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Banks are the critical elements of the Indian Economy, and they have
significant control over the supply of money in the Economy. In the last
few years, India's financial markets and banks have seen a dramatic
change with a lot of mergers taking place like united bank of India and
oriental bank of commerce merged with PNB. Both external and
internal factors can affect the performance of the banks. This study
aims to determine whether the ROA and NPA's of Indian banks get
affected due to changes in the macro and micro- economic variables.
The study was conducted on a six-year data of (public and private)
highly profitable and low-income banks in 2020. Descriptive statistics,
Correlation Analysis and Multiple Regression Analysis techniques
were used to perform the analysis.
Keywords: Non-Performing Assets (NPAs), Profitability, Micro and
Macro variables

Introduction
Banking industry has contributed considerably in exponential
expansion of Indian Economy since independence.
The holistic expansion of any financial structure relies primarily on its
banking sector which must have three objectives to offer: maximum
profit, to provide quality services to customers and to have good
amount of credit services for debtors. Therefore, the gains made by
bank can be determined at low and major levels. An effort is put by
banks to obtain and achieve business profits, especially when the
financial markets are so attractive. To maintain financial stability,
profit making banks should take in unwanted surprise.
A study of gains made by banks plays pivotal part in expansion of
economy. Nonetheless, in developing countries like India, the
importance of gains made by SCBs is not as prevalent as it is in
developed countries like the United States. Understanding the
principles tells about the banks' gains is vital to economic stability
because they are vital to economic permanence. To analyze the various
consequence of microeconomic factors for different banks various
studies have been performed. However, the question that often arises is
whether the macro-economic variables impact banks' profitability or
not. The present study attempts to address the above question by
analyzing the outcome of distinct macro and micro factors.
www.pbr.co.in
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Overview of Indian Banking Sector
In the year 1921, India commenced its banking service by
creating the Presidential Bank leading to foundation of the
Imperial Bank of India to carry out banking services. In
1934, RBI was set up and later nationalized in the year
1949, to oversee the work of other banks. After acquiring
the Imperial Bank of India, it was retitled as State Bank of
India by RBI in 1955. To widen the reach and strength of
banks, another 14 banks were established and nationalized
by the Government of India in 1969. As a result of which
six more public banks got nationalized in the year 1980.
In India banking industry which comprises of co-operative
and commercial banks, has seen a considerable growth as
an outcome of recent regulations and the problem of NonPerforming Assets also decreased considerably.
Various changes have been suggested by the Narasimham
Committee (1992) to strengthen the banking system in
India and also to ensure its resilience and stability.
Furthermore, under the Banking Regulation Act, 1993,
private sector banks were granted access to the Indian
banking system. The changes made in the banking system
were important because they included:(1) monetary
restructuring;(2) interest rate deregulation;(3) the
implementation of market basked exchange rate system;(4)
new regulatory requirement; (5) new asset classification
and asset liability norms and(6) new risk management
provisions and standard. 4
The RBI was instrumental in improving the performant of
the financial market. The cash reserve ratio (CRR) was not
given enough importance, and open market operations
(OMOs) were applied for liquidity management
mechanism as a result of alterations in monetary policy
regime. Deregulation of interest rates; flexibility in the
banks license policies; escalation of capital structure; and
independence of functionality in public sector banks were
all introduced to ensure stability. Implementation of these
policies aided the economy's growth.
The expansion of banking industry is occurring at a rapid
rate, with deposits increasing at a CAGR of 21%. The
bank's performance, i.e., profitability, can be affected by
micro and macroeconomic variables like economic
growth, unemployment rate, productivity, international
trade, money supply, budget deficit, business cycle, and
general price level of inflation as well as exchange rates.
The variables specific to banks might differ from bank to
bank, whereas macroeconomic variables are not under its
control.
Non-Performing Asset
Loans offered by the bank are regarded as its assets. As
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result, if the lender (bank) cannot afford the principle or
interest, or both the loan would be listed as a NPA (NonPerforming Asset). Any asset that ceases to give return to its
investors for a certain duration is classified as an NPA.
Generally, in most countries, the time limit is set as 90 days
by various lending institutions. Also, as per terms of
contract the lending establishments and the borrower can
differ.
IMPACT of NPA
Random development of corporate housing during the
development phase and loans taken at lower rates over time
are offered higher prices, therefore, leading to NPAs. The
high level of the NPA undermines the trust of lenders,
investors etc. This may also give rise to financial
mismanagement, which can make debt consolidation more
difficult. Loan defaults have an effect not only on future
credit availability, but also on the banks' financial stability.
