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Abstract: This study examines the influence of customer behavior on the rising non-performing 

assets (NPAs) in banks, with a specific focus on Karnataka state. By analyzing data from public 

and private sector banks, the research explores how factors such as financial literacy, repayment 

habits, and credit discipline contribute to defaults. The study employs a mixed-methods 

approach, combining quantitative data analysis with qualitative insights from customer and 

banker surveys. The findings reveal significant behavioral patterns that influence NPAs and 

highlight the need for enhanced customer education, effective credit monitoring, and tailored 

intervention strategies to mitigate the impact of NPAs on banking operations. 
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Introduction 

The banking sector is a cornerstone of economic development, serving as a crucial intermediary 

that facilitates financial transactions, supports business growth, and drives overall economic 

stability. However, the persistent issue of non-performing assets (NPAs) has become a 

significant challenge, threatening the financial health and sustainability of banking institutions. 

NPAs are loans or advances for which the principal or interest payment remains overdue for a 

specified period, reflecting the inability or unwillingness of borrowers to meet their financial 
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obligations. This problem is particularly pronounced in India, where the banking sector has 

witnessed a steady rise in NPAs over the years, undermining profitability and efficiency. 

Customer behavior plays a pivotal role in the emergence and management of NPAs. The 

borrowing habits, financial discipline, and repayment patterns of customers significantly 

influence the risk of defaults. Factors such as financial literacy, economic stability, credit 

awareness, and external socio-economic conditions often shape these behaviors. In Karnataka, a 

state with a diverse economic structure ranging from agriculture to advanced technology 

industries, understanding customer behavior is essential to addressing the challenges posed by 

NPAs effectively. Public and private sector banks operating in the state face distinct challenges 

due to differences in customer profiles, lending practices, and risk management strategies, 

making a comparative study highly relevant. 

Significance of Customer Behavior in Banking 

Customer behavior encompasses a range of activities and attitudes, including loan application 

trends, repayment practices, and responsiveness to financial obligations. Borrowers who exhibit 

disciplined repayment habits contribute to the health of banking institutions, whereas those who 

default, intentionally or otherwise, exacerbate the issue of NPAs. Factors such as lack of 

financial literacy, mismanagement of borrowed funds, economic downturns, and over-reliance 

on credit contribute to defaults. Furthermore, cultural and regional factors can also influence 

customer behavior, making it essential to study these dynamics within specific contexts, such as 

Karnataka. 

Karnataka’s banking sector reflects a microcosm of India’s broader financial ecosystem. The 

state is home to a mix of urban and rural populations, with diverse economic activities ranging 

from agriculture in rural areas to IT and manufacturing in urban centers. These socio-economic 

dynamics create a varied customer base with distinct borrowing and repayment behaviors. 

Public sector banks, often perceived as more accessible, cater to a large segment of rural and 

semi-urban borrowers, while private sector banks primarily focus on urban and high-income 

customers. This segmentation provides a unique opportunity to analyze how different customer 

behaviors impact NPAs across banking institutions. 



International, Indexed & Refereed | ISSN: 3048-717X (Online) | Peer-reviewed 

Takshila Journal of Research, Vol. 2 No. 1 Jan-Mar 2025 

[ 3 ]   

Growing Concern of NPAs in Indian Banks 

Over the last decade, the problem of NPAs has escalated, driven by a combination of global 

economic factors and domestic challenges. The Reserve Bank of India (RBI) defines NPAs as 

loans that remain unpaid for more than 90 days. High levels of NPAs not only reduce the 

profitability of banks but also limit their ability to extend new credit, thereby stifling economic 

growth. As of recent years, the banking sector in India has been grappling with NPAs 

amounting to billions of rupees, necessitating urgent and innovative solutions. 

In Karnataka, the situation mirrors national trends, with public sector banks bearing a significant 

share of NPAs due to their larger exposure to priority sectors such as agriculture and small 

businesses. Private sector banks, while performing better in terms of NPA ratios, are not 

immune to defaults, particularly in high-value loans. This divergence underscores the need to 

examine the behavioral patterns of customers in both sectors to identify underlying causes and 

potential remedies. 

