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THE IMPACT OF THE INSOLVENCY AND BANKRUPTCY CODE ON THE
INDIAN BANKING SECTOR'S FINANCIAL STABILITY AND CREDIT
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ABSTRACT

The Insolvency and Bankruptcy Code (IBC) was introduced in India in 2016 to address the
growing NPA problem in the banking sector by improving the insolvency resolution process.
The paper examines the impact of IBC on credit availability and financial stability in the Indian
banking industry. IBC has brought about a big change in the industry by increasing credit
availability and financial stability through a faster and more efficient debt recovery process;
the banking sector was facing many challenges, including inadequate regulatory framework
and ineffective recovery processes leading to long and costly processes before the inception of
IBC. With IBC, the insolvency resolution process has been streamlined, lender confidence has
increased, and NPAs have been reduced. Important reforms like the setting up of the National
Company Law Tribunal (NCLT) and the Insolvency and Bankruptcy Board of India (IBBI) have
ensured a fair and transparent process. Although there are continuing issues in the
implementation of the Code, such as language ambiguity and lack of communication among
stakeholders, IBC has become the backbone of the Indian financial system and has created a
better banking environment and helped in economic growth by improving lending and financial

stability.

Keywords: Insolvency and Bankruptcy Code(IBC), Non-Performing Assets(NPA’s), Credit
Availability, Financial Stability, Banking Sector.

INTRODUCTION

The Insolvency and Bankruptcy Code (IBC)* was introduced in India in 2016 to tackle the
growing issue of non-performing assets (NPASs) in the banking sector. This Code aimed to

make bad debt recovery faster and more time-bound by changing the insolvency resolution
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process. Since the introduction of the IBC, credit availability and financial stability have
improved, and this is changing the Indian banking landscape.?

The Indian banking industry faced many problems before the IBC, the biggest being the
growing problem of NPAs. Due to the ambiguity in the existing legal and regulatory
framework, the insolvency resolution process was slow and expensive because banks were
facing financial stress, which was discouraging investment and stunting growth. The IBC was
created to address these issues, make debt recovery more effective, and create a more stable
financial environment by creating a comprehensive and time-bound framework for insolvency

resolution.

The establishment of the Insolvency and Bankruptcy Board of India (IBBI) and the National
Company Law Tribunal (NCLT was one of the key developments under IBC. These two
institutions were to monitor the insolvency process and ensure it was done properly, fast and
transparently. One of the biggest benefits of IBC was the efficiency of the insolvency resolution
process. Through a time-bound and streamlined process, IBC has reduced the time to recover
loans. Lenders now have more confidence that their debt will be recovered on time because of
this. Banks have recovered a significant amount of written-off loans due to better bad debt

recovery rates under IBC.}

Credit availability in India has improved as lenders have regained confidence. As banks are
more willing to lend due to the certainty of a strong recovery mechanism, lending has increased;
for individuals and companies, easy access to funding is important because it promotes
innovation and entrepreneurship, which in turn drives growth. It is important to take into
account how important IBC is in the overall financial stability of the banking sector. IBC has
created a more robust banking environment by reducing the risk of systemic failure and
ensuring better risk management. Even then, IBC has faced challenges in implementation. One
of the biggest issues has been a lack of clarity on some of the provisions of the Code. Because
of its complexity, sometimes it has been unclear how to interpret certain words, which has led
to disputes and delays in the process. The efficiency benefits that IBC was supposed to bring

have been compromised because of these delays.

2 (Reserve Bank of India - Publications, 21 December 2017)
<https://www.rbi.org.in/scripts/PublicationsView.aspx?id=18060> accessed 16 June 2024

% Bureau F, ‘Financial express’ (Banking & Finance News | The Financial Express, 30 January 2024)
<https://www.financialexpress.com/business/banking-finance-ibc-reforms-may-improve-npa-recovery-says-ind-
ra-3379275/> accessed 11 June 2024
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Communicating with all parties involved has been a major challenge. The new entities and
procedures introduced by the IBC have made things more complicated and hard to grasp. To
make sure everyone—»banks, creditors, and debtors—knows their roles and rights under the
Code, they need better communication strategies. Effective communication is crucial to prevent
misunderstandings, avoid delays, and speed up the resolution process.*

