A Study on the Sectoral Disbursement of Loans and
Sectoral NPA: A Light for Banks NPA Reform

Dr. Vivek Shankar

Assistant Professor (Guest Faculty) K.P.S. College, Nadwan, Patna (Bihar)
Email:- vivekshankar02@gmail.com

ABSTRACT

Banks mobilize saving towards capital. NPA in India is a stressed problem which requires reso-
lution and reform. The present paper presents a sector-wise analysis of loans granted and shows
a relation between loans disbursed and NPAs. This analysis will help the policy makers to better
understand the stressed assets. The study shows that there is high correlation between the
industrial loans and NPA from these sectors. Percentage, Graph, Tables, has been used in the
paper for better viewing. The hypothesis is also taken to test how the industrial loans is related
with the NPA. Correlation has been used to test the hypothesis.
Keywords: NPA; Reform; Credits; Loan; Correlation; Stressed Assets; Industrial Credit.

Introduction

There are two fundamental functions of
a bank- First is Acceptance of deposits and
Second is granting of Loans and Advances.
The banks grants loan for two purposes- First
to gain interest over it and Second to solve
the problem of Capital and funds in the
economy. Banks mobilize saving towards
capital. The loans sanctioned are to be repaid
as per the regulations and deed. If that
principal or interest remains overdue for at
least 90 days, the banks considers it as
Doubtful and among these stressed assets
arise NPA. These loans and advances are
assets for the bank and banks have rights to
get or paid back or realize the amount in other
ways. NPA in India is a stressed problem
which requires resolution and reform. After
the corona pandemic, economists believe that
the problem of NPA is going to rise further.
In order to reform NPA problems, it is

necessary to understand the NPA pattern and
do sector-wise analysis.Objectives

" To analyse the sector-wise disbursement
of'loans.

To analyse the industry-wise NPAs

To check the relation between Industrial
credits and loans to the industry.

Research Methodology

The paper follows Descriptive and
Empirical research methodology. Quantitative
data has been collected from the RBI reports
and compiled in MS-Excel. Percentage,
Growth rate, Ratio, has been used for simple
analysis. Correlation has been used for testing
of hypothesis. Graphs and figures have been
used to make the points and understanding
more clear. The period of the study is FY2018
and FY2020.
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Table-1

Sector-wise allocation of loans (Sector wise distribution of credit)

. Credit ason Credit as on
Sector fig in Rs.Crore) % growth
22 May 2020 | 24 May 2019
Agriculture & Allied Activities 11,46,207 11,07,883 3.46
Industries® (Micro & Small, Mediumand Large )| 28,61,607 28,14,039 1.69
Services 25.43,070 22.87,877 11.15
Personal Loans 22.41,440 24.78,863 -9.58
Priority Sector 27,95,546 27,27,489 2.50

The data from the above table shows that in the financial year 2020, max amount of loan has been
advanced to the Industries followed by Priority sector lending. While the increment from the previous
year has been recorded most in Service sector. The only sector which has received decreased credit i
the Personal loans. In the table Industries include both MSME and Large industries. If we see only the
MSME sector, it has received advances amounting to ?4,52,796 crore in FY20 while it had received
?4,70,707 crore in FY 19. This means it had recorded a degrowth of-3.8% in this period. This data
also shows that Agriculture sector has received the least amount of credit in both the fiscal years.

This can better be understood by the pie-chart given below-

Sector-wise allocation of Credit

= Agriculture & Allied Activities
m [ndustries® (Micro &
small, Medium and Large )
Services

®m Personal Loans

m Priority Sector

The pie-chart shows the sector-wise breakup of loans and advances for the year 2020 and
makes the picture more clear. It shows that on-fourth of the loans disbursed goes to the industries. And
almost the same proportion goes to the Priority sector. There are a lot of industries in any economy.
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Therefore, it is important to see the industries-wise breakup of credits. The table-2 given below the
data collected from the RBI which shows industry wise lending of the banks-

Table-2
Sub-Industry wise distribution of credit)
* Industries (figin Rs.Crore) Creditason 22 | Credit ason % growth
May 2020 24 May 2020
Mining & Quarrying (incl. Coal) 42,094 41,378 1.73
Food Processing 1,49,382 1,51,707 -1.53
Textiles 1,89,249 1,94,484 -2.69
Leather & Leather Products 10,609 11,058 -4.06
Wood & Wood Products 12,432 11,620 6.99
Paper & Paper Products 31,570 30,053 5.05
Petroleum, Coal Products & Nuclear Fuels | 73,835 52,608 40.35
Chemicals & Chemical Products 1,82,315 1,75,986 3.60
Rubber, Plastic & their Products 48,645 45,789 6.24
Glass & Glassware 8,165 9,863 -17.22
Cement & Cement Products 58,234 55,532 4.87
Basic Metal & Metal Product 3,54,466 3,51,616 0.81
Engineering 1,55,201 1,65,155 -6.03
Vehicles, Vehicle Parts & Transport Equipment | 84,499 78,837 7.18
Gems & Jewellery 57,447 65,658 -12.51
Construction 1,00,381 97,393 3.07
Infrastructure 10,55,249 10,41,915 1.28
Beverage & Tobacco 16,111 13,842 16.39
Other Industries 2,31,723 2,19,545 5.55
Total 28,61,607 28,14,039

