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Abstract
This research is aimed to examine the mediating effect of credit management for strategic planning
and financial performance of microfinance institutions in Palestine. The questionnaires were
distributed randomly among 270 experienced employees in strategic planning and credit
management. The path analysis was employed to test the research hypotheses. The result revealed
that strategic planning dimensions have no significant effect on financial performance, while
strategic planning has a vital positive effect on credit management. Moreover, credit management
was demonstrated to fully mediate the linkage between strategic planning and financial
performance. The current study proved the hypothesis that credit management played an important
mediating role in the relationship between strategic planning and financial performance.
Microfinance institutions have good strategic planning and effective credit policy that leads to
better financial performance indicators. Therefore, microfinance institutions are recommended to
design a proper strategy in line with their credit management practices and procedures that provide
a strong risk assessment to save their financial resources. By doing this, the best financial

performance would be achieved.

Key words: strategic planning, credit management, financial performance, micro finance

institutions.
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CHAPTER ONE: Introduction

1.1 Background of the Study

Nowadays, many people are shifting towards microfinance. Microfinance is defined as
loan money to, money transfers, saving accounts, insurance, and other financial services that are
provided to basically low-income people. In this context, microfinance institutions (MFIs)—
includes providers that differ in structure, mission, practices, and procedures—offer these financial
services to customers who do not have easy access to majority banks or other official financial
service providers. In general, MFIs make their financial revenues and profit from loans and other
financial services given to clients based on interest fees, charges, and penalties. Moreover, financial
revenue includes profits from other financial assets such as and not limited to investments in different
projects, programs, and portfolios. However, MFI’s financial activities would include many
expenses such as; operating expenses (rent, salaries, etc.), loans’ interest expense, and the expected
customer’s loans loss. MFIs is considered as a Profitable institution if their total income exceeds
their actual expenses. Nevertheless, it has been noted that Microfinance is reflected as a tool to be
used for fighting against poverty, especially in the developing countries (Lafourcad et al., 2005).

On the Palestinian level, it was found that MFIs play an important role in the economy on
the direct and indirect level. The more developing of these types of financial resources is helping in
women enhancement and is spreading as an emerging trend in developing countries. They are also
playing a very positive role for the benefits associated with the growth of the economy. With the
concern of the direct benefits, the majority helped in increasing their growth income as well as rise
their opportunities particularly in livestock, clothing, agriculture, etc. through the availability of

financing prospects (Karsh & Deek, 2019).



One of the largest challenge and risk that take place in the financial institution, is giving
money to the low-income people and not getting it back. For example, credit risk is a particular
issue for MFIs as most micro lending are unsecured (i.e., the traditional collateral does not usually
secure microloans) as argued by Churchill and Coster (2001). Several bank institutions do not extend
credit to these kinds of clients due to the expected high risk for repayment of money and interest,
beside the principle amount itself. The targeted clients are those who can’t get credit from banks or
any other financial institutions due to the inability to provide guarantee that secures giving the taken
money back. Therefore, MFIs require designing comprehensive credit management procedure that
includes the identification of existing and possible risks might affect the lending activities.

Credit management is considered one of the most significant activity in organizations, it
can’t basically be ignored regardless of the business nature. This procedure ensures that customers
will pay for the provided services and/ or products. Myers and Brealey (2003) defined credit
management as procedures and policies implemented by an organization to guarantee keeping an
ideal level of credit and managing it effectively.

On the other side, there are many reasons for using strategic plan; including and not limited
to increasing organizational performance, and enhancing an operational framework which help the
institution to have a competitive advantage (Hahn and Powers, 1999). Porter (1997) added that
working according to strategic plan would help the organization in cutting overhead and
restructuring its current resources within the strategic domain while the organization might be
working on expanding its products and / or services. On the other hand, Stahl (1998) believed that
following different foundation for developing strategic plans could assist in providing employees
within the organization with the needed information that will motivate them at work. The researcher

examines the impact of strategic planning tools (mission, vision, and goals) on the financial



performance of microfinance institutions in Palestine, taking the credit management as a mediating
effect. The main purpose of that examination is to measure the level of strategic planning in these
institutions and the implementation of it. the researcher also examines the deployment extent of
strategic plans and how appropriate credit management could affect their financial performance and

sustainability, especially in Palestinian microfinance institutions.

1.2 Research Problem

Microfinance institutions (MFIs) are adopted as partners in supporting small and medium
businesses/ enterprise. On the other hand, they serve as a tool that reduces the level of shortage in
developing countries’ economies such as the economy of Palestine. As the sector endures to
register the influx of the new microfinance institutions, several have been registered bankrupt
which rises questions about strategic planning activities and role among microfinance institutions
(Joseph, 2016). Ineffective implementation of strategic planning in many organizations is
considered one of the main reasons that lead to not achieve the expected performance (Noble,
1999). In the same context, implementation of strategy plan is identified as a problem question
and causes source of frustration in many institutions. Unfortunately, very few studies have
discussed issues related to strategy design process and procedure of MFIs (Alatrash, 2018).
Furthermore, little research has been conducted on the problems that companies might face in the

implementation of their strategic plans.

Different components of a strategic process and procedure would impact the organizations’
performance. For instance, the components that were connected, positively influenced, and
statistically significant are “involvement of top management in the process” and “having a mission
statement”. Both of these components describe the importance of the process and procedure in the

institution which have an important influences on the cost-effectiveness of the organization.
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Although all these firms had experienced growth in sales rates as well as growth in distributing
their products, the aforementioned two processes lead to increase the average yearly revenues over
time. These findings point the importance of “top management’s active involvement in providing
direction” to the institution and “having their and organization’s role and position in the economy
and the society” clearly articulated, formalized, and used as a guide for the organization’s activities

and processes” (Efendioglu & Karabulut, 2010).

Appropriate credit management is an important requirement for Microfinance institutions’
(MFIs) stability and ongoing profitability, on the other hand not strong and weak credit policy
would lead to poor financial performance. According to Gitman (1997), the possibility of non-
performing loans rises as credit standards are in a relaxed status. Therefore, organizations is
recommended to ensure that the management of receivables is both effective and efficient. Such
delays on gathering cash from borrowers on time would cause serious financial challenges; as this
would increase bad debts and would disturb client relations. In case of receiving the payment late,
profitability would decline, and if payment is not made at all, then a total loss would take place.
For the above mentioned reasons, businesses are recommended to put credit management into
consideration and to work on managing it strategically.