In conclusion, the IBC has significantly impacted the Indian banking industry by boosting
credit availability and financial stability. With a more efficient and timely process for resolving
insolvencies, banks are recovering more bad debts and feeling more confident about lending.
Although there have been some challenges in implementing the IBC, like clearer regulations
and better communication with stakeholders, it remains a key reform for the Indian financial
sector. In the long run, the IBC will influence how banks operate in India, leading to a more
stable and dynamic economy. As the IBC evolves, its importance in the financial sector and

economic growth will continue.
PRE IBC ERA: MANAGING NON PERFORMING ASSETS (NPAS)

The Indian banking industry faced severe challenges in managing non-performing assets
(NPAS) before the IBC came into effect in 2016. Many issues plagued the industry, including
a lack of legal framework, an ineffective recovery process and poor  stakeholder
communication. Recovery of Debts due to the Banks and Financial Institutions Act, 1993 and
Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest
Act, 2002, were the two main laws in place then but were found to be inefficient and time-

consuming, making it difficult and costly for banks to recover debt.

Before IBC, the recovery mechanisms were ineffective. Though Debt Recovery Appellate
Tribunals (DRATS) and Debt Recovery Tribunals (DRTs) were set up to deal with these issues,
the sheer volume of cases overwhelmed them. The recovery process was delayed and
inefficient. There was also a lack of efficient communication between debtors, creditors and

banks. Due to miscommunication, there were disputes and misunderstandings, which

# Kulshreshtha Y, ‘Overview: Impact of Insolvency and Bankruptcy Code on Banking Sectors’ (YLCube, 18
May 2021) <https://ylcube.com/c/blogs/overview-impact-insolvency-and-bankruptcy-code-banking-sectors/>
accessed 19 June 2024
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prolonged the healing process. It was also difficult for stakeholders to track the loans and the
progress of recovery attempts, as there was no transparency.®

Banks were hit hard by the NPA issue, which led to lower profitability, higher provisioning,
and the overall health of the bank. Poor communication and a long recovery process added to
these woes, making NPA management tough. The Indian economy was also impacted badly,
which led to reduced credit availability, higher borrowing costs and a slowdown in growth.
Growth was hampered by the inefficiencies in the recovery process and communication
hurdles, which made it tougher for individuals and corporations to get funding.®

In summary, NPA management was tough before IBC. Recovery processes were inefficient,
legislative framework was weak and stakeholder communication was poor. All these made the
recovery process longer and costlier, which impacted banks and the economy's overall health.
IBC aimed to resolve these issues by introducing a more efficient and time-bound structure for

insolvency cases.
Post IBC: Changes in NPA Management And Resolution

NPAs in India underwent a big change in 2016 with the introduction of the Insolvency and
Bankruptcy Code (IBC). By introducing a more efficient and time-bound insolvency resolution
process, this Code aimed to eliminate inefficiencies in the earlier legal framework. Setting up
of the National Company Law Tribunal (NCLT) and the Insolvency and Bankruptcy Board of
India (IBBI), which regulates the bankruptcy process to ensure equity, effectiveness, and

transparency, were two of the key reforms under IBC.
Better Credit Culture and Recovery Rates

IBC has brought discipline to lenders and borrowers. Defaulting borrowers are more likely to
pay up as they will lose control over their business. NPAs have come down, and credit is
available to individuals and corporations. More lending has happened as lenders are more

confident, which is essential for entrepreneurship and growth.’

® Sharma K, ‘IBC and Its Impact on the Indian Economy - An Overview’ (IBC and its impact on the Indian
economy - an overview, 10 December 2021) <https://www.lawstreetindia.com/experts/column?sid=633>
accessed 17 June 2024

® Khan T, ‘Impact of IBC on Credit Networks and Firm Performance’ (www.ies.gov.in , 2020)
<https://www.ies.gov.in/pdfs/Paper-on-1BC-Final.pdf> accessed 20 June 2024

