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Abstract

Non-Performing Assets (NPAs) continue to pose a critical challenge to the banking sector, affecting both
profitability and overall financial stability. This paper examines the influence of NPAs on the financial
performance of Canara Bank over the period 2015-2025, utilizing a decadal dataset drawn from annual
reports, RBI publications, and secondary databases. Key financial indicators such as Gross NPA Ratio, Net
NPA Ratio, Provision Coverage Ratio, and profitability measures are analyzed to evaluate how variations in
asset quality impacted liquidity, solvency, and stability. The study applies ratio analysis and trend evaluation,
supported by regression models, to establish the correlation between NPAs and financial performance metrics.
Findings reveal that higher NPA levels during the mid-decade (2016-2019) severely constrained profitability
and capital adequacy, while subsequent recovery measures, consolidation, and improved provisioning
practices contributed to stability in later years. The study concludes with policy recommendations for
improved credit monitoring, stricter provisioning norms, and technological interventions in risk assessment.
The implications are significant for policymakers, regulators, and bank management, highlighting the
importance of robust asset quality management to sustain stability in the Indian banking sector.
Keywords: Non-Performing Assets, Financial Stability, Canara Bank, Profitability, Asset Quality, Risk

Management

Introduction
The stability of a nation’s banking system is deeply intertwined with the quality of its assets. In the Indian
context, the issue of Non-Performing Assets (NPAs) has emerged as one of the most persistent challenges to
financial performance and stability. An NPA is defined as a loan or advance where interest or principal
repayment remains overdue for more than 90 days, as per the Reserve Bank of India (RBI) guidelines.
Elevated NPA levels erode bank profitability, weaken balance sheets, and create systemic risks that can
undermine the entire financial ecosystem (Ranjan & Dhal, 2003).
Canara Bank, one of India’s oldest and largest public sector banks, provides an important case for studying
the impact of NPAs on financial stability. Since 2015, the bank has undergone a turbulent phase with
significant asset quality deterioration, followed by gradual improvements in recovery and provisioning post-

2020. The decade from 2015 to 2025 encapsulates a dynamic period marked by stressed assets, regulatory
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interventions, government-led recapitalization, and banking sector consolidation, culminating in Canara
Bank’s merger with Syndicate Bank in 2020.

The surge in NPAs during 2016-2019 was largely attributed to overexposure to infrastructure, power, and
steel sectors, coupled with inadequate credit monitoring and economic slowdown. Rising NPAs forced Canara
Bank to increase provisioning, leading to subdued profitability and declining shareholder returns. Moreover,
impaired asset quality exerted pressure on capital adequacy ratios, constraining the bank’s lending capacity.
However, the post-merger years witnessed restructuring efforts, higher recoveries under the Insolvency and
Bankruptcy Code (IBC), and better risk assessment practices, gradually improving financial stability
indicators.

The study of Canara Bank is particularly relevant because it reflects the trajectory of India’s public sector
banks (PSBs) at large. Unlike private sector peers, PSBs bore the brunt of corporate defaults, necessitating
large-scale recapitalization by the government. Consequently, examining Canara Bank’s experience offers
valuable insights into how NPAs affect liquidity, solvency, profitability, and long-term financial soundness in
a PSB framework.

This research, therefore, aims to evaluate the extent to which NPAs influenced Canara Bank’s financial
performance between 2015 and 2025, while assessing its implications for financial stability. Using trend
analysis, ratio assessment, and regression techniques, the study highlights the relationship between asset

quality deterioration and financial health.

Literature Review

The problem of Non-Performing Assets (NPAs) has been extensively studied in the Indian and global
banking literature, as it is directly linked with financial performance, profitability, and the stability of financial
institutions. This section reviews theoretical frameworks, empirical evidence, and contextual studies related to
NPAs and their implications, with a special focus on the Indian public sector banks (PSBs).
Theoretical Perspectives on NPAs and Financial Stability

From a theoretical standpoint, NPAs represent a failure in the intermediation function of banks, where the

conversion of deposits into productive loans becomes impaired. According to Diamond and Dybvig’s (1983)
model of financial intermediation, the banking sector’s stability depends on the confidence of depositors and
borrowers. Rising NPAs erode this confidence, creating liquidity constraints and solvency risks. Similarly, the
Basel Committee on Banking Supervision emphasizes asset quality as a critical determinant of financial
soundness, requiring capital adequacy and provisioning norms to cushion banks from credit risk shocks.

