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Abstract 

The present study states about the India’s Twin Balance Sheet problem which means about 

the overleveraged companies and bad-loan-encumbered banks. For some time, India has 

been trying to solve its Twin Balance Sheet problem using a decentralized approach under 

which banks have been put in charge of the restructuring decisions. But decisive resolutions 

of the loans, concentrated in the large companies, have eluded successive attempts at reform. 

The problem has consequently continued to fester: NPAs keep growing, while credit and 

investment keep falling. Hence, it is time to consider a different approach – a centralized 

Public Sector Asset Rehabilitation Agency that could take charge of the largest, most difficult 

cases, and make politically tough decisions to reduce debt. This paper also reveals about the 

twin Balance Sheet consequences on the Indian Economy.  
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Twin Balance sheet problem of India 

ny company or Institution’s balance sheet as one of the financial statement shows 

the assets, liabilities and also the shareholder’s equity on the specific day .Here 

Twin Balance sheet (TBS) deals with overleveraged companies and bad-loan-

encumbered banks in India. 

1. Overleveraged Companies– If a company having high debt and not in a position to 

pay the interest payments for those debts. 

2. Bad Loan with Banks -Bad loan with banks measure payment of loans to the banks 

are Overdue or past due turning to Non – Performing Assets (NPA).It is a loan given by 
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the creditors generally financial institutions that is not collectible and therefore 

worthless to the creditor. 

Twin Balance Sheet Problem 

 

Source: Compiled from the secondary Data 

With above characteristics Twin Balance sheet problem can be understood as a situation 

where both banking and corporate sectors are under stress. Over leveraged companies are 

unable to pay back the debts and invest more. The bad loan encumbered banks are unable 

to lend more and struggles to keep up their business. This situation will lead to economic 

crisis. 

Both Economic Surveys of 2016-17 and 2015-16 have recognized an important challenge 

deal with the economy viz., the twin balance sheet (TBS) problem. The twin balance sheets 

referred here are that of SCBs and corporate borrowers. 

The Economic Survey 2016-17 devotes considerable attention to what it terms India's 

Twin Balance Sheet problem – overleveraged and distressed companies and the rising 

NPAs in Public Sector Bank balance sheets. The issue is important because it is holding up 

private investment in the country and therefore, growth in all sorts of sectors. It has 

identified most of the issues that prevented many measures introduced by the 

government - from Sarfaesi Act, to Asset Reconstruction Companies, to Strategic Debt 

Restructuring and the Sustainable Structuring of Stressed Assets. It omits mention of one 

important issue though why most of these measures have had only limited success. And 
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that is the fact that while there are enough laws now for a bank or any other organization 

to take over a stressed asset, it is much more difficult to dispose of them and get any 

decent money back. 

The Economic Survey of India 2015-16 acknowledges that one of the critical challenges 

confronting the Indian economy is ‘the twin balance sheet’ problem. The balance sheets of 

both public sector banks (PSBs) and some corporate houses are in terrible shape and it 

has been seen as a major obstacle to investment and reviving growth. The problems faced 

by the Public Sector Banks are linked directly to that of the corporate sector. During the 

boom years, some companies borrowed a lot of money from banks to invest in 

infrastructure and commodity- related businesses, such as steel, power, infrastructure etc. 

But now, due to slump in both these sectors, the corporate profits have hit new lows. With 

low profits, the corporate are not able to repay their loans and their debts are rising at an 

alarming level. They have no other option other than to cut back investments. 

Objective of the Study 

The main objectives of this study are: 

 To give an overview about Twin Balance sheet Problem in India. 

 To study the consequences of the Twin Balance sheet Problem. 

Literature Review 

The researcher made an attempt to review the various literatures and reports on this area 

few of them as specified as below. 

Economic Survey 2015-16, 2016-17 reports, Department of Economic Affairs (January 

2017) Ministry of Finance, Government of India, Contemporary Themes in India’s 

Economic Development and Economic Survey, other economic Journals by the 

Government of India from time to time and contribution of tax experts by way of books 

and research articles.  

Methodology of the Study 

The paper employs secondary data as the major tool for this study. 

Analysis: History of Twin Balance Sheet Problem in India  

 Origin of TBS problem can be traced to the 2000s when the economy was on an 

upward trajectory. 

 During that time, the investment-GDP ratio had soared by 11% reaching over 38% in 

2007-08. Thus non-food bank credit doubled and capital inflows in 2007-08 reached 
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9% of GDP. Due to such a boom in the economy, firms started taking risks and 

abandoned their conservative debt/equity ratios and leveraged themselves up to take 

advantage of the upcoming opportunities. 

 But Global Financial Crisis (2007-08) reduced growth rates and thus revenues from 

the investment. Projects that had been built around the assumption that growth would 

continue at double digit levels were suddenly confronted with growth rates half that 

level. 

 Firms that borrowed domestically suffered when RBI increased interest rates to avoid 

inflation increasing financial costs. 