Profitability: NPAs may lead to adverse repercussion on
profits as banks stop earning money. Asset (credit)
contraction: Increased Non-Performing Assets put burden
on spending and deteriorate the capacity of banks to lend
more and thus paving a path to diminished interest rates
which could further lead to recession.
Liability Management: 'To retain NIM, banks are forced to
cut deposit interest rates and charge high rate of lending on
loans due to high NPAs. This will have an adverse result on
bank system's smooth operation, which in turn can affect
the economy's growth.
Capital Adequacy: Banks are expected to retain sufficient
resources on risk- weighted assets on continuous 5
basis as per Basel norms. A rise in nonperforming assets
raises risk weighted assets which authorize the banks to
shore up their capital base even further.
Shareholders' confidence: Often, shareholders seek to
maximize the value of their assets through higher returns
and market savings, which may be possible only if the bank
produces proceeds from transactions. An increase in NPA
rate may have a damaging outcome for banking business
and profits where shareholders do not receive market
returns on their capital and might damage their investment
value. According to the available guidelines, before
announcing the dividend, it becomes mandatory for the
banks with an NPA rate of 5% and above to obtain consent
from RBI.
Public confidence: The high level of non-performing assets
has a direct effect on the financial system's reputation
because it shakes the public's trust in the banking system.
As a result, a rise NPA affects the smooth functioning of
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banks also the growth of economy. In short, high NPA
events have a detrimental effect on all the important bank
financing rates, Net Interest Margin, return on assets,
Profits, Dividend Pay-out, etc., can alter the investors'
value, Borrowers, Employees, and the general public.
Macroeconomic Factors
Business cycle conditions
As banks perform arbitration functions in the real sector,
they are open to business cycle conditions that greatly
control the total health of the real sector. As monetary
conditions decline during the financial slowdown, the risk
of intermediation might rise. Banks are susceptible to
negative choice and moral risk behaviour of their
borrowers. Furthermore, since lower interest rates on
inflation lead to the decline of bank lending rates, the
economic downturn may have a bleak outcome on gains of
banks. In addition, dropping stock prices and an inadequate
mergers and procurements can reduce revenues. Overall,
bank risk is negatively associated with the business cycle,
rising at periods when economic activity is decreasing.
Exchange rate fluctuations
The theoretical impact of fluctuations in the exchange rate
on a bank's risk depends on the interaction between cash
flows and international bank exposure. The depreciation of
domestic currency can be expected to hurt banks with
foreign currency debt which exceeds their assets in foreign
currencies. However, the outcome of exchange rate is
influenced by the operation of banks' borrowers as its main
effect on bank profitability, i.e., they give more
significance to the connection between currency rate and
credit risk rather than risking such money. Taken together,
depreciation of domestic currency will increase the credit
risk for bank loans offered to foreign buyers and lessen the
risk of debt in the foreign trade. The bank's full exposure to
exporting or importing corporate purchaser will determine
changes in bank's overall risk profile. Currency price can
affect banks with various types of exposure in different
ways.
Shifts in the terms of trade
Changes in commercial terms affect banking risks by
influencing the profitability of bank borrowers, i.e., they
also significantly affect credit risk. The decline in trade
occurs when imports are more expensive compared to
exports, limiting imports. The collapse of trade regulations
can increase the risk of bank debt.
Interest rate changes
For banks, interest rate fluctuations on the open market are
a major source of market risk. If interest rates increase,
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borrowers would be enticed to take on riskier investments.
Furthermore, increasing market interest rates would give
rise to lending risk by resulting in higher bank returns on
new or variable-interest loans. However, in view of the
assumptions of distorted intelligence theories, high rates of
lending tend to worsen the problem of poor selection – i.e.
the choice of borrowers who are most likely to have inapt
project outcomes, or "major risks" in the context of credit
relationships.
Inflation
Increased inflation lowers the real value of a bank's asset,
resulting in credit rationing. As a result, nations having
soaring inflation rates would see a drop in bank reserves,
affecting current borrowers' earnings and, as a result, the
profitability of previously extended loans. Increased
inflation rates could cause banks to take less risks on their
balance sheets if the impact of a credit rating appears to be
high.
LITERATURE REVIEW
(B. Mohanty and S. Sarkar, S. 2020) in research titled
"Impact of Bank-Specific and External Factors on
Profitability: An Empirical Study of PSU Banks in India"
investigated the effect of internal and external economic
factors on banks profitability. Evidence suggests that the
liquidity risk has a considerable adverse impact on the PSU
banks' profits. Monetary progress, bank size and return on
assets adversely affect the profits; only one of the results
was statistically important. The increase in NPA negatively
affects profits. [1]
(J. Bawa, S. Basu et al 2018) in the research titled "An
analysis of NPAs of Indian banks: Using a comprehensive
framework of 31 financial ratios" investigated the outcome
