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Abstract –  

The banking industry plays a critical role in the Indian economy. Measuring and maintaining the asset 

quality of banks is important for the development of the banking sector. Nowadays, the asset quality in banks, 

especially the Public Sector Banks is constantly deteriorating and thus causing intolerable stress to the banking 

sector, regulators, and Indian economy. The objective of the present study is to understand the level of Non-

performing Assets (NPA), and how it influences the profitability of the banks. For this purpose, the study 

considered Gross and Net NPA of 10 Public & Private sector banks from April 2014 to March 2018. The study 

identified that both the public and private sector banks gradually increase their Gross & Net NPA during the 

period. The study found that there is a significant positive relationship between Gross NPA and Net NPA of public 

and private sector banks. The study also found a significant negative relationship between NPA with Return on 

Assets (ROA) of public & private sector banks. The impact of ownership (public and private sector banks) 

significantly influences the Gross and Net NPA. The Gross NPA has a significant negative influence on ROA 

whereas, Net NPA has a positive influence on ROA of both public and private sector banks. So the study 

recommends to the regulators and respective bank officials to take the necessary steps to reduce the NPA and 

improve the recovery mechanism.  

 Keywords: Asset Quality, Banking Industry, Gross NPA, Net NPA, Non-Performing Assets, Return on Assets  

I. INTRODUCTION  

The banking industry plays a critical role in the economy of our country. It grew in leaps and bounds and 

so is the complexity associated with it. Now a day’s Loans measurement from time to time and recovery 

mechanism of NPA is a significant role in the banking industry. The asset quality in banks, especially the Public 

Sector Banks (PSUs) is constantly deteriorating and thus causing intolerable stress to the banking sector, 

regulators, and the Indian economy. NPA are those loans dispersed by banks or financial institutions which 

borrowers default in making payment of principal amount or interest. When a bank is not able to recover the loan 

given or not getting regular interest on such a loan, the flow of funds in the banking industry is affected. The issue 
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of Non Performing Assets has been discussed at length for the financial system all over the world. The dilemma 

of NPAs is not only distressing the banks but also the entire wealth of the country. In fact, the level of NPAs in 

Indian banks is nothing but a reflection of the state of health of the industry and trade. Providing credit for 

economic activities is the prime duty of banking. Lending is generally encouraged because it has the effect of 

funds being transferred from the system to productive purposes, which results in economic growth. However, 

lending also carries a risk called credit risk, which arises from the failure of a borrower. Non-recovery of loans 

along with interest forms a major hurdle in the process of the credit cycle. These loans affect the bank's 

profitability on a large scale. Though complete elimination of such losses is not possible; banks can always aim 

to keep the losses at a low level. In this situation, there is a need of the researcher to address how the non-

performing assets of the banks affect the bank’s profitability, growth and development. For this, the present study 

is going to discuss this issue. The study covered the Review of Literature, Statement of the problem, Objectives 

of the study, Methodology, Results & Discussion and Conclusion.  

II. REVIEW OF LITERATURE  

The following are important reviews related to the present study.   

Shanabhogara Raghavendra (2018), this paper analyzed the impact of the NPA, causes of NPA, and 

consequences of NPA in a commercial bank. This study suggested that restructuring of the bank or financial 

organization, improvement in financial deepening and modernization of appropriate skills for up gradation of 

credit wordiness and one more thing is staff efficiency, these are a most important thing to solve the present willful 

defaulter's system in India and world too.   

Suvitha K Vikram,Gayathri G (2018), their study focused the sector, which has higher NPAs 

(Public/Private sector banks), causes and control measures for rising NPAs. It found out that the level of NPAs is 

higher in Public Sector Banks compared with Private Sector Banks. Also, focused causes, level of NPA and 

controlling measures were analyzed. It suggested that the root of the issue of rising NPAs lies in the nature of 

overseeing credit chance by the banks and wilful defaulters.  

