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Research Topic:

Analysis  the impact of effective credit risk management in reduction of Non Performing Assets (NPA) within the banks
1) Background of the Research:
The very basic business of commercial banks is to provide various types of loans to business houses, people for various kinds of purpose from the deposits that receive from the depositors. Extending credit has considerable amount of risk as there always remains high chance or risk for non receipt of the credit that they essentially provide to the takers of the loans. Non-performing Assets of the banks are basically the amount of the total loans book which haven’t been repaid back to the banks properly with the interest. So it is highly desirable to keep the NPA low for the banks which will help in increasing the profitability through performing its core business operation of extending loans (Ahmed Takeda, Thomas, 2012). Therefore, there must be an appropriate credit risk management mechanism in place which will help to detect and identify the non performing assets at the early stage of default so that the particular asset book doesn’t become non performing. 
In essence there are various techniques through which loans provided to the borrowers can be safeguarded from being a non performing assets for banks. The very first most common approach is to ensure to check the credit worthiness of the borrower. This can be done by checking the credit history of the borrower from various centralized systems that are generally available with the banks, income of the borrower and cash flow details of the borrower. In addition to it, it is also important to analyze the liquidity aspect of the project  and the potential of the project for the which the loan is taken by the borrower. The aspect of checking of the minute details of the loans is one of the most important strategies for managing the non performing loans and ensures a strong and profitable loan book of the firm (Messai, and Jouini, 2013). In addition to it, the strategies such as attaching other assets of the borrower and taking adequate level of mortgages for the loans are one of the major techniques through which non-performing assets can be managed and ensure that the loans are safeguarded. 
1.2) Research Aims and Objectives:
1.2.1) Research Aims:
The main aim of the research is to analyze the effectiveness of the credit risk management in mitigating the non performing assets in the commercial banks. Non-performing assets is one of the most important issues that commercial banks have to manage as it a higher levels of it erodes the capital of the banks, results in loss from banking business operation and most importantly affects the liquidity of the bank through asset liability mismatch. 
1.2.2) Research Objectives:

The objectives of the research which will be answered through the effective conduct of the research are portrayed below”

i) To analyze the impact of non-performing assets on the profitability and liquidity of banks operating in United Kingdom.

ii) To analyze the various steps that the banks essentially undertakes for managing the non performing assets.
iii) To evaluate the techniques through which non-performing assets can be identified in the very first stage. 

1.3) Research Questions:

The various research questions which will be answered through undertaking the research on the specified subject area of the banking domain are postulated below:

1) What is the impact of the non performing loans on the profitability and liquidity level of the banks operating in United kingdom (UK)?
2) What the different credit risk management techniques that are undertaken by commercial banks in UK for effective management of the non performing loans?

1.4) Significance of the Research:

Non Performing Loans is one of the major concerns of the banks as it would potentially impact the overall liquidity and profitability of a bank. Therefore it is for this purpose there must be a proper risk management mechanism in place which would essentially help in identifying the non performing loans at the very initial level and undertake appropriate action so as to recover the non performing loans. This will significantly help to reduce the total non-performing loans and effectively help to increase the performance of the commercial banks. 
2) Brief Literature Review 
2.1) Non Performing Loans and its impact on commercial banks:

Non Performing Loans are basically the loans in which the borrower of the loans has defaulted in payment of the installment either in partial or full along with the full level of interest and the principal amount. Commercial banks essentially take deposits from general public or other business bodies through which they disburse the loans (Saunders and Allen, 2010). So any sort of default indicate a risk of capital erosion and increase the chance of failure to payment to the depositors. Therefore, non performing loans must be secured with proper mortgages and attaching other assets of the borrower before disbursing any loans. 