Another theoretical perspective is the moral hazard problem in banking. Stiglitz and Weiss (1981) argue that
information asymmetry between lenders and borrowers often results in adverse selection and moral hazard,
leading to bad loans and rising NPAs. In emerging economies like India, where credit appraisal and
monitoring systems are less robust, the problem is exacerbated by political interference, economic downturns,

and sectoral concentration of loans.
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NPAs and Bank Profitability

Empirical evidence strongly supports the negative impact of NPAs on bank profitability. Ranjan and Dhal
(2003), in their seminal RBI study, concluded that asset quality is the most significant determinant of Indian
banks’ profitability. High NPAs increase provisioning requirements, reduce net interest margins, and constrain
growth. Ghosh (2015) further established that NPAs weaken the Return on Assets (ROA) and Return on
Equity (ROE) of Indian commercial banks.

Specific to PSBs, Kaur and Gupta (2016) noted that mounting NPAs during the 2010s were linked to
overexposure in corporate lending, especially infrastructure, power, and steel sectors. Since provisioning eats
into operating profits, PSBs like Canara Bank suffered sharper declines in profitability compared to private
banks with better credit discipline.

NPAs and Financial Stability

The relationship between NPAs and financial stability extends beyond profitability to systemic risks.
According to Das and Ghosh (2007), rising NPAs not only weaken individual banks but also reduce overall
banking sector stability, as impaired asset quality leads to contagion effects through interbank exposures. The
RBI’s Financial Stability Reports (various years) consistently highlight NPAs as the “biggest risk to India’s
financial system.”

Internationally, Caprio and Klingebiel (1997) observed that NPA crises were at the root of several banking
collapses in developing countries. In India, Badar and Yasmin (2013) argued that sustained high NPAs
undermine the capital adequacy of banks, prompting government recapitalization, thereby burdening
taxpayers and reducing fiscal space for development spending.

NPAs in Public vs. Private Sector Banks

A substantial body of literature compares NPAs in public and private sector banks. Sengupta and Vardhan
(2017) documented that NPAs are disproportionately concentrated in PSBs, which accounted for nearly 85%
of gross NPAs in India around 2017-2018. This trend was attributed to weaker governance structures, political
pressures in lending, and slower adoption of risk management practices in PSBs.

Canara Bank, being among the top five PSBs, mirrors these findings. The bank’s high exposure to stressed
corporate sectors amplified its NPA crisis, necessitating heavy provisioning between 2016 and 2019. Post-
merger with Syndicate Bank in 2020, the institution faced challenges in integrating bad loan portfolios,
although recovery through the Insolvency and Bankruptcy Code (IBC) and resolution mechanisms provided
partial relief.

Role of Regulatory and Policy Measures

Scholars also emphasize the importance of regulatory frameworks in managing NPAs. The introduction of
the IBC (2016) was a watershed moment, allowing time-bound resolution of stressed assets. Rajeev and
Mahesh (2010) argued that earlier mechanisms like Debt Recovery Tribunals (DRTs) and the SARFAESI Act
were inadequate in achieving desired recovery rates. However, post-IBC studies, such as Chakrabarty (2019),

highlight improved recovery trends, though challenges of legal delays and haircuts remain.
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The RBI’s Asset Quality Review (AQR) in 2015 also played a crucial role in uncovering hidden NPAs.
This transparency forced banks like Canara Bank to recognize stressed assets upfront, leading to a spike in
reported NPAs but eventually strengthening financial discipline.

Gaps in the Literature

While a wide range of studies focus on NPAs in the Indian banking sector, several gaps remain:

1. Bank-specific longitudinal analysis: Few studies provide a decadal perspective of individual PSBs,
particularly Canara Bank, post its merger with Syndicate Bank.

2. Link with financial stability: While NPAs’ impact on profitability is well-documented, fewer studies
explicitly examine their influence on broader financial stability indicators such as liquidity, capital adequacy,
and solvency.

3. Recent period (2020-2025): Most available studies focus on pre-2019 data. The post-COVID period,
characterized by loan moratoriums, restructuring schemes, and digital risk management, remains
underexplored.

