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Abstract 

Rising NPA has become an increasing concern for the banking sector. As the Net NPA increases Net Profit decreases 

which seriously effects the financial performance of the bank.  The present study focuses on analysing on how the 

increase in NPA affect the profitability of a bank. Correlation method has been selected to understand impact of 

NPA on certain parameters, such as Net Profit, ROA% and Net Advances. Secondary sources of data have been 

used to carry out the research. With the help of conclusive research design, conclusion have been drawn and 

suggestions have been made.   
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INTRODUCTION 

Banking Industry plays a unique role in the economy of our country. For economic growth in this 

modern economy, a developed and progressing banking system is a must. A bank’s important role 

is to interconnect people who have capital to people need capital, might be a company or an 

individual. Banks regulate a substantial proportion of the money supply that is in circulation. With 

their influence over the amount of bank money, they can influence the structure and quality of 

production in a country. India's banking sector has had many excellent successes to its credit over 

the last three decades. Advancements in electronic connectivity and technology has the power to 

weaken the relative dominance of the banking industry over bank deposits as the primary means 

of exchange in the nation. India’s banking system needs to develop to face the challenges risen from 

the modern technology, along with internal & external factors.  

 

Punjab National Bank launched its operations from Lahore in the year 1895, with Rs.2,00,000 of 

authorised capital and only Rs.20,000 of working capital. It is one of the re-known Indian 

multinational financial & banking services organization. In the span of 125 years, PNB has spread 

all over the world with almost 7000 branches, 10,000 ATMs, with a revenue of 56 crores as a PSB, 

it has secured its position as a top Public Sector Banks after State Bank of India. It has a good 

banking network overseas as well, with their branches and offices in Bhutan, Dubai, Hong Kong, 

United Kingdom, etc. It also has some affiliate subsidiaries in Kazakhstan and several joint ventures 

in Nepal. PNB is the first Indian bank to be set up entirely with Indian capital that has survived to 

this day. It has a strong base with over 8 crore satisfied customers. The bank has solid 

fundamentals, a high level of franchise value and a great brand image. The brand image and faith 

placed by the Bank's customers has reflected in the Bank's increasing customer base and rise in 

the business graph. With smooth and easy integration of distribution networks, such as ATM and 

online banking services, PNB provides customers with 24 X 7 service at lower transaction costs.  

In the year 2018, PNB reported fraudulent transactions of Rs. 12,700 crores, which was nearly 
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1/3rd of PNB’s total net worth, making this our country’s biggest fraud in the banking sector. This 

fraud involved the infamous Nirav Modi and Mehul Choksi. The bank recovered about Rs. 5,500 in 

the form of gold, diamond, precious stones, etc. Punjab National Bank is still recovering from the 

fraud, but it has gotten back on its feet and is thriving. 

 

The 2019-20 financial year was noteworthy in light of the amalgamation announcement of 10 

public sector banks into 4, with the goal of making them powerful and greater in order to effectively 

meet the financial needs of a growing economy. United Bank of India and Oriental Bank of 

Commerce were amalgamated into PNB on 1st of April, 2020. Along with the bank’s growth, the 

amalgamation also offers major advantages to the bank & its clients.  

 

In this paper correlation analysis is used to carry out the research. Correlation analysis is a 

statistical tool employed to measure the magnitude of the relation between 2 quantitative 

variables. If both the variables move in the same direction, then it is said to be a positive correlation. 

In this correlation if one variable increases, then the other increases along with it and vice versa. 

While in negative correlation, if one variable increase then the other variable decreases and vice 

versa. And if there is no relation between the 2 variables then it is said to be zero correlation. 

Correlation helps to determine the strength and course of the linear relationship between 

the variables. Correlation helps to determine the strength and course of the linear relation between 

the variables. Results obtained by this method will be easy to categorise and analyse.  

 

LITERATURE REVIEW 

➢ Surender Singh and Natasha Tageja in their article “Linking NPA to Profitability: The Case 

of Banking Sector in India” (2020), state that the performance of banking strongly depends 

on how effectively NPA is kept in check and especially of the Public Sector Banks. The 

continuous rise in the NPA has affected the liquidity & profitability of the banks which in 

turn has affected their capability of lending loans and advances. Hence, the writers suggest 

that strict regulations and efficient governance if the bank is required.  

