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1. Introduction  

Rapid credit expansion, economic shocks, and the 

rise of unsecured retail lending have kept loan 

recovery at the center of banking stability debates 

because unresolved non-performing loans (NPLs) 

impair banks‘ ability to extend new credit and 

transmit monetary policy. Comparative and cross-

country evidence consistently shows that adverse 

macroeconomic conditions (lower GDP growth, 

tighter financial conditions, exchange-rate 

pressures) and certain bank-specific weaknesses 

raise NPLs, which in turn slow growth and credit 

supply (Beck et al., 2015; Klein, 2013; Louzis et 

al., 2012; Sivakumar et al., 2019). Policymakers 

and standard-setters have therefore sharpened 

guidance on credit-risk governance and early 

remediation, emphasizing robust underwriting, 

data-driven monitoring, and timely loss recognition 

(Basel Committee, 2024; 2025). Post-pandemic 

analyses add that temporary moratoria and 

emergency measures initially masked asset-quality 

stress, risking delayed recognition and back-loaded 

recovery challenges once support is withdrawn 

(World Bank, 2022; IMF, 2021). In emerging 

markets, including India, supervisory reports 

highlight healthier balance sheets and declining 

headline NPA ratios in recent years, yet also 

caution that banks and NBFCs must keep 

strengthening collections, IT governance, and 

borrower remediation frameworks as lending 

patterns shift toward retail and digital channels 

(RBI reportage summarized in Reuters, 2024). 

Together, this literature frames loan recovery not 

only as a legal enforcement issue but as a multi-

factor capability spanning borrower behavior, 

product design, analytics, organizational incentives, 

and the enabling regulatory-judicial environment 

(IMF, 2015; OECD, 2025; Lakshmanarao, A., et 

al.,2020).  
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Despite extensive work on the determinants of NPL 

incidence, there is a notable gap regarding the 

*factors that specifically influence the challenges 

banks face in recovering delinquent credit once 

default risk has materialized. Much of the empirical 

literature models NPL ratios as outcomes of macro 

and bank-level drivers; fewer studies unpack 

recovery frictions such as data scarcity on borrower 

cash flows, weak segmentation of past-due 

portfolios, incentive misalignment in collection 

teams and outsourced agencies, digital identity and 

contactability gaps, legal bottlenecks and time-to-

resolution in insolvency or security-enforcement 

regimes, and product-level features (e.g., small-

ticket unsecured loans, BNPL) that complicate 

rehabilitation versus repossession strategies (Beck 

et al., 2015; Louzis et al., 2012; World Bank, 

2022). Cross-jurisdiction guidance stresses early-

warning systems and workout playbooks, but there 

is limited comparative, evidence-based 

prioritization of which operational, regulatory, 

technological, and borrower-behavior factors most 

impede recoveries withinbanksparticularly in retail-

heavy, digitalizing markets after the COVID-19 

policy unwind (Basel Committee, 2025; IMF, 

2021; OECD, 2025). Country snapshots often 

report improved headline NPAs, yet they rarely 

quantify how evolving prudential norms, 

outsourcing practices, and litigation timelines 

interact with borrower heterogeneity to shape cure 

rates, loss-given-default, or time-to-cashleaving a 

practical knowledge gap for managers deciding 

where to invest (analytics, staffing, legal strategy, 

restructuring toolkits) to lift recoveries at scale 

(Divya  et al., 2023; RBI reportage summarized in 

Reuters, 2024; IMF, 2015).  

Accordingly, this study formulates the following 

problem:  

What are the most salient factors that influence the 

challenges in loan recovery within the banking 

system, and how do institutional (governance, 

incentives, outsourcing), regulatory-legal 

(enforcement and insolvency pathways), borrower-

level (financial health, willingness to pay, 

contactability), product-design, and technology-

data capabilities (early-warning analytics, digital 

collections) each contribute to lower cure rates, 

longer resolution times, and higher loss-given-

default? 