Source: RBI data on Sectoral Development of Bank Credit

The table shows that six of the industries has been decreased in the amount ofloan sanctioned to
them. The highest decrease is recorded in the Glass and Glassware industry while the largest surge has
been recorded in Petroleum, Coal Products & Nuclear Fuels, followed by Beverage & Tobacco.
There has been a large gap in top-two growth in lending and rest of the industries. All other are in
positive but their growth in credit disbursement is not even ten-digit. This means that the credit disbursement
pattern is stable in most of the industries. Again, all these data can be better understood by the pie-chart
diagram. The pie-chart shows the data for 2020.
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Industry-wise allocation of Credit

Source: RBI Data compiled in Excel

It is quite clear from the pie-chart that the most of the loan and credit disbursed goes to the Infra
sector which records about 37% of the total loans disbursed to the industries. This is really a great
number. The Real Estate sector comprises of such infrastructure and it has received most of the credit
disbursed to the industries. The number two is far below than this and that is 12% disbursed to Basic
metal and metal product. These numbers shows that the credit disbursement has been confined to few
ofthe big industries and the organisations granting these credits may not be following the policy of

"credit diversification".

The distribution of loan over diversified areas has its impact over NPAs also. Reports suggest that
60% of NPA in India is within the top 5 sectors of India. The following analysis graph is reported from RBI

Sector-wise NPA

m Mining & Cuarrying fincl. Coal)
® FoodProcessing
Textiles
m Leather & Leather Products
B Waood & Wood Producs
Paper & Paper Products
B Petroleum, Coal Products & Muclear
Fuels
® Chemicals & Chemical Products
= Rubber, Plastic & their Producs
B Glass & Glassware
m Cement & Cement Froducts
m Basic Metal & Metal Product

® Engineering

which compiles four half-yearly data and suggest sector-wise NPA inIndia.
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Note: Numbers given in parenthesis with the legends are the share of the respective sub-sector's credit in total credit to industry

Source: The Reserve Bank's Supervisory Retums
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On analysing the March'l9 data, the graph suggests that the maximum NPA of the credit disbursed
goes within the Infra Sector which is 36.4% of'the total loan sanctioned. 'Basic metal and metal products'
which is 11.5% falls at second number. This graph represents that the sectors which receive more
credits the NPA from those sectors is also higher.

Table-3
Percentage Share and Percentage NPA
%share(in total % NPA (of credit
industrial credits) disbursed)

Mining & Quarrying (incl. Coal) 1.47 1.40

Food Processing 5.39 5.30

Textiles 6.91 6.50

Paper & Paper Products 1.07 1.00

Chemicals & Chemical Products - 6.25 6.90

Rubber, Plastic & their Products 1.63 1.60

Cement & Cement Products 1.97 1.80

Basic Metal & Metal Product 12.50 11.50

Engineering 5.87 5.70

Vehicles, Vehicle Parts & Transport Equipment 2.80 3.00

Gems & Jewellery 2.33 2.70

Construction 3.46 3.70

Infrastructure 37.03 36.40

Hypothesis

HO: There is no relation between the percentage ~ and percentage of NPA from loans to that sector.
share of credits to particular industry and The above table is based on the available
percentage of NPA from loans to that sector. data of sectoral NPA of March'19 from 13 sectors

H1: There is a significant relation between the ©of India. The correlation between the two is
percentage share of credits to particular industry ~ calculated as follows-

Correlation
%share %NPA
%share 1
%NPA 0.999266018 1
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The correlation between the two variables
1s 99% which means that the table strictly suggests
that the percentage share of credits and loans to
particular industry and percentage of NPA from
loans to that sector is highly correlated. This means
in simple words that the sector which receives
more advances, NPA from that sector is also
higher. Thus our null hypothesis gets rejected and
alternate hypothesis gets accepted.

Conclusion:

There has been a surge in advancement of
loans to the service sector fromthe previous year.
The personal loans disbursement has seen a decline
and industries granting has remained almost stable.
Industry-wise analysis shows that from the previous
year, Petroleum industry has seen the highest
growth of loans sanctioned (40.3%) while glass
and glassware industry has seen the highest decline,
followed by gems and jewellery. Most of the
industries has seen a stable number of less than
ten-digit growth. Few of the industries have
declined growth by marginal percentage. 37% of
the total loans sanctioned to industries goes to
Infrastructure. Hence infra is the largest industry
taking credits from the banks and statistical study
shows that the NPA is also highest from it. Paper
industry got the least amount ofloan sanctioned
to the industries and NPA from it is also the least.

The findings of the study reports that those
industries which are receiving the more loans and

advances are more prone to NPA. Therefore, the
banks should keep an eye upon these sectors and
follow the policy of loan diversification.
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