    

➢ Renu Choudhary and Vandana Jain in 2016 co-authored the article “A Study on Relationship 

between Non-Performing Assets (NPAs) and Advances of Selected Public Sector Banks”. 

The writers state that NPAs are very worrisome especially to the Public Sector Banks. By 

employing the Karl Pearson correlation, they have found that there is a positive relation 

between Gross advances and Gross NPA.   They have also mentioned that inefficient credit 

lending, poor recovery processes, corruption and defaulted loans play a major role in the 

rising NPA.     

 

➢ Parishwang Piyush and Shalki Goel in 2017, have tried to analyse the situation of NPA in 

eights banks of India with the help of annual reports in the article “Measurement of 

Correlations (NPA and ROA) of Different Banks and Trend Analysis of NPAs in Indian 

Banks”. The writers have found a negative correlation between Net NPA and Net Profit in 7 

out of 8 banks, and the Net profit in those 7 banks has decreased in the study period.   

 

➢ Payel Roy and Pradip Kumar Samanta in their article “Analysis of Non-Performing Assets in 

Public Sector Banks of India” (2017) have noticed that the overall position of NPA has 
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worsened over the years. After analysis it is observed that GNPA and NP have a strong 

negative correlation, as the GNPA grows subsequently profit decreases. And it is also 

pointed out that profit of many banks has reduced drastically. Losses incurred because of 

rise in the NPA cannot be avoided by just making provisions against Non- Performing 

Assets. The writers suggest that while giving loans bank should be more careful and should 

asses loan receiver’s background & the recovery process need to be stricter.  

 

➢ In the article “An Empirical Study on NPA and its Impact on Profitability with special 

reference to Punjab National Bank” written by Rajesh Bhandari in the year 2016, the author 

mentions that NPA reveals the overall performance of banks, if the bank’s NPA increases, 

then gradually bank’s profit decreases. Along with affecting bank’s profitability, rise in the 

NPA also effects the economy of the country. It has to come to light that Punjab National 

Bank’s NPA level is way higher as per the national and international standards. The writers 

suggest that PNB should try reducing NPA in the upcoming years by granting loans to 

customers who are creditworthy. 

➢ The article “Impact of NPA on Proftability Performance of Select Public and Private Sector 

Banks in India” is written by Poonam Devi and Dr.Arati Pant in the year 2018. The writers 

point out that for a developing country like India NPA is a major issue. Total elimination of 

NPA might be impossible in banking sector, but it can be regulated. The writers concluded 

that in the study period there was a significant impact of NPA on Net Profit in the selected 

Private as well as Public Sector Banks. 

 

➢ Narayan M. Gadhia, in his article “A Study on Net Profit and Non-Performing Assets of Bank 

of India and Kotak Mahindra Bank” (2019) has focused on the current situation of Banking 

Sector in India, as it is facing a huge difficulty on the matter of NPA. When compared to the 

private sector banks, the level of NPA is higher in the public sector banks. The author 

suggests to reduce and take preventive measures in controlling its NPA, and work towards 

increasing its profitability along with productivity.   

 

➢ Chetan Dudhe in his article “Impact of Non-Performing Assets on the Profitability of Banks 

– A Selective Study” (2017) states that most of the problems related to NPA is faced by 

public sector banks. He further mentions that NPA not only negatively effects the 

profitability of a bank, but also effects a bank’s solvency & liquidity. Hence stringent 

initiatives are required to tackle NPA crises.  

 

➢ Divya Sri. G and Sathya. K in their article “A Study on Financial Analysis of Punjab National 

Bank” (2019) have tried to analyse the financial performance of Punjab National Bank with 

the help of annual reports of the bank. With the help of Ratio Analysis, the writers have 

found that the bank’s financial condition is satisfactory. The writers suggest that PNB needs 

to work on reducing the Non-performing assets (NPA) and on increasing its net profit. 

