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Abstract 

Proper handling of non-performing assets (NPAs) acts as a fundamental element for achieving both 

financial stability and economic development. Through a comparative analysis this paper investigates how 

the legislative and judicial systems regulate NPAs within India and Japan which show distinctly separate 

financial and economic structures. Needing more credit during fast-paced growth combined with 

inadequate management controls increased NPAs in India but Japan faced NPA problems during its 

system transparency shortcomings and 1990s asset bubble burst effects. Key legislative responses such as 

India’s Insolvency and Bankruptcy Code (IBC) and SARFAESI Act along with Japan’s Financial 

Reconstruction Act and Resolution and Collection Corporation establishment are part of this examination. 

This analysis reviews judicial approaches both from India’s Debt Recovery Tribunals and Japan’s 

preferred use of pre-litigation resolution mechanisms. According to research in this paper, successful 

approaches and valuable insights both countries employ demonstrate that active early measures paired 

with solid regulatory control and complete transparency stand out as key strategies to manage Non-

Performing Assets (NPAs). The results offer essential knowledge to financial regulators and banking 

organizations about how to manage Non-Performing Assets effectively in today's international financial 

systems. 

 

Keywords: Non-performing assets, legislative framework, judicial framework, Insolvency and 

Bankruptcy Code, SARFAESI Act, Financial Reconstruction Act, Resolution and Collection Corporation. 

 

1. Introduction 

The world's financial structures significantly determine both the economic stability and growth rate. The 

biggest trouble confronting financial institutions globally remains the control of non-performing assets 

(NPAs). Financial institutions classify loans as NPAs when borrowers delay their principal or interest 

payments beyond a typical 90-day overdue period. The banking system faces major threats from NPAs 

because they both reduce financial earnings and damage bank capital while obstructing banking 

institutions in providing additional credit facilities. Non-performing assets increase both ratio stress and 

misdirect resource distribution which directly results in economic growth limitations. 

India and Japan exhibit clear evidence of this banking sector issue because their banks struggle to manage 

it effectively. Public sector banks in fast-growing India have confronted increasing NPAs throughout the 

past decade. The recent increase triggered numerous legislative actions along with policy interventions to 

solve the problem while maintaining financial system stability. The Japanese banking sector began 
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encountering NPAs with the prolonged economic stagnation of the 1990s which experts commonly call 

the "Lost Decade." Through major reforms to tackle the NPA crisis this country now provides crucial 

knowledge of effective approaches and tools to overcome large-scale financial problems. 

The study examines the legislative and judicial systems which supervise NPAs and executes comparative 

research in both Indian and Japanese legal environments. This research explores the historical background 

and policy developments in both jurisdictions to derive best practices that support financial institutions 

and policymakers to better manage NPAs. The study examines the adaptation process of legal and 

regulatory systems in these countries to their specific economic and financial environments. 

In our financially integrated world today the experience of one region turns into guidance for other 

jurisdictions struggling with the same issues. Research findings from India and Japan's NPA resolution 

techniques support ongoing discussions about banking sector effectiveness and promote stability and 

economic expansion universally. 

 

2. Background 

The Indian banking system traces its origins to the late 18th century, with the establishment of the Bank 

of Hindustan in 1770. After independence the state took control of 14 significant commercial banks in 

1969 and implemented a similar move on six more banks in 1980 with the main goal of directing sufficient 

credit toward agriculture and small industry among other priority areas. In 1991 economic liberalization 

transformed the banking sector by integrating private and foreign financial institutions which pushed 

competition boundaries while accelerating technology developments in banking. Since its creation in 1935 

the Reserve Bank of India functions as India's central bank to manage money policy while monitoring the 

banking sector. 

The global financial crisis of 2008 unleashed NPA troubles within the sector. Aggressive bank lending to 

the infrastructure and capital-heavy industries from the middle of the 2000s produced a rapid increase in 

corporate debt amounts. Pipeline regulatory barriers and unpredictable policies delayed projects which 

eventually damaged their revenue streams causing failures to meet loan repayments. Public sector bank 

NPA ratios soared from 2% during 2008–09 up to 14.6% by 2017–18. In recent years balance sheet 

cleanup activities produced outcomes that reduced gross NPAs to 2.6% in September 2024 marking a 12-

year low. 

In the timeframe between 1868 and 1912 Japan experienced quick advancements in its banking sector 

transforming traditional feudal financial systems into a new, centralized banking structure. Since its 

foundation in 1882 as Japan's central banking authority the Bank of Japan (BOJ) standardized banknote 

production and started monetary regulation activities. After World War II Japanese banking functioned 

through a strong collaboration between the central bank, commercial banks and industrial sectors which 

fuelled exceptional economic development. 