" Munjal D, ‘Explained: The Insolvency and Bankruptcy Code (IBC)- Where Does It Stand Today?’ (The
Hindu, 6 October 2022) <https://www.thehindu.com/news/national/explained-what-is-the-insolvency-and-
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By Dec 2023, 138 large stressed companies had paid creditors 32.9% of the admitted claims.
IBC has reduced gross NPAs from Rs 8.96 lac crore in Mar 2018 to Rs 5.77 lac crore in Dec
2020 despite variations in recovery rate. The banking system has got a stability boost from big-
ticket recoveries from corporate defaults, including Bhushan Steel, Essar Steel and Jaypee

Infrastructure.®
Developments Made Recently and Challenges

Real Estate Special IBC Framework: The Centre is mulling over abandoning the special IBC
framework for real estate, which was introduced to address some insolvencies in the sector.
Some argue that these unique clauses may undermine the consistency and strictness of IBC,
making it susceptible to abuse. The government's willingness to discontinue this framework
marketizes its commitment to maintaining bankruptcy legislation's legitimacy and

effectiveness.®
Fluctuations in Recovery Rate

The recovery rate under the IBC fell to 26% in the December quarter mainly because of
prolonged delays in the resolution process, with only Rs 4,281 crore from 79 entities being
recovered. These delays could be caused by several things, including legal disputes, the
ineffectiveness of procedures and the complexity involved in bankruptcy proceedings, among
others. Such a low recovery rate points out the need for ongoing improvements in the resolution

process so as to keep it efficient and timely.
Supreme Court Rulings

The adjudicatory process and the functions of resolution professionals (RPs) have been
strengthened by the Supreme Court's upholding of important IBC provisions. The legal
foundation of the IBC has been reinforced by this backing, guaranteeing stability and clarity in

the insolvency procedure. For the IBC to work as intended and provide a stable and dependable

bankruptcy-code-ibc-and-where-does-it-stand-after-more-than-five-years-of-being-in-
place/article65969421.ece> accessed 20 June 2024

8 Khan T, ‘Impact of IBC on Credit Networks and Firm Performance’ (Www.ies.gov.in , 2020)
<https://www.ies.gov.in/pdfs/Paper-on-1BC-Final.pdf> accessed 20 June 2024

® Pattanayak B, ‘Centre May Junk Special IBC Framework Plan for Real Estate’ (The Economic Times, 2024)
<https://economictimes.indiatimes.com/news/economy/policy/centre-may-junk-special-ibc-framework-plan-for-
real-estate/articleshow/107991043.cms?from=mdr> accessed 20 June 2024

10 pattanayak B, ‘Recovery via IBC Eases to 26% in December Quarter’ (The Economic Times, 20 February
2024) <https://economictimes.indiatimes.com/news/economy/finance/recovery-via-ibc-eases-to-26-in-
december-quarter/articleshow/107841552.cms?from=mdr> accessed 19 June 2024
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environment for insolvency remedies, such court endorsement is necessary. A few noteworthy

decisions are:
Surendra B. Jiwrajika and Anr. vs. Omkara Assets Reconstruction Private Limited (2023)*!

In the instant case, the Supreme Court maintained the validity of the IBC's rules pertaining to
personal guarantors' insolvency settlement. The court determined that the failure to give
personal guarantors a hearing prior to admitting an insolvency petition does not render these

provisions unlawful.
Sabarmati Gas Limited v Shah Alloys Limited (2023)*2

The Supreme Court decided that if there are good reasons, delays in starting the Corporate
Insolvency Resolution Process (CIRP) can be excused. The court stressed that under Section 5
of the Limitation Act, "sufficient cause™ is the only factor that can be used to excuse delays.

Tottempudi Salalith v. State Bank of India & Ors. (2023)*3

The Supreme Court reiterated its position that a company's director's criminal responsibility
under Section 138 of the Negotiable Instruments Act remains in effect even after a resolution
plan approved under the IBC is approved. This ruling demonstrates that directors are not

immune from criminal prosecution under resolution plans authorized by the IBC.
Mediation Recommendations