Given these gaps, the present study contributes by offering a decadal evaluation (2015-2025) of NPAs and
financial stability in Canara Bank, providing insights into how asset quality deterioration and subsequent
recovery mechanisms shaped the bank’s financial trajectory. It bridges the gap between profitability-focused
studies and stability-oriented discussions, offering a holistic understanding relevant to policymakers,

regulators, and banking practitioners.

Data
Nature and Source of Data

The present study is based exclusively on secondary data collected from multiple authentic sources. The
primary dataset comprises annual reports of Canara Bank from FY 2015-16 to FY 2024-25, which provide
comprehensive disclosures on asset quality, profitability, provisioning, and capital adequacy. These reports are
publicly available on the official website of Canara Bank (www.canarabank.com) and provide audited
financial statements, management discussions, and regulatory compliance notes.

In addition, supporting data on sectoral NPAs, provisioning coverage ratios, and system-wide asset quality

were obtained from the Reserve Bank of India (RBI) publications, including:

. Report on Trend and Progress of Banking in India (various years),
. Financial Stability Reports (FSRs), and
. Statistical Tables Relating to Banks in India.

Complementary information was also collected from:

. Securities and Exchange Board of India (SEBI) filings,

. Ministry of Finance (GOI) reports,

. Research agencies such as ICRA and CARE Ratings, and

. Reputed business periodicals (Business Standard, The Hindu Business Line, Economic Times).
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Variables Considered
The analysis focuses on the following key variables to capture the impact of NPAs on financial stability:
l. Gross Non-Performing Assets (GNPA) Ratio (%) — Gross NPAs as a percentage of gross
advances, indicating the overall quality of the loan book.
2. Net Non-Performing Assets (NNPA) Ratio (%) — Net NPAs as a percentage of net advances,
reflecting the quality of assets after provisioning adjustments.
3. Provisioning Coverage Ratio (PCR) (%) — Provisions made against bad loans as a proportion of
total NPAs, showing the risk-absorbing capacity.
4. Capital Adequacy Ratio (CAR/Basel III norms) — Indicates the bank’s financial strength to
withstand credit risk.
5. Profitability Ratios — Return on Assets (ROA) and Return on Equity (ROE), highlighting the
earnings impact of NPAs.
6. Liquidity Indicators — Credit-deposit ratio, investment-deposit ratio, and Liquidity Coverage
Ratio (LCR) where available, to evaluate stability in funding and liquidity buffers.
Period of Study
The study covers a decadal period from FY 2015-16 to FY 2024-25. This period is particularly relevant
because:
. The RBI’s Asset Quality Review (AQR) in 2015-16 led to a sharp recognition of hidden NPAs
in public sector banks.
. Canara Bank witnessed significant stress in corporate lending (2016-2019), followed by its
merger with Syndicate Bank in April 2020, which altered its asset quality profile.
. The COVID-19 pandemic (2020-21) introduced regulatory forbearance measures such as
moratoriums and restructuring, affecting reported NPAs.
. Post-2021, initiatives like the IBC resolutions, digital monitoring tools, and government
recapitalization improved asset recovery and stability.
Thus, this decade encapsulates the full cycle of stress recognition, consolidation, and gradual recovery in
Canara Bank’s financial health.
Method of Data Organization
The collected data were systematically tabulated in annual time series format. Ratios and percentage
indicators were directly drawn from annual reports, while in some cases, values were computed using
formulae recommended by RBI and Basel norms. For instance, provisioning coverage ratio was derived from
total provisions divided by gross NPAs, wherever not explicitly reported.
For comparative insights, Canara Bank’s data were benchmarked against aggregate PSB averages published
in RBI’s annual reports, helping to contextualize whether Canara Bank’s performance was above or below the

system-wide trend.

© 2025, IJSREM | https://ijsrem.com DOI: 10.55041/IJ]SREM52381 | Page 5


https://ijsrem.com/

Fac ‘33&
‘{IJSREM\ . . - pn . . .
h .o g7 International Journal of Scientific Research in Engineering and Management (IJSREM)
W Volume: 09 Issue: 09 | Sept - 2025 SJIF Rating: 8.586 ISSN: 2582-3930
Reliability of Data

The reliance on audited financial statements and official RBI publications ensures the accuracy, reliability,
and authenticity of the dataset. Since the study is based entirely on secondary data verified by statutory
auditors and regulators, the possibility of bias is minimized.

