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Abstract: This current research is based on the objective of analysing the impact of non-performing assets on the
profitability of the public and private sector banks. In this research article impact of NPA on the profitability of banks
has been quantified.  In this research, a sample size of 45 banks has been taken out of which 26 are public sector banks
and 19 are private sector banks. The current research paper is based on secondary, quantitative data for the period
2010-11 to 2016-17 and Regression analysis was applied in which dependent variables for profitability are returned on
assets, return on equity and net interest margin whereas independent variables used for non-performing assets are Gross
NPA to Gross advances ratio and Net NPA to Net advances ratio. The overall results of the current study show
increasing trend with respect to non-performing assets of public sector banks and private sector banks out of which
public sector banks NPA are comparatively higher than private sector banks whereas return on assets, return on equity
and net interest margin of both sectors are showing decreasing trend. On the basis of the current study return on assets,
return on equity and net interest margin for public sector banks have shown negative and significant relation with gross
NPA to gross advances and net NPA to net advances ratio whereas return on assets and return on equity for private
sector banks have also shown negative and significant relationship with both the ratios but net interest margin has shown
positive and insignificant relation with gross NPA to gross advances and net NPA to net advances ratio.

Keywords:  Banks, India, Non-performing assets, Net Interest Margin, Profitability, Return on Assets, Return on
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I. Introduction
There has been a buzz in the economy regarding thesignificant rise in non-performing assets which is a matter
of concern for banking sector as well as for an economy as a whole. A recent report by CARE Ratings
revealed that India is ranked fifth in the world with respect to amount of NPA’s and is on top spot among the
BRICS nations as shown below. According to RBI guidelines “non- performing asset (NPA) is a loan or an
advance where interest and/ or instalment of principal remain overdue for a period of more than 90 days”1.
Non-performing assets are further classified into three categories i.e. substandard asset, doubtful asset, and
loss assetsand sum of these determine the quality of asset.Non-performing assets are like virus for banking
sector which affect profitability, deteriorate quality of assets and survival of banks(Narula & singh, 2014).
The general blame for such rough banking situation is because of global downshift, unstable market order,
political force, inadequacy in banking procedures and policies, misbehaviour by the borrower etc.,(Charan &
Brar, 2016).The Reserve Bank of India (RBI) and Central Government are trying to stabilize the crisis.To
manage the crisis government of India has announced recapitalization of public sector banks by infusing 2.11
Crores approximately and structural reforms like demonetization, GST and amendments in IBC.The
resolution mechanism such as the Insolvency and Bankruptcy Code (IBC)2016were incorporated. Before the
Insolvency and Bankruptcy Code (IBC) 2016 there were laws such as the ‘Recovery of Debts Due to Banks
and Financial Institutions Act 1993’, or ‘Securitization and Reconstruction of Financial Assets and
Enforcement of Security Interest Act (“SARFESI”) 2002’, and other debt restructuring options such as
Corporate Debt Restructuring (“CDR”), Strategic Debt Restructuring, Scheme for Sustainable Structuring of

1https://www.rbi.org.in/scripts/BS_ViewMasCirculardetails.aspx?id=9908#an1
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Stressed Assets (“S4A”) as per the guidelines of RBI(deloitte, 2017). The gross non-performing asset
ratio(GNPA) of public sector banks stood at 14.49% and for private sector banks stood at 3.79%as of March
31, 2017.The reason for such huge gap of GNPA between the two is because that public sector banks provide
loans to the priority sector and there is a huge political intervention(Jayakkodi & Rengarajan , 2016). The
main reason behind these large NPA’s from the last 2-3years can be attributed to Asset Quality recognition
(2015)which was introduced then by RBI Governor Raghu Ram Rajan2. Due tosuch increase in NPA level the
banks have to make provisions as well as to write-off bad loans which inturn decrease the profitability as well
as overall performance of the banks.