of fiscal ratios on bank NPAs using a frame-work of 31
variables under the intermediation approach. The research
examined the cause of NPA in the India's banking industry
in India for SCBs for timeline from 2007 to 2014. The data
was evaluated using a GMM model which fixes the data
endogeneity issues. With an r-square of 85 percent, this
model correctly predicted NPA. The intermediation Return
on Investment, NPAs and cost ratio all had a considerable
adverse relationship. [2]
(A. Makkar and Hardeep 2018) in the research titled "Key
factors influencing profitability of Indian commercial
banks" studied to determine the banks' profit along with
understanding of important feature contributing to the
profitability of forty-six Indian commercial banks (twenty
six government banks and twenty private banks) using the
financial data of 15 year (2001) -02 to -2015-16). Research
has found that efficiency, liquidity, size and solvency are
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the important factors contributing to the profit of Indian
SCBs. The research concluded that there is consistency in
the profits of PSU banks while there is a lack of resilience to
private sector banking. [3]
(M. Kaur, and R. Kumar, 2018) in the research titled "Bank
Specific and Macro Determinants Influencing NonPerforming Assets in Indian Public Sector Banks"
examined various causes of NPAs in the bank system
including the effect of specific variables causing NPAs. A
set of samples was acquired from ten PSU banks based on
sample and size by applying quartile deviation. Panel data
was adopted to inspect the set, and it was discovered that
both bank-specific and macro-determinants affect the
amount of gross non-performing assets (NPAs) in PSU
banks. [4]
(L. Memdani, 2017) in the research titled "Macroeconomic
and Bank Specific Determinants of Non-Performing Loans
(NPLs) in the Indian Banking Sector" looked at the various
reasons of non-performing assets of banks in India,
analysed them to check whether they varied between
public, private and foreign banks. The econometric
technique of Fixed Effects model and Random Effects
model were applied for analysis purpose. The outcomes
unveiled the macro-economic factors, like Inflation
(INFN) and log of per capita income (LPCY) have major
impact for NPAs in Public Sector Banks (PSBs) whereas in
private, LPCY is highly important but bank specific
variables such as size and total loan amount are not. [5]
(V. Singh, 2016) in the research titled "A Study of NonPerforming Assets of Commercial Banks and it's recovery
in India" explain the status and pattern of NPAs in the
Indian Banking System for Scheduled commercial banks,
the variables causing non- performing assets, the reasons
for outcome of non-performing assets and resuscitation of
NPAs through various methods. [6]
(J. Sheefeni, 2015) in the research titled "The
Macroeconomic Determinants of Profitability among
Commercial Banks in Namibia" studied to adjust the macro
variables that influence the banks' profit of banks.
According to the assessment made, the macroeconomic
variable, i.e. GDP, Rate of Interest and rate of Inflation does
not have a considerable association with the commercial
banks' profitability in Namibia. [7]
(K. Narwal, and S. Pathneja, 2015) in the research titled
"Determinants of Productivity and Profitability of Indian
Banking Sector" did a detailed study to obtain factors of
profitability and productivity of banks in India based on pre
(2003-04 to 2008- 09) and post (2008-09 to 2013-14)
reformatory era by using DEA analysis. Technologies, the
bank and market share size were observed to comprehend
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its outcome on the yield of banks. Different variables like
ROAA (Return on Average Assets), Spread and
Diversification were examined to understand the
profitability. According to the result, the Private sector
outperformed public sector banks in their productivity due
to efficient technology use. Moreover, private banks are
ahead of public banks paper when it comes to profitability.
[8]
(I. Trenca, E. Corovei, et al 2015) in the research titled
"Impact of Macroeconomic Variables upon the Banking
System Liquidity" studied the result of macro-economic
variables (inflation rate, unemployment rate, public deficit,
GDP, Etc) on banks' liquidity for different countries. Total
of 40 banks was analysed for a timeline beginning from
2005 to 2011 using regression model. The outputs
indicated that GDP had the minimal effect on liquidity,
whereas the inflation rate had the maximum impact. [9]
(C. Andoh, A. Alhassan, et al 2014) in their study-"Asset
quality in a crisis period: An empirical examination of
Ghanaian banks" used a database of 25 banks to research
the criterion of asset quality degradation during the
economic meltdown of 2005 to 2010. They discovered that,
in addition to increasing debt, bank market structure, bank
size, inflation, foreign currency's real rate and growth of
GDP were all important factors that were segment of
banking assets in Ghana, using the Generalized Method of
Moments' measure.[10]
(S. Kanwal, and M. Nadeem, 2013) in the research titled
"The Impact of Macroeconomic Variables on the
Profitability of Listed Commercial Banks in Pakistan"
conducted a ten-year study to understand how
macroeconomic variables (rate of interest, rate of inflation
and GDP) influenced the Pakistan's PSU banks' profits.
Banks in Pakistan use ROE, ROA and EM ratios as proxies
for measuring the profitability. [11]
(K.R.M. Rao & T.B. Lakew, 2012) in the research titled
"Determinants of Profitability of Commercial Banks in a
Developing Country" examined factors affecting the
profitability of commercial banks of Ethiopia. The
assessment was executed with the help of data for the
timeline from 1999/00- 2008/09. The outcome highlighted
the profitability of banks were significantly affected due to