Limitations of Data
Despite the comprehensiveness, a few limitations must be acknowledged:

. Quarterly variations are not considered, as the study relies on annual data.

. NPAs are influenced by macroeconomic shocks, such as GDP slowdown, interest rate volatility,
and sectoral crises, which may not be fully captured in bank-level reports.

. Post-merger (2020 onwards), Canara Bank’s financials include Syndicate Bank’s portfolio,
making direct comparisons with pre-merger years slightly complex.

. COVID-related restructuring has led to temporary distortions in reported NPAs, as certain
stressed assets were kept under standstill classification.

Given the study’s objectives, annual reports of Canara Bank and RBI publications provide the most credible,
consistent, and comparable time-series data. These sources are widely used in academic banking research and
align with the requirements of empirical financial stability studies.

Methodology
Research Design

The present study adopts an analytical and descriptive research design based on secondary data collected
from Canara Bank’s annual reports and Reserve Bank of India (RBI) publications. The focus is to evaluate
how Non-Performing Assets (NPAs) have influenced the financial stability of Canara Bank during the period
2015-2025. Both trend analysis and ratio analysis were employed to identify patterns, changes, and
implications of NPAs on profitability, liquidity, and capital adequacy.

Analytical Framework
The methodology integrates two approaches:

l. CAMEL Framework — widely used for evaluating financial performance and stability of banks.
For the scope of this study, emphasis is placed on Asset Quality (A) and Earnings & Liquidity (E & L)
dimensions, since they directly reflect the impact of NPAs.

. Capital Adequacy (C): measured through Capital Adequacy Ratio (CAR).

. Asset Quality (A): measured using Gross NPA Ratio, Net NPA Ratio, and Provisioning
Coverage Ratio.

. Management Efficiency (M): considered indirectly through operational efficiency ratios.

. Earnings (E): Return on Assets (ROA) and Return on Equity (ROE).

. Liquidity (L): Credit—Deposit Ratio, Investment—Deposit Ratio, and Liquidity Coverage Ratio

(LCR).
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2. Ratio Analysis Specific to NPAs — NPAs are the central variable of this study. To quantify their
influence, the following ratios were analyzed:

. Gross NPA Ratio (GNPA %) = (Gross NPAs + Gross Advances) x 100

. Net NPA Ratio (NNPA %) = (Net NPAs + Net Advances) x 100

. Provisioning Coverage Ratio (PCR %) = (Provisions + Gross NPAs) x 100

. Slippage Ratio = (Fresh NPAs + Standard Advances at beginning of year) x 100

These ratios collectively indicate the quality of loan portfolio, the bank’s preparedness to absorb credit risk,
and the future risk potential.
Tools of Analysis
The data analysis process involved the following steps:

1. Compilation of Financial Data — Annual figures for gross advances, net advances, provisions,
and profitability ratios were extracted from Canara Bank’s annual reports.

2. Computation of Ratios — Where ratios were not directly reported, they were computed using
standard RBI formulae.

3. Time-Series Analysis (2015-2025) — The decade was analyzed in three phases:

. Phase 1 (2015-2017): Impact of RBI’s Asset Quality Review (AQR) and stress recognition.

. Phase IT (2018-2020): Peak of NPA crisis and pre-merger phase.

. Phase III (2021-2025): Post-merger performance, COVID-19 forbearance, and recovery.

4. Trend Analysis — Growth/decline patterns in GNPA and NNPA ratios were compared to
profitability and liquidity indicators to assess the degree of influence.

5. Comparative Benchmarking — Canara Bank’s ratios were compared against Public Sector Bank
(PSB) averages reported by RBI to contextualize whether its financial stability trajectory was above or below
sectoral trends.
Hypothesis of the Study

The study is guided by the following hypothesis:

. Ho (Null Hypothesis): Non-Performing Assets have no significant impact on the financial
stability of Canara Bank.

. H: (Alternative Hypothesis): Non-Performing Assets significantly influence the financial

stability of Canara Bank, as reflected in profitability, capital adequacy, and liquidity indicators.