Farugee et al (2011) & Saleh et al (2020) explained that the relationship between
organization’s strategic planning efforts and performance by taking credit management as
mediating effect which received significant attention. Still, despite the number of studies
examining this relationship, the results have not been focused on studying the mediating effect of
credit management and the impact of strategic planning tools and practices on financial

performance in Microfinance institutions (MFIs) in Palestine.



1.3 Research Questions

This thesis aims to assess the mediating effect of credit management on the relationship of
strategic planning on financial performance in Palestinian MFIs. This will lead to clear answers to
the research question “do credits management mediate the relationship between strategic planning

and financial performance?".

1- What is level of credit management in the context of microfinance institutions in Palestine?
2- What is the level of strategic planning in Palestinian microfinance institutions?
Sub questions:
A. What is the impact of vision on financial performance of Palestinian MFIs?
B. What is the impact of mission of financial performance of Palestinian MFIs?
C. What is the impact of strategic goals on financial performance of Palestinian MFIs?
3- What is the level of financial performance for the microfinance institutions in Palestine?
4- What is the impact of strategic planning on financial performance of Palestinian MFIs?
5- Does credit management mediate the relationship between strategic planning and financial

performance in Palestinian MFIs?

1.4 Research Hypotheses

The testable hypotheses were formulated in line with research questions and were
subjected to empirical investigation:
Hi. There is significant impact of strategic planning on the financial performance of MFIs in

Palestine.

Sub-hypotheses



Ho1. There is significant impact of vision on the financial performance of MFIs in Palestine.

Hoz. There is significant impact of mission on the financial performance of MFIs in Palestine.

Hos. There is significant impact of Strategic goals on the financial performance of MFIs in

Palestine.

H2. There is a significant impact of Strategic planning on credit management of MFIs in Palestine?

H3. Credit management mediates the relationship between strategic planning and financial

performance.

1.5 Research Objectives

In light of the scope and interest of this study, the study seeks to achieve the following

objectives:

1. To examine the impact of strategic planning on the financial performance of MFIs in
Palestine.
Sub objectives:
A. To examine the impact of vision on the financial performance of MFIs in Palestine.
B. To examine the impact of mission statement on the financial performance of MFIs
in Palestine.
C. To examine the impact of strategic goals on the financial performance of MFIs in
Palestine.
2. To examine impact of Strategic planning on credit management of MFIs in Palestine
3. To examine the mediation effect of Credit management on the relationship between

strategic planning and financial performance.



1.6 Research Significance and Justifications

In refence to the literature review, it was found a limited studies that have discussed the

mediating effect of credit management on strategic planning and its impact on financial

performance, particularly for MFIs operating in Palestine. Therefore, this study undertakes three

main tools in strategic planning which are vision, mission, and strategic goals and measure their

effect on financial performance especially on MFIs in Palestine, which in turn shows us the power

extent of the aforementioned tools on the financial performance of Palestinian MFIs. This study

also presents suggestions and recommendations that benefit in implementing strategic plans and

credit management in Palestinian MFIs. Therefore, this topic was specifically chosen to be able to

advance the level of financial performance in MFIs, which will be reflected by the level of strategic

planning and credit management in MFIs. For that reason, this study could be beneficial on the

theoretical and practical level as follows:

1-

The scientific importance for researchers and academics: The study clarifies the tools of
strategic planning including mission, vision, goals and its importance in microfinance
institutions. It would pave the way for further research on MFIs that putting and
implementing strategic plans and taking credit management as mediating effect on their
financial performance.

The practical importance of decision makers in Palestinian MFIs: the effect of strategic
planning components and credit management on financial performance in Palestinian MFIs
forms a solid understanding of strategic planning and credit management on financial
performance fields in Palestinian MFTs.

Highlighting the importance of credit management and strategic planning in Palestinian

Monetary Authority: The importance of credit management and strategic planning and its



role in the success and continuity of microfinance institutions is very important and must

be adopted by these institutions, and institutions must implement strategic planning tools

to improve their financial performance and having sustainability. In conclusion, the results

of this study is expected to help Palestine monetary authority in putting their instructions

to Palestinian MFTs, set, and implement suitable credit management and strategic plans.

1.7 Terminologies

Table 1

: Table of terminologies

Terminology

Definition

Reference

A procedure of granting credit, the terms it's granted on and recovering
this credit when it's due. This activity takes place within a bank or
company to monitor credit policies that will enhance profits and reduce
financial risks. The Credit Management function incorporates all of a
commercial bank’s activities aiming at ensuring that clients pay the
borrowed money within the defined payment terms and conditions agreed
on previously.

Scholtens &
Wensveen,
(2003)

Effective Credit Management helps in preventing late payment or non-
payment, as the two being the greatest risks commercial banks would face
when conducting their operation activities.

Kakuru. (2003)

Credit management

The major responsibility of the credit management function in banks is to
ensure credits are gathered on time, that any signs a client might default
are acted upon early, and that any overdue credits are “chased” to avoid
unwanted losses.

Zago et al.
(20006)

The current study describes credit management as policies, procedures,
and strategies adopted by a financial institution to make sure that they keep
an optimal level of credit and its effective financial management.

Fi

nancial
performa

banking performance includes measuring the results of the bank’s policies,
procedures, and operations in both monetary and non-monetary terms

Gatuhu (2013)




the ability to work and grow efficiently, profitably, sustainability reacting
to the environmental opportunities, risks, and threats. In agreement with
this.

Turyahebwa
(2013)

banks performance is measured by how efficient the enterprise is in use of
allocated resources compared to achieving its objectives

Pandey (2003)

a subjective measure of how well a company can use assets from its
primary mode of business and generate profits.

Investopidia
(2017)

This study used the term as a general measure of a firm's overall financial
health over a given period of time, and can be used to compare similar
companies in the same industry or to compare industries or sectors in
aggregation.

Strategic planning

is the emphasis on a systematic, stepwise approach to strategy
development

(e.g.,Armstrong,
1982; Ocasio &
Joseph, 2008)

series of logical steps which includes the definition of a mission statement,

Schendel and

long-term  goals, environmental analyses, strategy formulation, | Hofer (1979)
implementation, and control

“formal strategic planning calls for an explicit [emphasis in original] | (Armstrong,
process for determining the firm’s long-range objectives, procedures for | 1982: 198; see
generating and evaluating alternative strategies, and a system for | also Boyd,
monitoring the results of the plan when implemented” (1991)

a periodic process that includes different activities such as annual
assessment of performance goals, budgeting, and translating priorities into
resource allocation decisions.