 Payel Roy and Pradip Kumar Samanta (2017), this analysis indicated the overall NPA position of all 

the banks is deteriorating over the years. It found that there is a negative high correlation between GPA and NP, 

the profit gradually decreases as the GNPA grows. And also point out that most of the banks' profit has reduced 

considerably. Some of the banks have incurred losses too. The losses due to the increase of NPA can't be avoided 

only by making provisions against NPA. It suggested that the Provisioning can act as a cushion for NPA losses 

but it can't be regarded as a solution for growing NPAs in all the selected PSBs. The banks advancing loans should 

be cautious enough to consider the backgrounds of the loan receiver and make the recovery procedure more 

stringent.   

Raj Kumar Mittal and Deeksha Suneja (2017),Their study revealed that the extent of NPAs is 

comparatively more in public sector banks as compared to private sector banks. It suggested that the government 

is taking many steps to reduce the problem of NPAs but banks should also have to be more proactive to adopt a 

structured NPAs policy to prevent the nonperforming assets and should follow stringent measures for its recovery. 

Bankers should also consider the ROI on a proposed project and provide loans to customers who have better 

creditworthiness.   

Shiralashetti A.S. and Lata.N.Poojari (2016), analyzed the causes of NPA and impact of NPA on the 

profitability of the bank. The study found that there was a moderate relationship exist with Gross NPA and Net 

profit of the syndicate bank and also found that there was no significant difference between sector wise NPA. The 

study provided some suggestions to the regulators.   
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Ombir and Sanjeev Bansal (2016), their study analyzed the recent trends in non- performing assets 

(NPAs) of different categories of Indian  banks. It is found that the impact of ownership pattern in deciding the 

level of NPAs is investigated against the perception that public sector banks have a relatively larger level of NPAs. 

But there was no strong empirical evidence is found in support of this perception. Their findings suggested that 

public sector banks are as good or as bad as their private counterparts, however, foreign banks have relatively 

higher profitability as domestic public and private banks. It is also found that a higher level of NPAs negatively 

affects the profitability of a bank.   

Samir and Deepa Kamra(2013), this study found that the problem of NPA is greater in the public sector 

banks as compared to private and foreign banks in India. Similarly, the problem of NPAs is more in the non-

priority sector than priority and the public sector. Further, SSI sector has the largest share in the total NPA of 

priority sector. As a result of this, the financial health of banks has been affected adversely. The study suggested 

that banks in India must apply the basic principles of financial management to solve the problems of mounting 

NPA and improving recovery management, corporate governance, upgrading technology, etc.   

Rama Prasad and Ramachandra Reddy (2012), it observed from the study that there is a tremendous 

decline in NPAs of Andhra Bank as well in Public Sector Banks during the study period, even though enormous 

growth in advances. This resulted in the introduction of prudential norms. The study suggested that the use of 

technology like core Banking Solutions will bring change Indian Banking to manage their non-performing assets   

III. STATEMENT OF THE PROBLEM  

A sound banking sector is important for the flourishing economy. The banking industry is growing in leaps 

and bounds, and so is the difficulty associated with it. In fact, the level of NPAs in Indian banks is nothing but a 

reflection of the state of health of the industry and trade. Nonrecovery of loans along with interest forms a major 

hurdle in the process of the credit cycle. Though complete elimination of such losses is not possible, banks can 

always aim to keep the losses at a low level. The issue of Non Performing Assets has been discussed at length for 

the financial system all over the world. When a bank is not able to recover the loan given or not getting regular 

interest on such a loan, the flow of funds in the banking industry is affected. NPA growth involves the necessity 

of provisions, which reduces the overall profits and shareholders’ value. The collapse of the banking sector may 

have an unfavorable impact on allied and other sectors. The dilemma of NPAs is not only distressing the banks 

but also the entire wealth of the country. It reflects the reputation and performance of the banks. If the level of 

NPAs is high it leads to the high probability of credit defaults that affect the profitability and net-worth of banks 

and also eat away the value of the asset. Against this background, the present study focused on the level of NPA 

and how it influences the profitability of banks.  