During the late 1980s asset price bubble burst through early 1990s financial markets started to collapse 

which pushed many banks into a crisis burdened again by large quantities of bad loans. The severe 

depreciation of real estate together with stock market prices amassed numerous NPAs which gave birth to 

Japan's "Lost Decade." To restore financial stability after an asset price bubble collapse regulatory reforms 

and bank consolidations along with strict supervisor frameworks became government priorities. During 

the 2007–08 global financial crisis early into the twenty-first century additional measures became 

necessary for financial system protection. 
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3. Causes of Non-Performing Assets (NPAs) in Japan and India 

Economic disturbances alongside systemic inadequacies and administrative problems produce Non-

Performing Assets (NPAs) in both Japan and India indicating the comprehensive functions within their 

banking systems. The Japanese banking sector relied upon its Main Bank System which functioned to 

direct Japan's economic path between multiple operational and strategic frameworks. Although established 

to maintain stability and managerial oversight through enduring associations between banks and their 

clients this system eventually led to borrower dependence and bank complacency. Banks chose not to 

allow failing firms to leave the marketplace because their operational ties generated financial risks and 

potential reputational damage which caused “zombie companies” to proliferate. Despite being 

unsustainable these companies continued their operations but they drained valuable financial resources 

without producing meaningful economic advancement. Because the system operated on discretion it 

avoided mandatory financial information sharing which helped maintain secrecy and postponed detection 

of financial threats. Throughout the Lost Decade in Japan the wait-and-see approach resulted in long-term 

stagnation because banks did not resolve their increasing bad loan issues. 

Deferred Tax Assets (DTAs) usage across Japan added multiple layers to its Non-Performing Loan (NPA) 

crisis problem. Under recent accounting reforms financial institutions were granted permission to utilize 

Deferred Tax Assets to acknowledge prospective fiscal benefits through a strategy which required banks 

to apply present-day financial losses against future predicted revenue streams. This measure gave short-

term boosts to banks’ capital adequacy ratios yet operated merely as financial window dressing under 

Japanese deflationary conditions which prevented future profits from mature corporation results. Financial 

distress remained obscured because of DTA reliance which undermined transparency and postponed 

essential structural changes. During the early 1990s Japan experienced a vital shift when its asset price 

bubble burst. Real estate speculators and equity market investors pushed asset values beyond their limits 

which led to urban land prices diving as much as 87% in the 1990s. The substantial value drop of collateral 

forced many lending-dependent businesses in real estate and construction sectors to fall into default. As 

the credit scarcity worsened the economic decline both economic stagnancies gained strength from 

growing NPAs and NPAs expanded through ongoing stagnation. By opting for forbearance lending to 

issue credit to bankrupt companies businesses banks depleted resources incorrectly and postponed the 

economic rebound. 

In India NPAs1 develop from a complex network of socio-economic and political factors that define the 

country2( Bank for International Settlements (BIS)). The continuous patterns of NPAs in India emerge 

from economies expanding their credit during booms whilst lacking proper credit examination procedures 

combined with poor governance roles. The 1991 liberalization reforms introduced economic openness 

which triggered a lending surge in and around the late 1990s. Despite market growth during loan expansion 

under liberalization reforms insufficient evaluation allowed banks to fund projects that lacked economic 

viability. The economic boom from 2003 through 2008 led Public Sector Banks (PSBs) to aggressively 

extend loans to both infrastructure providers and capital-heavy industries. Banks granted loans with 

excessive confidence which failed to determine the true risk exposure resulting from governmental 

approval delays and unexpected cost inflation and regulatory changes. The 2008 global financial turmoil 

 
1 Non-Performing Assets (NPAs): Causes, Impacts & Resolution (NEXT IAS) 

https://www.nextias.com/blog/non-performing-assets-npas/ 

 
2 Bank for International Settlements (BIS): Identification and Measurement of NPAs. https://www.bis.org/fsi/publ/insights7.pdf 
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brought these economic vulnerabilities into focus because industrial project revenues did not meet 

projections and escalated defaults happened as demand decreases along with slowed economic 

growth3(International Monetary Fund (IMF),2023) . 