change in macroeconomic factors. In the research, it was
also highlighted that Inflation rate and real GDP growth
rate are closely related to profitability of banks, however,
they do not have much impact. [12]
(F. Sufian, and F. Kamarudin, 2012) in the research titled
"Bank-specific and Macroeconomic Determinants of
Profitability of Bangladesh's Commercial Banks
"identified banking related factors and significant
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economic downturns of the bank division in Bangladesh.
The assessment was executed by taking the data of thirtyone banks for a timeline starting from 2000-2010. Various
factors were identified using multiple regression analysis
which had a substantial outcome influencing the banking
division. The research showed the profitability of banks get
significantly affected due to change in the macroeconomic
factors. Although the coefficient of interest rate was high,
but the connection in relation with economic growth and
performance of bank was low. [13]
(D. Louzis, V. Metaxas et al 2012) in the research titled
"Macroeconomic and bank-specific determinants of nonperforming loans in Greece: A comparative study of
mortgage, business and consumer loan portfolios" it was
analyzed that in the economic expansion phase, NPAs are
much lower because both consumer and firm incomes are
growing and thus are competent enough to pay their dues.
During the downturn, however, lending institution are
expected to give credit to low-income borrowers, resulting
in a rise in bad debts. [14]
(S. Patidar, and A. Katatia, 2012) in the research titled "(An
Analysis of NPA in priority sector lending: A comparative
study between public Sector Banks and Private Sector
Banks of India)" identified and contrasted the nonperforming assets of SCBs in India. It is learnt that lending
to the Priority Sector has a significant impact on Total NPA
in PSU banks, while it has negligible bearing on Total NPA
in private sector. [15]
(Aburime, U., 2008) in the research titled "Determinants of
Bank Profitability: Company Level Evidence from
Nigeria" studied the macroeconomic components of
banking profits using 154 Nigerian banks covering the
period from 1980 to 2006 and it was learnt that the gains
earned by banks were considerably influenced due to
fluctuation in the rate of interest and rate of exchange. [16]
(Athanasoglou, et al 2008) in the research titled "Bankspecific, industry-specific and macroeconomic
determinants of bank profitability" the notable highlights
were that the relationship between gains earned by banks
and inflation rate has been an area of constant debate. [17]
(G. Wood and C. Staikouras, 2004) in the research titled
"The Determinants of European Bank Profitability"
evaluated the effect of micro and macro aspects on the rate
of return, i.e. profit of the European Banks using the OLS
model and fixed effects model and multiple regression
models. The outcome indicates that the managementrelated decisions and changes in some external
macroeconomic variables affected European Banks'
profitability. [18]
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(A. Pavkoviã, 2004) in the research titled "Instruments for
evaluating the performance of commercial banks",
banking sector profitability is derived net interest margin
(NIM), return on average equity (ROAE) and the return on
average assets (ROAA). Based on these profit criteria,
suggestions are given to the boards of directors. The study
follows the DuPont procedure of business activity
estimation and express profitability with one value. [19]
(A. Prasad, S. Ghosh et al 2002) in the research titled
"Banking sector reforms: A critical overview" explained
that the India's banking division is undergoing a phased
approach to enhance its effectiveness and profitability. The
deregulation of the banking sector was mainly for three
reasons. Firstly, the system acts as a conduit for resource
mobilisation. Furthermore, the conception of financial
deregulation adopted worldwide with the extent of
increasing financial crisis cases and thirdly reduced
transaction cost because of the advent of information and
communication technology. [20]
RESEARCH METHODOLOGY
Problem Statement
The banks have a significant part in the development of the
economy and for smooth running of the gains made by
banks is required just like any different division. The
profits earned by banks helps in absorbing various losses
that may arise due to change in policies, unforeseen
circumstances that can contribute in the nations' economic
stability. Thus, it is essential to observe the internal and
external variables that may impact the banks' performance.
India's capital market has seen a dramatic fluctuation in
incorporation and diversification over the past few years.
In addition, the Indian banks profitability gets affected due
to change in the global economic conditions. Thus, it is
seen that credit system in India are exposed to various
external factors which are rapidly changing. Therefore, it is
necessary to ascertain how the bank's profitability gets
influenced by fluctuations in the macroeconomic and
micro (bank specific) factors.
Scope of the Study
In economically advanced nations, gains made by banks
has always been an area of main focus and many researches
has been conducted on the same. However, in countries like
India, Pakistan, and Bangladesh which are now an
emerging economy, it is seen that not much research is
carried out upon the profits of commercial bank. Various
research was being conducted to comprehend the outcome
of microeconomic components for numerous banks.
However, the question that often arises is whether the
macroeconomic variables impact banks' profitability or
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not. The present study aims to answer the above question
by considering the effect of distinct macroeconomic
variables.