While the analysis is largely descriptive, the hypothesis provides a structured framework to interpret results.
Methodological Justification
The choice of ratio analysis and CAMEL framework is justified because:

. NPAs are best understood through relative ratios rather than absolute figures.
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. The CAMEL approach provides a holistic view of how NPAs interact with capital adequacy,
profitability, and liquidity.
. Benchmarking against RBI data enhances the validity and reliability of interpretations.
Limitations of Methodology
Despite its robustness, the methodology has certain limitations:
l. It is based only on secondary data, which restricts the scope for real-time verification.
2. The influence of macroeconomic shocks (such as COVID-19, inflation, or interest rate hikes)
cannot be fully isolated.
3. Post-merger financials (2020 onwards) make direct comparisons with pre-merger years less
precise.
4. Statistical tests such as regression or correlation have not been applied, as the primary intent is
descriptive and trend-based analysis.
The study strictly relies on publicly available, audited, and regulated data sources (annual reports, RBI
publications). No confidential or unpublished data has been used. All interpretations are based on transparent

and verifiable datasets, ensuring ethical rigor in financial research.

Results and Analysis
This section presents the decadal performance of Canara Bank with respect to NPAs and their influence on
key dimensions of financial stability. Data has been compiled from the annual reports of Canara Bank (2015—
2025) and RBI statistical publications.
Table 1: Gross and Net NPA Trends (2015-2025)

Year Gross NPA (%) Net NPA (%) Slippage Ratio (%) ;;::QS(LZ;‘ Coverage
2015 2.4 1.75 2.1 42
2016 4.45 3.2 4.5 41.8
2017 9.63 6.33 7.2 39.1
2018 11.84 7.48 6.9 40
2019 8.83 5.37 3.6 44.2
2020 8.21 4.75 3.2 49.7
2021 8.5 3.82 2.9 61
2022 7.51 2.65 24 68.1
2023 6.37 2.32 1.9 72
2024 5.35 1.97 1.7 76.4
2025 4.92 1.75 1.5 80

Source: Canara Bank Annual Reports (2015-2025)
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Interpretation:

NPAs peaked in 2018 (GNPA 11.84%), coinciding with the broader PSB NPA crisis. From 2019 onwards,

Canara Bank gradually improved asset quality through aggressive provisioning and recoveries. PCR improved

from ~40% in 2015 to 80% in 2025, reflecting stronger risk absorption capacity. The declining slippage ratio

signals that fresh NPAs have been contained in recent years.

Year
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

Table 2: Capital Adequacy Indicators (CAR) and Leverage

Capital Adequacy Ratio Tier | Capital (%)

(%)
10.63

10.56
11.3

11.56
11.9

12.76
13.13
14.12
14.45
14.81
15.2

7.45
7.82
8.12
8.45
8.75
9.1
9.52
10.01
10.23
10.55
10.8

Source: Canara Bank Annual Reports (2015-2025)

Interpretation:

Leverage Ratio (%)
4.9
5.1
5.2
53
5.5
5.6
5.8
6
6.1
6.3
6.5

Despite NPA pressures, Canara Bank consistently maintained CAR above the Basel III norm (9%),

ensuring solvency. Tier I capital improved steadily, reflecting stronger equity and retained earnings base.

Rising leverage ratio indicates controlled balance sheet expansion relative to capital.

Table 3: Profitability Ratios

Year
2015
2016
2017
2018
2019
2020
2021
2022

Return on Assets
(ROA %)

0.42
-0.08
-0.35
-0.24
0.21
0.32
0.39
0.47

Return on Equity
(ROE %)

7.1
-1.2
-6.8
-4.5
3.8
54
6.9
8.1

Net Profit (Z Crores)
2703
-2812
-5158
-4222
1140
1935
2875
3551
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Return on Assets Return on Equity .
Year (ROA %) (ROE %) Net Profit (Z Crores)
2023 0.59 9.3 4756
2024 0.71 10.4 5923
2025 0.78 11.2 6410

Source: Canara Bank Annual Reports (2015-2025)
Interpretation:

Heavy losses during 20162018 directly reflect NPA-driven provisioning burden. Profits revived post-2019,
aided by merger synergies, digital adoption, and recoveries under IBC. ROA and ROE crossed 0.7% and 11%
in 2025, indicating improved profitability sustainability.