Pre-default mediation between lenders and borrowers has been suggested by the IBBI as a way
to further improve the effectiveness of the bankruptcy resolution process. With this proactive
strategy, prospective insolvency risks are addressed before they become full-blown defaults,
facilitating quicker out-of-court remedies. Promoting early communication and compromise
can assist in swiftly and amicably resolving conflicts, lessening the need for formal insolvency

procedures.**

11 Surendra B. Jiwrajika and Anr. v Omkara Assets Reconstruction Private Limited (2023) SLP(C) No.
016463/2021.

12 Sabarmati Gas Limited v Shah Alloys Limited, 2023 LiveLaw (SC) 9.

13 Tottempudi Salalith v State Bank Of India & Ors, Civil Appeal No. 2348/2021.

14 (Framework for use of mediation under the insolvency and ...)
<https://ibbi.gov.in/uploads/whatsnew/1256aa8a9e2c89bd09d8186dae2e6019.pdf> accessed 20 June 2024
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RECENT DEVELOPMENTS IN NPA REDUCTION

Reduced non-performing assets (NPAs) in India's banking industry have been a focus for

regulators and government agencies. Here are the most recent updates regarding these projects:
Findings from Ficci-1ba Survey

All Indian public sector banks have reported a decrease in non-performing assets (NPAS)
during the last six months, per the findings of the most recent FICCI-IBA survey. According
to the report, during the same year, NPAs decreased for 77% of these institutions while
increasing for 22% of private banks. Compared to their private sector rivals, public sector banks

have notably performed better in managing non-performing assets (NPAs).1°
S&P Global’s Projections

S&P Global has forecasted that by the end of Fiscal Year 2023-2024, NPAs at Indian banks
will have decreased to 4.5%, and by the end of Fiscal Year 20242025, they will have further
improved to 3.5%. These projections are contingent upon continued improvements in the

quality of assets held by banks and persistently modest economic growth.
Insights from Care Ratings

According to CARE Ratings, public sector banks' bad loan ratio has returned to pre-Asset
Quality Review (AQR) levels. This development highlights public sector banks' efforts to
improve the quality of their assets, which are aided by government programs designed to help

the banking industry.®
Additional Contributing Factors
Several other developments have played significant roles in reducing NPAs?!’:

1. The Role of Asset Reconstruction Companies (Arcs): By purchasing and reorganizing

troubled assets, ARCs have been instrumental in helping to resolve nonperforming

15 FICCI-IBA Survey of Bankers, 'January — June 2023 Survey Findings — Summary' (2023)
https://ficci.in/public/storage/SEDocument/20669/GN8Zy168TVwcM2cTEowX1Bc5BA4GrryVieBTBPpN.pdf
accessed 15 June 2024.

16 Bureau BM, ‘Bad Loans Ratio at Pre-AQR Level: Care Ratings’ (BusinessLine, 26 September 2023)
<https://www.thehindubusinessline.com/money-and-banking/bad-loans-ratio-at-pre-aqr-level-care-
ratings/article67348357.ece> accessed 20 June 2024

1 FICCI-IBA Survey of Bankers, 'January — June 2023 Survey Findings — Summary' (2023)
https://ficci.in/public/storage/SEDocument/20669/GN8Zy168TVwcM2cTEowX1Bc5BA4GrryVieBTBPpN.pdf
accessed 15 June 2024.
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assets (NPAs). Government initiatives to improve capacity and streamline operations
have attempted to fortify ARCs' participation in the resolution process.

2. Insolvency and Bankruptcy Code (IBC) Impact: The IBC's time-bound, structured
framework has been essential in accelerating NPA remedies. In an effort to improve
the IBC's efficacy, the government has simplified processes and increased

transparency.

3. Improvement of Credit Culture: Refinement of Credit Appraisal Procedures,
Strengthening of Risk Management Frameworks, and Improvement of Monitoring
and Supervision of Lending Activities have been the main areas of effort for banks to

improve credit culture.

4. Increasing Demand for Long-Term Credit: The demand for long-term credit has been
steadily increasing in a few industries, including food processing, metals,
infrastructure, and iron and steel. This recovery has made it easier for these industries

to receive more credit, which has helped to lower NPAs.