Political intrusion has proven vital to India’s banking crisis because public sector banks make up a major 

portion of national banking operations. The primary determinant of loan approval for politically directed 

borrowings was socio-economic targets rather than financial soundness. Despite market risks and business 

operation difficulties, small business and agricultural sectors that serve as cornerstones for socioeconomic 

development became key targets of political lending. Political patronage allowed loans to flow towards 

politically favoured persons or organizations who received funds without thorough credit assessments. 

Dominantly in agriculture sector debt relationships the routine declaration of loan forgiveness has resulted 

in weakened borrower repayment conduct by enabling them to default while waiting for prospective 

forgiveness packages. Banks face financial strain through this practice which simultaneously erodes their 

credit culture. 

The Indian agricultural sector maintains its position as a consistent source of NPAs because its success 

depends heavily on monsoon patterns while enduring frequent climatic disturbances. Farmers struggle to 

repay their loans primarily because of unpredictable weather changes combined with increasing 

production costs and weak connections to markets. Despite delivering short-term assistance farmers 

receive from loan waivers their repayment discipline continues to decline making the situation worse. 

Businesses faced disruption through regulatory policy shifts which promoted financial instability and 

increased default incidents. Organizations face operational obstacles and growing NPAs because swift 

regulatory changes like environmental policy adjustments and restructuring scheme withdrawals arrive 

without warning. 

The Japan and India case studies reveal different elements which lead to NPA problems within both 

countries. Japan faced its problems because of operational secrets and DTA dependency along with asset 

market collapse while India struggled against excessive lending and bureaucratic political interference 

plus systemic weaknesses. The examination of both cases demonstrates that effective NPA crisis 

prevention requires strong governance frameworks together with transparent operations and proactive risk 

management strategies. 

 

4. Framework Governing Non-Performing Assets (NPAs) in Japan and India 

Non-Performing Assets (NPAs) management through legislative and judicial frameworks shows how each 

country’s economic background and financial governance structures affect their approach in Japan and 

India. Japan saw substantial changes to its financial framework because of its financial crisis from the 

1990s through its aftermath. The central regulatory authority to maintain financial stability matured into 

the Financial Services Agency (FSA)4. Through its introduction of the Prompt Corrective Action 

(PCA) Framework authorities targeted early bank intervention via mandatory corrective actions while 

also implementing clear regulations mandated precise NPL classification paired with appropriate 

provision assessment. Through the Financial Reconstruction Act (FRA) of 19985 (FRA,1998) 

 
3 International Monetary Fund (IMF) - India’s Financial System Stability Report. 

https://www.imf.org/en/Publications/CR/Issues/2023/10/01/India-Financial-Sector-Assessment-Program-533216 
4 Financial Services Agency (FSA) of Japan - Guidebook for Financial Supervisors. 

https://www.fsa.go.jp/en/index.html 
5 Financial Reconstruction Act, 1998. https://www.fsa.go.jp/en/refer/legislation/ 
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authorities formed the Resolution and Collection Corporation (RCC) which took charge of both NPL 

management and liquidation functions. The collapse of the Long-Term Credit Bank of Japan (LTCB) and 

the government takeover of Resona Bank show through judicial actions why strong regulatory control and 

government backing remain essential for preventing systemic risks. The adopted financial measures 

reduced Japan's NPL ratio from 8.4% at its highest point in 2002 down to 1.3% by 2024. 

Financial restructuring towards NPAs in India has aimed at debt recovery optimization while bettering 

insolvency procedures. The SARFAESI Act which came into force in 2002 enabled lenders to sell 

distressed real estate directly without needing court permission thereby rapidly accelerating asset recovery. 

Supporting financial restructuring required banks to establish Asset Reconstruction Companies which 

specialized in sorting out troubled debts. The Insolvency and Bankruptcy Code established in 2016 

founded an all-encompassing framework which governs corporate insolvencies by requiring debt 

resolution within definitive time frames through National Company Law Tribunal 

jurisdiction6(Insolvency Bankruptcy Code (IBC),2016). The Reserve Bank of India implemented Special 

Mention Accounts (SMAs) alongside Asset Quality Reviews (AQR) which serves both to improve asset 

classification methods and promote early intervention for accounts that show signs of stress. Guidelines 

for judicial debt dispute review rest upon Debt Recovery Tribunals (DRTs), whose operational 

effectiveness suffers from persistent procedural holdups. 

The two nations both pursue better financial stability yet their methodological frameworks for 

implementing systemic risk reduction show design and operational differences. This has been shown in 

Table 1 as a comparative overview. The Japanese framework incorporates regulatory intervention together 

with cooperative loan restructuring processes yet India gives precedence to legislative and judicial 

mechanisms which strengthen creditor powers. 