IV. OBJECTIVES OF THE STUDY  

   The present study has the following objectives  

 To Know the level of Non-Performing Assets of private and public sector banks  

 To identify the impact of Non-Performing Assets on profitability  

 To offer the recommendations to the regulators and policymakers  

V. HYPOTHESES OF THE STUDY  

For the purpose of this study, it has the following null hypotheses  

 There is no significant Correlation between NPA and ROA of sample banks  

 There is no significant impact of Non-performing Assets on profitability  
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VI. METHODOLOGY OF THE STUDY Sample and Sources of data   

The present study considers the top 10 banks based on highest Non-performing Assets both public and 

private sector banks as on June 2018. The required data were collected from www.moneycontrol.com. The study 

covers for a period of 5 years from April 2014 to March 2018.  

Tools used for Analysis Mean  

It is a set of values is the ratio of their sum to the total number of values in the set. Thus, if there are a total 

of n numbers in a data set whose values are given by a group of x- values, then the mean of these values.  

Standard Deviation  

The Standard Deviation is a measure of how spread out numbers are. Its symbol is σ (the Greek letter 

sigma). The formula is the square root of the Variance.   

  

Pearson Cross-Correlation  

The correlation measures the relationship between the x and, by using the following formula. The Values 

of correlation coefficient always lies between -1 to 1, if the values are +1 two variables are highly positively 

correlated, then the value is -1 the variables are highly negatively correlated.   

Finally, complete content and organizational editing before formatting. Please take note of the following 

items when proofreading spelling and grammar:  

Linear Regression Model  

Regression analyses help to understand how the typical value of the dependent variable changes when any 

one of the independent variables is varied, while the other independent variables are held fixed. Regression 

analysis can be used to infer a causal relationship between the independent and dependent variables.  

The following two models were run to examine the determinants of Profitability and Non-Performing 

Assets.  

Model (1) explains the Ownership affect Non-performing assets:  

NPAi, t= β0+ β1pub+ β2 pvti, t+ Ɛit  

Model (2) explains the Non-performing Assets affect Return on Assets:  

ROAi, t= β0+ β1GNPAit+ β2NNPAi, t+ Ɛit  

Limitations of the present Study  

The present study has the following limitations  

 The study is based on secondary data collected from the money control websites. So the quality of the 

study depends purely upon the accuracy, reliability, and quality of the secondary data source. 

Approximation and relative measures with respect to the data source might impact the results.  

 The study is limited to covers only for a period of 5 years from 2014 – 2018, therefore, a detailed analysis 

covering a lengthy period, which may give slightly different results have not been made.  
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 The study considered only 10 Banks both public and private sector based on the highest NPA and ignore 

the other types of banks like foreign and co-operative banks.  

VII. RESULTS AND DISCUSSION  

Analysis of Net, Gross NPA of Public and Private Sector Banks:   

The results clearly show that the Net NPA of all public sector banks has gradually surged from 2014 to 

2018. Among the sample Banks SBI, PNB, BOI recorded mean NPA was higher than the overall average of the 

public sector banks. And lowest mean NPA recorded by the UCO Bank. The risk (standard deviation) of SBI, 

PNB banks recorded the highest risk than the overall risk of public sector banks. In year wise comparisons from 

2014 to 2018, it gradually increased their NPA level of all the sample banks. So it recommended to the regulators 

and respective bank officials try to reduce the NPA level and dry to improve the recovery mechanism.   

The net NPA of private sector banks is presented in Table 2. It clearly understood that the mean NPA of 

ICICI and Axis bank recorded the highest NPA than the overall average NPA of private sector banks. And also 

found that the risk of the Axis bank is higher than the mean NPA. Among the sample banks yes bank followed by 

Lakshmi Vilas bank recorded lowest NPA during this study period.  

Table 3 shows the results of Gross NPA of public sector banks. It explained that the average NPA of public 

sector banks is Rs.37, 588.59 crore. But the mean NPA of SBI, PNB, BOI is recorded above the overall average 

of 1,10,454.79, 48,476.75 and 39,662.79 Crore respectively. The risk of the above three banks are also very high 

than the remaining sample banks.   