 

➢ In the article “Profitability Analysis of Punjab National Bank in India” written by Geetaben 

Amrutlal Goriya in 2018, the writers have tried to analyse the profitability of Punjab 

National Bank. The writers have selected the time period from 2013 to 2017, and the 

analysis of profitability of the bank in this period reveals that the profitability has fallen 
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down, and the main reason for this is bad loan outrage by PNB in 2016, along with fragile 

management system. 

 

 

RESEARCH PROBLEM AND OBJECTIVES OF THE STUDY  

Recently PNB has been in the news because of the scam surrounding the infamous business tycoons 

Nirav Modi and Mehul Choksi, it is because of this fact the researcher has selected to study the 

impact of bad loans (NPA) on the profitability of a bank.  

The objectives of this study are: 

➢ To analyse the impact of Non-Performing Assets on Net Profit, Return on Assets and NPAs 

relation with Net Advances of Punjab National Bank 

➢ To examine the reasons behind the impact of NPA on profitability of PNB.  

➢ To interpret the position of PNB with regards to profitability.  

 

RESEARCH METHODOLOGY 

Scope of Study 

This study deals with analysing the impact of NPA on the profitability of Punjab National Bank for 

the period of five years, from 2014 to 2019. To carry out this analysis, the key parameters employed 

are Net NPA, Net Profit, Net Advances and Return on Assets (ROA).  

Research Design  

The research design used in this study is Conclusive Research Design. This research design is used 

because it helps to acquire findings with the help of quantitative method of data collection and 

based on these findings, conclusions can be drawn and suggestions can be made.  

Sources of Data 

This study is based on the secondary data collected from the annual reports of Punjab National 

Bank, journals, articles, newspapers, and other internet sources.  

Method of Analysis 

The method of analysis chosen for this study in correlation analysis. With this method we will try 

to analyse if there is any relation between the variables, and if yes, whether the correlation is 

positive (variables move in same direction) or negative (variables move in the opposite direction).  

Hypothesis Development 

• Correlation between Net NPA and Net Profit 

H01 : There is no correlation between Non-Performing Assets (NPA) and Net Profit of Punjab 

National Bank. (Null Hypothesis) 

Ha1 : There is correlation between Non-Performing Assets (NPA) and Net Profit  of Punjab 

National Bank. (Alternate Hypothesis) 

• Correlation between Net NPA% and ROA% 

H02 : There is no correlation between NPA% and ROA% of Punjab National Bank. (Null 

Hypothesis) 

Ha2 : There is correlation between NPA% and ROA% of Punjab National Bank. (Alternate 

Hypothesis) 

• Correlation between Net NPA and Net Advances 

H03 : There is no correlation between Non-Performing Assets and Net Advances of Punjab 

National Bank. (Null Hypothesis) 
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Ha3 : There is correlation between Non-Performing Assets and Net Advances of Punjab 

National Bank. (Alternate Hypothesis) 

 

 

LIMITATION 

This study has some limitations & they are mentioned below: 

➢ The present study covers only 1 Public Sector Bank and that is Punjab National Bank. 

Therefore, the results or findings does not apply to the Banking sector as whole.  

➢ This study takes into account the performance of bank only from year 2014 to 2019.  

➢ The data collected is only from secondary data, from the annual reports, article, journals 

etc. The data given in the annual reports may not show the accurate performance or 

position of the bank.  

 

DATA ANALYSIS AND INTERPRETATION 

The data analysis will be done by Tabulation of data along with graph and Karl Pearson’s 

Correlation Co-efficient. The values of correlation are always between -1 to +1. If the value is -1, 

then the variables are perfectly negatively correlated, if the value is +1 then the variables are 

perfectly positively correlated and if the value is 0 then no correlation exists between the variables. 