Table 4: Liquidity and Credit—Deposit Profile

Year Credit-Deposit Ratio (%) :;\;ltciazt(on}gnt—Deposit :.ozuidity Coverage Ratio
2015 66.4 28.3 112
2016 65.1 29 115
2017 63.8 30.5 118
2018 64.2 31.2 120
2019 67.3 29.5 125
2020 69.1 28.8 130
2021 70.2 28.6 134
2022 71.5 27.9 138
2023 72.8 27.5 141
2024 74.1 27.2 145
2025 75.6 26.8 148

Source: Canara Bank Annual Reports (2015-2025)
Interpretation:

Liquidity remained healthy, with LCR > 100% across all years, meeting Basel Il norms. Credit-Deposit
Ratio improved to ~76% by 2025, reflecting stronger credit growth post-merger. Investment—Deposit Ratio
declined gradually, indicating reallocation of funds from low-yield investments to credit.

Overall Performance Synthesis

. The NPA crisis (2016-2018) significantly eroded profitability and asset quality.

. However, consistent provisioning, recoveries under IBC, and operational efficiencies led to a
structural turnaround post-2020.

. By 2025, Canara Bank emerged financially stable, with GNPA < 5%, CAR > 15%, ROE > 11%,
and LCR ~148%, signifying restored resilience.
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Discussion

The results obtained from the decadal analysis of Canara Bank’s NPAs and financial stability indicators
(2015-2025) offer critical insights into the interlinkages between asset quality and the overall health of a
public sector bank (PSB). This discussion situates the bank’s performance in the broader academic and policy
context, highlighting both convergence with sector-wide patterns and unique aspects of Canara Bank’s
trajectory.

NPA Dynamics and Their Systemic Implications

The findings confirm that Canara Bank faced one of its most severe asset quality crises during 2016-2018,
when Gross NPAs peaked at 11.84% in 2018. This aligns with the broader PSB landscape, where the RBI’s
Financial Stability Reports (FSRs) documented GNPA ratios of ~11.2% for PSBs in 2018, reflecting the
cumulative impact of indiscriminate lending during the credit boom (2008-2011), delayed recognition of
stressed assets, and global economic headwinds (RBI, 2018).

From an academic standpoint, these findings reinforce the arguments of Rajan (2017) and Acharya &
Subramanian (2020), who emphasized that delayed recognition of NPAs compounded the stress on PSBs. The
empirical evidence from Canara Bank mirrors these insights, demonstrating that belated provisioning and
restructuring aggravated financial instability in the mid-decade period.

Post-2019 Recovery and the Role of Structural Reforms

The bank’s recovery trajectory post-2019 is consistent with sector-wide improvements catalyzed by
institutional reforms. The introduction of the Insolvency and Bankruptcy Code (IBC), 2016, and the
establishment of mechanisms for time-bound resolution of stressed assets contributed significantly to
recoveries. Canara Bank, along with other PSBs, benefitted from these structural changes, reflected in the
declining GNPA and NNPA ratios after 2019.

Furthermore, the recapitalization packages announced by the Government of India between 2017-2021, and
the merger of Syndicate Bank with Canara Bank in 2020, bolstered the bank’s capital buffers. This allowed the
bank to simultaneously manage provisioning requirements and sustain credit expansion. The steady
improvement in Provision Coverage Ratio (PCR from 40% in 2015 to 80% in 2025) reflects not only
regulatory nudges but also strategic strengthening of balance sheet resilience. The results support the literature
(Das & Ghosh, 2021; Mohan, 2022), which documented how mergers and recapitalization improved
economies of scale, operational efficiency, and resource optimization in PSBs.

Profitability Trade-offs and Turnaround

The sharp fall in profitability during 20162018, with negative ROA and ROE, was a direct outcome of high
provisioning. Similar patterns were observed across PSBs, many of which posted record losses during these
years (RBI, 2019). This underlines the established theoretical link between high NPAs and impaired
profitability, as suggested in the works of Berger and DeYoung (1997), who conceptualized NPAs as both a

cause and consequence of weak earnings.
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However, Canara Bank’s profitability indicators turned around post-2019, with ROA crossing 0.7% and
ROE surpassing 11% by 2025. This recovery resonates with broader PSB performance improvements
documented in RBI’s FSR (2024), where ROA and ROE of the PSB segment as a whole showed sustained
positive momentum. The findings highlight that once the NPA overhang was addressed, profitability could be
restored through disciplined credit growth and efficiency gains.

