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ABSTRACT 

 

Emerging market banks continue to grapple with growing non-performing assets (NPAs), making 

regulatory intervention inevitable to avoid bank failure following corporate default. In the context of 

India, bankruptcy reforms were enacted for the first time in 2016 in the form of a unified Insolvency 

and Bankruptcy Code. In this paper, we investigate the impact of a regulatory intervention by the 

Indian central bank over the last decade in leading an attempt to prevent bank failure in the absence 

of a sound bankruptcy process. We assess how the volume of restructured assets at bank level 

impacted risk taking of Indian banks over the time period 2003-2012. During this period, a large 

number of banks restructured their distressed assets as a means to reduce NPAs. Our results show 

that higher levels of restructured assets significantly reduced risk taking as banks benefited from 

low provisioning, and this relation is more pronounced for banks that had lower loan loss 

provisions. We also find that by restructuring distressed assets, public sector banks benefited 

significantly more in improving their stability than private sector domestic and foreign banks. 

Overall, our main results suggest that similar regulatory support in the absence of a strong legal-

system, can be implemented to avoid bank fragility in other emerging market economies. 
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