The formula to calculate the correlation coefficient is  

r = ∑ (x – x-) (y – y-) / √ [ ∑ (x – x-)2 ∑ (y – y-)2 ] 

x- = ∑x / n                         y- =  ∑y / n  

i) Net NPA and Net Profit 

Table 1 & Graph 1 – Net NPA and Net Profit 

       
 

(Source of Table 1: Annual report 2019-20 of Punjab National Bank) 

Table 2 (in crores) – Correlation between Net NPA and Net Profit 

Year Net NPA (x) Net Profit (y) (x – x-) (y – y-) (x – x-)2 (y – y-)2 (x – x-) (y – y-) 

2014-2015 15397 3062 -17051 7430.8 290736601 55216788.6 -126702571 

2015-2016 35423 -3974 2975 394.8 8850625 155867.04 1174530 

2016-2017 32702 1325 254 5693.8 64516 32419358.4 1446225.2 

2017-2018 48684 -12282 16236 -7913.2 263607696 62618734.2 -128478715 

2018-2019 30038 -9975 -2410 -5606.2 5808100 31429478.4 13510942 

 ∑x=162244  ∑y=-21844   
=569067538 =181840227 =-239049589 
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x- = ∑x / n = 162244 / 5 = 32448.8 

y- =  ∑y / n = -21844 / 5 = -4368. 

r = ∑ (x – x-) (y – y-) / √ [ ∑ (x – x-)2 ∑ (y – y-)2 ] 

= -239049589 / √(569067538 * 181840227) 

= -0.74312  

As it is seen above, there is a negative correlation between Net NPA and Net Profit – H01 is rejected 

and alternate hypothesis (Ha1) has to be accepted. It is evident in table 1 and graph 1, that as the 

Net NPA is increasing, the Net Profit is decreasing. From the graph it is evident that from 2014-

2015 to 2017-2018 Net NPA and Net Profit are moving in the opposite direction of each other; 

whenever Net NPA has increased, Net Profit has decreased & when Net NPA has decreased, Net 

Profit has slightly improved. In 2018-2019, the Net NPA has decreased as compared to Net NPA in 

2017-2018 and subsequently Net Profit has slightly increased. 

 

Net NPA% and ROA% 

Table 3 & Graph 2 – Net NPA% and ROA% 

 
 

(Source of Table 3: Annual report 2019-20 of Punjab National Bank) 

 

Table 4 (in crores) – Correlation between Net NPA% and ROA% 

Year Net NPA % (x) ROA % (y) (x – x-) (y – y-) (x – x-)2 (y – y-)2 (x – x-) (y – y-) 

2014-2015 4.06 0.53 - 3.596 1.078 12.931216 1.162084 - 3.876488 

2015-2016 8.61 -0.61 0.954 - 0.062 0.910116 0.003844 - 0.059148 

2016-2017 7.81 0.19 0.154 0.738 0.023716 0.544644 0.113652 

2017-2018 11.24 -1.6 3.584 - 1.052 12.845056 1.106704 - 3.770368 

2018-2019 6.56 -1.25 - 1.096 - 0. 702 1.201216 0.492804 0.769392 
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 ∑x= 38.28 ∑y= -2.74   
= 27.91132 = 3.31008 = -6.82296 

 

x- = ∑x / n = 7.656 / 5 = 7.656                                y- =  ∑y / n = -2.74 / 5 = - 0.548 

r = ∑ (x – x-) (y – y-) / √ [ ∑ (x – x-)2 ∑ (y – y-)2 ] 

= -6.82296 / √ [ 27.91132 * 3.31008] 

= - 0.709845 

As it is seen above, there is a negative correlation between Net NPA% and ROA%. Hence, H02 is 

rejected and Ha2 has to be accepted. From table 3 and graph 2, it can be noted that there is a negative 

trend between Net NPA% and ROA%. Net NPA% and ROA% are acting opposite to each other; as 

the Net NPA% is increasing, ROA% is decreasing. In the period of 5 years, both Net NPA% & ROA% 

have been fluctuating. In 2017-2018 there was spike in Net NPA% and it negatively affected ROA%. 

And in 2018-2019, Net NPA% slightly decreased and it resulted in slight improvement in ROA%. 