Ketokivi  and
Castacer (2004)

the process of using systematic criteria and investigation to formulate,
implement, and control strategy, and formally document organizational
expectations.

Hopkins and
Hopkins (1997:
637)

In this study the researcher defines strategic planning as a formalized
process that provides a structured approach to strategy formulation,
implementation, monitor, and control. The purpose of strategic planning
is to have an impact on an organization’s strategic direction for a given
period and to integrate and coordinate as well as developing strategic
decisions. Strategic planning includes a range of different activities
designed to fulfill this purpose (such as strategy reviews, generation of
strategic plans, meetings etc.)




CHAPTER TWO: LITERATURE REVIEW

This chapter aims to offer an overview of the existing literature in the subject area. Credit
management theories and empirical research on financial performance, strategic plans and credit

management will be investigated.

2.1 Relevant Theories

In reference to previous studies, it was found a knowledge gap in assessing credit
management and applications (Mohamed Farid, 2020). One of these studies is information
asymmetry that refers to a situation in which not everyone involved in a project has access to all
relevant information (Muli, 2017).

According to Muli (2017), a company’s owners or management know more about their firms’s
prospects and dangers than lenders; this is an example of information asymmetry. When not all
participants in a project have the same information, it is known as “information asymmetry”
(Farugee et al., 2011; Saleh et al., 2020). There is an information imbalance in the loan market
when a borrower understands more about the possible risks and rewards of the investment projects
(Muli, 2017). However, the lender does not have enough information on the borrower to make an
informed decision (Farugee et al., 2011; Mouamer, 2011). Financial institutions have two obstacles
due to perceived information asymmetry, according to Farugee et al. (2011): moral hazard and
adverse selection (making errors in lending decisions). Financial institutions will find it

challenging to deal with these challenges since investing resources in appraisal and monitoring is
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not cost-efficient when lending small amounts; this is because Financial institutions cannot process
loan applications and keep track of their debtors because of the lack of open access to data
(Samandar, 2014; Mouamer, 2011).

Clients are in knowledge asymmetry (Samandar, 2014). Entrepreneurial talent, passion, and the
business’s prospects cannot be judged in this situation because of a lack of information; this is also
a double-edged sword for the client (Mouamer, 2011). Adverse selection arises when financial
institutions lend to companies that fail or refuse to lend to those that succeed or have a chance of
succeeding.

Uncertainty regarding clients’ creditworthiness and financial health prevents institutions
from making optimal sales judgments. When customers are unclear about institutions services,
they cannot make the best financing decisions (Mouamer, 2011). Customers may evaluate the
product’s quality and value for money before purchasing, which solves the asymmetric
information issue (Samandar, 2014). Buyers will select suppliers who grant credit since it shows
the merchants are confident in their products/services. Trade credit is often accepted as an implicit
guarantee for product quality (Saleh et al., 2020). On the other hand, sellers gain valuable
information about their customers’ financial health through payment patterns and their ability to
take benefits of early payment discounts when offered (Samandar, 2014; Saleh et al., 2020). They
use credit periods to signal high and consistent product quality or long-term existence to the
market.

Customers may face higher costs and tarnished reputations due to suppliers’
inconsistencies in manufacturing processes (Mouamer, 2011). Regulators can shut down financial
institutions if they do not manage regulatory compliance properly, which can cause significant

disruptions to their customers’ businesses (Saleh et al., 2020). Additionally, some organizations
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seek suppliers with the best environmental practices to mitigate risks to their end-product quality,
brand image, and corporate reputation by finding suppliers with better environmental practices
(Saleh et al., 2020). Information asymmetry is an issue because institutions management methods
are complicated for customers to examine.
%ause of the unusual finance structure, scientists have created and tested hypotheses such as;
e The principal-agent model:

In the principal-agent model, one side is the principal, while the other is the agent (Jasmi, 2021).
However, in this scenario, the key stakeholders, namely the donors, need the welfare mission to
be prioritized, but the agents, namely the management of MFIs, place more emphasis on
profitability to improve the financial status of the institutions.

e Profit-Incentives Theory:
MFIs use the Profit-Incentives Theory when they utilize commercial financing rather than donor
money to satisfy the needs of the poor while still staying financially sustainable, as is the case in
many developing nations. Because donor funding is constrained and has been called into doubt,
the efficiency of microfinance institutions is delayed (Rishad, 2012).

e Trade-off Theory

Trade-off theory, developed by Myers (1984), requires decision-makers to weigh the costs and
benefits of various leverage programs before making a choice. When it comes to microfinance, the
institution’s social and financial objectives must be balanced. Using their liquid assets or retained
profits as a source of capital increases the likelihood that organizations may seek money from other
sources if their resources become exhausted. Donaldson made his first presentation of this
hypothesis in 1961. Therefore, investment equity may be covered without further financing from

other sources (Jasmi, 2021).
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e Life-Cycle Theory:
The Life-Cycle Theory is essential in microfinance development and private capital transfer
(Jasmi, 2021). Early-stage microfinance institutions carry out their social missions, whilst mature
microfinance institutions, to assure their financial viability, utilize private money use donor grants
and soft loans from social investors and donors. The Life-Cycle Stage Theory is used to develop
testable hypotheses concerning MFI financing patterns, specifically how the choice of funding
sources affects MFIs’ aims to maintain financial sustainability and provide services to the less

fortunate (Jasmi, 2021).

2.2 Strategic Planning

According to Nagy and Fawcett (2018), VMOSA stands for vision, mission; objectives;

strategies; and action plans. VMOSA aids businesses in achieving short-term goals while
preserving a long-term perspective; this kind of planning helps the company establish a clear goal,
gain agreement, and solidify its aspirations (Nagy & Fawcett, 2009; Nagy & Fawcett, 2018). A
group’s “VMOSA” may be defined via strategic planning. Any firm may use VMOSA, an essential
planning tool for any community project (Danilina & Majorzadehzahiri, 2020). The organization
may benefit from using this comprehensive planning tool (Danilina & Majorzadehzahiri, 2020).
2.2.1 Vision:
A business’s ideal vision of a community or a firm may express the collective aspirations for the
future of a group (Nagy & Fawcett, 2009). The business’s beliefs and values are made clear to the
public by establishing a vision statement to own participants, staff, and volunteers (Nagy &
Fawcett, 2009).