For the banking industry in India, lowering NPAs is still a dynamic and continuous task.
Governmental agencies and regulators have worked together to produce successful results, as
demonstrated by the FICCI-IBA survey, S&P Global projections, CARE rating insights, and
other strategic projects. These initiatives have not only resulted in a notable decrease in
nonperforming assets (NPAs) but have also created an atmosphere that is favourable to better

credit practices and stable finances.
Role of Asset Reconstruction Companies (Arcs)

Asset Reconstruction Companies now have more avenues for business because of the IBC
(ARCs). Banks are increasingly more inclined to assign their nonperforming assets (NPAS) to
ARCs for resolution, allowing ARCs to get additional assets for reconstruction. ARCs do,
however, have to contend with issues, including lawsuits, a dearth of purchasers, and lengthy
settlement processes. To overcome these obstacles, asset resolution companies (ARCs) must
get creative and use fresh approaches, such as co-lending, asset securitization, and

collaborations with other financial organizations.*®

18 ibid.
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Future Directions

The government is considering making some changes to improve the IBC and address ongoing
issues. The IBBI suggests pre-default mediation to speed up out-of-court resolutions. This
could reduce the load on official insolvency procedures and speed up recoveries. The IBC has
been a major reform in the Indian banking industry, significantly improving the management

and resolution of NPAs.

By introducing a more efficient and timely process for insolvency cases, the IBC has boosted
financial stability in banks, reduced nonperforming assets, and improved credit practices.
Although there have been challenges in implementing the IBC, and there is a need for ongoing
improvements, it remains a key part of India’s financial system. The IBC helps create a more
disciplined and resilient economic environment. Its future success will depend on its ability to
adapt and handle the complexities of insolvency resolution, ensuring continued improvements

in the credit ecosystem.*®
IMPACT OF THE IBC ON CREDIT AVAILABILITY

The Insolvency and Bankruptcy Code (IBC) has significantly improved the financial landscape
in India in a number of ways. Above all, the IBC has been instrumental in helping the nation
develop a more structured credit culture. Through the implementation of strict regulations that
hold lenders and borrowers responsible, the IBC has successfully decreased default rates. If
loans are not paid off in full, borrowers now risk losing ownership of their businesses, which
will reduce the amount of nonperforming assets (NPAs) and increase lending availability
generally. The Insolvency and Bankruptcy Code (IBC) has significantly improved India's
financial landscape in several ways. It has helped the nation develop a more structured credit
culture by implementing strict regulations that hold lenders and borrowers responsible. The
IBC has successfully decreased default rates because borrowers now risk losing ownership of
their businesses if they fail to pay off loans in full. This reduces nonperforming assets (NPAS)

and increases the overall availability of lending.

The IBC has also tackled the persistent problem of NPAs in the banking sector. Since the

Code's introduction, gross NPAs have significantly decreased, improving the balance sheets of

19 CSEP, 'Insolvency and Bankruptcy Code (IBC) and Long-Term Bulk Lending in India' (n.d.)
https://csep.org/working-paper/insolvency-and-bankruptcy-code-ibc-and-long-term-bulk-lending-in-india/
accessed 18 June 2024.
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banks. This has strengthened banks' financial standing and increased their ability to lend money

to creditworthy borrowers, boosting economic growth.

Restructuring through the IBC has given businesses a more favourable debt structure by
encouraging long-term borrowing and reducing reliance on short-term debt. This change has
lowered the cost of debt, making financing more affordable for companies pursuing sustainable
growth strategies. Additionally, the IBC's streamlined insolvency framework has improved
India’s standing in international ease of doing business indices. This better regulatory
environment has increased Foreign Direct Investment (FDI) and boosted investor confidence

in the Indian economy.?°

The IBC has improved the distribution of capital and resources across the economy. The Code
ensures that resources go to productive sectors by quickly identifying viable firms for revival
and disposing of non-viable entities. This minimizes inefficiencies that previously hindered
economic progress and optimizes economic output. The IBC has also had the noteworthy effect
of reducing litigation pertaining to insolvency situations. Clear rules have been established by
the structured resolution process, reducing disagreements and accelerating case resolution. All
parties concerned have benefited as a result of the judiciary having less work to do and the

ability to get quicker results.?