By empirically estimating the relative influence of 

these factors and their interactions in a 

contemporary, retail- and SME-exposed portfolio 

context, the study seeks to produce a prioritized, 

evidence-based roadmap for strengthening recovery 

performance and, by extension, financial 

intermediation resilience. 

2. Objectives of the Study 

 To identify and analyze the key 

institutional, borrower-related, regulatory, 

and technological factors that significantly 

contribute to the challenges in loan 

recovery within the banking system, with 

particular attention to their relative impact 

on recovery efficiency and portfolio 

quality. 

 To examine the relationship between 

operational practices—such as credit risk 

assessment, loan monitoring, and 

collection mechanisms—and the rate of 

non-performing asset resolution across 

different categories of loans and financial 

institutions. 

 To develop an empirically grounded 

framework that explains how internal 

governance structures, borrower behavior, 

and legal or procedural delays interact to 

affect loan recovery performance, thereby 

providing actionable insights for 

improving recovery strategies and 

financial stability. 

3. Literature Review 

Research on distressed credit has evolved through 

several complementary streams addressing both 

default incidence and post-default recovery 

outcomes. Cross-national studies affirm that non-

performing loan (NPL) ratios are sensitive to 

macroeconomic volatility, exchange-rate 

fluctuations, and institutional quality, while bank-

specific elements such as credit growth, 

governance, and portfolio diversification amplify or 

mitigate systemic risk (Venugopal et al., 2023; 

Beck, Jakubik, &Piloiu, 2015; Louzis, Vouldis, & 

Metaxas, 2012). The Basel Committee (2025) 

underscores that timely risk recognition, prudent 

credit appraisal, and continuous monitoring are 

pivotal to sustaining portfolio health. Recent 
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findings emphasize that pandemic-era moratoria 

obscured asset stress, leading to deferred 

recoverability challenges once reliefs lapsed 

(World Bank, 2022; OECD, 2025). These trends 

have renewed interest in recovery mechanisms as 

integral to overall credit-risk governance rather 

than a post-failure procedure. 

The determinants of loan recovery extend beyond 

borrower solvency to include contractual design, 

collateral quality, and legal enforceability. Khieu, 

Mullineaux, and Yi (2012) identified collateral and 

seniority as primary recovery drivers, while Wang, 

Jory, and Jiang (2020) demonstrated that during 

crises, macroeconomic conditions and institutional 

response outweigh micro-level factors. Aiyar et al. 

(2015) and the IMF (2021) link robust insolvency 

regimes to faster and higher recoveries, 

highlighting creditor-debtor balance and judicial 

efficiency as critical enablers. These findings 

resonate with the OECD (2025), which advocates 

digital data infrastructure and early-warning 

analytics to support proactive collections and 

restructuring. 

Institutional and regulatory frameworks critically 

influence recovery performance. Comparative 

policy analyses reveal that comprehensive 

insolvency reforms reduce resolution time and 

losses, contingent upon judicial efficiency and 

institutional capacity (World Bank, 2021; OECD, 

2025). In India, studies by Misra (2016) and CARE 

Ratings (2025) observe that instruments such as 

SARFAESI, the Debt Recovery Tribunals, and the 

Insolvency and Bankruptcy Code (IBC) have 

enhanced discipline and realizations but continue to 

face procedural bottlenecks. Official commentaries 

and recent reportage, including by Reuters (2024, 

2025) and the Economic Times (2025), indicate 

governance lapses in asset reconstruction and 

lengthy litigation that affect recovery predictability, 

underscoring the need for stronger institutional 

oversight. 

Complementary Indian literature deepens the 

contextual understanding of banking dynamics. 

Venugopal (2013) emphasized branch-level 

operational reforms and adaptive decentralization 

in ―A Way Forward to Branch Banking,‖ arguing 

that local managerial empowerment enhances credit 

performance and recovery responsiveness. 