According to Cornett, McNutt, Strahan, and Tehranian,  (2011), any sort of credit exposure of commercial banks itself possess huge risk and therefore it must be efficiently managed. High amount of non-performing loans significant impacts the profitability of the banks and hence the returns to the shareholder. It is the duty of the banks to safeguard the depositor money and repay it as and when the depositor wants to withdraw money or maintain the terms and condition for repayment of deposits in case of time deposits. Increase of non-performing loans, not only impacts the profitability but also significantly can impact the asset liability mismatch and hence could fail to return back the depositor’s  money (Fiordelisi, Marques-Ibanez, and Molyneux, 2011). 
2.2) Strategies to manage credit risk in banks:
As per the Basel framework, there are various ways through which credit risk can be effectively managed by banks. First and Foremost, the most important point is to have a high amount of Tier I and Tier II capital of the total capital base. Confirming to the standards as per the Basel framework will reduce the credit risk of the banks. In addition to it, there must be a stringent procedures to sanction loans which should be backed up by proper asset base and mortgages. The credential of the borrower of the loans is of immense importance which banks must look after before disbursing any credit to individual or to any institution. The banks must also possess proper mechanism through which the viability and financial feasibility of the project can be properly assessed (Saunders  and Allen, 2010). This must be properly done by assessing all the full details and also examining the cash flows and with alignment with the macro economic scenarios. 
It is apart from these steps, the banks must have a proper Information Technology in place which shall able to provide a informed decisions for any deviations of repayments of loans. Advanced level of information technology must be used for tracking the full details of the borrower and also in disbursal of fresh loans. So proper implementation of these above strategies and appropriate measure would essentially help in reducing the non performing loans and increase the performance of the banks. 
3)  Research Methodology:
3.1) Research Design:
Research Design as a part of the methodology provides the basic framework of the aspect of the way through which the research in a subject area would be conducted. (Lewis, 2015)  Moreover, it also helps in providing the research problem and essentially helps in taking decisions for proceedings of the entire research project. 
There are various types of research design such as explanatory research design, exploratory research design and descriptive research design which are generally undertaken for the conducting research. In this very particular research which aims at assessing the impacts of proper credit risk management system for managing liquidity risk; a descriptive research design would be chosen. The undertaking of a descriptive research design would help in enabling to showcase the appropriate steps that needs to be taken as also how these steps could help in increasing the efficiency of the commercial banks to increase performance by reducing non performing loans.  
3.2) Research Strategy:

Research Strategy is of enormous significance for conducting a research. Therefore it is important that right strategy must be implemented which shall enable to conclude a valid outcome and findings from the entire conduct of the research. So conscious efforts would be undertaken to implement the most appropriate research strategy which would help in generating a significant outcome from the research. Research Strategy which are generally used are mainly of two types qualitative research strategy and quantitative research strategy. A qualitative research strategy is the type of research strategy which does not involve any mathematical or statistical procedures for conducting the research. Rather, a description or an descriptive analysis is provided on the context of the research. On the other hand, a quantitative research strategy  is the type of research strategy which involve mathematical and statistical procedures for conducting the research (Christensen, Johnson, Turner, and Christensen, 2011). In this particular research, a combination of both the research strategy would be undertaken and hence it can be said that a mixed research strategy would be implemented comprising of both qualitative and quantitative research. 
3.3) Data Collection Technique:
Data collection is one of the crucial stage  in the entire research process and it must be properly done so that the results obtained from the research are valid. Therefore, appropriate techniques must be undertaken so that proper data could be collected for undertaking the research. In this particular research which primarily aims at analyzing the effectiveness of credit risk management in reduction of Non Performing Assets (NPA) within the banks operating in UK; both primary data and secondary data would be collected for the research. 

For the motive of collecting primary data for the research, a survey questionnaire would be used for the collection of data. These survey questionnaires would be collected from different employees working at various commercial banks in United Kingdom. It is also noteworthy to mention that 50 respondents would be surveyed for collection of the primary data. 

It is for the purpose of collection of secondary data for the research, various case studies on banks who successfully managed NPA crisis will be analyzed in detail for understanding the strategies that these banks had undertaken for managing Non performing loans. Moreover, in addition to it, various journals and articles with details of various techniques and strategies to manage Non-performing assets and non performing loans will be studied in detail which will essentially act as a secondary data for the study.
3.4) Ethical Consideration:

A research must be done with proper ethics and right ethical standards must be followed for conducting a research. So for  the purpose of maintaining utmost ethics and ethical standard certain measures would be undertaken which will embrace proper ethical standards (Flick, 2015). Therefore, for maintaining the highest level of the ethical standard, all the approvals from the university and other institution who are the part of this entire research would be taken in advance before commencing the research work. Moreover, nobody would be forced to participate in the survey process and no physical and emotional harm would be done during the interview or the survey. The participation in the interview process or the survey is absolute at the will and discretion of the participants. Finally, the data obtained from the participants and all other sources would be stored in a highly confidential location with no access to anybody else. 
4) Research Timeline 
A research comprises of various steps and procedures and hence these must be planned in a right manner which will help in timely completion of the different stages of the research. The time required for the different stages of the research are provided below in the form of Gnatt chart.

	Stages of Research 
	Week 1
	Week 2
	Week 3
	Week 4
	Week 5
	Week 6
	Week 7
	Week 8
	Week 9
	Week 10

	Selection of the Research Topic and back ground Analysis 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Formulation of Aims , Objectives, Research Questions 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Problem statement and Importance of Research 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Conducting the Literature Review 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Research Methodology 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Gathering of Data for Analysis and Primary Data collection 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Data Analysis and Discussion 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Conclusion 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


Figure: Gnatt Chart representing the Research Timeline
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