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ABSTRACT 

Banks are credit institutions which act as a mediator between lenders 
and borrowers assume credit risk. the Reserve Bank 

is, byfat; largest in India. 
(NPAs) are not a recent phenomenon in the Indian 

banks The NPAs are unrecovered loans ofthe banks. A bank s NPAs 
have been an indicator of the level of their credit risk. The present paper 
studies the NPAs of sector in Indian context. The data has been 
collectedf()r twelve years from 2001 till 2012. Return on Assets has 
been taken to gauge the banks profitability. ROA reflects the efficiency with 
vl/hich deploy their assets. The paper attempts to an 

between NPAs and ROA. Various observation and statistical 
tools such as correlation, regression, data representation among 
others have been deployed in the The paper reveals a negative 
association between NPAs and ROA. The F value beenfound significant 
in the model, which indicates that NPAs are predictors ofROA. Thus, better 

of information among growth in the economy, 
superior credit systems, among others, can help banks reduce 
NPAs increase their ROA. 
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1. INTRODUCTION 

the banking sector acts as the catalyst for an economy. Banks 
play an important role in supplying financial resources. Banks are credit 
institutions which act as a mediator between lenders and 
borrowers and assume credit risk. In developing countries, banks also 

. India. 

their towards the government's 
social goals, besides being intennediaries. This instantaneous 

banks and the economy makes growth of a nation uW'~UF," between 
upon the health ofthe sector. 

The economic policy of 1991 and various refonn measures taken by the 
Reserve Bank of has banking system. 
This has resulted free 
economy, rather The 
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global financial crisis brought a sea-change in the banking sector in Indian 
sub-continent. It made banking an even more challenging and riskier system. 

2. 	 SIGNIFICANCE OFTHE STUDY 

NPAs are not a recent phenomenon in the Indian banking system. Since the 
advent of lending system, lenders have been dealing with the issue of 
recovery of their money, be it in the form of interest or principal amount. 
Thus, a bank's NPAs have been an indicator of the level of their credit risk. 
Lack ofinfornlation about borrower's credit causes banks to bear 
the credit risk. Borrowers, in some cases, have a tendency to manipulate their 
credit profile as well. The risks faced by the Indian banking system increased 
manifolds after the global financial crisis. Thus, it becomes imperative to 
study the non-performing assets (NPAs) of banking sector in India and its 
impact on bank's profitability. 

3, 	 REVmWOFLITERATURE 

Various studies have been undertaken in the area of NPAs in the Indian 
context. S. N. Bidani (2002) recommends that Non-performing Assets affects 
bank's profitability both through the loss of interest, income and write-off of 
the principal loan amount itself. The Narasimham Committee in their 
guidelines in year 1993 mandated identification and reduction ofNPAs. The 
committee suggested that reducing NPAs should be treated as a 'national 
priority'. Kapoor and Dangwal (2012) in their paper studied profitability of 
various banks in India for a period of five years and stated that spread of 
banks appears to affect their profitability. Mishra (2011) found negative 
relationship between NPAs and bank performance. Tandon et al. (2009) 
observed negative relationship between NPAs and bank productivity. Ahigh 
level ofNPAs implies erosion of bank's capital, thereby resulting in banking 
crisis (Khan &Bi$hnoi, 2001). However, the present paper attempts to take a 
step forward by enlarging the period of study for analyzing the relationship 
between NPAs and ROA. Moreover, the paper tries to encompass the data 
from all scheduled commercial banks in India to make the study exhaustive. 

4. 	 OBJECTIVES OFTHE STUDY 

Growing trend of Non-Performing Asset (NPAs) figures in India raises 
questions about the efficiency of recovery system for banks in the sub­
continent. The NPAs, in nutshell, mean the unrecovered loans of the banks. 
Return on assets has been taken as the proxy variable to measure 
bank's profitability. 

The objectives ofthis paper are as under: 

• 	 To study NPAs in India over a period of twelve years from 200 I to 
2012. 

• 	 To establish an empirical relationship between NPAs and ROA. 
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5. RESEARCH METHODOLOGY 

The data has been collected using sources. The data 
has been drawn from published sources, documents in with 
various legal statutes, official/government announcements in the press and 
the Parliament, records and surveys published by such as 
The Global (GFSR), on Currency and 
Finance (RCF), on Trend and of in India 
(RTP), etc. Reports of various submitted to the 
government from time to have also been Several 
journals, periodicals, reports were also extensively referred to in the libraries 
at the Institute of Company Secretaries India (ICSI), the Institute of 
Chartered Accountants of India (lCAI), the All Management 
Association (AlMA), the Confederation of Indian Industry (CII) and the 
libraries ofUniversity ofDelhi. 

The study focuses primarily on two variables - NPAs and The data has 
been collected for twelve years from to 2012 for all scheduled 
commercial banks in India. The of the banks has been taken as the 
outcome or dependent variable and NPAs of banks has been taken as 
predictor or independent variable. 

Various statistical tools such as correlation, regression, among others have 
been in the study. For statistical analysis, Statistical Package for the 
Social Sciences version 20.0 has been used. Correlation analysis had 
been carried out and thereafter linear regression analysis is applied. The 
correlation coefficient indicates the of linear association between 
bank's NPAs and ROA. The F value explains the utility of the model in 
explaining the dependent variable The F value indicates how well 
predictor or independent variable (NPAs) predicts the outcome or dependent 
variable (ROA). 

6. FINDINGSOFTHESTUDY 

Section I 

Indian economy has been witnessing a continuous increase in the demand for 
advances, highlighting the rising appetite for advances the different 
sections ofcountry (Table-I). As per the Reserve Bank ofIndia report, the 
post crisis period, with the fall in India's credit growth in the Indian 
v""m.u""" sector also declined (Chart - ] ). 
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Chart CDI' vs Credit Growtb 

-+- Creditgrowth 

Table 1: Total Gross Advances and Gross NPAs of SCBs 

Total Gross G 
End-March Advances ross 

2012 

Growth in 
Gross 
NPAs 

Source: Reserve Bank of India 
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data for a deeper understanding 

commercial banks from 2007 to 2012 


public sector banks, private sector 
""'u,,,", ofNPAs are further classified into 

doubtful assets and loss assets. 

Table 2 : Bank classification of loan assets 
Commercial Banks - 2007 to 2012 

Public Sector Banks 

1.1 39.30 1.0 

44.52 0.9 

2007 

2008 31 

2009 

2010 

2011 

2012 

Percent 
Share 

0.3 

0.2 

0.2 

0.2 

0.2 

0.1 
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Section II 


a+b*NPA+ 
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11= 

ROA=Return 

Table 3: Correlations 

ROA NPA 

ROA Pearson Correlation -.993** 
.006 

N 12 12 

NPA Pearson Correlation -.993** 
.006 

N 12 

**. Correlation is at the n.OI level 

b. DeTJemjent 
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Given the 

outcome 
variation in the 

higher between 
significant in the case 

ofthe variation in 

will 
coefficient of 

is 
Indian economy as it is explaining 
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The coefficient of the output (table 
The slope coefficient -.038 

it all together, the 
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a. VeperlClent Variable: ROA 

L 

a. Predictors: 
b. Variable: ROA 

Df 

1 
10 
11 

FMean Squar 

12.144 .006'.216 
.018 

=.006 

F= =.006 



-0.038* 

7. CONCLUSION 
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