 Environment and land clearances in infrastructure sector delayed the projects. 

 Thus higher cost, lower revenues, greater financial costs-all squeezed corporate cash 

flow leading to NPAs in the banking sector. 

Impact of the Twin Balance Sheet Problem 

In February 2016, financial markets in India were rocked by bad news from the banking 

system. One by one, public sector banks revealed their financial results for the December 

quarter. And the numbers were stunning. Banks reported that nonperforming assets had 

soared, to such an extent that provisioning had over whelmed operating earnings. As a 

result, net income had plunged deeply into the red. The news set off alarm bells amongst 

investors, who responded by fleeing public sector bank shares, bringing their prices to 

such low levels that at one point the medium-sized private sector bank HDFC was valued 

as much as 24 public sector banks put together (Refer :Figure 1). 
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Normally, nonperforming assets (NPAs) soar when there is an economic crisis, triggering 

widespread bankruptcies. This is precisely what happened in East Asia during 1997-98 

and the US and UK in 2008-09. But there was no economic crisis in India; to the contrary, 

GDP was growing at a world-beating pace. Nor had there been any major calamity in the 

corporate sector; no large firm had gone bankrupt. At one level, the explanation was 

straightforward. The RBI had conducted an Asset Quality Review (AQR), following which 

banks cleaned up their books, sweeping away the debris that had accumulated over many 

years. But this only begged a deeper question of how so much debris had accumulated in 

the first place. Moreover, as 2016 proceeded it became clear that the AQR was not the only 

factor at work. The mandated adjustments were completed in March. But NPAs 

nonetheless continued to climb, reaching 9 percent of total advances by September -- 

double their year-ago level. Equally striking was the concentration of these bad loans. 

More than four-fifths of the non-performing assets were in the public sector banks, where 

the NPA ratio had reached almost 12 percent. (Refer: Figure 2)Meanwhile, on the 

corporate side, Credit Suisse reported that around 40 percent of the corporate debt it 

monitored was owed by companies which had an interest coverage ratio less than 1, 

meaning they did not earn enough to pay the interest obligations on their loans (Refer: 

Figure 3)  
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As this data filtered into the public consciousness, it became clear that India was suffering 

from a “twin balance sheet problem”, where both the banking and corporate sectors were 

under stress. Not just a small amount of stress, but one of the highest degrees of stress in 

the world. At its current level, India’s NPA ratio is higher than any other major emerging 

market (with the exception of Russia), higher even than the peak levels seen in Korea 

during the East Asian crisis (Figure 4). 

 

In Many ways, India path has look like that of china although on a much smaller scale, 

since India’s estimated bad loans are just one seventh the amount assessed for China 

showed in (Table 1).Here both the countries provided generous amounts of bank 

financing to allow highly levered corporations to survive. And in both countries this 

strategy has proved successful so far in allowing rapid growth to continue. 
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Reasons of India’s TBS Problem 

1. There are few reasons for the TBS problem in the year of 2000 there was a high growth 

rates of economy due to the following aspects: 

 Nonfood bank credit had increased doubled  

 In 2007, 38 percent of  high Investment – GDP ratio recorded 

 In 2007 there was 9 percent of overseas funding recorded 

All the above major reasons caused to increase the debt to the companies 

2. There are various environmental factors and land clearances leads to the debt go bad. 

3. In 2007-08 growth rates are reduced due to the global financial crisis. 

4. Increased interest rates and financing cost by the RBI to control the inflation  

Strategies so far:  

 As showed in the below about 6.5%outstanding of loans by the stressed companies 

were reconstructed in the 2014-15 financial year   

 Gradual improvements in the cash flow stressed companies have borrowed 

significantly to continue the operations. Loan ever greening says that the banks lend 

money to the firms to pay their interest obligations until their conditions improve. 

 Required solution is as of now decentralized approach followed i.e. resolving of NPAs 

banks themselves.  

 The economic survey suggested a centralized approach where PARA (Public Sector 

Asset Rehabilitation Agency) should be established to resolve the recognized losses, 

provide the coordination and incentives to resolve the TBS problem.      

 Working of PARA, It would purchase loans from banks and then work them by 

different ways to convert the debt to equity and selling the stakes in the auction, 

Funding to PARA by the RBI is also needed in the form of government securities. 
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Conclusion 

Today, Indian economy is facing the major problems of TBS. Previous mechanisms to 

resolve this issue in the decentralized form were failed. The economic survey 2015-16 

emphasized that addressing the stressed assets problem would require 4R’s: Reform, 

Recognition, Recapitalization and Resolution. Based on this various schemes designed and 

implemented by the authorities to resolve the TBS problem. Stressed assets and NPAs of 

Banking, financial institutes and corporate borrower should address with all the 

seriousness and without the political interference. Hence it is the right time to the 

government and related professional parties to implement the provisions of PARA after 

equipping it with necessary finance and powers to resolve the TBS.   
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