Additionally, by giving banks more confidence to lend freely, the IBC has directly improved
the availability of credit. Due to the timely and effective resolution procedure, lenders are more
inclined to give credit to both individuals and businesses since they are confident in the speed
at which debts will be recovered. This has encouraged overall development and boosted
economic activity. By enforcing strong recovery measures to hold defaulting borrowers
accountable, the law has improved credit discipline. As a result, default rates have decreased,
and the banking system has become more resilient. The IBC has also promoted greater financial
inclusion by offering a more accessible credit system, benefiting marginalized populations and
small and medium-sized businesses (SMEs). This inclusive approach has increased economic
opportunities and encouraged equitable growth. Finally, the IBC has made the process of
resolving insolvencies more accountable and transparent. By requiring a clear and responsible

structure, the Code has reduced the chances of wrongdoing and corruption. This has made the

205 Anant and A Mishra, 'A study of insolvency and bankruptcy code and its impact on macro environment of
India' (2018) 7(3) International Journal of Engineering Development and Research 28.

2L ‘IBC- Idea, Impressions and Implementation’ (www.ibbi.gov.in, 2022)
<https://ibbi.gov.in/uploads/whatsnew/b5fba368fbd5c5817333f95fhb0d48bb.pdf> accessed 20 June 2024
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insolvency process more effective and efficient, increasing public confidence in the financial

system.??

In summary, the Insolvency and Bankruptcy Code has brought a major change to the Indian
financial sector, offering benefits beyond just economic numbers. Its impact on credit access,
financial responsibility, transparency, and economic diversity shows its key role in building a
strong and dynamic financial system for the country.

THE IBC'S IMPACT ON FINANCIAL MARKETS

The Insolvency and Bankruptcy Code (IBC) continues to positively impact India's financial
markets, as shown by recent developments. One important result is the improved credit
discipline among both lenders and debtors. By reducing the default risk, the IBC has
strengthened the overall stability of the banking industry. This increased discipline has not only
greatly reduced nonperforming assets (NPAs) but also promoted greater financial
accountability and preserved economic value across various industries. Additionally, the IBC
has encouraged corporations to adopt long-term borrowing strategies, transforming their
financial structures. This shift has reduced reliance on short-term financing, making capital

more sustainable and affordable for businesses aiming for steady growth.?®

The structured insolvency framework of the IBC has boosted investor confidence in the Indian
economy. This increased confidence has positively impacted the stock market, reflecting trust
in the reliability and transparency of India’s financial system. The IBC has also played a crucial
role in expanding credit availability by encouraging banks to lend more. Lenders now feel more
confident about quickly recovering debts due to the fast and time-bound insolvency resolution
process. This has led them to provide more credit to individuals and businesses, enhancing

overall development efforts and boosting economic activity.?*

Besides the economic benefits, the IBC has simplified legal procedures for insolvency cases,

reducing litigation. The Code has sped up dispute resolution and eased the burden on the

22 Khan T, ‘Impact of IBC on Credit Networks and Firm Performance’ (Wwww.ies.gov.in , 2020)
<https://www.ies.gov.in/pdfs/Paper-on-1BC-Final.pdf> accessed 20 June 2024

23 “BEconomics For Everyone: The Insolvency And Bankruptcy Code In India And The National Company Law
Tribunal® (The Insolvency And Bankruptcy Code In India | India Infoline)
<https://www.indiainfoline.com/knowledge-center/financial-planning/economics-for-everyone-the-insolvency-
and-bankruptcy-code-in-india-and-the-national-company-law-tribunal> accessed 18 June 2024

24 Sharma K, ‘IBC and Its Impact on the Indian Economy - An Overview’ (IBC and its impact on the Indian
economy - an overview, 10 December 2021) <https://www.lawstreetindia.com/experts/column?sid=633>
accessed 17 June 2024
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judiciary by providing clear resolution pathways. The IBC's focus on responsibility and
transparency has improved the integrity of financial operations. Its strong framework has
reduced the chances of malpractice and corruption by ensuring fairness and clarity in the
insolvency resolution process. Additionally, the IBC has helped advance financial inclusion by
lowering the cost and increasing the accessibility of credit for marginalized groups and small
and medium-sized businesses (SMEs).? This inclusive approach has expanded economic
opportunities and contributed to more equitable growth across sectors.

In conclusion, India's financial markets are significantly improving and changing due to the
Insolvency and Bankruptcy Code. It plays a crucial role in strengthening the nation's economic
resilience and sustainability. The Code boosts credit discipline, reduces nonperforming assets
(NPAs), restructures debts, boosts investor confidence, increases loan availability, reduces
legal disputes, promotes financial inclusion, and ensures transparency and accountability. The
ongoing implementation of the IBC is expected to further strengthen India's financial system,
paving the way for robust growth and stability in the years ahead.

