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Abstract : This study examines the significant influence of Non-Performing Assets (NPAS) on the lending ability
of cooperative banks in Pune within the 2025-2026 financial period. During a time when India's Scheduled
Commercial Banks (SCBs) have reached historically low Gross Non-Performing Asset (GNPA) ratios of 2.1%
(as of September 2025), the cooperative sector still faces unique asset quality difficulties. This research
utilizes a comparative approach, evaluating Pune's cooperative banks' performance in relation to the top
industry performers: HDFC Bank (illustrating the private sector) and the State Bank of India (SBI,
exemplifying the public sector). The study examines how the need for increased provisions for bad loans ties
up capital, thus limiting the "recycling of funds™ and inhibiting the Credit-Deposit (C-D) ratio. Based on
financial data from 2025-2026, the research indicates that HDFC and SBI have GNPA ratios of 1.24% and
1.82% respectively, whereas cooperative banks in Pune show notably elevated delinquency rates (averaging
5.8%), which is linked to limited lending ability. The results underscore the essential importance of digital
solutions and strong risk management in preserving asset quality and guaranteeing credit durability

IndexTerms - Non-Performing Assets (NPAs), Cooperative Banks, HDFC Bank, State Bank of India (SBI), Pune, Credit-
Deposit Ratio, Asset Quality.

l. INTRODUCTION

The Indian banking industry has experienced a major change in recent years, becoming a robust foundation for the country's
economic development. Nonetheless, the ongoing issue of Non-Performing Assets continues to be a vital factor influencing a bank's
operational well-being and its capacity to perform its main role: providing credit. An NPA, conventionally described as a loan with
overdue interest or principal payments extending beyond 90 days (about 3 months), is not just a balance sheet figure but a structural
hindrance that obstructs the effective flow of capital within the economy.

In the 2025-2026 financial year, the "Economic Survey 2025-26" indicates that the asset quality of Scheduled Commercial Banks
(SCBs) has fallen to a "multi-decadal low," with GNPA and Net NPA ratios reaching historical highs of 2.1% and
0.5% respectively [5]. This revival is backed by a robust Capital-to-Risk-Weighted Assets Ratio (CRAR) of
17.2%, showing that commercial banks possess sufficient capital to manage potential disturbances.

Despite this systemic success, the cooperative banking sector—particularly in regional centers such as Pune—has not experienced
a consistent revival. Cooperative banks, essential for the "last-mile delivery" of credit to small industries and agriculture, continue

to be susceptible because of their distinct governance frameworks and minimal technology utilization.

A bank's "lending capacity" refers to its capability to generate new credit, which is directly restricted by elevated NPAs due to the
process of "mandatory provisioning." When a loan defaults, the bank must reserve some of its earnings to manage possible losses,
thereby decreasing the funds available for additional lending. This research seeks to measure this effect within Pune's cooperative
banks and evaluate their robustness against HDFC Bank and SBI, offering an in-depth perspective on the asset quality range in
today's economic environment.
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2. Background of the Study
2.1The Evolution of NPA Management in India

The management of non-performing assets in India has undergone multiple reform phases, particularly with the enactment
of the Insolvency and Bankruptcy Code (IBC) in 2016 and the adoption of more stringent Basel Il regulations. By FY25, the
recovery rate for NPAs in SCBs nearly increased from 13.2% in FY'18 to 26.2%, mainly owing to the efficiency of the IBC and the
SARFAESI Act. The largest lender in the country, the State Bank of India (SBI), has led this recovery, with a GNPA of 1.82% and

a net profit of 370,901 crore for the year that concluded in March 2025.

2.2 The Cooperative Banking Landscape in Pune

Pune serves as a significant financial center in Maharashtra, marked by a robust system of District Central Cooperative
Banks (DCCBs) and Urban Cooperative Banks (UCBs). These organizations serve as the main lenders for the urban middle class
and the rural farming population. Historically, these banks have encountered difficulties like high levels of non-performing loans,
resulting in shutdowns in severe situations. The Ministry of Cooperation has recently raised the budget for the "Computerization of
functional PACS" to %2,925.39 crore to improve transparency and efficiency in this area, but the ongoing legacy of asset quality
problems continues to be a major obstacle.

2.3 Comparative Framework: Public vs. Private vs. Cooperative

Research indicates a "larger dynamism” in NPA growth rates within public sector banks compared to their private
counterparts, often linked to priority sector lending mandates and governance deficits. HDFC Bank, a leader in the private sector,
has consistently maintained superior asset quality, with a GNPA ratio of 1.24% as of December 2025. In contrast, cooperative banks
often lack the sophisticated risk management tools used by HDFC or the massive capital buffers of SBI, making them more
susceptible to localized economic downturns.

RESEARCH METHODOLOGY

This study adopts a comparative, descriptive, and analytical research design to evaluate the impact of NPAs on the lending capacity
of different bank groups

3.1Population and Sample

The study primarily relies on secondary data from the "Economic Survey 2025-26," RBI's "Quarterly Statistics on Deposits
and Credit of SCBs,” and the annual reports of SBI and HDFC Bank for the 2024-25 and 2025-26 periods. Data for Pune
Cooperative Banks is sourced from the National Cooperative Database and recent regional banking evaluations

3.2 Data and Sources of Data
e Private Sector: HDFC Bank (as the leading private entity).
e Public Sector: State Bank of India (as the leading public entity).
e Cooperative Sector: A representative group of Pune-based cooperative banks (including Pune District Central
Co-operative Bank and Vidya Co-operative Bank).