High level of NPAs

II. Literature Review
According to (KIRAN & T. , 2016) every countries economic growth depends upon the proper functioning of
the financial sector. They have done a selective study on public sector banks in India to evaluate the impact of
Non-Performing Assets on the profitability of banks.In their study they have selected SBI and 5 nationalized
banks and the relation between net profit and gross Non-Performing Assets has been measured. The result
showed that all the banks are having negative correlation with their net profits and gross Non Performing
Assets except for SBI and the SBI is having continuous profits with not having any effect from Gross Non
Performing

(Mishra & Pawaskar , 2017) Studies the Non-Performing Assets and its Impact on Banking Sector and did the
ratio analysis of banks for the period between 2011-16 .In their study they find that there is a increase in NPA
from last four years and the banks should do proper due diligence before choosing the clients.The banks
should have proper credit appraisal system,proper legal system which needs proper support of the government
in order to reduce the NPA level and to bring efficiency and profitability.

(Charan & Brar, 2016) Conducted a research on Stressed Assets and Banking in India and concluded that in
India there is a surge in Stressed assets in public sector banks than private banks.   A number of factors can be
identified that have led to this situation those include global slow down, governance related issues, political
factors as well as mal-intentions and misconduct.  Consequently, significant losses are incurred by the public
as well as the Union Government which basically owns public sector banks.  The chances of misconduct are
substantially large in case of infrastructure project especially under public private partnership and they
suggested that better training of the staff, standardization of norms, improvement in credit appraisal, post-
disbursement supervision, credit monitoring can be used improve recovery and also advised PPP model for
infrastructure projects.

(Jayakkodi & Rengarajan , 2016)Did a study on Impact of non-performing assets on return on assets of public
and private sector banks in India and found that there is a high degree of negative correlation between GNPA
ratio with ROA of PNB (-0.98), BOB (-0.99), BOI (-0.96), ICICI (-0.68) HDFC (-0.79) and there is a positive
correlation between GNPA ratio with ROA of SBI (0.21), AXIS (0.98) and FEDERAL Bank (0.59). The data
was analysed using statistical tools such as ratio and correlation and came to the conclusion that the private

2https://www.businesstoday.in/current/policy/npa-problem-india-ranking-bad-loans-economies-with-huge-npa-bank-
recapitalisation/story/266898.html
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sector banks have better secured loan policy than public sector banks. The public sector are seen to be giving
more importance to top priority sectors and there is also high political intervention.

(Rathore & Sharma, 2016) Conducted the researchbased on the secondary data for the period 2004-05
to 2014-15. Regression analysis was used in the research where; return on assets, return on equity and net
interest margin have been used as a dependent variables for profitability of the banks while Gross NPA to
Gross advances ratio and Net NPA to Net advances ratio has been used as independent variables to denote the
non-performing assets of the banks. It was found from the research that currently there is an increasing trend
of non-performing assets in Indian scheduled commercial banks while all the three measures of profitability
ratios have shown a declining trend. It was also found in the study that NPA has an adverse impact on the
profitability of the banks. Return on assets and return on equity is found to be negatively and significantly
related to the gross NPA to gross advances ratio while net interest margin has shown negative but insignificant
relationship with both the ratios of NPA.

(Narula & singh, 2014)Stated that NPA’s are virus for banking sector and affects liquidity,profitability,
quality of assetand survival of banks. In this paper they examined the impact of profitability in relation to total
advances, Net Profits, GROSS & NET NPA of Punjab national bank.The study uses the annual reports of
Punjab National Bank for the period of six years from 2006-07 to 2011-12. The data has been analysed by
using tables and coefficient of correlation. The decline of NPA is essential to improve profitability of banks.
Advances provided by banks need to be done pre-sanctioning evaluationand post-disbursement control to
control rising non-performing assets in the Indian Banking sector.  While analysing impact of NPA level on
PNB they derived the conclusion that there is a positive relation between Net Profits and NPA of PNB. It
simply means that as profit increases NPA also increases. It is because of the mismanagement on the side of
banks

(Chakraborty, 2017)In his study analysed the five scheduled commercial banks NPA’s and try to find out the
impact on profitability. These banks were Axis Bank, HDFC Bank, ICICI Bank, State Bank of India and
Punjab National Bank and the tools he used for his research were Ratio Analysis and Statistical Tools (i.e.)
Mean and ANOVA. He concluded that Profitability ratios are used by the management in order to assess how
efficiently they carry on their business operations and also it is suggested for the entire bank to take effective
steps to improve the operating efficiency.Public Sector Banks (PSBs) in India have performed rather poorly
over the past 3-4 years. For the most part this has been on account of Non-Performing Asset (NPA) related
worries which have so far been brushed under the carpet.

