
A Study on the influence of Macroeconomic Factors on 

Banks Non-performing Loans in China and India - 

A Comparative Analysis 

 
Dr.V.Srinivasa Kumar  

Associate Professor, School of  Management, SASTRA Deemed to be University 

Dr.R.Gayathri 

AssistantProfessor, School of  Management, SASTRA Deemed to be University 

Dr.C.VijayaBanu 

Associate Professor, School of  Management, SASTRA Deemed to be University 

Dr.R.Renganathan 

Professor, School of Management, SASTRA Deemed to be University 

 

 

ABSTRACT: 

The domestic sector based credit provided by financial sector turning out to be not serviced 

more than the prescribed time period is called Banks Non-performing Loans (BNPL).  It is 

generally presumed that the macroeconomic factors may be one of the reasons for such 

distressed loans. Hence the current study has a primary objective to evaluate the influence 

and relationshipof the macroeconomic factors like broad money (BM), gross capital 

formation (GCF), household consumption (HHC), industry value added (IVA), consumer 

price index (CPI), and domestic credit by financial sector (DCPFS), on the dependent 

variables like bank capital to assets ratio (BCA) and bank’s percentage on non-performing 

loans to gross loansas a GDP percentage (BNPL).  The purposes of the study, the annual 

macroeconomic data for the period from 2003 – 2016, sourced from World Development 

Indicator of World Bank was extracted and analysed.  The above data were evaluated using 

correlation and multiple regression analysis and it was observed that the influence of 

consumer price index (CPI) and gross capital formation (GCF) in controlling Bank’s 

nonperforming loans of gross loans as a GDP percentage(BNPL) was statistically significant 

in China. 

 

Key words: Banks Non Performing Loans, Banks Capital to Assets ratio, Consumer Price 

Index, Broad Money, Industry Value Added 

 

INTRODUCTION: 

Banks nonperforming loans arise in an economy due to either disorder in the business cycle 

or changes in macroeconomic environment.  Generally it may be perceived that the 

sluggishness in the economy may be because of the macroeconomic factors like, broad 

money (BM), consumer price index (CPI), domestic credit provided by financial sector 

(DCPFS), foreign direct investment (FDI), gross capital formation (GCF), household 

consumption (HHC) and industry value added (IVA).  In the current study the relationship 

and influence of macroeconomic factors referred aboveon the Bank Nonperforming 
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Loans(BNPL) against gross loans of China and India was examined.  According to quantity 

theory of money, the inflationary condition of an economy directly influences the money 

circulation. In view of the theory the factors like inflation in terms of consumer price index of 

China and India and household consumption was considered to analyse the influence on bank 

nonperforming loans of China and India. 

 

THE SCENARIO OF MACROECONOMIC FACTORS IN CHINA AND INDIA: 

The trend of the bank nonperforming loans in China (BNPL CHN) haddeclined from 

around twenty percent in 2003 to less than two percentage in 2016 with consistency in bank 

capital to asset ratio (BCA CHN) whereas the trend of bank nonperforming loans as a gross 

loan’spercentagein India (BNPL IND) had declined for the period between 2003 and 2011 

and thereafter the same had increased and reached eight per cent in 2016.  However, it may 

be observed that the bank capital to assets ratio remained consistent in India (BCA IND) 

between 2003 and 2016 as shown in Fig.1. 

 

Fig.:1 – Trend of Bank Nonperforming Loans (BNPL) and Bank Capital Assets 

Ratio (BCA) of China and India 

 

 

Fig.: 2 – Trend of Macroeconomic Factors in China 
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       It may be observed from Fig.2 that, the increasing trend of the domestic credit provided 

by financial sector (DCPFS CHN) and broad money (BM CHN) was consistent in China and   

consumer price index (CPI CHN) was contended at the moderate level from 2003 – 2016. 

 

Fig.:3 - Trend of Macroeconomic Factors in India 

 

 
 

The increasing trend of inflation in terms of consumer price index in India (CPI IND) 

during the period 2003 - 2016 had significantly brought down the broad money supply (BM 

IND) and consequently the gross capital formation in India(GCF IND). 

