traceable. 

As if in competition with the CBDT, the Central Board for Excise and Customs (CBEC) declared that it has failed to 

recover taxes to the tune of Rs.4796 crores from 15500 cases. While there are 3519 cases of Central Excise duty 

division involving RS.2812 crores as non-recoverable dues, the Customs department reported about 7058 cases from 

whom a default amount of Rs.1450 crores were not recoverable. The CBEC department is thinking of writing off the 

amount as it has completely failed to recover the dues. 

Further, the CBDT found that the arrear demand in 2012-13, increased to Rs.482027 crores from Rs.333079 crore 

and Rs.248927 crores in the previous two years. The rise in indirect tax was more alarming. Those from Excise, 

Customs and Service Tax rose to Rs. 103975 crores in 2012-13to Rs.33791 crores in previous year. The Service Tax 

arrears alone witnessed a 10 fold increase. 

When the facts and figures were put before the Standing Committee of Parliamentarians, it issued a serious note for 

taking “urgent, time-bound and concrete action plan to clear the backlog and realize revenue dues” so that neck-

breaking Current Account fiscal deficit, which stood at 6.4% of GDP as on 31st March 2013, might be abridged by 

the Government. 

If our policy makers fail to see the imminent threats posed by the world economy and do not resort to vigorous 

policy changes for recovery of over dues including enhancing domestic demands for the goods and services 

produced by the both private and public sector companies, the banking sector, including other revenue generating 

financial institutions, will collapse and eventually lead to another failed economy in the world. 

 