Venugopal et al. (2013) traced the socio-economic 

implications of bank nationalization, revealing that 

expansion of nationalized branches widened 

financial inclusion but introduced managerial and 

operational complexities that still affect recovery 

mechanisms. Later studies expanded these themes: 

Venugopal and Vishnu Murty (2019) identified that 

brand loyalty and customer engagement 

significantly influence the public perception of 

national banks, which indirectly shapes borrowers‘ 

repayment attitudes. KammineniDivya, Vakamullu 

Gopalakrishna, and Venugopal (2023) further 

assessed public perceptions of national banks, 

finding that digital adoption, transparency, and 

trustworthiness were pivotal in strengthening 

recovery culture and reducing default tendencies. 

Parallel insights from Aschalew AdaneBrhanu, 

Vishnu Murty, and Venugopal (2018) highlighted 

that internal customer relationship management 

(CRM) practices directly affect employee efficacy 

and recovery efficiency, even in diverse banking 

contexts such as Ethiopian commercial banks. 

Across global and national evidence, recurring 

challenges persist—late risk detection, insufficient 

borrower data, legal inertia, and incentive 

misalignment within recovery departments (Basel 

Committee, 2025; OECD, 2025; Venugopal, 2013). 

Many banks rely on standardized recovery 

strategies with limited customization by loan type 

or borrower behavior, despite evidence that 

segmentation and technology-driven models yield 

superior outcomes (Khieu et al., 2012). Moreover, 

borrower trust and brand loyalty, as demonstrated 

by Venugopal and co-authors, are intangible yet 

significant determinants of repayment compliance 

suggesting that recovery challenges intertwine with 

service quality and institutional credibility 

(Venugopal & Vishnu Murty, 2019; 

KammineniDivya et al., 2023). Collectively, this 

literature indicates that the determinants of loan 

recovery challenges are multifactorial, spanning 

regulatory infrastructure, borrower perception, 

technological readiness, and institutional culture, 

necessitating an integrated empirical framework to 

isolate their relative influence within the banking 

system. 

4. Methodology 

The study adopted a descriptive and analytical 

research design to investigate the various factors 

influencing challenges in loan recovery within the 

banking system. Primary data were collected 

through a structured questionnaire distributed to 
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banking professionals, recovery officers, and loan 

management personnel across public and private 

sector banks. The questionnaire consisted of 

multiple sections, including borrower-related, 

economic, institutional, legal, managerial, socio-

cultural, and technological variables, measured 

using a five-point Likert scale. A purposive 

sampling technique was used to ensure 

representation from both urban and rural banking 

environments. The collected data were analyzed 

using statistical tools such as mean, standard 

deviation, correlation, and multiple regression 

analysis to determine the strength and direction of 

relationships between independent variables and 

the dependent variable, ―effectiveness of loan 

recovery.‖ Secondary data from RBI reports, World 

Bank publications, and peer-reviewed journals 

were also incorporated to validate findings and 

provide a comparative context. The methodology 

ensured both quantitative precision and qualitative 

depth in understanding the multidimensional nature 

of loan recovery challenges. 

5. Analysis 

An analytical interpretation of the items can be 

structured around the seven independent variable 

domains and the dependent variable ―effectiveness 

of loan recovery.‖ Each cluster of statements 

reflects latent constructs that, once measured using 

Likert scaling, can be examined through correlation 

or regression to identify their relative influence. 

The borrower-related factors reveal behavioral and 

attitudinal dimensions of repayment. Persistent lack 

of financial discipline, diversion of funds, and poor 

awareness about obligations typically manifest as 

chronic delinquency and contribute to moral 

hazard. Venugopal and Vishnu Murty (2019) 

highlight that borrower trust and brand loyalty 

shape repayment culture; low engagement erodes 

discipline. Prior empirical studies (Louzis et al., 

2012; Beck et al., 2015) confirm that borrower 

behavior and repayment ethics strongly predict 

NPL formation, implying that these micro-level 

factors directly reduce recovery efficiency. 

Economic and environmental factors represent 

exogenous shocks influencing repayment capacity. 

Inflationary pressure, commodity volatility, and 

climatic disruptions particularly constrain rural 

borrowers who depend on seasonal incomes. 