2.2.2 Mission Statement:
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The next step in action planning is to write out the mission. A company’s goals and objectives are
outlined in its mission statement (Nagy & Fawcett, 2018). In some ways, mission statements and
vision statements are the same; however, mission statements tend to be more action-oriented (Nagy
& Fawcett, 2009).

2.2.3 Objectives:

To attain a goal, a corporation must first identify its goals. To meet the overall objectives of the

initiative, specific goals must be met (Nagy & Fawcett, 2009; Danilina & Majorzadehzahiri, 2020).
It is common for an organization’s objectives to define how much money should be spent and by
when (Danilina & Majorzadehzahiri, 2020).

2.2.4 Strategies:

The next step in the VMOSA process is to create strategies, which is how the initiative intends to
accomplish its objectives (Nagy & Fawcett, 2018). Typically, organizations use a wide range of
strategies that include people from various parts of the community. Some of these plans include
people and resources from throughout the community, while others are more focused on a specific

area (Danilina & Majorzadehzahiri, 2020).

2.2.5 Action plan:

Action plan is identifying detailed steps that can be executed and should be followed

to achieve organizational strategic visions or personal goals (Baker and Taylor, 2007). It is
also considered as the road map of explaining how to solve problems in various settings more
effectively (VanGundy,1988). In a corporate environment, action plan would

include company strategical goal, annual budget, resources, and investment programs (Nagy&

Fawcett, 2018).
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2.3 Credit Management

According to Agu and Okoli’s research (2013), credit histories are checked by financial
organizations when people and businesses apply for new credit accounts or loans. A study by
Wang et al. (2012) examines whether or not a borrower would default on a loan by looking at five
distinct indicators: (Agu & Okoli, 2013). Capacity, capital/fund, circumstances/conditions,
character, and collateral are examples of these aspects. There are no legal requirements to employ
the five Cs in the lending process, but most lenders do (Wang et al., 2012). Lenders utilize various
strategies to evaluate the five components of credit since they are not always quantifiable (Yap,
Ong, & Husain, 2011). The borrower’s ability to repay a loan is the essential factor in assessing
whether or not they are creditworthy.

1. Capacity: If a borrower cannot repay the loan amount and terms, the lender should not
provide the loan (Yap, Ong & Husain, 2011). Applicants seeking business loans must
show a history of financial success (Wang et al., 2012). Creditors need details on the
borrower’s income and job stability (Wang et al., 2012). Their current debt obligations are
also compared to their anticipated monthly revenue or earnings (Yap, Ong, & Husain,
2011).

2. Capital: When determining a borrower’s creditworthiness, lenders consider their capital.
A loan may be obtained with the help of the owner’s equity in the company, retained
earnings, and other assets. Investment or savings accounts are required as collateral for
personal loans (Agu & Okoli, 2013). If a borrower loses income or revenue while repaying

a loan, lenders perceive capital as a backup plan (Yap, Ong, & Husain, 2011).
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3. Conditions: The borrower’s financial situation is also a creation of circumstance (Wang et
al., 2012). Before approving a loan, business lenders consider both the loan’s purpose and
the broader economy (Yap, Ong, & Husain, 2011). Loans for working capital, equipment,
and expansion are standard (Yap, Ong, & Husain, 2011). This is more important for
businesses than individuals (Wang et al., 2012). Debt consolidation, large purchases, and
renovations are just a few of the most typical reasons people have to move.

4. Character: Financial history and reputation are examples of a borrower’s “character”
(Wang et al., 2012). Lenders strongly believe that a borrower’s prior activities are the best
indicator of their future behaviors (Yap, Ong, & Husain, 2011). It is possible to quantify
and qualitatively evaluate a borrower’s moral virtues and trustworthiness (Wang et al.,
2012).

5. Collateral: Collateral, such as the borrower’s assets, is used to secure the loan. In many
instances, people who owe money are willing to put up valuable assets such as their homes
and automobile as collateral (Yap, Ong, & Husain, 2011). This is because lenders prefer
to lend money to those with collateral since they may take the asset if the debt is not repaid
(Agu & Okoli, 2013). Liquidation may be better managed if financial institutions know

how much their collateral is worth.

2.4 Financial Performance

To put it simply, “financial performance” refers to how a company’s policies and activities
affect its bottom line. Profitability, return on assets, and value-added are all measures of the
company’s performance that represent these outcomes. Turshan and Abdel Karim (2020) remark
that Alkhatib and Harasheh (2012) refer to financial performance as the capacity to work

effectively, economically withstand, develop, and adapt to environmental prospects and dangers.
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To measure an organization’s performance, Turshan and Abdel Karim (2020) say it is based on
how well it utilises its resources to accomplish its objectives. According to Abueid, Rehman, and
Nguyen (2022), underperforming assets are to blame for the low performance of many businesses.
MFIs charge interest, fines, and fees on loans and other financial products to generate revenue
(Abueid, Rehman, & Nguyen, 2022). Investment income and other sources of financial revenue
are all considered in calculating net income (Abueid, Rehman, & Nguyen, 2022). Operating
expenditures, Loan loss expenses, and borrowing fees are charges MFIs face in their day-to-day
financial operations. Profitable businesses generate a profit (i.e., operating income exceeds total
expenses).

It seems that the financial systems approach that highlights the necessity of financially
sustainable microfinance programs has a better chance of success, according to Turshan and Abdel
Karim’s (2020) analysis. According to this opinion, financially sound microfinance enterprises are
needed for long-term, large-scale outreach to the underprivileged (Turshan & Abdel Karim, 2020).
A shortage of easily accessible financial data and variations in reporting in a largely unregulated
business make it difficult to evaluate the effectiveness of MFIs (Alatrash, 2018). The effectiveness
of microfinance organizations may be evaluated using a broad variety of financial criteria (Abueid,
Rehman, & Nguyen, 2022). Many MFI performance measures, such as profitability and risk, may
be challenging to coordinate because of the wide range of possible metrics (Abueid, Rehman, &
Nguyen, 2022; Ramadan & Ahmad, 2018). Consider each ratio’s significance while examining the
aspects that contribute to the financial success of MFIs (Ramadan & Ahmad, 2018).