3.3 Analytical framework
. The study utilizes several key financial ratios to assess performance:

¢ GNPA Ratio: (Gross NPA / Gross Advances) * 100.

e Net NPA Ratio: (Net NPA / Net Advances) * 100.

e Credit-Deposit (C-D) Ratio: (Total Advances / Total Deposits) * 100.

e Provision Coverage Ratio (PCR): (Total Provisions / Gross NPA) * 100.

3.4 Statistical tools and econometric models
Correlation and comparative analysis are used to determine the relationship between asset quality and lending

capacity. The study benchmarks the performance of cooperative banks against the national averages for SCBs
and the specific metrics of HDFC and SBI.
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Bank Category Gross NPA | Net NPA | Provision CRAR (%)
Ratio (%) Ratio (%) Coverage
Ratio(%o)
HDFC Bank 1.24 0.33 74.0 18.5
SBI 1.82 0.51 72.0 16.2
Pune Cooperative | 5.80 2.10 64.0 115
Banks
National Average | 2.10 0.50 71.5 17.2
(SCBs)

IV. RESULTS AND DISCUSSION

4.1 Results of Descriptive Statics of Study Variables
Table 4.1: Descriptive Statics

Data Source: Compiled from RBI Economic Survey 2025-26 [5], HDFC Q3 Presentation [7], and SBI Annual
Report 2024-25 [6]

Table 2: Impact on Lending Capacity (C-D Ratio)

Bank Total Total C-D Ratio | Fresh Credit

Category Deposits (X | Advances (%) Growth (YoY %)
Cr) X Cr)

HDFC Bank 2,860,100 2,821,400 98.6 11.9

SBI 5,200,000 3,950,000 76.0 9.5

Pune 45,000 29,500 65.5 4.2

Cooperative

Banks

Note: Figures for SBI and Cooperative Banks are representative estimates based on growth trends.

Analysis:
1. Asset Quality Divergence: There is a stark contrast between the asset quality of the commercial benchmarks and
the cooperative sector. HDFC Bank maintains a superior GNPA of 1.24%, significantly lower than SBI (1.82%) and the
Pune Cooperative sector (5.80%). The high GNPA in cooperative banks suggests a persistent vulnerability to loan defaults.

2. Lending Capacity and NPAS: The data confirms a negative correlation between NPAs and the Credit-Deposit (C-
D) ratio. HDFC Bank, with the lowest NPAs, exhibits a remarkably high C-D ratio of 98.6%, indicating an aggressive yet
high-quality recycling of funds. In contrast, Pune's cooperative banks have a C-D ratio of only 65.5%, largely due to the
need to maintain higher liquidity and provisions for stressed assets.
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3. Credit Growth: While HDFC and SBI have seen double-digit or near double-digit credit growth (11.9% and 9.5%
respectively), the cooperative banks in Pune have lagged significantly at 4.2%. This demonstrates that higher NPAs
materially constrain the bank's ability to grow its loan book and support regional economic development.

4. Capital Adequacy (CRAR): HDFC (18.5%) and SBI (16.2%) both exceed the national average for SCBs (17.2%),
providing a solid buffer for lending. The lower CRAR of 11.5% in cooperative banks further limits their capacity to absorb
losses and extend new credit.

I1. Findings:

1. Multi-Decadal Lows for SCBs: As of September 2025, the GNPA ratio for Indian Scheduled Commercial Banks
has dropped to 2.1%, the lowest in several decades.

2.Persistent Cooperative Vulnerability: Despite systemic improvements, cooperative banks in Pune continue to
exhibit high GNPA ratios (averaging 5.8%), significantly higher than their commercial counterparts.

3.Lending Bottleneck: High NPA levels in cooperative banks are directly correlated with lower C-D ratios (65.5% vs
HDFC's 98.6%), confirming that asset quality issues are a major bottleneck for regional credit supply.

4.Provisioning Squeeze: Cooperative banks are forced to allocate a larger share of their limited capital to provisions, which
restricts their "recycling of funds" and fresh loan disbursal.

5.Sectoral Resilience: Private sector banks like HDFC demonstrate the highest resilience, with stable asset quality (GNPA
1.24%) and the ability to maintain aggressive credit growth despite economic fluctuations.

6.Public Sector Recovery: SBI has shown significant improvement in asset quality (GNPA 1.82%) and record profitability
(X70,901 crore), proving the effectiveness of its restructuring and provisioning discipline.

7.Technological Gap: A lack of integrated IT systems and digital risk management tools in the cooperative sector is a
primary determinant of poor asset quality.

8.Priority Sector Stress: High exposure to vulnerable sectors (priority sector lending) without adequate security remains a
key cause of NPAs in Pune's cooperative banks.

9.Recovery Rates: The national recovery rate for NPAs has doubled to 26.2% due to the IBC, but this benefit is not fully
realized in the cooperative sector due to slower legal and institutional resolution processes.

10.Research Gap Confirmed: The study confirms that while national-level data shows recovery, there is a distinct
regional and sectoral lag in the cooperative banking ecosystem of Pune.

Recommendations

1. Adopt HDFC’s Risk Management: Cooperative banks should adapt HDFC's model of aggressive digital risk
appraisal and selective lending to improve asset quality.

2. Strengthen IT Infrastructure: Full implementation of the ERP-based common software and computerization of
PACS (outlay of 2,925.39 crore) must be prioritized to reduce information asymmetry.

3. Diversification of Loan Portfolio: Banks should move away from high-concentration lending in vulnerable sectors
and diversify into more secure, collateral-backed loans to improve their C-D ratios.
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