Venugopal et al. (2013) observed that socio-

economic vulnerabilities inherited from rural credit 

expansion persist, making borrowers more sensitive 

to macro fluctuations. The World Bank (2022) 

similarly notes that post-pandemic slowdowns 

weakened repayment capacity, demanding flexible 

restructuring frameworks. 

Institutional and procedural factors highlight the 

bank‘s internal efficiency. Delays in sanctioning, 

weak monitoring, and inadequate coordination 

between branches and recovery officers create 

informational lags. Venugopal (2013) emphasized 

that branch-level autonomy and digitized 

supervision can shorten procedural bottlenecks. 

When trained personnel and integrated systems are 

lacking, as Basel Committee (2025) warns, the 

probability of default detection decreases and 

recovery cycles lengthen. 

Legal and regulatory factors capture the systemic 

governance dimension. Lengthy litigation, costly 

enforcement, and weak deterrence reduce the 

perceived risk of default among borrowers. Misra 

(2016) and Reuters (2025) found that procedural 

delays under SARFAESI and IBC erode creditor 

confidence. OECD (2025) advocates specialized 

fast-track tribunals and digital case management to 

accelerate recovery timelines, indicating that 

reforming enforcement infrastructure can 

significantly improve the dependent variable. 

Management and policy factors deal with strategic 

oversight. Inadequate credit appraisal, inconsistent 

policy changes, and absence of accountability 

generate structural NPAs. Khieu et al. (2012) and 

Basel Committee (2025) emphasize that weak 

underwriting and follow-up erode recovery 

prospects. KammineniDivya et al. (2023) show that 

transparent communication and stable policy 

enhance public confidence, indirectly supporting 

recovery effectiveness through reputational capital. 

Socio-cultural and political factors influence the 

normative environment of repayment. Political 

interference and loan-waiver expectations distort 

borrower incentives, while social sympathy toward 

defaulters limits enforcement. Venugopal et al. 

(2013) interpreted similar socio-political 

interventions during bank nationalization as 

double-edgedpromoting inclusion yet breeding 

complacency. Empirical patterns (World Bank, 

2021; OECD, 2025) confirm that such exogenous 
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pressures reduce repayment morality and 

complicate collection. 

Technological and operational factors express the 

modernization capacity of institutions. Lack of 

digital monitoring, poor data integration, and 

limited automation particularly handicap rural 

branches. AschalewAdaneBrhanu et al. (2018) 

observed that effective CRM systems enhance staff 

responsiveness and recovery tracking, while 

Venugopal (2013) and Basel Committee (2025) 

advocate data-driven branch banking and 

automated reminders to strengthen borrower 

discipline. The positive influence of technology 

adoption on the dependent variable thus emerges as 

both direct (real-time tracking) and indirect 

(improved borrower communication). 

Overall, the dependent constructeffectiveness of the 

loan recovery process—is expected to correlate 

negatively with borrower indiscipline, economic 

adversity, institutional weakness, legal inertia, and 

political interference, but positively with strong 

management practices, digital infrastructure, and 

transparent governance. Regression or structural-

equation modeling would likely reveal 

technological, management, and borrower-

behavioral domains as the most significant 

predictors of loan-recovery success, aligning with 

recent evidence from both global (OECD, 2025; 

World Bank, 2022) and Indian (Venugopal et al., 

2013; KammineniDivya et al., 2023) studies. 

6. Suggestions 

 Improving loan recovery in the banking system 

requires the combined efforts of borrowers, 

institutions, regulators, and policymakers. 

Borrowers should be encouraged to develop 

stronger financial literacy and repayment 

discipline. Awareness campaigns, especially in 

rural areas, can educate borrowers about the 

long-term implications of defaults and the 

importance of proper financial planning. 

Borrowers must be guided to use loans for 

productive purposes and integrate repayments 

into their household budgeting. Building self-

accountability through peer monitoring groups 

or joint liability models can enhance 

repayment ethics and reduce moral hazard in 

community-based lending. 

 Banking institutions should strengthen their 

internal systems to prevent defaults and 

streamline recovery. Introducing digital loan 

monitoring and centralized dashboards can 

improve transparency and track overdue 

accounts in real time. Recovery officers and 

branch-level staff need regular training in 

financial negotiation, digital tools, and legal 

frameworks to improve efficiency. 