It is all about getting the most out of what you have with the least effort. The purpose of
efficiency is to use as few resources as possible, including human time and energy, to create a

particular item (Bocken et al., 2016). To put it another way, equity owners should expect to make
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more money after taxes because of the purchase. An occurrence or a proposition’s probability may
be quantified mathematically in probability theory (Batanero, Henry, & Parzysz, 2005). It is
impossible to predict the outcome of a given event with certainty; hence the likelihood of it
happening is measured in decimal places between 0 and 1 (Batanero, Henry, & Parzysz, 2005).
The possibility of anything unpleasant occurring is known as risk.

As a consequence of an action, how it affects other people’s perceptions of what is
important to them and what is not. It may be defined in several different ways. Efficiency refers to
the capacity of a system to provide the most significant amount of output with the least amount of
effort. An organization’s efficiency may be measured by how much work and energy it uses to
achieve a particular result (Bals & Turkulainen, 2017). As a result, stock investors are expected to
reap a more significant financial reward. Probability representations are used in probability theory
to describe the likelihood that an event or proposition will occur (Batanero, Henry, & Parzysz,
2005). Probability may be expressed as a number between 0 and 1, with 0 being the most unlikely
and one being the most probable. Risk is the possibility that something unpleasant will happen.
Constant uncertainty about how anything you are doing will affect your values and how it will
affect your life in the wrong way. It may be defined in many different ways.

Microfinance organizations’ financial stability is becoming more critical. Several
microfinance institutions (MFIs) have undergone restructuring due to a shortage of resources
(Shihadeh, 2021). It is deemed sustainable if financial help and subsidies are taken away from a
program (Ramadan & Ahmad, 2018). It thinks that “removing all subsidies, even those less evident
subsidies, such as loans issued in hard currency with repayment in local currency”, would allow it
to generate a profit sufficient to cover its expenditures (Shihadeh, 2021). According to Turshan

and Abdel Karim (2020), independent microfinance institutions (MFIs) outperform commercial
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banks in developing countries and non-independent MFIs in terms of both return on assets (ROA)
and return on equity (ROE) (Alshehhi, Nobanee, & Khare, 2018). Commercialization is crucial
for microfinance institutions (MFIs) to seek greater profitability and self-sufficiency (Alatrash,

2018).

2.5 Strategic Planning and Credits Management

Zemedkun (2019) mentioned that while management was involved in strategic planning to
make sure the process is complete, little or no attention has been paid to whether or not
management had the needed skills to make strategic planning work in large corporations. Rather
than being a direct result of strategic planning, better financial performance is, according to
Shihadeh (2021), the result of a company’s whole spectrum of managerial capabilities. The ability
to contribute successfully to the strategic planning process requires knowledge and skill.
According to Shihadeh (2021), strategic planning expertise may influence how much participation
companies have in the strategic planning process (Abu Zir, 2016). Because their managers do not
grasp how the strategic planning procedure works, companies do not spend a lot on it, according
to Zemedkun (2019).

On the other hand, any business should not overlook credit management when dealing with
credit, regardless of its corporate type. Payment assurance ensures that consumers will pay for the
items or services (Tabbaa, 2020). According to Tabbaa (2020), a company’s procedures and tactics
for maintaining and successfully managing credit are known as credit management (Li et al.,
2020). Financial management includes credit analysis, rating, classifications, and reporting
(Tabbaa, 2020). Rana (2019) defines credit management as how a financial institution manages its
credit sales. Every business that deals in credit must have it because no such thing as credit risk or

default risk is eliminated (Rana, 2019; Tabbaa, 2020).
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Additionally, Effective credit risk management is essential for any financial institution
overall risk management strategy and long-term viability (Zemedkun, 2019). Lending decisions
must be based on proper risk assessments if the bank is to sustain its profitability (Zemedkun,
2019). According to Zemedkun (2019), the long-term success of all financial institutions depends
on effective credit risk management & suitable strategic plan.

Overall, strategic planning and credit management complement each other to reach higher

performance and efficiency for organizations.

2.6 Credit Management and Performance

According to Atout (2015), the more money a company has to spend on financing to keep
its accounts receivables, the higher the costs are (Thabet & Alaeddin, 2017). The interest that a
company would pay if these receivables were not paid on time and the company-needed money
quickly is called the “opportunity cost” (Atout, 2015). Commercial banks and other businesses
need to manage their credit well to make money, as loan choices and hazardous assets impact
deposit banks’ ability to survive and thrive (Li et al., 2020; Saleh et al., 2020). One of the most
important indicators of the soundness of a deposit MFI’s credit portfolio is its credit management
(Lietal., 2020). Good credit management requires a firm to manage client credit lines responsibly
and efficiently (Thabet & Alaeddin, 2017). Customers’ credit history, financial condition, and
changing payment habits must be taken into account by companies to reduce their exposure to
over-reserving, bad debt, and bankruptcy risk (Thabet & Alaeddin, 2017).

As soon as a customer makes a purchase, they begin the process of credit management.
Completing the sale is just as crucial to the transaction (Saleh et al., 2020). A transaction is not
complete until the money is in the hands of the client (Thabet & Alaeddin, 2017). Consequently,

sound lending practices must guarantee that the borrower can make anticipated interest payments
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in full and on time; otherwise, the profit from interest earned would be reduced or eliminated when
the client finally fails to pay the loan (Thabet & Alaeddin, 2017; Saleh et al., 2020). Credit
management is primarily concerned with the management of debtors and debt financing. Credit
management has two key objectives: conserving and improving operating cash flow and reducing
credit risk (Li et al., 2020). Credit extensions to consumers, payment collection, and risk reduction
require adhering to regulations and procedures when extending credit and collecting payments.

In their research, Zou and Li (2014) discovered that risk management for microfinance
firms is a dynamic process that should be produced regularly and evaluated once a risk has
occurred. It requires complicated preparation and dedication for all parties concerned (Zou & Li,
2014). It’s encouraging to know that risk-related losses may be mitigated by using prudent
portfolio and cash flow management, establishing a robust institutional infrastructure with talented
human resources and introducing client discipline via effective stakeholder coordination (Zou &
Li, 2014).