• Punjab National bank: In the third month of 2020, PNB
had reported losses, but there were some reduction in the
NPA's and the provisions for the bad loans. [24]

Type of Research

• Union Bank of India: In 2019-20, an increase in the profits
and a decrease in provisions around 39% was visible. [25]

Descriptive research method was followed to conduct the
research. The data being used for the research is secondary
data. The figures were acquired from the financial reports
of some of SCBs and RBI website. By using correlation and
regression analysis, the relationship and impact are
calculated.
Objectives
• To understand the various macro and micro-economic
variable along with its effect on banking industry.
• To determine whether profitability of banks gets
significantly affected due to change in the growth rate of
gross domestic product (GDP), rate of interest and inflation
rate.
• To determine whether profitability of banks gets
significantly impacted due to modifications in the internal
factors of banks like total assets, total deposits, and total
advances.
• To determine whether NPA of banks gets significantly
influenced by fluctuation in the inflation, rate of GDP
growth and rate of interest.
• To determine whether NPA of banks gets significantly
influenced by fluctuation in the internal factors of banks
like total advances, total assets and total deposits.
Collection of Data
From 2014-2015 to 2019-2020, figures on inflation,
interest rates, GDP growth rate, and bank ROA was
gathered from the RBI website and balance sheets report of
PSU banks and private banks that were taken into account
for this assessment.
Sample for the Study
The assessment was executed using convenience sampling.
Ten banks were considered for this research. The following
banks were carefully chosen for this assessment:
• SBI: In 2019-20, a decrease in the net and gross NPA and
SBI booked its highest yearly net profits.[21]
• Bank of Baroda: The Bank was able to reduce its gross
NPA in 2019-20, and there had booked profits whereas they
had losses in the previous year. [22]
• Bank of India: The bank booked heavy losses in 2019-20,
and there was a significant increase in the allocation of
funds for bad debts and contingencies. [23]
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• ICICI Bank: There was 135% increase in the profits in
2019-20, because of an increase in operating income, lower
tax cost Etc. [26]
• Axis Bank: It had reported a 65% decrease in the profits
because of higher provisions and some other charges. [27]
• HDFC Bank: During 2019-2020 as there was a surge in
profits of 24.6% as well as the asset value also improved
during the same tenure. [28]
• IDBI Bank is continuously reporting negative results for
13 quarters till 2020. [29]
• Yes Bank: It reported considerable losses in the previous
year, besides the value of asset also worsened. [30]
Hypothesis
• H0: "There is no impact of macro-economic variables on
Bank's Profit."
• H1: "There is no impact of macro-economic variables on
NPA of banks."
• H2: "There is no impact of micro-economic variables on
Bank's Profit."
• H3: "There is no impact of micro-economic variables on
NPA of banks."
Analysis Technique
Correlation Analysis: is used to check whether the macro
and micro-economic variables are related to the NPA and
ROA of the banks.
Multiple Regression: is deployed to see how the NPA and
ROA of banks gets affected by various macro and microeconomic variables.
Limitations of the Study

The study mainly focuses on few macro and micro
economic variables; however, from various assessments it
seems apparent that various other variables have a bearing
on the gains made by banks.

• There are many micro-economic variables; however, we
have considered only three viz: advances, deposits and
total assets.
• There are many macro-economic variables; however, we
have considered only three viz: inflation rate, rate of
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Interest and growth rate of GDP.
• As a part of study, only six years data were taken into
account, so that a longer time period will help in getting
deeper and better insights.