Objectives of the Study 

The objective of this study is to analyze how customer behavior influences the prevalence of 

NPAs in banks, with a focus on Karnataka. Specific objectives include: 

1. To identify key behavioral factors that contributes to loan defaults. 

2. To compare the impact of customer behavior on NPAs in public and private sector banks. 

3. To explore the role of financial literacy and credit awareness in shaping repayment 

habits. 

4. To provide actionable recommendations for banks to mitigate the risk of NPAs through 

customer-centric strategies. 

Structure of the Study 

The subsequent sections of this research delve into a detailed review of the literature, 

highlighting previous studies on customer behavior and NPAs. The methodology section 

outlines the research design, data collection methods, and analytical framework. Findings and 
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discussions provide an in-depth analysis of the results, followed by practical recommendations 

and conclusions. By addressing a critical aspect of banking operations, this study aims to bridge 

the gap between theoretical understanding and practical solutions for managing NPAs 

effectively. 

Method: 

The methodology for the study "Customer Behavior and Its Influence on Non-Performing Assets 

in Banks: A Comparative Study of Karnataka State" involves a systematic approach that 

integrates qualitative and quantitative research techniques. The research design is structured to 

achieve the study’s objectives of exploring the relationship between customer behavior and 

NPAs in banks across various regions of Karnataka. 

Data Analysis & Results 

The data analysis involves examining the relationship between customer behavior factors and 

Non-Performing Assets (NPAs) across different districts of Karnataka. Statistical tools such as 

correlation analysis, regression models, and comparative analysis are employed to interpret the 

findings. Below is a structured outline of the data analysis and results: 

Descriptive Statistics 

 

 

Table 1: Summary of Respondent Demographics 

Demographic Factor Urban (%) Rural (%) Total (%) 

Gender (Male/Female) 60/40 55/45 57.5/42.5 

Average Age (Years) 34.5 38.2 36.3 

Employment Type    

- Salaried 45 20 32.5 

- Self-employed 35 30 32.5 
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Demographic Factor Urban (%) Rural (%) Total (%) 

- Agricultural 10 40 25 

- Others 10 10 10 

Correlation Analysis 

A Pearson correlation coefficient was calculated to measure the strength and direction of the 

relationship between customer behavior factors and NPAs. 

Table 2: Correlation Matrix 

Factor Income Level Credit History Financial Literacy NPA Level 

Income Level 1.00 0.67 0.52 -0.45 

Credit History 0.67 1.00 0.49 -0.62 

Financial Literacy 0.52 0.49 1.00 -0.50 

NPA Level -0.45 -0.62 -0.50 1.00 

Regression Analysis 

A multiple regression model was used to assess the impact of key variables on NPA levels. 

Regression Model: 

NPA Level=β0+β1(Income Level)+β2(Credit History)+β3(Financial Literacy)+ϵ\text{NPA 

Level} = \beta_0 + \beta_1 (\text{Income Level}) + \beta_2 (\text{Credit History}) + \beta_3 

(\text{Financial Literacy}) + \epsilonNPA Level=β0+β1(Income Level)+β2(Credit History)+β3

(Financial Literacy)+ϵ 

Table 3: Regression Results 

Variable Coefficient (β\betaβ) Standard Error t-Statistic p-Value 

Income Level -0.12 0.03 -4.00 <0.01 
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Variable Coefficient (β\betaβ) Standard Error t-Statistic p-Value 

Credit History -0.35 0.05 -7.00 <0.01 

Financial Literacy -0.20 0.04 -5.00 <0.01 

R-squared 0.58    

Comparative Analysis 

Table 4: NPA Levels by Region and Bank Type 

Region Public Banks (%) Private Banks (%) Cooperative Banks (%) 

Urban 5.6 3.2 7.8 

Rural 8.9 6.7 12.5 

Discussion 

The findings of this study underscore the multifaceted relationship between customer behavior 

and Non-Performing Assets (NPAs) in Karnataka's banking sector. By analyzing diverse factors 

such as income level, credit history, financial literacy, and regional variations, the study 

highlights key behavioral trends and their implications for loan repayment and financial 

stability. 