 

Table 1: A comparative table showing India and Japan’s legislative and judicial NPA governance 

frameworks. 

 India Japan 

Legislative Framework SARFAESI Act, 2002: Allows 

secured lenders to establish 

their security without needing 

court permission. 

 

Insolvency and Bankruptcy 

Code (IBC), 2016: Time-

bound corporate insolvency 

resolution. 

 

Debt Recovery Tribunals 

(DRTs): Fast-tracks NPA 

recovery. 

Financial Reconstruction Act, 

1998: The legislation manages 

bank breakdowns while 

structuring measures to restore 

their capitalization strength. 

 

Deposit Insurance 

Corporation of Japan (DICJ)7: 

Handles failed institutions and 

funding. 

 

Asset Management 

Companies (AMCs): Bad 

 
6 Insolvency and Bankruptcy Code, 2016. https://www.ibbi.gov.in/legal-framework/act 
7 Deposit Insurance Corporation of Japan (DICJ), Annual Report, 2023. 

https://www.dic.go.jp/en/pdf/ar2023.pdf 
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RBI Guidelines: The system 

requires specific provisioning 

standards while grouping 

assets and developing 

recovery procedures. 

 

loans fall under management 

of the Resolution and 

Collection Corporation 

(RCC). 

 

Strong post-crisis legal 

reforms after the 1990s 

financial crisis. 

Judicial Role Heavy reliance on judicial 

intervention in IBC and DRT 

cases. 

 

Delays common due to high 

case volumes. 

 

The enforcement mechanism 

of SARFAESI security 

interests faces regular 

challenges through judicial 

litigation. 

Limited judicial role due to 

emphasis on pre-litigation 

resolutions. 

 

Both mediations along with 

arbitration experience high 

utilization to reduce court 

dependency. 

 

Debt workout procedures that 

function outside court systems 

help eliminate lawsuits. 

Asset Quality Management Collateral-based lending is 

common. 

 

Valuation of collateral faces 

hold ups because of legal 

processes combined with 

administrative bottlenecks. 

 

ARCs hold vital positions in 

the management of non-

performing assets. 

Bad loan management for 

AMCs such as RCC operates 

according to structured 

processes. 

 

Emphasis on fast liquidation 

of collateral through clear 

guidelines. 

 

To limit threats banks use 

increased amounts set aside in 

reserves. 

Recovery Timelines Legal disputes along with 

administrative slowdowns 

delay this process often. 

 

While IBC resolution 

demonstrates potential 

Early dispute resolution 

processes together with 

systematic asset handling 

produces quicker problem-

solving timelines8. 

 
8 Non-Performing Loans, Prospective Bailouts, and Japan’s Slowdown (Cornell University). 

https://ecommons.cornell.edu/handle/1813/103001 
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effectiveness it also takes 

considerable time to complete. 

Regulatory Oversight RBI develops the standard 

procedures for banking 

resolve operations and 

supervision requirements. 

 

DICJ maintains reliable 

conditions across banking 

operations. 

 

 

4.1 Legislative Framework in Japan 

Japan's financial rules show adaptability to industry hardship throughout economic downturns due to well 

established strategic frameworks. The Japanese government created the Financial Services Agency (FSA) 

in 2000 as the unified regulatory body to handle the financial crisis at the heart of this framework. The 

Financial Services Agency operates with primary focuses to ensure financial system stability which 

encompasses maintaining operational transparency and protecting financial consumers and investors while 

promoting prudent functioning within financial institutions. Japan established a regulatory agency when 

mounting NPLs created systemic risks to the banking sector's stability. 

In response to the NPL crisis the FSA emerged as a central authority enforcing improved regulatory 

standards to maintain banks' compliance with supervisory demands. The authority evaluated risk 

management methods by way of thorough loan portfolio examinations and audits while checking 

compliance with capital reserve standards. The body imposed stringent financial disclosure regulations 

which demanded banks to reveal full details about both classification and quantities of NPLs so 

stakeholders could gain clearer visibility into institutional financial conditions. The FSA set high priority 

rules to stop hidden financial methods while driving an environment where financial reports are 

accountable. 

The fundamental legislative tool for this period of Japan’s financial system was the Prompt Corrective 

Action framework which established necessary actions banks needed to take when facing financial 

difficulties. The execution of the PCA framework depends on pre-established limit settings for financial 

benchmarks including capital adequacy ratios along with asset quality metrics. Financial institutions must 

enact recapitalization actions together with improvements to risk management procedures and limitations 

on activities considered high-risk once certain vital indicators decline below standard thresholds. System 

stability improvement occurred when regulators implemented this proactive methodology that allowed 

them to catch and manage emerging problems immediately due to FSA support. Transparency goals within 

the framework required comprehensive NPL disclosures which assisted stakeholders in making educated 

decisions and promoted trust recovery across financial systems. 