 

 

 

iii) Net NPA and Net Advances 

Table 5 & Graph 3 – Net NPA and Net Profit 

 
 

(Source of Table 5: Annual report 2019-20 of Punjab National Bank) 
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Table 6 (in crores) – Correlation between Net NPA and Net Advances 

Year Net NPA (x) Net Advances (y) (x – x-) (y – y-) (x – x-)2 (y – y-)2 (x – x-) (y – y-) 

2014-2015 15397 380534 -17051.8 -40333.40 290763883 1626783155.56 687757070.12 

2015-2016 35423 412326 2974.20 -8541.40 8845865.64 72955513.96 -25403831.88 

2016-2017 32702 419493 253.20 -1374.40 64110.24 1888975.36 -347998.08 

2017-2018 48684 433735 16235.20 12867.60 263581719 165575129.76 208908059.52 

2018-2019 30038 458249 -2410.80 37381.60 5811956.64 1397384018.56 -90119561.28 

 

∑x=162244 ∑y=2104337 

  

=569067534.5 = 3264586793 = 780793737.9 

 

x- = ∑x / n = 162244 / 5 = 32448.8 

y- =  ∑y / n = 2104337 / 5 = 420867.4 

r = ∑ (x – x-) (y – y-) / √ [ ∑ (x – x-)2 ∑ (y – y-)2 ] 

= 780793737.9 / √ [569067534.5* 3264586793] 

= 0.572849 

As it is seen above, there is a positive correlation between Net NPA and Net Advances – H03 is 

rejected and Ha3has to be accepted. Net Advances has a slight positive impact on Net Advances. 

Table 5 & graph 3, shows that as the Net Advances is increasing in the period of 5 years, Net NPA is 

also increasing, though not in the same proposition. From 2014-2015 to 2017-2018, Net Advances 

has continuously increased and so has the Net NPA. It means that there is a slight positive relation 

between Net Advances and Net NPA. However, in 2018-2019, Net NPA has dropped as compared 

to the previous years. 

 

DISCUSSION  

Net NPA and Net Profit 

Non-Performing Assets (NPA) are loans or advances that are defaulted by the borrower. A loan is 

said to be defaulted when the debtor fails to pay back the money borrowed and fails to fulfil his 

obligations. There are two kinds of NPAs Gross NPA and Net NPA. Gross NPA includes all the unpaid 

debts whereas Net NPA is acquired by deducting provisions made by  the banks for NPA. Net NPAs 

are a crucial factor in evaluating the financial performance of a bank. NPAs hinder the hinder the 

growth of the banking sector, which in turn effects the economy of a country. Increase in NPAs 

affects the profitability and liquidity of a bank. Net NPAs are key factor for determining a bank’s 

credit risk, quality of their assets & its effectiveness in granting capital to different economic 

sectors. In Table 2 calculations of the correlation between Net NPA and Net Profit of Punjab nation 

Bank from 2014-2015 to 2018-2019 has been made, the correlation between these two factors is 

negative, i.e., -0.74312. The Net NPA has a negative impact on the Net Profit. As the Net NPA 

increases, the Net Profit of the bank decreases. Punjab National Bank’s profitability is affecting due 

to the increase in Net NPA. Rapid increase in the Net NPA can be noticed from 2017-2018, this is 

due to the Nirav Modi Scam, where 2 corrupt employees of PNB issued a Letter of Undertaking 

(LOU) of Rs.11,356.84 to other banks for which the PNB was liable to pay. This was a huge blow to 

the profitability of PNB. This shows that the risk management of PNB is not very efficient and is 

flawed. A slight decrease can be noted in 2018-2019, it indicates that PNB is striving towards 
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decreasing its NPA to make way to increase its profitability. PNB still has to work hard towards 

lowering its NPA to improve its financial performance.  

  

NET NPA% AND RETURN ON ASSETS% (ROA) 

Return on Assets is a metric to analyse if a bank is utilizing its assets efficiently into converting 

them into income and profit; this can be determined by comparing the profitability of a bank to its 

total assets i.e., by dividing net income of a bank to its total assets. A bank with a ROA higher than 

5% is considered to be satisfactory. A higher Return on Assets signifies a better asset efficiency as 

well as efficient management. Hence, it is important to assess the impact of Net NPA on ROA. In 

Table 4 the correlation between Net NPA and ROA has been calculated from 2014-2015 to 2018-

2019, there is a negative correlation between these two parameters i.e., - 0.709845. This depicts 

that whenever the Net NPA increases, it results in decreasing ROA of PNB, which in turn effects the 

profitability & signifies that the management of PNB is not efficient.  