IMPACT OF THE IBC ON FINANCIAL STABILITY

The Insolvency and Bankruptcy Code (IBC) has greatly improved financial stability in India
through several important steps. Most notably, it has led to a significant reduction in
nonperforming assets (NPAs) within the banking industry. The gross NPAs have decreased
notably in recent years, dropping from around 11.2% in March 2018 to 5.9% in September
2022. This decrease has enhanced stability in the financial system, bolstering banks' financial

health and their capacity to lend money.

Furthermore, the IBC has played a crucial role in improving credit discipline for both lenders
and borrowers. It has reduced the risks associated with loan defaults by imposing stricter
repayment requirements and holding defaulting entities more accountable. This enhanced
discipline has made the financial environment more resilient and less susceptible to sudden

shocks and disruptions.

The expedited bankruptcy process provided by the IBC has also been a significant operational

advantage. The average time taken to resolve bankruptcy cases has decreased substantially,

25 'Unlocking India's economic promise: Can IBC act as a catalyst for expansion' (The Economic Times, 18 June
2024) https://economictimes.indiatimes.com/small-biz/legal/unlocking-indias-economic-promise-can-ibc-act-as-
a-catalyst-for-expansion/articleshow/102029772.cms accessed 18 June 2024.
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from 4.3 years previously to just 1.6 years under the IBC's more efficient and time-bound
resolution framework. This swift resolution of financial distress not only reduces the burden of
nonperforming assets (NPAs) on banks but also supports overall financial stability by

minimizing prolonged financial uncertainties.?

The implementation of the IBC has boosted investor confidence in India's economic
environment. This increased confidence has encouraged domestic investment and attracted
more Foreign Direct Investment (FDI), making the financial climate more stable and
favourable. Moreover, the IBC has been crucial in reducing systemic risks in the financial
sector. By providing a structured and effective process for handling insolvency situations, the
Code helps prevent potential chain reactions that could arise from the failure of a single
financial institution.?” The mitigation of systemic risk plays a major role in upholding overall

financial stability and adaptability to economic downturns.

Finally, the structure of bankruptcy and the Bankruptcy Board of India (IBBI) has strengthened
the regulatory framework for bankruptcy settlements. The IBBI plays a crucial role in
monitoring and enhancing the regulatory environment by ensuring compliance with rules and
guidelines. By promoting accountability, transparency, and best practices in insolvency

procedures, this regulatory oversight contributes to stronger financial stability.2®

In conclusion, India's financial stability owes much to the Insolvency and Bankruptcy Code.
The IBC has reduced nonperforming assets (NPAs), improved credit discipline, sped up
insolvency resolutions, boosted investor confidence, reduced systemic risks, and strengthened
regulatory frameworks. These factors provide a solid foundation for India's long-term
economic growth and stability. As the IBC continues to be implemented and refined, it is

expected to further enhance India's financial resilience in the future.

FUTURE DIRECTIONS AND RECOMMENDATIONS

2 ‘SIXTY-SEVENTH REPORT STANDING COMMITTEE ON FINANCE (2023-2024) (SEVENTEENTH
LOK SABHA) ’ (www.ibbi.gov.in, February 2024)
<https://ibbi.gov.in/uploads/resources/6ea3289fe2832f553b9022115479ff54.pdf> accessed 19 June 2024

27 Chawla D and Kapoor J, ‘Cultivating Innovation: The Role of IBC in Nurturing India’s Entrepreneurial
Ecosystem’ (The Economic Times, 10 August 2023) <https://economictimes.indiatimes.com/small-
biz/legal/cultivating-innovation-the-role-of-ibc-in-nurturing-indias-entrepreneurial-
ecosystem/articleshow/102594309.cms> accessed 20 June 2024

28 TaxmannTaxmann Publications ‘What Is Insolvency and Bankruptcy Board of India (IBBI)?” (Taxmann Blog,
25 June 2021) <https://www.taxmann.com/post/blog/what-is-insolvency-and-bankruptcy-board-of-india-ibbi>
accessed 20 June 2024
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Looking ahead, several strategic options and recommendations emerge for enhancing the
impact of the Insolvency and Bankruptcy Code (IBC) on the Indian banking sector.