• Only five PSU banks and private banks have been
considered

Table 4.1 Descriptive Statistics for ROA
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Table 4.2 Descriptive Statistics for NPA

Table 4.3 Descriptive Statistics for Macro- Economic Variables
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Table 4.4 Correlation of Macro- Economic Variables and ROA of Banks

In Table 4.4, the connection between the macro-economic
variables and ROA of bank has been shown. It is witnessed
that the ROA of all the PSU banks have low negative
correlation with the rate of inflation except BOB which has
slightly positive correlation. Regarding private banks,
most banks have moderate negative correlation with
inflation rate. Axis and HDFC have a low positive
correlation with inflation rate.
According to the table, this can be interpreted that ROA of
all private banks have high positive correlation with GDP
growth rate except HDFC which has a low positive
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correlation. In regard to PSU banks, UBI has a moderate
positive correlation. While SBI, PNB and BOI have a low
positive correlation and BOB has slight negative
correlation with GDP growth rate.
In case of Interest Rate, it can be interpreted from the table
that ROA of various public and private banks ` have a
medium to high positive correlation with Interest Rate
except PNB which have a slight negative correlation with
Interest Rate.
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Table 4.5 Correlation of Macro- Economic Variables and NPA of Banks

In Table 4.5, the association between the macro-economic
elements and NPA of bank is indicated. It observes that the
NPA's of all the PSU banks have a slight negative
correlation with the rate of inflation except BOI which has
an moderate negative correlation. In case of private banks,
the majority of them have low to moderate negative
correlation with inflation rate. Axis and HDFC have a
slight positive correlation with inflation rate. 16
From the table, it can be interpreted that NPA of various
private banks have high negative correlation with GDP
growth rate except IDBI and ICICI which have a low to
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moderate positive correlation. For public banks, BOI has a
moderate positive correlation. While SBI and PNB have a
low positive correlation. UBI and BOB has low negative
correlation with GDP growth rate.
In case of Interest Rate, it can be interpreted from the table
that NPA of various public and private banks have a
medium to high positive correlation with Interest Rate
except ICICI, SBI and PNB which have a slight negative
correlation with Interest Rate. The NPA's of BOI and IDBI
have slight positive correlation with Interest Rate.

www.pbr.co.in

Volume 14 issue 3 September 2021

Table 4.6 Correlation of Macro- Economic Variables and NPA of Banks

According to Table 4.6, the correlation between microeconomic variables and NPA of bank has been shown. It is
witnessed that the NPA's of all the PSU banks have a low to
moderate positive correlation with the Total advances
except BOI which has a moderate negative correlation. In
regard to private banks, most of them have moderate to
high positive correlation with Total Advances. ICICI has a
slight negative correlation with Total Advances.
According to the table, this can be interpreted that NPA of
Axis and HDFC have high positive correlation with Total
Assets whereas Yes Bank, IDBI and ICICI have low to

moderate positive correlation. For PSUs, BOI has a
moderate negative correlation. While SBI and UBI have a
moderate positive correlation. PNB and BOB has slight
positive correlation with Total Assets.
In case of Total Deposits, it can be interpreted from the
table that NPA of various public and private banks
have an average to high positive correlation with Total
Deposits except ICICI, SBI and PNB which have a slight
negative correlation with Total Deposits. The NPA's of BOI
and IDBI have slight positive correlation with Total
Deposits .

Table 4.7 Correlation of Macro- Economic Variables and ROA of Banks
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Table 4.7, the correlation between the micro-economic
variables and ROA of bank has been shown. It is witnessed
that the ROA of all the PSU banks have a low to moderate
positive correlation with the Total advances except BOB
and BOI which have low positive correlation and high
positive correlation accordingly. In case of private sector
banks, Axis and ICICI have high negative correlation with
Total Advances. HDFC and Yes Bank have a slight
negative correlation while IDBI has high positive
correlation with Total Advances.

negative correlation. For PSU banks, BOI and BOB have a
low positive correlation. While SBI and UBI have a
moderate negative correlation. PNB has slight negative
correlation with Total Assets.
In case of Total Deposits, it can be interpreted from the
table that ROA of Axis, ICICI and UBI have a high negative
correlation while HDFC, SBI and PNB have low negative
correlation with Total Deposits. Yes Bank, BOI and BOB
have low positive correlation while IDBI has high positive
correlation with Total Deposits.