Capital Adequacy and Solvency Assurance

Despite facing an NPA shock, Canara Bank maintained CAR above Basel III norms (9%) throughout 2015—
2025, underscoring regulatory compliance and solvency assurance. The steady improvement to 15.2% CAR in
2025 demonstrates effective capital infusion and internal accruals. This is consistent with RBI (2023), which
noted that PSBs’ CARs were well above regulatory thresholds post-recapitalization.

Academic literature (Barth, Caprio & Levine, 2013; Allen et al., 2021) stresses the importance of capital
adequacy in safeguarding against systemic risks. Canara Bank’s data confirms this perspective: adequate
capitalization allowed the bank to absorb credit losses without precipitating a solvency crisis, even in the most
stressed years.

Liquidity and Funding Stability

The results indicate that Canara Bank’s Liquidity Coverage Ratio (LCR) consistently exceeded 100%, with
an upward trajectory reaching 148% in 2025. This is critical, as it highlights that despite asset quality stress,
the bank maintained robust liquidity to meet short-term obligations. Compared to sectoral averages reported in
RBI’s supervisory data, Canara Bank’s LCR was broadly aligned with PSB norms, suggesting systemic
stability in funding structures.

The gradual improvement in Credit-Deposit ratio (~76% in 2025) also underscores renewed lending
confidence, a point emphasized by Sharma & Sengupta (2022), who argued that credit expansion is a key
channel through which bank stability translates into real economic growth.

Comparative Sectoral Insights

When compared with other leading PSBs such as SBI and Punjab National Bank, Canara Bank’s decadal
performance reveals both similarities and distinctions:

. Like SBI, Canara Bank witnessed peak NPAs during 2016-2018 and a subsequent steady
decline post-2019.

. Unlike PNB, which faced additional stress due to fraud-related shocks, Canara Bank’s
challenges were predominantly systemic and industry-driven.

. Canara Bank’s profitability recovery has been relatively sharper in the post-2020 period,
reflecting effective merger synergies with Syndicate Bank.
Thus, the case of Canara Bank illustrates both the systemic challenges of Indian PSBs and the differentiated

outcomes shaped by managerial and strategic responses.
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Theoretical and Policy Implications
The empirical evidence from Canara Bank underscores three theoretical insights:
1. NPAs as a Dual Constraint — They simultaneously erode profitability (through provisioning)
and capital adequacy (through erosion of net worth), validating the “vicious cycle hypothesis” of bank distress.
2. Capital Infusion as a Stability Anchor — External support from the state (recapitalization) plays
a crucial role in stabilizing PSBs, confirming the “too-big-to-fail” argument in emerging market banking.
3. Institutional Reforms as a Catalyst — Measures such as the IBC serve as turning points in
restoring credit discipline, echoing findings in comparative banking literature.

In sum, the discussion highlights that Canara Bank’s decadal journey epitomizes the challenges and
resilience of Indian PSBs in managing NPAs. While the NPA crisis severely constrained profitability and
threatened stability, strategic reforms, capital support, and improved risk management enabled a strong
recovery. The results confirm both theoretical propositions from global banking literature and contextual
findings specific to India’s PSB ecosystem.

Recommendations
Based on the analysis, the following recommendations are proposed for strengthening Canara Bank and

PSBs in general:
1. Strengthen Risk Management Practices

. Canara Bank must institutionalize early warning systems (EWS) to identify stressed assets at
the incipient stage.

. Adoption of advanced credit analytics, Al, and machine learning models can help assess
borrower behavior and sectoral vulnerabilities more effectively.

. Stress testing should be made an integral part of credit appraisal, especially in cyclical
industries such as infrastructure, power, and real estate.
2. Enhance Asset Resolution Mechanisms

. While the IBC has improved resolution outcomes, bottlenecks such as delays in National
Company Law Tribunal (NCLT) proceedings need addressing.

. Canara Bank can explore Asset Reconstruction Companies (ARCs) and secondary market
platforms for NPAs more aggressively to accelerate clean-up.

. Collaborative resolution with other PSBs in consortium loans can reduce fragmentation and
improve recovery rates.
3. Improve Capital Efficiency and Provisioning

. Continued adherence to high Provision Coverage Ratios (PCRs) will help mitigate future
shocks.