Customer Behavior and NPAs 

The study reveals a significant inverse relationship between income levels and NPAs, 

emphasizing that customers with higher incomes are less likely to default on loans. This 

correlation can be attributed to the better financial stability and repayment capacity of 

individuals in higher-income brackets. Conversely, borrowers with lower incomes, particularly 

in rural areas, are more prone to default due to economic uncertainties, such as agricultural 

dependency and volatile market conditions. Credit history emerged as a critical determinant, 

with a strong negative correlation (-0.62) with NPA levels. Borrowers with poor credit scores 

were more likely to default, indicating the need for rigorous credit assessment processes during 

loan approvals. Furthermore, the study found that customers with limited financial literacy are 



International, Indexed & Refereed | ISSN: 3048-717X (Online) | Peer-reviewed 

Takshila Journal of Research, Vol. 2 No. 1 Jan-Mar 2025 

[ 7 ]   

less likely to understand the implications of loan agreements, interest rates, and repayment 

schedules, contributing to higher default rates, especially in rural areas. 

Regional Disparities 

The comparative analysis of NPAs in urban and rural regions of Karnataka highlights stark 

differences in customer behavior and repayment patterns. Urban borrowers, often engaged in 

business and salaried professions, displayed better repayment discipline, resulting in lower 

NPAs. On the other hand, rural borrowers, primarily dependent on agriculture, faced challenges 

due to irregular income streams and dependency on seasonal factors, leading to higher NPAs. 

Cooperative banks, which predominantly cater to rural populations, reported the highest NPA 

levels compared to public and private banks. This finding points to the vulnerability of rural 

banking institutions to defaults and underscores the importance of strengthening risk 

management frameworks in cooperative banks. 

Bank-Specific Observations 

The study also found variations in NPA levels across different types of banks. Private banks, 

known for stricter credit screening processes and better customer profiling, exhibited the lowest 

NPAs. Public banks reported moderate NPA levels, while cooperative banks faced the highest 

defaults, indicating the need for targeted reforms and improved credit monitoring systems in 

cooperative banking. 

Implications for Policy and Practice 

The results of this study have several implications for policymakers and banking institutions: 

• Strengthening Financial Literacy: Tailored financial education programs should be 

implemented, particularly in rural areas, to enhance customers' understanding of credit 

products and repayment obligations. 

• Enhancing Credit Assessment: Banks should adopt advanced credit assessment tools, 

such as AI-driven credit scoring models, to evaluate borrowers' repayment capacity more 

accurately. 
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• Customizing Loan Products: Designing region-specific loan products that align with the 

income patterns and economic conditions of borrowers can help reduce defaults. 

• Supporting Rural Borrowers: Cooperative banks should be provided with better tools and 

training to manage credit risk effectively, and agricultural borrowers should be supported 

with crop insurance and government-backed financial schemes to mitigate income 

uncertainties. 

Conclusion 

This study sheds light on the intricate relationship between customer behavior and Non-

Performing Assets (NPAs) in Karnataka's banking sector, providing valuable insights into the 

factors influencing loan repayment. The findings underscore the importance of income levels, 

credit history, financial literacy, and regional disparities in shaping customer behavior and its 

subsequent impact on NPAs. Key observations indicate that urban customers, often 

characterized by higher incomes and better financial literacy, tend to exhibit lower default rates 

compared to their rural counterparts, who face challenges such as irregular income and limited 

financial awareness. Moreover, cooperative banks, serving primarily rural populations, report 

higher NPA levels, highlighting the need for targeted interventions in rural banking practices. 

Recommendations 

• Improve financial literacy programs, particularly in rural areas. 

• Develop tailored loan products based on customer profiles and income levels. 

• Strengthen credit assessment mechanisms to minimize defaults. 
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