The Financial Reconstruction Act (FRA) delivered in 1998 created regulated methods to address 

solvency problems for financial institutions and overhead Non-Performing Loans (NPLs). Following the 

Financial Reconstruction Act's (FRA) regulations authorities founded the Resolution and Collection 

Corporation (RCC) as an organization designed for handling NPLs through acquisition and management 

before liquidation. Through the acquisition of toxic assets at proper market prices and carrying out debt 

workout plans and asset liquidation the RCC helped banks to reinvest their efforts into main business 

functions and fix their balance sheets. Mandated by the FRA financial institutions had to conduct 
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exhaustive asset evaluations and publicly declare results to provide clarity while eliminating loan 

classification distortion. 

Through collaborative efforts with organizations like the Deposit Insurance Corporation of Japan and the 

Industrial Revitalization Corporation of Japan the FSA enhanced the strength and function of existing 

legislative measures. Organizations executed bad loan disposal procedures supported firm restructuring 

and bank sector consolidation which added stability to the financial infrastructure. The FSA identified 

systemic issues which led them to advise banks to apply more exacting risk assessment procedures while 

diminishing their reliance on relationship banking because existing practices generated non-transparent 

loan collections. 

Despite these efforts, challenges persisted. Japan's banks were cautious in revealing their total levels of 

Non-Performing Loans because political influences often blocked strict enforcement procedures. Japan 

continued to struggle with economic stagnation and deflation which put brakes on the efficiency of 

regulatory responses in their early stages. The FSA introduced substantive modernization reforms 

throughout the late 2000s and 2010s to solve developing financial sector problems. Regulatory changes 

demanded tougher identification rules for Deferred Tax Assets while adding improved transparency 

standards and a focus on achieving sustainable capital adequacy. 

By 2018 Japanese banking DTAs reached ¥135 billion after hitting record levels while their NPL ratio 

had improved from 8.4% in 2002 to 1.3% by 2024. A fundamental groundbreaking achievement occurred 

when Japan achieved financial system stability demonstrating adaptive regulations as the necessary 

guiding force. The FSA’s mission to modernize Japan’s financial system included strategic responses to 

new pressures such as climate finance requirements and digital transformation so as to maintain sector 

resilience amidst changing global conditions. 

4.2 Judicial Framework in Japan 

State intervention combined with stringent regulatory control characterized Japan’s resolution method for 

its banking crises and non-performing loans during the 1990s banking crisis9 ( Pacific-Basin Finance 

Journal,2003). Japan’s courts operate under the judicial framework to support resolution of NPLs through 

creditor rights enforcement together with resolving related disputes. Notable judicial decisions 

demonstrate the response of courts. 

The financial oversight system in Japan demonstrates significant ability to stabilize markets during 

banking emergency situations and Non-Performing Loan (NPL) surges through its judicial infrastructure. 

Japanese judicial systems maintain traditional backing for regulatory and legislative initiatives by 

upholding creditor entitlements while providing efficient dispute resolution inside a structure that balances 

economic revival with fair judgment. 

The judicial system fulfils dual main roles during financial upheavals through both protecting creditor 

rights and resolving insolvency litigation and bad debt cases. Japanese courts provided important legal 

guidance on bankers classification and recovery methods of NPLs during the 1990s banking crisis which 

extended into the early 2000s. The Resona Bank crisis revealed how Japanese courts conducted their 

function as both support units for government interventions and regulators of financial compliance. The 

judiciary supported Japanese government-directed asset infusion into Resona Bank while it confronted 

financial troubles in the early 2000s from NPL accumulation and stock market declines because this ¥1.96 

 
9Japan’s Banking Crisis: A Review (Pacific-Basin Finance Journal, Elsevier). 

https://doi.org/10.1016/S0927-538X(03)00026-X 
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trillion bailout led to bank nationalization. The support from the judiciary played a fundamental role in 

financial stabilization whereas public confidence recovered thereafter. 