III. Objective of the Study
1. The objective of this research paper is to measure the effect of Nonperforming assets on the
profitability of the public and private sector banks of India.
2. The research also aims to measure the trend of NPA in during last seven years.

IV. Research Methodology
The study is based on the secondary data taken from the annual publications of RBI accessed from the official
website of the reserve bank of India. The period of the study is from 2011-12 to 2016-17. In this research
Regression analysis has been used to measure the impact of NPAs on the profitability of the public and private
sector banks. In this research sample of 45 banks have been taken out of which 26 are public sector banks and
19 are private sector banks. Public sector banks are categorised in two sub-categories they are; SBI & its
associates and nationalized banks. Profitability of these banks has been measured using three different
variables namely; Return on assets, Return on equity and Net interest margin. The measure for nonperforming
assets used in the study are namely; Gross NPA to Gross Advances ratio and Net NPA to Net Advances ratio.
Profitability measures have been used as dependent variable in the study while measures of NPA have been
used as independent variables in the regression model. The hypothesis which were formulated and tested
during the current study are as follows:

H01: There is no relationship between Return on assets and Gross NPA to Gross Advances ratio.
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H02: There is no relationship between Return on assets and Net NPA to Net Advances ratio.

H03: There is no relationship between Return on equity and Gross NPA to Gross Advances ratio.

H04: There is no relationship between Return on equity and Net NPA to Net Advances ratio.

H05: There is no relationship between Net Interest margin and Gross NPA to Gross Advances ratio.

H06: There is no relationship between Net Interest margin and Net NPA to Net Advances ratio.

V. Profitability measures used in the research article

A. Return on Assets: ROA measures the ability of bank management inutilizing bank’s assets to
generate returns.The lesser ratio depicts that the bank’s assets has not been utilized properly and results in
lower profits.

Return on Assets =

B. Return on Equity: ROE measures the effectiveness of bank management in utilizing its shareholders
funds. Lesser the ratio lesser will be the profitability of the banks.

Return on Equity=

C. Net Interest Margin: This ratio shows the difference between the interest received on loans or
advances and interest paid on deposits as a percentage of total assets.Greater the spread greater will be the
performance of the banks.

Net Interest Margin =

VI. Data Interpretation & Analysis

Graph 1
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This Graph 1 shows the Gross NPA to Gross Advance ratio for the public sector banks for the period 2010-11
to 2016-17. Inthis graph it can be interpreted that the ratio of gross NPA to gross advances has been
continuously but slowly increasing from 2.07% to 5.71% during the period 2010-11 to 2014-15 but after that
Gross NPA to Gross Advance ratio starts increasing at alarming pace from 5.17% to 9.35% and 9.35% to
14.49% during the period 2014-15 to 2016-17 due to the introduction of Asset Quality Review(2015) by RBI.
This drastic increase in the ratio has drastically decreased the profitability of the banks of the public sector
banks.

Graph 2

This Graph 2 shows the Net NPA to Net Advance ratio for the public sector banks for the period 2010-11 to
2016-17. In this graph it can be interpreted that the ratio of net NPA to net advances has increased
continuously form 1.01% to 3.21% but at a lower rate from during the period from 2010-11 to 2014-15. After
that period there is a significant increase from 3.21% to 5.91% during the period 2014-15 to 2015-16 and from
5.91% to 9.08% during the period 2015-16 to 2016-17. This huge increase in ratio is due to the introduction of
Asset Quality Review (2015) by RBI. As the Gross NPA increase’s Net NPA also increases and Net NPA is
determined by making the deductions from the Gross NPA like provisions, loss assets etc. so, any increase in
NET NPA will decrease the profitability of ban
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This Graph 3 shows the profitability measures of public sector banks for the period 2010-11 to 2016-17. In
this graph it can be interpreted that all the three ratios are decreasing from last seven years due to the increase
in NPA. The return on assets ratio has been continuously decreasing from 0.98% to -0.50% for the period
2010-11 to 2016-17. The trend shows only decrease in the return on assets ratio during last seven years.
Similarly, the return on equity ratio has decreased from 17.52% to-9.32% during last seven years. The trend
shows only the decrease in the value of return on assets. Same is the case with net interest margin as the trend
shows only decreasing but not as likely as ROA and ROE. It has decreased from 2.79% to 2.05% from last
seven years. Thus, it can be interpreted that the profitability of public sector has been continuously decreasing
due to increase in the NPA level.