 

Net NPA and Net Advances 

Advances are the funds provided by the bank to a business or an individual as working capital. 

Advances are the core factor required for the proper functioning of a bank. The amount deposited 

by the customers of the bank is utilised in providing advances to those in need of money for a 

certain rate of interest. Advances are the credit-facility provided by the banks for a short time 

period. Net Advances is principal amount of outstanding Advances deducted by the amount then 

on deposit in accounts representing principal proceeds. It is important to analyse the relation 

between Net NPA and Net Advances as it helps in understanding the overall quality of 

loans/advances of a bank. In Table 6 the correlation between Net NPA and Net Advances has been 

calculated from 2014-2015 to 2018-2019, the correlation between the two variables i.e., 0.572849. 

This means that Net Advances slightly impacts Net NPA positively.   

 

FINDINGS, SUGGESTION AND CONCLUSION  

FINDINGS  

➢ From Table 2, it is found that there is a negative correlation between Net NPA and Net Profit, 

as the Net NPA is increasing, Profitability is decreasing.    

➢ From Table 4, it can be observed that Net NPA% has a negative influence on ROA%, ROA% 

decreases as the Net NPA% increases.  

➢ In Table 6, it can be seen that Net Advances has a positive impact on Net NPA. Increase in 

Net Advances result is increasing Net NPA.  

➢ In Graph 1, 2 and 3, it can be observed that Net NPA has spiked in 2017-2018 as compared 

to the previous years; the reason behind this is the Nirav Modi scam occurred in the early 

month of 2018, i.e., February 2018. 

➢ In Graph 2, it can be observed that Net NPA% has decreased from 11.24 in 2017-2018 to 

6.56 in 2018-2019.  

➢ Punjab National Bank has managed to slightly bring down Net NPA in 2018-2019.   

➢ However, during the study period of 5 years, there is an overall increase in the Net NPA of 

PNB and it is quite concerning.  

➢ The rise in the Net NPA of PNB indicates poor risk management. 

➢ The rising Net NPA has been affecting the profitability of PNB. 
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➢ The performance and profitability of PNB in the study period 2014-2019 cannot be said to 

be satisfactory.   

 

SUGGESTIONS 

➢ Measures should be adopted by Punjab National Bank to reduce and control NPA. 

➢ Loans/ Advances should be given to those customers who are capable of paying back the 

loan along with interest.  

➢ The quality of the assets of the borrowers which is kept as collateral security, should be 

thoroughly examined before lending loans/ advances.  

➢ If a loan is granted to a company, bank should regularly assess its financial health.  

➢ Efficient risk management and regulations should be followed.  

➢ Recovery procedure of loans should be made stricter.   

 

CONCLUSION  

Increasing NPA is not just a concerning issue of a particular bank, it threatens the entire banking 

sector as well as the economy of a country. High level of NPA in Punjab National Bank is a result of 

inefficient lending practices, untrustworthy/ unreliable employees, lack of proper risk 

management strategy, neglecting thorough assessment of a lenders assets before lending loans, etc. 

Rise in the level of Net NPA is greatly affecting the liquidity and profitability of PNB. This will earn 

a bad reputation to the bank and it also effects the brand image of PNB. This will result in customers 

losing their trust in the bank. Hence, PNB should work towards decreasing its NPA and increasing 

its Profitability.  
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APPENDICES 

➢ The Karl Pearson’s Correlation formula used is: 

r =    ∑ (x – x-) (y – y-)  

                _________________________________ 

               √ [ ∑ (x – x-)2 ∑ (y – y-)2 ] 

            x-  = ∑x / n 

            y- =  ∑y / n 

➢ The table used for hypothesis testing:  

 

➢ Formula to find Net NPA is: 

Net NPA =    Gross NPA – Provisions 

                   ___________________________________   

                             Gross Advances – Provisions 

 

➢ Formula to find Net NPA%: 

Net NPA % =    Net NPA 

                             __________________ 

                           Net Advances 
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➢ Formula to calculate ROA% is 

ROA% = Net Income 
                       __________________________ 

        Average Total Assets 

 

➢ The parameters selected to analyse the correlation are taken from the annual reports of 

Punjab National Bank: 

 

 