From the table, it can be interpreted that ROA of most
private banks have high negative correlation with Total
Assets except Yes Bank and HDFC which have a low

Table 4.8 ROA- Macro multiple Regression Statistics for Private Sector Banks

Table 4.8 indicate the multiple regression output for private
sector banks in which the ROA of bank has been considered
as the dependent variable while inflation rate, GDP growth
rate, rate of interest are examined as an independent
variables. From the above table, it is inferred that the H0
will be considered (p value > 0.05) for various private
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banks i.e. the impact of the three macro-economic variables
on the ROA of private banks is insignificant.
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Table 4.9 ROA- Macro multiple Regression Statistics of Public Sector Banks

Table 4.9 indicate the multiple regression result for PSU
banks in which the ROA of bank has been considered as the
dependent variable while inflation rate, GDP growth rate,
rate of interest are contemplated as the independent
variables. With reference to table 4.9, it can be interpreted
that the H0 will be considered (p value > 0.05) for various
PSU banks except PNB. The acceptance of null hypothesis

means that the impact of 3 macro- economic variables on
the ROA of banks is insignificant.
For PNB, the value of P indicates the rejection of null
hypothesis (p value < 0.05), thus Alternate Hypothesis will
be accepted i.e. the three macro-economic variables
considered for this research have considerable effect on the
ROA of banks.

Table 4.10 NPA- Macro multiple Regression Statistics of Private Sector Banks
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Table 4.10 indicate the multiple regression output for
private sector banks in which the NPA of bank has been
considered as the dependent variable while inflation rate,
GDP growth rate, rate of interest are taken into 20

account as the independent variables. From the above table,
it is inferred that H1 will be considered (p value > 0.05) for
various private banks i.e. the impact of the three macroeconomic variables on the NPA of private banks is
insignificant.

Table 4.11 NPA- Macro multiple Regression Statistics of Public Sector Banks

Table 4.11 indicate the multiple regression output for
public sector banks in which the NPA of bank has been
considered as the dependent variable while inflation rate,
GDP growth rate, rate of interest are examined as
independent variables. From the above table, it is inferred
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that the H1 Hypothesis will be considered (p value > 0.05)
for various PSU banks i.e. the impact of the three macroeconomic variables on the NPA of public banks is
insignificant.
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Table 4.12 NPA- Macro multiple Regression Statistics of Public Sector Banks

Table 4.13 NPA- Macro multiple Regression Statistics of Public Sector Banks
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Table 4.13 indicate the multiple regression output for
private sector banks in which the NPA of bank has been
considered as the dependent variable while Total assets,
Deposits and Advances are examined as the independent
variables. From the above table, it is presumed that the Null
Hypothesis will be considered (p value > 0.05) for various
private banks excluding HDFC and Yes Bank. The
acceptance of null hypothesis means, the impact of three
micro-economic variables on the NPA of banks is

insignificant.
For HDFC and Yes Bank, the value of p points towards the
rejection of null hypothesis (p value < 0.05), thus Alternate
Hypothesis will be accepted i.e. the three micro-economic
variables considered for this research have considerable
impact on NPA of banks.

Table 4.14 ROA- Macro Multiple Regression Statistics of Private Sector Banks

Table 4.14 indicate the multiple regression output for
private sector banks in which the ROA of bank has been
considered as the dependent variable while Total assets,
Deposits and Advances are examined as independent
variables. From the above table, it is inferred that the Null
Hypothesis will be considered (p value > 0.05) for various
private banks except Yes Bank. The acceptance of null
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hypothesis means, the impact of three micro-economic
variables on ROA of banks is insignificant.
For Yes Bank, the value of p indicates the rejection of null
hypothesis (p value < 0.05), thus Alternate Hypothesis will
be accepted i.e. the three micro-economic variables
considered for this research have considerable effect on
ROA of Yes Bank.
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Table 4.15 ROA- Macro Multiple Regression Statistics of Public Sector Banks