Graph 4

This Graph 4 shows the Gross NPA to Gross Advance ratio for the private sector banks for the period 2010-11
to 2016-17. In this graph it can be interpreted that the ratio of gross NPA to gross advances has been
decreasing from 2.06% to 1.75% during the period 2010-11 to 2012-13 but after that Gross NPA to Gross
Advance ratio starts increasing from 1.75% to 3.79% during the period 2012-13 to 2016-17. So, it can be
interpreted that it has shown both upward and downward trend from last seven years.

Graph 5
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This Graph 5 shows the Net NPA to Net Advance ratio for the private sector banks for the period 2010-11 to
2016-17. In this graph it can be interpreted that the ratio of net NPA to net advances has increased
continuously form 0.56% to 1.24% but at a lower rate during the period 2010-11 to 2014-15. After that period
there is a significant increase from 1.24% to 1.61% during the period 2014-15 to 2015-16 and from 1.61% to
2.07% during the period 2015-16 to 2016-17. This huge increase in ratio is due to the introduction of Asset
Quality Review (2015) by RBI. As the Gross NPA increase’s Net NPA also increases and Net NPA is
determined by making the deductions from the Gross NPA like provisions, loss assets etc. so, any increase in
NET NPA will decrease the profitability of banks.

Graph 6

This Graph 6 shows the profitability measures of private sector banks for the period 2010-11 to 2016-17. In
this graph it can be interpreted that return on assets is continuously decreasing from last seven years. It has
decreased from 1.18% to 0.86% for the period 2010-11 to 2016-17. The trend shows only decrease in the
return on assets ratio during last seven years. Similarly, the return on equity ratio has decreased from 14.03%
to8.85% during last seven years. The trend shows only decrease in ROE but from period 2015-16 it has shown
increasing trend. Also, it can be interpreted from graph 6 that there is not a much decline in net interest margin
as the graph shows mixed trend. It has decreased from 3.12% to 3.07% from last seven years.
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Interpretation: In Table 1 dependent variable is return on assets and independent variable is Gross NPA to
Gross Advances Ratio of public sector banks. In this the regression coefficient of -.976 indicates that there is a
strong negative correlation between the two variables. The R square of 0.952 states the variance of 95% in
return on assets is due to Gross NPA to Total Advances Ratio and remaining 5% is due to other factors.The p
value is less than 0.001 which is highly significant at 5% level of significance and there is a statistically highly
relationship between the two variables. Thus these results indicate that GNPA has an impact on ROA and thus
null hypothesis is rejected.

Table 2
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .982a .965 .958 2.88665

a. Predictors: (Constant), Net NPA To Net Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

T Sig.B Std. Error Beta

1 (Constant) 27.561 1.844 14.948 .000

VAR00037 -.184 .016 -.982 -11.694 .000

a. Dependent Variable: Return On Assets

Interpretation: In Table 2 dependent variable is Return on Assets and independent variable is Net NPA to
Net Advance Ratio. In this table the regression coefficient is -.982 which indicates that there is a negative
correlation between the two variables. The R square is .965 which indicates that 96.5% variance in return on
assets is due to the Net NPA to Net Advance Ratio and the remaining 3.5% is due to other factors. The P
value is less than 0.001 which is highly significant at 5% level of significance and are having statistically
significant relationship.so, it can be said that Net NPA to Total Advances Ratio has an impact on the
profitability of public sector banks and thus null hypothesis is rejected.

Table 3
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .972a .945 .934 66.04938

a. Predictors: (Constant), Gross NPA to Gross Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

T Sig.B Std. Error Beta

1 (Constant) 502.584 43.750 11.488 .000

VAR00039 -2.145 .232 -.972 -9.233 .000

a. Dependent Variable: Return on Equity
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Interpretation: In Table 3 the dependent variable is Return on Equity and independent variable is Gross NPA
to Gross Advances Ratio. In this table the regression coefficient is -.972 which means there is a negative
correlation between the two variables and the R square is .945 which states that 94.5% variance in ROE is due
to Gross NPA to Gross Advances Ratio and the remaining is due to other variables. The P value is less than
0.001 which is highly significant at 5%level of significance and thus are having statistically significant
relationship. So, Gross NPA to Gross Advances Ratio has an impact on the ROE and thus null hypothesis is
rejected.