The Long-Term Credit Bank of Japan's downfall in 1998 functioned as an example of the judiciary 

working to control systemic banking risks. Through its reckless lending practices during Japan's economic 

bubble era of the 1980s the LTCB obtained massive NPLs before becoming the first major Japanese bank 

to undergo nationalization through implementation of the Financial Rehabilitation Act. Japanese judges 

maintained legal standards during LTCB restructuring before international sale which demonstrated a 

change in Japan's financial crisis management approaches. The importance of judicial supervision 

emerged clearly from this case because it guaranteed functional transparency during debt restructuring. 

Upscaling financial regulations relies heavily on judicial authority to guarantee that FSA legally oversees 

its activities transparently within Japan’s court system. The FSA's new efficiency measures have won 

judicial backing for stricter financial reporting standards alongside more robust compliance with the PCA 

requirements. While executing the PCA system Japanese courts often had to step in to resolve conflicts 

between banks and regulatory institutions so all imposed actions would maintain both legal integrity as 

well as fairness. 

The resolution procedures for financial sector disputes involving distressed asset restructuring and 

liquidation demonstrates a key characteristic of Japan’s judicial system. Courts obtained oversight of the 

acquisition and disposal procedures for NPLs through the judicial branch after RCC grew into existence 

because of the Financial Reconstruction Act. Through its establishment of a formal legal procedure to 

address these disputes the judiciary sector has achieved greater stability within the financial marketplace. 

Japanese courts have developed their financial governance strategies throughout the years to meet 

emerging challenges. Current legal proceedings showcase how courts deal with systemic problems 

through operations against "zombie" corporations that survive under heavy debt burdens due to extended 

government aid and forbearance lending. Through its support for policy implementation, the judiciary 

helps transfer resources from failed firms to more promising businesses which builds toward economic 

recovery. 

4.3 Legislative Framework in India 

With time the Indian legal framework for financial institutions and the treatment of non-performing assets 

has improved to enhance banking sector solidity and financial stability. Groundbreaking laws and control 

systems back this structure to speed up debt collection and manage insolvency cases and strengthen 

accountability and transparency in banking operations. The coordinated legislation targets structural issues 

which arise from growing NPAs and systemic inefficiencies to develop a stable and disciplined credit 

environment. 

The Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interests 

Act of 2002 operates as a legislative keystone for debt recovery by giving financial institutions10 improved 

speed and effectiveness in their procedures. With SARFAESI enabled financial organizations possess the 

power to confiscate and auction off secured assets owned by defaulting borrowers independent of delayed 

judicial processes. Under the Act lenders may demand repayment from borrowers within 60 days but they 

have the right to seize and sell the secured asset if their demands remain unmet to settle outstanding 

payments. Asset Reconstruction Companies (ARCs) emerged under the SARFAESI Act to focus on 

 
10 Indira Gandhi Institute of Development Research (IGIDR) - Non-Performing Assets in Indian Banks 

https://www.igidr.ac.in/pdf/publication/WP-2017-019.pdf 
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acquiring and handling both secured debts that have become problematic for lenders. Asset Reconstruction 

Companies (ARCs) crack through NPA problems for banks so they can access new credit opportunities 

while maximizing their capital output. As Sarfaesi encourages direct asset recovery operations the act 

helps reduce non-performing assets and restores banking discipline. 

The Special Mention Accounts (SMA) mechanism enables the Reserve Bank of India (RBI) to detect 

and manage credit risks early before accounts reach the NPA status. The classification of accounts into 

SMA-0, SMA-1, and SMA-2 follows one’s overdue loan repayment duration which starts at 1 day and 

extends up to 90 days. With proactive classification banks gain early access to information which lets 

them intervene in at-risk accounts to execute correction actions including restructuring loans and 

organizing recovery efforts. The SMA framework serves as an early problem solver which preserves asset 

quality while minimizing NPA production since it detects financial stress before it becomes critical. 

In 2015 the Indian government began Mission Indradhanush as a unified reform effort with the purpose 

of rejuvenating Public Sector Banks (PSBs). The seven-pronged strategy creates solutions for major 

problems within organizational governance and performance management systems. Through Mission 

Indradhanush Public Sector Banks will implement meritocratic leadership selection processes as guided 

by the Bank Board Bureau (BBB) to monitor governance alongside comprehensive funding inflows 

needed to satisfy Basel III requirements. The strategy establishes both financial recovery mechanisms 

through loan resolution practices and operational freedom for PSBs to drive accountability advancements 

and tech innovation within banking operations. The planned changes intend to improve both performance 

and trustworthiness of Indian public sector banks which handle the majority of the nation’s non-

performing assets. 