Gross NPA of private sector banks results was given in Table 4. It understood that the mean NPA of ICICI 

and Axis bank registered higher NPA with the highest risk than the overall average of the private sector banks. 

Among the sample banks, LVB recorded lowest Gross NPA. It suggested to the regulators and bank representative 

of ICICI and Axis Bank should take necessary steps to reduce the same. And also improve the recovery 

mechanism.   

Analysis of Cross-Correlation of NPA and ROA  

  Table 5 shows the results of cross-correlation analysis of NPA and ROA. It makes clear that there is a significant 

positive relationship between Gross NPA and Net NPA of public and private sector banks and also negatively 

significant relationship between Gross and Net NPA with ROA of public &private sector banks at 1% significant 

level. It means when Gross and Net NPA increases the ROA decreased. So the null hypothesis namely “There is 

no significant Correlation between NPA and ROA of sample banks” is rejected.   

Analysis of linear regression for ownership, Gross and Net NPA   

The results of linear regression analysis of public and private sector banks are given in Table 6. The above 

result used a dummy variable (public 1 and private 0). The table explained that the ownership (public and private 

sector banks) significantly influence the Gross and Net NPA. Analysis of NPA and Profitability Table 7 shows 

the results of NPA and profitability. It understood that the Gross NPA significantly influences the ROA negatively 

and Net NPA positively influences the ROA of both public and private sector banks. So the null hypothesis namely 

“There is no significant impact of Non- performing Assets on profitability” is rejected.  
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FINDINGS AND SUGGESTIONS FOR THE STUDY  

 The present study found out that among the public sector banks the Average Gross and Net NPA of SBI, 

PNB, BOI is recorded above the overall average of the sample banks.  

 The level of Gross and Net NPA of Public & Private sector banks increased gradually on year on year 

from 2014 to 2018   

 So it recommended to the regulators and respective bank officials take the necessary steps to reduce the 

NPA and improve the recovery mechanism.  

 In private sector banks, ICICI and Axis bank recorded the highest NPA than the overall average NPA of 

sample banks and lowest NPA recorded by the LVB during the study period.   

 Also found that there is a significant positive relationship between Gross NPA and Net NPA of public 

and private sector banks and also negatively significant relationship between Gross and Net NPA with 

ROA of public &private sector banks.  

 The impact of ownership (public and private sector banks) significantly influences the Gross and Net 

NPA. That is the NPA of public sector banks was higher than that of private sector banks.  

 The impact of Gross NPA significantly influences the ROA negatively and Net NPA positively influences 

the ROA of both public and private sector banks.  

VIII. CONCLUSION  

The banking industry plays a critical role in the economy of our country. So measuring and maintaining 

the asset quality of the banks is important for the development of the banks. The asset quality in banks, especially 

the Public Sector Banks (PSUs) is constantly deteriorating and thus causing intolerable stress to the banking 

sector, regulators, and the Indian economy. The objectives of the present study are to know the level of Gross & 

Net NPA and profitability of both public and private sector banks. For this purpose, the study used NPA data from 

2014 to 2018. It identified that both the public and private sector banks gradually increased their Gross & Net 

NPA during the study period. The study found that there is a significant positive relationship between Gross NPA 

and Net NPA of public and private sector banks and also negatively significant relationship between NPA with 

ROA of public &private sector banks. The impact of ownership (public and private sector banks) significantly 

influences the Gross and Net NPA. That is the NPA of public sector banks was higher than that of private sector 

banks. The impact of Gross NPA significantly influences the ROA negatively and also Net NPA positively 

influences the ROA of both public and private sector banks. So the study recommended to the regulators and 

respective bank officials take the necessary steps to reduce the NPA and improve the recovery mechanism. The 

scope of the study may proceed to the level of NPA of Cooperative and foreign banks and also identify the level 

of NPA at each sector like priority and non- priority, Small Scale Industries, Agriculture, infrastructure, etc.,  
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