. Table 4
Table Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .979a .958 .949 57.66499

a. Predictors: (Constant),Net NPA to Net Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 487.038 36.832 13.223 .000

VAR00040 -3.342 .314 -.979 -10.649 .000

a. Dependent Variable:Return on Equity

Interpretation: In Table 4 the dependent variable is Return on Equity and independent variable is Net NPA
to Net Advances Ratio. In this table the regression coefficient is -.979 which means there is a strong negative
correlation between the two variables and the R square is .958 which states that almost 96% variance in ROE
is due to Net NPA to Net Advances Ratio and the remaining is due to other variables. The P value is less than
0.001 which is highly significant at 5%level of significance and thus are having statistically significant
relationship. So, Net NPA to Net Advances Ratio has an impact on the ROE and thus null hypothesis is
rejected.

Table 5
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .873a .762 .715 3.59854

a. Predictors: (Constant), Gross NPA to Gross Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 70.355 2.384 29.516 .000

VAR00042 -.051 .013 -.873 -4.005 .010

a. Dependent Variable: Net Interest Margin

Interpretation: In Table 5 the dependent variable is Net Interest Margin and independent variable is Gross
NPA to Gross Advances Ratio. In this table the regression coefficient is -.873 which means there is a negative



665 Mohsin Raja, Dr. Sushil Kumar Mehta

International Journal of Engineering Technology Science and Research
IJETSR

www.ijetsr.com
ISSN 2394 – 3386
Volume 5, Issue 4

April 2018

correlation between the two variables and the R square is .762 which states that almost 76% variance in NIM
is due to gross NPA to gross Advances Ratio and the remaining is due to other variables. The P value is 0.010
that is 1.0% which is highly significant at 5%level of significance and thus are having statistically significant
relationship. So, Gross NPA to Gross Advances Ratio has an impact on the NIM and thus null hypothesis is
rejected.

Table 6
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .888a .789 .747 3.39166

a. Predictors: (Constant), Net NPA to Net Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 70.064 2.166 32.342 .000

VAR00043 -.080 .018 -.888 -4.322 .008

a. Dependent Variable: Net Interest Margin

Interpretation: In Table 6 the dependent variable is Net Interest Margin and independent variable is Net
NPA to Net Advances Ratio. In this table the regression coefficient is -.888 which means there is a strong
negative correlation between the two variables and the R square is .789 which states that almost 79% variance
in NIM is due to Net NPA to Net Advances Ratio and the remaining is due to other variables. The P value is
0.008 that is 0.8% which is highly significant at 5% level of significance and thus are having statistically
significant relationship. So, Net NPA to Net Advances Ratio has an impact on the NIM and thus null
hypothesis is rejected.

Table 7
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .965a .931 .917 .72492

a. Predictors: (Constant), Gross NPA to Gross Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 28.463 1.023 27.822 .000

VAR00045 -.174 .021 -.965 -8.205 .000

a. Dependent Variable: Return on Assets

Interpretation: In Table 7 the dependent variable is Return on Assets and independent variable is Gross NPA
to Gross Advances Ratio of private sector banks. In this table the regression coefficient is -.965 which means
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there is a strong negative correlation between the two variables and the R square is .931 which states that
almost 93% variance in ROA is due to Gross NPA to Gross Advances Ratio and the remaining is due to other
variables. The P value is less than 0.001 which is highly significant at 5% level of significance and thus are
having statistically significant relationship. So, Gross NPA to Gross Advances Ratio has an impact on the
ROA and thus null hypothesis is rejected.

Table 8
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .962a .926 .911 .75045

a. Predictors: (Constant), Net NPA to Net Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 25.283 .683 37.042 .000

VAR00046 -.228 .029 -.962 -7.905 .001

a. Dependent Variable: Return on Assets

Interpretation: In Table 8 the dependent variable is Return on Assets and independent variable is Net NPA to
Net Advances Ratio of private sector banks. In this table the regression coefficient is -.926 which means there
is a strong negative correlation between the two variables and the R square is .931 which states that almost
93% variance in ROA is due to Net NPA to Net Advances Ratio and the remaining is due to other variables.
The P value is 0.001 which is highly significant at 5% level of significance and thus are having statistically
significant relationship. So, Net NPA to Net Advances Ratio has an impact on the ROA and thus null
hypothesis is rejected.