Coordination among branches should be 

strengthened to ensure that borrowers with 

multiple accounts receive consistent follow-up. 

Establishing specialized recovery units staffed 

with financial and legal experts can reduce 

delays and improve recovery outcomes. 

 Policy and regulatory reforms are essential to 

address systemic inefficiencies. The legal 

process for loan recovery remains time-

consuming and expensive; therefore, the 

establishment of fast-track tribunals for small 

and medium defaults can help reduce backlog 

and enhance enforcement. Stronger penalties 

for willful defaulters and improved 

implementation of laws under SARFAESI and 

IBC are necessary to restore creditor 

confidence. Regulators should promote real-

time NPA reporting and predictive analytics at 

the national level to anticipate sectoral distress. 

Expanding credit information systems into 

rural areas will help in assessing borrower risk 

more accurately and improving the reach of 

formal credit. 

 Bank management should adopt data-driven 

decision-making and maintain consistency in 

credit policies. Predictive risk assessment tools 

can identify vulnerable accounts before they 

turn delinquent, enabling early restructuring. 

Frequent policy changes must be avoided, as 

they create uncertainty among staff and 

borrowers. Reward systems linked to recovery 

performance can foster accountability and 

motivate recovery officers. Strengthening 

customer relationship management, as 

suggested by Aschalew Adane Brhanu, Vishnu 

Murty, and Venugopal (2018), will build long-

term engagement and trust, encouraging 

borrowers to remain compliant. Ethical 

governance and transparency in recovery 

procedures are also vital for maintaining public 

trust in banks. 
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 Legal and judicial stakeholders should focus 

on procedural efficiency. Increasing the 

number of debt recovery tribunals, introducing 

digital case management systems, and setting 

statutory timelines for loan-related cases will 

help in faster resolution. Alternative dispute 

resolution methods such as mediation and 

arbitration can be institutionalized for small 

loans to reduce the burden on courts. Enhanced 

coordination between banks and legal 

professionals can further streamline 

documentation and enforcement. 

 Socio-political and cultural factors require 

careful handling to prevent disruption in 

repayment behavior. Political interference and 

blanket loan waivers weaken the repayment 

culture and create expectations of future 

exemptions. Policymakers should design 

targeted restructuring schemes instead of 

general waivers, ensuring that relief reaches 

only genuinely distressed borrowers. 

Awareness programs can promote repayment 

as a moral and social responsibility, while 

community-based monitoring committees can 

support local-level collection efforts and 

restore credit discipline. 

 Technology adoption remains central to 

recovery improvement. Banks should develop 

integrated digital platforms to connect loan 

sanctioning, monitoring, and recovery units. 

Automated alerts and SMS reminders can 

improve repayment punctuality, particularly 

among rural borrowers. Expanding digital 

infrastructure and mobile payment systems in 

remote areas will enhance repayment 

convenience and transparency. FinTech 

collaborations can support banks with 

predictive analytics to identify high-risk 

borrowers and optimize recovery strategies. 

7. Conclusion 

The effectiveness of loan recovery in the banking 

system depends on the collective functioning of 

borrowers, institutions, policymakers, and 

technological enablers. The analysis indicates that 

borrower discipline, sound credit appraisal, timely 

monitoring, legal efficiency, and the strategic use 

of digital tools are interdependent determinants of 

recovery success. Persistent challenges such as 

weak enforcement, inadequate financial literacy, 

and political interference continue to hinder 

performance, particularly in rural and small-scale 

lending contexts. Strengthening institutional 

capacity through digital integration, staff training, 

transparent governance, and predictive analytics 

can greatly enhance recovery outcomes. 

Simultaneously, borrowers must be empowered 

through financial awareness and accountability 

measures to sustain a healthy credit culture. When 

supported by coherent policies and efficient judicial 

mechanisms, these measures can collectively 

ensure a more resilient, transparent, and sustainable 

loan recovery framework for the banking sector. 
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