 

LITERATURE REVIEW 

In a study byLaryea, E and et al., investigated the macroeconomic determinants of 

non performing loans and examined its impact on bank’s profitability.  The study revealed 

that the bank macroeconomic and specific determinants of nonperforming loans and observed 

that the inflation and industry factors were not significantly influencing nonperforming loans 

though they were positively related to nonperforming loans.
1 

In a research work by Jakubík, 

P., &Reininger, T, it was found that the effects of the factors like inflation and exchange rate, 

on credit risk were significantly different as confirmed by the meta-regression results.
2  

Akinlo, O., & Emmanuel, M, evaluated what are the determinants of nonperforming 

loans in Nigeria and also developed a macroeconomic model for nonperforming loans.  It was 

found that, economic growth was negatively proportional to nonperforming loans in long run.  
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It was also observed that in the short run unemployment and positively related to private 

sector’s domestic credit and exchange rates.
3
 

In a research contributed by Touny, M.A., and Shehab, M.A, the nonperforming loans 

determinants in some Arab countries were identified using dynamic panel data approach.  It 

was further found that inflation rate has negative impact on nonperforming loans.  Aggregate 

debt burden has a positive impact on bad loan’s level and also observed that macroeconomic 

factors were central for observing credit risk.
4 

In an analysis by Beck, R., Jakubik, P., &Piloiu a macroeconomic determinant dataset 

of 75 countries was evaluated and found that non-performing loans affected by 

macroeconomic variables. The variables are GDP growth real, exchange rate, interest rate, 

stock prices, significantly affect nonperforming loans.
5 

 In a study by Shingjergji, A., &Shingjergji, the study analysed how macroeconomic 

factors played a significant role in the determination of nonperforming loans.  The simple 

regression model was developed and found that the macroeconomic and banking factors have 

contributed to increase the nonperforming loan levels in Albanian banking system.
6
 

Louzis, D. P., Vouldis et al., in this research both bank’s specific variables and 

macroeconomic variables had an effect on quality of the loan and the effect of variables vary 

between different categories of loan. It also observed that there is a difference in quantitative 

impact of macroeconomic factors among loan categories were evident, with nonperforming 

mortgages was being the least responsive to changes in the macroeconomic conditions.
7
 

In a study by Adhikary, B. K the magnitude of nonperforming loans in the banking 

sector of Bangladesh after the adaptation of prudential norms in the loan classification and 

provisioning system was examined and the need for prudential regulation to maintain a 

standard asset quality was observed. Besides, maintenance of an ethical standard in the 

banking profession from all concerns was viewed as an important means for making the 

credit environment credible and vibrant.
8 

Matthews, K et al., evaluated the determinants of productive growth by comparing 

state-owned and joint-stock banks. From the evaluation, he found that the average 
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productivity of the state-owned banks was negative but the productivity of the Joint-Stock 

banks was markedly higher.
9
 

DATA SOURCE AND METHODOLOGY: 

The purposes of the study is to extract the data sourced from World Development 

Indicator of World Bank (WDI) for the period of 2003 to 2016 and also evaluate it using 

correlation and multiple regression analysis the annual macroeconomic data. 

 

ANALYSIS AND INTERPRETATION: 

In order to examine the data following hypotheses were set: 

H0:  The relation between the independent and dependent macroeconomics variables like 

bank nonperforming loans (BNPL) and bank capital to assets ratio (BCA) were not 

statistically significant. 

H0:   The influence of the independent macroeconomic variables and the dependent variables 

was not statistically significant. 

 

The result of the correlation analysis of China as shown in Table:1, indicates that the 

variables like broad money (BM CHN), consumer price index (CPI CHN), gross capital 

formation (GCF CHN) are negatively correlated whereas variables like domestic credit 

provided by financial sector (DCPFS CHN), foreign direct investment (FDI CHN) and 

industry value added (IVA CHN) are positively correlated with the dependent variables like 

Bank non performing loans (BNPL CHN).  It may be observed that the variables like broad 

money (BM CHN), consumer price index (CPI CHN), gross capital formation (GCF CHN) 

had positive association with the variable bank capital to assets ratio in China (BCA CHN), 

while there was negative relationship with other variables.  

 

Table:1–Result of correlation analysis - China 

Influencing 

Variables 

Dependent Variables 

BNPL CHN BCA CHN 

DCPFS CHN 0.050 -0.177 

BM CHN -0.565 0.855 

CPI CHN -0.716 0.895 

FDI CHN 0.377 -0.723 
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GCF CHN -0.783 0.623 

HHC CHN -0.070 -0.299 

IVA CHN 0.527 -0.787 

 

In case of India, the results of Correlation analysis indicate there had been positive 

relationship inflation with banks non performing loan while all other variables had shown 

negative association. The relationship of all macroeconomic variables with bank capital to 

assets ratio (BCA IND) was positive except variables like industry value added (IVA IND) 

and domestic capital provided by financial sector (DCPFS IND) as shown in Table:2. 