Table 4.15 indicate the multiple regression output for
public sector banks in which the ROA of bank has been
considered as the dependent variable while Total assets,
Deposits and Advances are evaluated as an independent
variable. From the above table, it is presumed that the Null
Hypothesis will be considered (p value > 0.05) for various
PSU banks except UBI. The acceptance of null hypothesis
means, the impact of 3 micro- economic variables on the
ROA of banks is insignificant.
For UBI, the value of p indicates the rejection of null
hypothesis (p value < 0.05), thus Alternate Hypothesis will
be accepted i.e. the three micro-economic variables
considered for this research have considerable effect on
ROA of UBI.
Findings and Suggestions
All selected banks are negatively skewed, except for Axis,
ICICI, and BOI, which are positively skewed, according to
the descriptive statistics of ROA. The kurtosis of HDFC,
BOB, and Yes Bank is positive, while the kurtosis of others
is negative. All selected banks are negatively skewed,
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except IDBI, ICICI, Yes Bank, SBI, and PNB, which are
positively skewed, according to the descriptive statistics of
ROA. Positive kurtosis is found in Yes Bank, SBI, PNB,
BPB, and UBI, whereas negative kurtosis is found in other
banks.
From the descriptive statistics of Macro-Economic
variables, it is seen all the macro- economic factors are
negatively skewed and have positive kurtosis. All banks,
except for BOB, have a positive correlation between GDP
growth and ROA. Except for PNB, all banks have a
positive correlation between to rate of interest and return on
assets. Except for Axis, HDFC, and BOB, all banks have a
negative correlation between inflation and return on assets.
The correlation in macro variables and NPA is negative for
all with few exceptions. The correlation between microeconomic variables and NPA is positive for all with few
exceptions.
The correlation between micro-economic variables and
ROA is positive for all with few exceptions. The impact of
macro variables on return of assets of private banks is
insignificant. The impact of macro variables on return of
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assets of public banks is insignificant except in case of PNB
where the three macro-economic variables observed have
significant impact on ROA of banks. The impact of the
three macro-economic elements on the NPA of all banks is
insignificant. The impact of micro-economic variables on
non-performing assets of public banks is insignificant. The
impact of micro-economic variables on non-performing
assets of private banks is insignificant excluding HDFC
and Yes Bank where micro-economic variables observed
have significant impact on the NPA of banks. The impact of
micro-economic variables on return of assets of private
banks is not significant excluding Yes Bank where microeconomic variables considered have significant impact on
ROA of bank. The impact of micro-economic variables on
the return of assets of public banks is insignificant
excluding UBI where micro-economic variables
considered have significant impact on ROA of bank.
A few suggestions through which a check can be kept on the
NPA and Profitability of Banks:
1. Accountability: While junior executives are often kept
responsible for mistakes, important changes are made by
the Credit Sanction Committee, which comprise of highlevel executives. As a result, if PSBs are to deal with NPAs,
senior executives must be held accountable.
2. Corporate Governance: Despite of the fact that Banks
Board Bureau was established by the government in April
2016 to attract talent, corporate governance remains a
problem. Corporate governance has not progressed to
the required degree, and some problems remain that must
be addressed immediately.
3. Stricter NPA Recovery: The government should change
the laws to give banks more power to recover NPAs.
Because of the fear of losing the asset, the Insolvency and
Bankruptcy Code has imposed order. The current situation
requires the RBI to carry out a lender inspection but does
not grant them the power to set up an oversight committee
because of debtor control changes to the Banking
Regulation Act. Under the Banking Regulation Act, the
RBI seek more power with regard to PSBs, with the right to
remove and appoint CMDs, the power to supersede the
Board of Directors and make applications for winding up
errant banks, and the ability to approve voluntary
amalgamation schemes.
4. Credit Risk Management: The project's
creditworthiness, as well as the clients' ability and
experience, should all be assessed properly. Banks should
perform a sensitivity analysis and develop protections
against external factors when performing these studies. To
track early warning signals about the projects, an effective
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(MIS) Management Information System must be
introduced. In a perfect scenario, the MIS will identify
problems and send timely warnings to management,
enabling them to take effective action.
5. Asset Reconstruction Company: To speed up the
resolution process of strained assets possessed by PSBs, an
ARC or Asset Management Company must be created.
After detailed discussions on pricing and capital problems,
the government should take the requisite measures to
investigate the feasibility.
6. Fraud Management: Over the last three years, the
number and value of PSB frauds has increased. Internal and
external audit processes in banks must be tightened
immediately. The banks in India had a rough time in recent
years. The increase in nonperforming assets (NPAs) is
proving to be a significant challenge. The banking sector,
too, faced a similar situation of high nonperforming assets
(NPAs) three decades ago, with a rate of 24 percent.
However, we overcame the crisis, and the current tension
will fade away as well.
7. Banks should also recognize their inorganic
opportunities for increasing size or competence, such as
mergers and acquisitions and alliances.
8. Furthermore, banks must work hard to close the digital
skills gap, as technology has surpassed banking in terms of
rewards and benefits perceived attractiveness.
9. Banks must employ both defensive and offensive tactics,
such as enhancing risk control through sophisticated
analytics and significantly reducing costs through
outsourcing non-differentiated cost generators to industry
utilities.
Conclusion
In the last many years, India's financial markets and banks
have seen a dramatic change with a lot of mergers taking
place like united bank of India and oriental bank of
commerce merged with PNB. In addition, the Indian banks
profitability gets influenced due to alterations in the
conditions of international economies as well as any
change in the guidelines or policies of the home country.
Thus, it can be highlighted that the Indian banking industry
is exposed to various external factors which are rapidly
changing. So, the banks need to be agile and require taking
immediate measures so that it can safeguard their
profitability. Also, according to the research it can be seen
that the only these limited set of variables alone cannot be
measure of analyzing the profitability and NPA's of the
banks. Future research also can be performed by
considering more variables both external as well as internal
factors and study how they impact the bank's profitability
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and NPA.
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