In his research on bank risk management, Zemedkun (2019) stated that banks and other
financial institutions must satisfy imminent regulatory requirements for risk assessment and
capital. Building a sound risk management system conforming to regulatory requirements is the
best-case scenario (Zemedkun, 2019). Managers, it was said, need credible risk metrics to allocate
capital to ventures with the best risk/reward ratios (Zemedkun, 2019). To keep within the
constraints set by easily accessible liquidity, customers, creditors, and regulators alike, it is vital
to know how much the firm will lose (Zemedkun, 2019). Positions should be monitored, and
divisions and individuals should be encouraged to take calculated risks (Zemedkun, 2019).

Abu Zir (2016) discovered a substantial correlation between financial institution

performance (in terms of profitability) and credit risk management in his study on bank
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performance and credit risk management (in terms of loan performance). Better credit risk
management directly leads to improved performance (Abu Zir, 2016). As a result, appropriate
credit risk management is critical for financial institutions to safeguard their assets and
shareholders’ interests (Abu Zir, 2016); this impacts microfinance organisations. In their
examination, the researchers utilised a variety of methodologies (Abu Zir, 2016). According to
Abu Zir, microfinance institutions have several problems offering efficient and effective services
(2016).

The bulk of losses incurred by financial institutions and banks are due to outright default
by clients who are unable to satisfy their commitments in trading, settlement, lending, and other
financial operations, according to research by Zemedkun (2019). Banks face credit risk when they
engage with consumers, businesses, other financial institutions, and governments (Zemedkun,
2019). Equities in a bad portfolio may face liquidity and credit problems (Zemedkun, 2019). Credit
risk management aims to minimise a bank’s credit risk exposure to maximise its risk-adjusted
return (Zemedkun, 2019).

It was found that short-term loan has a significant impact on the outreach of microfinance
institutions (MFI), according to a study by Ndegwa (2017). However, when it came to default
rates, long-term debt showed a positive correlation with outreach but was not statistically
significant; maturity is not always crucial for short and long-term loans (Ndegwa, 2017). MFIs
with high leverage outperformed their peers by attracting more clients (Ndegwa, 2017). In
addition, it was revealed that MFIs with economies of scale were more suited to deal with moral
hazards and adverse decisions, which increased their risk management capacities (Ndegwa, 2017).

The credit circumstances of microfinance institutions affect loan performance, according

to Fiordelisi et al. (2011). The more interest rates charged, the lower the loan performance
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(Fiordelisi, Marques-Ibanez, & Molyneux, 2011). Microfinance institutions impact client credit
ratings, report on financial problems, and refrain from additional borrowing (Fiordelisi, Marques-
Ibanez, & Molyneux, 2011). Collection practices of microfinance organisations influence loan
performance, with rigid restrictions having the most significant impact and flexible policies having

a lesser effect (Fiordelisi, Marques-Ibanez, & Molyneux, 2011).

2.7 Strategic Planning and Performance

According to Akinyele and Fasogbon (2010), strategic planning creates and implements an
organization’s strategy and systematically documents those expectations. As measured by
‘commonly recognized’ metrics such as sales, return on equity (ROE), return on investment (ROI),
net income, and return on sources (ROS), financial success has been shown in previous research
on organizations that strategically plan appropriately (Akinyele & Fasogbon, 2010). Subsequent
studies show that strategic planning is significantly linked to better performance. According to
Alshehhi, Nobanee, and Khare (2018), strategic planning has recently increased financial success.
Strategic plans are more credible because they can correct for the flaws in previous studies, like
methodological issues or a lack of solid statistical methodologies (Alshehhi, Nobanee, & Khare,
2018).

According to George, Walker, and Monster (2019), how long a company has been engaged
in strategic planning may influence its overall success. A study conducted by George, Walker, and
Monster (2019) looked at the financial performance of service sector companies over three years.
According to a survey, half of the organizations surveyed had only recently implemented a
strategic planning system (George, Walker, & Monster, 2019). The researchers concluded that
service organizations had not yet realized the advantages of their strategic planning efforts based

on the study’s sample of service organizations (George, Walker, & Monster, 2019; Jayawarna &
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Dissanayake, 2019). Their research into the financing field concluded that long-term strategic
planning pays money (George, Walker, & Monster, 2019). A statistically insignificant correlation
was found between the number of times financial institutions spent on strategic planning and their
financial success (George, Walker, & Monster, 2019; Jayawarna & Dissanayake, 2019).

It has been exposed that strategic planning has no intrinsic worth unless a group of
dedicated people infuses it with energy (Dawabsheh, Hussein, & Jermsittiparsert, 2019).
According to Dawabsheh, Hussein, and Jermsittiparsert’s study, financial performance can only
be enhanced when managers actively participate in strategic planning (2019). (Ali, 2018) Strategic
planning has been connected to a company’s financial success in a recent study (Ali, 2018).
According to our study, strategic planning intensity is how each step of a company’s strategic
planning influences the whole process (Ali, 2018; Dawabsheh et al., 2019).

Creating a mission statement and fundamental goals, assessing the external and internal
environment, and selecting strategy choices are essential components. Companies spend a
significant amount of time thinking about these problems regarding strategic planning. More and
more evidence shows that managers who pay close attention to each step of strategic planning get
better results (Poister, 2010). According to Jayawarna & Dissanayake’s (2019) research,
organizations with minor changes in the intensity (focus) put on specific planning components
performed better financially.

In recent years, many financial institutions have expanded into new markets. Customers’
expectations have grown, and financial institutions are under pressure to provide better and more
creative services (Siam & Hilman, 2014). As a result, bankers are paying more attention to their
institutions’ external and internal environments, emphasizing the need of setting goals, establish a

course of action, and thoroughly examine multiple strategic options (Siam & Hilman, 2014). These
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duties are inextricably tied to the strategic planning process (i.e., formulation, implementation, and
control). Based on their increasing participation in these activities, financial institution executives’
strategic planning abilities and their improved financial performance (Almudallal, Ashary, &
Muktar, 2016). According to Turshan and Abdel Karim’s (2020) results, financial firms that
planned more intensively outperformed those less intensely, regardless of whether they used a

formal or unstructured approach for their planning strategy (Almudallal, Ashary, & Muktar, 2016).