When the RBI started the 2015 Asset Quality Review (AQR), India achieved vital progress toward 

banking transparency and proper NPA management11(RBI Report,2023-2024). Financial institutions had 

to evaluate their assets through true repayment conditions and abandon all tactics which made troubled 

account statuses appear healthier. The Asset Quality Review revealed genuine levels of non-performing 

assets which established foundations for enduring banking operations and enhanced risk controls. 

Mass centralized collection of credit-related data is operational under Credit Information Bureau (India) 

Limited (CIBIL) for India's legislative framework. Financial institutions acquire creditworthiness 

evaluations through CIBIL which maintains borrowers' credit history that prevents lending to wilful 

defaulters. The credit appraisal process experienced significant improvement because CIBIL minimized 

information asymmetry and fostered financial discipline which together enhanced transparency in lending 

practices. 

Asset Reconstruction Companies that operate under the SARFAESI Act function as primary components 

within India’s legislative structure partnered with supplementary reforms targeted at handling the 

restructuring processes for non-performing assets and ensuring their recovery. The creation of Special 

Mention Accounts combined with government programs such as Mission Indradhanush shows how 

seriously the government seeks to strengthen the financial sector through the elimination of systemic 

inefficiencies. 

 
11 Report on trend and progress on banking in India,2023-2024. 

https://www.rbi.org.in/Scripts/AnnualPublications.aspx?head=Trend%20and%20Progress%20of%20Banking%20in%20India 
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India’s legislative system establishes its comprehensive methods to fight issues created by NPAs while 

maintaining financial sector stability. Parallel implementation of strong debt recovery laws with fixed 

timelines for insolvency resolution and monitoring protocols along with governance changes aims to 

strengthen India’s banking ability to resist financial disturbances and drive economic advancement12. 

Although procedural delays and institutional inefficiencies remain problems. These legislative measures 

work together to develop a framework that creates an accountable and transparent financial ecosystem 

while improving efficiency. 

4.4 Judicial Framework In India 

Financial and banking stability in India relies heavily on its justice system to manage the significant 

problem of Non-Performing Assets (NPAs). Through its foundation in specialized tribunals and courts 

this framework solves disputes and speeds up recovery of debts alongside protecting creditor rights. The 

judicial support framework operates alongside fundamental legislative acts including the SARFAESI Act, 

the IBC, and the Recovery of Debts Due to Banks and Financial Institutions Act to make NPA reduction 

policies fully effective while preserving financial organization stability. 

The Debt Recovery Tribunal (DRT) forms a fundamental judicial mechanism in India once established 

by the Recovery of Debts Due to Banks and Financial Institutions Act in 1993. The DRT functions as a 

dedicated platform for disputes involving defaulting borrowers together with quick financial debt recovery 

services for banks and financial institutions. The DRT resolved delay problems in conventional courts due 

to their heavy caseload. The Debt Recovery Tribunal dedicates its processes to processing cases involving 

loan amounts over ₹20 lakh so as to simplify debt collection alongside adjudication mechanisms. 

Such a system enables lenders to submit debt recovery petitions at the tribunal while granting the DRT 

power to demand repayment through its orders. The system offers borrowers the chance to raise defenses 

to achieve balance during adjudication processes. After recovery orders become active, recovery officers 

obtain the secured assets, process their sale and then use the proceeds to pay creditors. The efficiency-

oriented design of the DRT system unfortunately encounters substantial problems including a growing 

number of unresolved cases along with administrative delays and inferior processes for assigning presiding 

officers. The persistent operational problems undermine the DRT's essential purpose by preventing time-

efficient dispute settlements and therefore indicate a demand for further improvements. 

The Insolvency and Bankruptcy Code (IBC), established in 2016 has started a transformative shift 

within the judicial framework by unifying previously fragmented insolvency regulations into one standard 

system. Through its enactment the IBC authorities unified previous insolvency laws to eliminate their 

fragmentation and eliminate extended resolution durations. India’s Insolvency and Bankruptcy Code 

positions the judiciary at the heart of corporate insolvency proceedings through its main judicial organ 

called the National Company Law Tribunal. 

Through a creditor-controlled process the IBC aims at insolvency resolution within specified timeframes 

while maintaining asset values and securing expedited debt settlements. The NCLT receives applications 

for insolvency proceedings from creditors or debtors once a corporate debtor experiences a default 

situation. Upon admission by the tribunal conditions ensue which block all debtor-related lawsuits thus 

creating a tractable environment for debt resolution. As soon as an insolvency case starts the NCLT places 

an Insolvency Resolution Professional (IRP) in charge of debtor operations who evaluates business 

viability to develop a creditor-approved resolution plan. When resolution remains unachieved by either 

 
12 Economic Survey 2023-24. https://www.indiabudget.gov.in/economicsurvey/ 
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the original 180 days or any extended 90 days the assets of the debtor must be liquidated for outstanding 

due recovery as directed by the tribunal. 