Firstly, improving stakeholder communication is crucial. Clear and effective communication
channels need to be established to ensure that banks, creditors, and debtors fully understand
their roles and responsibilities under the IBC. When everyone is clear about the rules and
procedures, the resolution process can proceed more swiftly and efficiently.

Secondly, streamlining processes is essential to maximize the effectiveness of the IBC
framework. Simplifying and making procedures more transparent will not only accelerate case
resolutions but also gradually reduce the complexity associated with insolvency proceedings.?®

Another important recommendation is to introduce pre-default mediation techniques. This
approach aims to facilitate faster debt recoveries and lessen the reliance on formal insolvency

procedures by encouraging swift out-of-court settlements.

Additionally, it is vital to enhance the role of Asset Reconstruction Companies (ARCs).
Strengthening. their operational capacities and promoting innovation in asset resolution
methods, such as asset securitization and cooperative lending approaches, will bolster their
ability to manage distressed assets effectively. This step is crucial for improving overall debt

recovery and financial stability in India's banking sector.*°

Furthermore, continuous enhancement of the regulatory framework governing insolvency is
essential. This includes empowering the Insolvency and Bankruptcy Board of India (IBBI) to
rigorously oversee regulatory compliance and ensure adherence to established standards.
Strengthening credit discipline involves fostering a robust credit culture through enhanced
appraisal processes, robust risk management frameworks, and vigilant monitoring of loan

activities.

To increase lending and reduce nonperforming assets (NPAS), it is critical to support industries
like manufacturing and infrastructure, which have sustained long-term credit requirements.

Ensuring legal consistency and clarity in insolvency proceedings involves upholding the

29 CSEP, 'Insolvency and Bankruptcy Code (IBC) and Long-Term Bulk Lending in India' (n.d.)
https://csep.org/working-paper/insolvency-and-bankruptcy-code-ibc-and-long-term-bulk-lending-in-india/
accessed 18 June 2024.

30 Business Standard, 'Asset Reconstruction Companies (ARCs) in India: Challenges and Opportunities' (n.d.)
https://www.business-standard.com/article/economy-policy/asset-reconstruction-companies-arcs-in-india-
challenges-and-opportunities-118032800034 1.html accessed 18 June 2024.
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integrity of the adjudication process and reinforcing judicial support for key IBC rules and

responsibilities.?

Lastly, promoting financial inclusion remains crucial. Increasing access to loans, especially for
small and marginalized enterprises and groups, will stimulate economic growth and enhance

the impact of the Insolvency and Bankruptcy Code (IBC) on India's financial system.

Continuous monitoring and evaluation are necessary to assess the effectiveness of the IBC,
adapt it to address emerging challenges and ensure its relevance in managing nonperforming
assets and promoting financial stability. This ongoing assessment will be vital for maintaining
the IBC's efficacy and adaptability over time.

CONCLUSION

In conclusion, the Insolvency and Bankruptcy Code (IBC), implemented in 2016, marks a
significant milestone for the Indian banking industry, greatly impacting credit availability and
stability. The IBC has strengthened lender confidence by providing a clear and efficient process
for resolving bankruptcies within a set timeframe, which has improved the recovery of bad
debts. This, in turn, has made loans more accessible, fostering economic growth and
entrepreneurship. The creation of the National Company Law Tribunal (NCLT) and the
Insolvency and Bankruptcy Board of India (IBBI) has ensured a fair and transparent bankruptcy

process, further enhancing financial stability in the industry.

Despite these achievements, challenges remain in implementing the IBC, particularly regarding
the need for better communication among stakeholders and clarifying certain provisions.
Resolving these issues is crucial for the IBC to succeed and evolve. Nevertheless, the IBC has
had a profound impact on reducing nonperforming assets (NPAs) and improving the credit
culture. As the IBC continues to evolve, it will play a vital role in shaping a robust financial
environment in India, providing lasting benefits to the credit system and strengthening the

nation's overall economic growth and resilience.

31 Lawstreet India, 'IBC and its Impact on the Indian Economy - An Overview' (Lawstreet India, n.d.)
https://www.lawstreetindia.com/experts/column?sid=633 accessed 22 June 2024.
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