2.8 Discussion of Previous Studies

As previously stated in the literature, the relationship between credit risk management and
profitability has been well documented. A study conducted by Bayyoud and Sayyad (2015)
examined the connection between credit risk management, liquidity management, and banking
sector profitability. Bayyoud and Sayyad (2015) claim that credit risk management and
profitability are based on various practical methods. There has been a lot of talk about how credit
risk affects bank financial statements (Bayyoud & Sayyad, 2015). Credit risk monitoring must be
perfect if a business wants to boost the company’s profitability (Bayyoud & Sayyad, 2015).
Accordingly, a link between credit risk and financial performance exists. In rural banks, Alaeddin,
Thabet, and Shawtari (2018) found a clear correlation between these two research variables in a
study on selected rural banks’ credit risk management and profitability. According to Alaeddin,
Thabet, and Shawtari (2018), nonperforming loans positively correlate with rural banks’
profitability. In other words, banks with bigger loans may still be able to benefit from their
investments; this is due to banks’ poor credit risk management policies in some countries
(Alaeddin, Thabet, & Shawtari, 2018). Because of the nonpayment of loans, banks charge higher

interest rates on loans to all other clients.
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Similarly, Zemedkun (2019) investigated the relationship between Ethiopian commercial
banks’ profitability and credit risk management. According to the research findings, Ethiopian
commercial banks strongly link loan loss provisions, nonperforming loans, and capital adequacy.
When it comes to the profitability of banks, Zemedkun (2019) found no correlation between their
nonperforming loans and their financial accounts. Even when bank loan facilities were at their
lowest, bank revenues were determined to be poor (Zemedkun, 2019). As a result, the authors
observed that lending volume and nonperforming loans had little effect on commercial bank profits
but that the low profitability of banks might be attributed to other elements in the financial
statements Zemedkun (2019). A regression model developed by Zemedkun (2019), on the other
hand, revealed a strong connection between credit risk management and a bank’s profitability.

Collecting and monitoring payments from customers is known as credit management,
according to Abugamea (2018). According to Abugamea (2018), a company’s methods and
techniques for maintaining and successfully managing credit are known as credit management.
Credit research, credit categorisation, credit rating, and credit reporting are all part of financial
management. The amount of money that creditors have and the likelihood of accumulating bad
debts are lowered due to good credit management (Sawafta, 2021). According to Thabet (2017),
unless a seller incorporates additional costs for late payment into the selling price or is effective in
collecting those costs through interest charges, every delinquent account will eat into the profit
margin (Sawafta, 2021). Therefore, this technique is dangerous unless it is assured that greater
sales profits will balance the increased borrowing costs or that these costs can be recovered via
higher pricing (Sawafta, 2021). Enterprises may be persuaded to grow their sales in specific

competitive marketplaces by extending extra credit (Thabet, 2017).
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Credit risk management has become a significant issue in today’s increasingly complicated
and competitive business atmosphere (Abusharbeh, 2020). Without question, the banking sector is
the most important financial organization. Many businesses and industries depend on these
institutions for funding (Abusharbeh, 2020). Bank earnings have been harmed by volatile and
uncertain financial markets (Abusharbeh, 2020). The profitability of banks is highly linked to their
credit risk, according to Abugamea (2018). Profits increase when credit risks are efficiently
managed and vice versa. Depending on the kind of financial institution, the degree of this link may
be significant or small (Najjar, 2009). Because of the nature of their operation, commercial banks
face a substantial risk of nonpayment from their customers (Najjar, 2009). Furthermore, lending
is the primary source of credit risk for commercial banks (Abusharbeh, 2020).

“Credit risk is evident throughout the bank’s numerous operations, both on and off the
balance sheet,” Abu Zir says (2016). Loans are among the “extra activities”; however, their
significance cannot be emphasised (Najjar, 2009). Credit risk is only one of the high-risk elements
an investment bank faces when investing and lending money (Abu Zir, 2016). These businesses
must be able to manage both credit and market risk to be profitable. Consequently, an investment
bank may occasionally act as a commercial bank (Najjar, 2009). When controlling credit risk, the
overall profitability of a country’s commercial and investment banks must be considered (Najjar,
2009).

Zemedkun (2019) found that managers in certain banks might lack the ability to engage in
strategic planning. According to this study’s findings, bank executives who have a thorough
understanding of strategic planning are more likely to actively engage in it and make a real

difference in the bottom line.
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Overall, this research shows that certain firms do not priorities strategy due to a lack of
understanding of strategic planning methods by their management. Because of this, managers in
organisations are unlikely to fully participate in the strategic planning process, according to
Sawafta (2021).

Farugee et al. (2011) discovered that organizations with managers significantly engaged in
strategic planning performed better. Managers thought that strategic planning had enough
advantages for their companies to dedicate more time to it, even if statistics did not show improved
financial success (Abu Zir, 2016). Strategic planning is valued, and conflicting results have studied
financial success. Despite their disparate findings, Li et al. (2020) and Abu Zir (2016) show that
the more strategic planning is valued, the happier management is with financial success. Despite
their inconclusiveness, these findings show that management’s opinion that strategic planning
improves financial performance increases the likelihood of vigorously conducting the process
(George, Walker, & Monster, 2019). According to George, Walker, and Monster (2019),
management’s goal to produce value for external and internal stakeholders renewed their
commitment to strategic planning. According to Bank of America management, more strategic
planning engagement (or intensity) is linked to better financial success (Eccles & Krzus, 2018).

Most firms may readily identify insolvency proceedings, bad debts, receiverships, and
bankruptcy. Bad loan losses greatly influence the profit and loss account (Abueid, Rehman, &
Nguyen, 2022). As a consequence, late payment interest may go unreported. It is seldom assessed
individually since it is included in all bank charges (Abueid, Rehman, & Nguyen, 2022). Paying
late saves money on borrowing fees, lowering the total interest paid. Credit managers may
calculate this interest cost separately for debtors, with worrisome results since late payment is

sometimes ten times the cost of bad debt losses (Shihadeh, 2021).
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Management of credit costs. A credit policy is required for effective receivables
management. Many businesses struggle with cash flow and working capital due to loose lending
rules and credit restrictions. An organisation’s credit policy defines how it handles its most
precious asset: its customers; according to Abueid et al., Shihadeh believes that credit rules
recognise the credit and collection department as a significant contribution to its operations (2021).
A sound credit strategy helps management avoid needless risks and appropriately analyse the
company’s growth potential (Abueid, Rehman, & Nguyen, 2022; Shihadeh, 2021).