IBCs ability to reduce NPAs remains strong through this system because it builds accountability among 

stakeholders while pushing for higher recovery numbers. Through facilitating the implementation of the 

IBC the judiciary has greatly refined India’s insolvency system which achieves faster resolutions and 

instils greater trust among creditors. 

Under the SARFAESI Act (2002) the judicial system maintains vital importance by protecting creditors' 

rights and executing available enforcement mechanisms. Under the framework of the Act lenders achieve 

direct control of defaulting borrowers' secured assets without needing prior courtroom authorization. 

Judicial intervention ensures due process goes forward whenever arguments appear about NPA asset 

classification or lender actions legality. Mortgages and debtors dissatisfied with lenders may request 

judgment from the Debt Recovery Tribunal or DRAT which administer neutral dispute resolutions. The 

role of judicial interpretation and enforcement of the SARFAESI Act has successfully maintained creditor-

borrower rights equilibrium together with efficient stressed asset resolution. 

The judicial system retains vital importance in the SARFAESI Act of 2002 by defending creditors' rights 

together with enacting available enforcement mechanisms. Through the Act's structure lenders obtain 

immediate management rights to defaulting borrowers' secured properties which removes the need for 

court order pre-approval. Whenever lenders face disputes regarding their actions or classification of Non-

Performing Assets the judicial system acts to maintain proper legal procedure. Both debtors and 

mortgagers can approach the Debt Recovery Tribunal (DRAT) which oversees unbiased solution 

programs when they are unsatisfied with lender decisions. The balanced protection of rights for creditors 

and borrowers along with fast stress asset resolution remains intact through the SARFAESI Act's judicial 

application. 

India’s judicial system actively seeks to resolve core banking issues which involve both the rise in 

intentional defaults and the necessity for increased lending transparency. Through its support of entities 

like the Credit Information Bureau (CIBIL) the judiciary maintains functioning systems for detecting and 

dealing with cases of intentional defaults. Borrowers exhibit financial discipline as this system limits the 

chance of creating bad loans. 

Therefore, India uses its judicial framework to function as a fundamental component in the battle against 

NPAs and to enable financial stability mechanisms. The judiciary uses platforms such as the DRT and 

NCLT operations to enable smooth execution of debt recovery tasks and validate insolvency settlement 

and creditor rights claims. Through its actions of legislation interpretation and implementation the 

judiciary helps maintain India’s financial system strength against various challenges. The framework 

achieves a major advancement toward economic transparency and stability although it shows room for 

improvement due to procedural delays and forum backlogs. 

 

5. Conclusion 

Banking operations depend on efficient non-performing asset management for both sector stability and 

economic progress. A comparative analysis of NPAs legislative and judicial structures demonstrates how 

India and Japan display parallel methods and divergent approaches because of the distinct economic 

systems and cultural and financial foundations which exist in both countries. 

The management of NPAs in India depends primarily on responsive strategies which have resulted in both 

legislative reforms through the Insolvency and Bankruptcy Code alongside Asset Reconstruction 
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Companies initiatives. Although these approaches have demonstrated potential future results they 

encounter obstacles due to enforcement difficulties combined with legal constraints and the changing 

dynamics of the problem. The solution to Japan's "Lost Decade" non-performing assets required 

implementation through forward-looking regulatory practices and sound supervisory frameworks and 

systemic reforms. Enduring strategies became critical to Non-Performing Asset management which was 

demonstrated by the formation of a Resolution and Collection Corporation as well as regulatory 

modifications. 

According to the comparative study both nations show progress in tackling NPAs but face similar 

obstacles including judicial delays and deficient creditor recovery along with institutional development 

requirements. Japan proves early intervention and transparent governance enhance economic management 

which India can learn from while its new laws exemplify how active policy making transforms economic 

growth during rapid changes. 

NPAs will achieve effective resolution in future through integrated strategies combining tough legal 

procedures with cooperative policy development alongside new recovery approaches. India and Japan 

deliver practical guidance for other countries to address financial system challenges because these nations 

provide precedents of managing similar troubles in modern interconnected financial networks. Creating 

bank systems based on accountability and efficiency together with resilient practices will enable both 

nations to address their NPAs while building stronger financial markets. 
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