 

Table:2 – Result of Correlation Analysis - India 

Influencing 

Variables  

Dependent Variables 

BNPL IND BCA IND 

DCPFS IND -0.589 -0.125 

BM IND -0.583 0.807 

CPI IND 0.228 0.688 

FDI IND -0.545 0.542 

GCF IND -0.918 0.024 

HHC IND -0.348 0.028 

IVA IND -0.111 -0.333 

 

The results of regression analysis of China as shown in Table:3, indicates that the 

influence of consumer price index (CPI CHN – 0.027) and gross capital formation (GCF 

CHN – 0.043), was significant as p value of these variables are less than 0.05 (< 0.05 at the 

confidence level of 5%) while other variables was not statistically significant. In case of bank 

capital to assets ratio of China, the influence of other variables was not statistically 

significant except gross capital formation (GCF CHN – 0.043), as its p value is less than 0.05 

(< 0.05 at the confidence level of 5%) for a good fit regression model with a coefficient of 

determination (R
2
) of 0.91 in case both the dependent variables. 

 

Table:3–Result of Regression Analysis - China 

Dependent 

Variable 

Influencing 

Variables 

Coefficient P Value R
2 
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The outcome of the regression analysis for India indicates the null hypothesis that 

there is no significant difference in independent variables over dependent variables that 

cannot be rejected because of all othervariables are greater than 0.05 (> 0.05 at the  

confidence level of 95%), except influence of gross capital formation (GCF IND – 0.040) on 

bank non performing loans (BNPL IND), though it is a good fit model with the R
2
value of 

above 95% in both the cases of independent variables as shown in Table:4.  

 

Table:4 – Result of Regression Analysis – India 

 

 

 

BNPL CHN 

BM_CHN -0.003 0.098  

 

 

0.91 

CPI_CHN 0.287 0.027 

DCPFS CHN 0.016 0.460 

FDI CHN -4.105 0.197 

GCF_CHN -1.838 0.043 

HHC_CHN -0.490 0.482 

IVA_CHN 1.246 0.214 

 

 

BCA CHN 

BM_CHN -0.003 0.984  

 

 

0.91 

CPI_CHN 0.287 0.270 

DCPFS CHN 0.016 0.460 

GCF_CHN -1.838 0.043 

FDI CHN -4.105 0.197 

HHC_CHN -0.490 0.482 

IVA_CHN 1.246 0.214 

Dependent 

Variable 

Regressor 

Variable 

Coefficient P Value R
2 

 

 

BNPL IND 

BM IND -0.006 0.965  

 

 

0.98 

CPI IND 0.000 0.988 

DCPFS IND -0.032 0.155 

FDI IND -0.276 0.629 

GCF IND -0.354 0.040 

HHC IND -0.220 0.400 

IVA IND 0.121 0.279 
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CONCLUSION: 

 

The study was aimed at investigating the influence of Macroeconomic Factors on 

Bank Non-performing Loans (BNPL) and Bank capital to assets ratio (BCA) in China and 

India for the period 2003- 2016. From the comparative study of the relationship between the 

variables of China, it was found that the relationship among variables like industry value 

added (IVA CHN), foreign direct investment (FDI CHN) and domestic credit by financial 

sector (DCFS CHN) was positive, and because of which the issue of banks non performing 

loans (BNPL CHN) was contended in China. Since the inflation in terms of consumer price 

index (CPI CHN) had also been controlled and maintained at lower level consistently and 

increase of gross capital formation (GCF CHN) during the study’s period, it was found that 

the increase of banks non performing loans (BNPL CHN) was maintained at lower rate in 

China.  

In India, the variables like inflation in terms of consumer price index (CPI IND), 

industry value added (IVA IND) and domestic credit by financial sector (DCFS IND) was not 

contributing to control banks non performing loans (BNPL IND).  The increasing trend in 

consumer price index (CPI IND) had deteriorated the broad money supply (BM IND), gross 

capital formation (GCF IND), industry value added (IVA IND) leading to significant  

increase in banks non performing loans (BNPL IND).  In India, In order to reduce the bank’s 

non-performing loans, the inflation level is to minimized and the industry value added is to be 

maximized in India. 
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