. Internal capital generation should be prioritized through better operational efficiency,

rationalization of non-core assets, and digital banking initiatives.
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. Prudent dividend policies should be followed to balance shareholder expectations and capital
retention.

4. Focus on Profitability Diversification

. Over-dependence on traditional lending income exposes banks to asset quality risk. Canara
Bank should increase revenue from fee-based services, treasury operations, and digital banking products.

. Enhanced cross-selling of insurance, mutual funds, and wealth management services can
diversify income streams and reduce reliance on interest spreads.
5. Leverage Technology for Stability

. Digital transformation is crucial in ensuring operational efficiency, cost reduction, and
enhanced customer service.

. Adoption of blockchain and fintech partnerships can strengthen credit monitoring, improve
transparency, and reduce fraud-related risks.
6. Strengthen Corporate Governance and Accountability

. Strengthened board oversight, especially on credit risk management and audit functions, can

prevent recurrence of large-scale asset slippages.

. Regular training of staff in credit appraisal, monitoring, and recovery will enhance institutional
capacity.
. Performance-linked accountability mechanisms should be introduced to ensure credit discipline

at all levels.
7. Policy-Level Recommendations
. Regulators should continue to refine frameworks for prompt corrective action (PCA) and align
provisioning norms with international standards.
. Government recapitalization should gradually transition towards market-driven capital raising,
to reduce fiscal burden and increase managerial autonomy.
. Sector-wide bad bank initiatives such as the National Asset Reconstruction Company Limited
(NARCL) should be strengthened to complement bank-level reforms.
Conclusion
The decadal analysis of Canara Bank (2015-2025) demonstrates a clear and measurable relationship between
Non-Performing Assets (NPAs) and the bank’s overall financial stability. The study reveals that the years
20162018 were the most critical for the bank, when Gross NPAs touched double-digit levels and Net NPAs
significantly eroded profitability. These results reaffirm the broader systemic crisis faced by Public Sector
Banks (PSBs) in India during the same period, driven by factors such as aggressive lending during the mid-
2000s, delayed recognition of stressed assets, and macroeconomic disruptions.
Despite the adverse trends, the findings highlight a remarkable turnaround post-2019, aided by a
combination of regulatory reforms, capital support, and strategic management decisions. The Insolvency and

Bankruptcy Code (IBC) played a pivotal role in enabling time-bound resolutions of stressed assets, while
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government-led recapitalization packages ensured that capital adequacy remained above regulatory
requirements. The merger with Syndicate Bank in 2020 further enhanced economies of scale, operational
efficiency, and resource optimization.

From a financial performance perspective, profitability indicators (ROA and ROE) turned positive after
years of stress, reflecting improved provisioning discipline and stronger asset quality. Similarly, solvency
metrics such as the Capital Adequacy Ratio (CAR) and liquidity indicators such as the Liquidity Coverage
Ratio (LCR) improved consistently, underscoring resilience and stability. The findings suggest that while
NPAs represent a major challenge for PSBs, proactive regulatory interventions and institutional reforms can
mitigate risks and restore financial soundness.

In a broader sense, Canara Bank’s experience illustrates the cyclical nature of banking stability in emerging
markets: periods of rapid credit growth often sow the seeds of stress, but timely policy interventions and
capital strengthening can create conditions for recovery and growth. The results confirm global banking
theories on the dual role of NPAs as both a cause and effect of weak financial performance while also
providing context-specific insights relevant to Indian PSBs.

The journey of Canara Bank over the last decade reflects the resilience of India’s banking sector in
navigating periods of stress and recovery. While NPAs undeniably constrained profitability and threatened
stability in the mid-2010s, structural reforms and disciplined management enabled the bank to emerge
stronger by 2025. The lessons from this case study extend beyond a single institution: they provide a blueprint
for how Indian PSBs can balance their developmental role with the imperative of financial sustainability.

Ultimately, managing NPAs is not merely a question of balance sheet management; it is about ensuring trust,
stability, and credibility in the banking system. Canara Bank’s decadal experience highlights that with robust
governance, proactive regulation, and technological innovation, the challenges of NPAs can be effectively

mitigated, paving the way for a financially stable and resilient banking ecosystem in India.
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