Table 9
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .897a .804 .765 21.16649

a. Predictors: (Constant), Gross NPA to Gross Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 350.497 29.872 11.733 .000

VAR00048 -2.810 .620 -.897 -4.529 .006

a. Dependent Variable: Return on Equity

Interpretation: In Table 9 the dependent variable is Return on Equity and independent variable is Gross NPA
to Gross Advances Ratio of private sector banks. In this table the regression coefficient is -.897 which means
there is a negative correlation between the two variables and the R square is .804 which states that almost 80%
variance in ROA is due to Gross NPA to gross Advances Ratio and the remaining is due to other variables.
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The P value is 0.006 which is highly significant at 5% level of significance and thus are having statistically
significant relationship. So, Gross NPA to Gross Advances Ratio has an impact on the ROA and thus null
hypothesis is rejected.

Table 10
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .935a .875 .850 16.91630

a. Predictors: (Constant), Net NPA to Net Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 302.871 15.386 19.685 .000

VAR00049 -3.845 .650 -.935 -5.912 .002

a. Dependent Variable: Return on Equity

Interpretation: In Table 10 the dependent variable is Return on Equity and independent variable is Net NPA
to Net Advances Ratio of private sector banks. In this table the regression coefficient is -.935 which means
there is a strong negative correlation between the two variables and the R square is .875 which states that
almost 87.5% variance in ROA is due to Net NPA to Net Advances Ratio and the remaining is due to other
variables. The P value is 0.002 which is highly significant at 5% level of significance and thus are having
statistically significant relationship. So, Net NPA to Net Advances Ratio has an impact on the ROA and thus
null hypothesis is rejected.

Table 11
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 .549a .302 .162 1.76945

a. Predictors: (Constant), Gross NPA to Gross Advances Ratio

Coefficients

Model

Unstandardized Coefficients
Standardized
Coefficients

t Sig.B Std. Error Beta

1 (Constant) 53.625 2.497 21.474 .000

VAR00058 .076 .052 .549 1.469 .202

a. Dependent Variable: Net Interest Margin

Interpretation: In Table 11 the dependent variable is Net Interest Margin and independent variable is Gross
NPA to Gross Advances Ratio of private sector banks. In this table the regression coefficient is .549 which
means there is a positive correlation between the two variables and the R square is .302 which states that
almost 30% variance in NIM is due to Gross NPA to Gross Advances Ratio and the remaining is due to other
variables. The P value is 0.202that is 20%which is insignificant at 5% level of significance and thus are
having statistically insignificant relationship. Thus the null hypothesis is accepted.
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Table 12
Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 .386a .149 -.021 1.95331
a. Predictors: (Constant), Net NPA to Net Advances Ratio

Coefficients

Model
Unstandardized Coefficients

Standardized
Coefficients

t Sig.B Std. Error Beta
1 (Constant) 55.649 1.777 31.323 .000

VAR00059 .070 .075 .386 .935 .393
a. Dependent Variable: Net Interest Margin

Interpretation: In Table 12 the dependent variable is Net Interest Margin and independent variable is Net
NPA to Net Advances Ratio of private sector banks. In this table the regression coefficient is .386 which
means there is a positive correlation between the two variables and the R square is .149 which states that
almost 15% variance in NIMis due to Net NPA to Net Advances Ratio which is not significant and the
remaining is due to other variables. The P value is 0.393that is almost 40%which is highly insignificant at 5%
level of significance and thus are having statistically insignificant relationship. Thus, the null hypothesis is
accepted.

VIII. Conclusion
It can be concluded from the research that non-performing assets are continuously increasing and are having
an adverse impact on the profitability of the public as well as private sector banks. The overall results of the
current research show increasing trend with respect to non-performing assets of public sector banks and
private sector banks out of which public sector banks NPA are comparatively higher than private sector banks
whereas return on assets, return on equity and net interest margin of both sectors are showing decreasing
trend.  On the basis of the current study return on assets, return on equity and net interest margin for public
sector banks have shown negative and significant relation with gross NPA to gross advances and net NPA to
net advances ratio whereas return on assets and return on equity for private sector banks have also shown
negative and significant relationship with both the ratios but net interest margin has shown positive and
insignificant relation with gross NPA to gross advances and net NPA to net advances ratio.
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