Because of Palestine’s continuous political and economic unrest, reviewed studies may use
it as a research base (Bayyoud & Sayyad, 2015). Commercial and investment financial institutions
face considerable credit risk and default incidence. Palestinian micro finance institutions are very
cautious regarding borrowers, credit risk management, and investors (Abu Zir, 2016). Many local
researchers have studied credit risk management. Still, no one has raised many questions regarding
the connection between credit management and financial performance in Palestinian commercial
banks or micro finance institutions in those studies. Bayyoud and Sayyad’s (2015) research aimed
to provide a comprehensive picture of Palestinian commercial banks’ financial health. The study
examines how credit risk affects a company’s internal performance (Bayyoud & Sayyad, 2015).
Return on assets is used in terms of financial performance.

In contrast, Economic Value Add and Tobin’s Q gauge market performance (Harasheh &
Al Khateeb, 2012). Harasheh and Al Khateeb (2012) also studied the actual credit risk
measurements in Palestine’s commercial banks. The findings were critical in determining the most
important variables influencing the risk level of Palestinian commercial banks’ credit exposures
(Harasheh & Al Khateeb, 2012). Although the studies above highlight credit risk management in

Palestine, they fail to focus on the apparent link between credit management and strategic planning
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on financial performance in micro finance institutions. As a result, the present study’s research
was prompted to investigate the credit management, and strategic planning related to financial
performance in Palestinian micro finance institutions.

This study established that credit functions must be capable of evolving with the times and taking
advantage of opportunities that seem to be helpful. Credit functions must meet the needs and
expectations of the debtor consumers. It was shown that commercial banks’ nonperforming loan
levels were linked to 5¢’s credit risk assessment model. According to Thabet (2017), the five
recognized actions that must be done in the credit administration process are credit-risk
assessment, credit provision, accounts receivable financing, credit collection, and credit-risk
carrying. All of this is connected to activities that directly influence a firm’s liquidity. Accounts
receivable management decisions are callous to make. Due to an excessively generous trade credit
policy, an excessive quantity of money is held up in accounts receivable. Increased accounts
receivable servicing fees and more expensive alternative pricing are the result for the company.
High-risk borrowers’ bad loans jack up the entire cost. The other side of this is that a more lenient
approach to trade credit might lead to higher sales. As one of many corporate clients, however,
their payment patterns may be linked to the payment habits of other organizations, allowing what
was previously impossible to do. Like the portfolio of accounts receivables, the portfolio of assets
may have a lower risk of acceptable benefits than the discrete groups of purchasers.

When debtors dominate a company’s balance sheet, the credit function should be focused
on increasing the company’s capacity to compete. Late payments and a high rate of bad debt will
wreak havoc on the organization’s primary objectives. Everyone in the organization works hard to
advertise the product or service, maintain client happiness, and seek compensation. When

designing a credit policy, it’s critical to think about corporate and departmental objectives,

30



strategies, structure, information technology competency, credit service characteristics, and sales
processes.” Previous studies on credit management and financial success were briefly examined
as a starting point for this research. There has been considerable debate over knowledge asymmetry
and transaction costs. This chapter also looked at the empirical components of credit management
and financial success. Credit management has not been widely investigated in the Palestinian
microfinance industry, creating a gaping hole in empirical data on MFI strategic planning and

financial performance. This study aims to fill any information gaps that may arise.

2.9 Microfinance Institutions in Palestine

According to Tabbaa (2020), microfinance is a subcategory of financial services targeted at
individuals and firms without access to regular banks. Microfinance services target excluded
clients who are usually poor, socially deprived, or geographically isolated (Tabbaa, 2020).
Microfinance was initially characterized as giving microloans to disadvantaged entrepreneurs and
small firms. Relationship-based banking for people and small firms, and group-based methods,
where numerous entrepreneurs come together to seek loans and other services as a group (Lilay et
al., 2015). The movement toward a society where all people, especially the poor and socially
excluded, have access to affordable and high-quality financial products and services has spread
(Lilay et al., 2015).

Microfinance institutions (MFIs) were founded in Palestine in the 1980s, and they gained
popularity and contributed to the growth of the economy in many ways (Tabbaa, 2020). Small and
medium-sized businesses (SMEs) have a considerable potential to help needy people with their
economic activities and, consequently, reduce poverty in their communities (Tabbaa, 2020; Lilay
et al., 2015). Microfinance may help relieve state poverty, and increasing the number of such

groups can help to strengthen overall reconciliation efforts (Rahman & Zain, 2019). Micro-finance
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is a term used to describe the process of removing the barriers to economic growth that are linked
to poverty. Tabbaa’s results suggest that small-scale microfinance is the most effective tool for
achieving economic stability and development. MFIs assist those who are poor or have limited
financial means (Lilay et al., 2015). MFIs are increasing their efforts to offer timely and attractive
loan repayment choices (Tabbaa, 2020). Microfinance is considered crucial for improving the lives
of the underprivileged and enabling them to participate in state development (Rahman & Zain,
2019).

MFIs play various roles in economic growth, both directly and indirectly. The creation of
small business value, positive spillovers, and breakthroughs in the development of essential human
capital such as education, health, and nutrition, to mention a few examples, are just a few of the
benefits of these activities (Tabbaa, 2020; Lilay et al., 2015). According to Rahman and Zain
(2019), one of the early benefits is decreasing poverty and inequality. Karsh, and Deek (2019)
found that microfinance institutions (MFIs) are more likely to reduce income gaps and inequality
by decreasing loan restrictions for the poor in a recent study done in Palestine. Many studies have
looked at the discrepancy in micro-credit contributions between countries, according to Karsh, and
Deek (2019).

Faten, UNRWA, PDF, ACAD, VITAS, ASALA, REEF, and AI-IBDAA are the MFIs
operating on the west bank among the organizations collaborating with the Palestinian Network
for Small Scale Microfinance (PNSMF) (Karsh & Deek, 2019). MFIs employ a variety of legal
structures, including non-governmental organizations (NGOs), co-operatives, non-profit
companies, and donor programs. According to studies of the Palestinian credit market, the demand
for credit in Palestine is much more than the supply of credit (Karsh & Deek, 2019). According to

the PMA’s estimates, the credit gap is worth more than $80 million each year (Karsh & Deek,
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2019). ICON-INSTITUTE estimated the loan demand for MSMEs in Palestine to be between US$
623 million and US$ 668 million (Karsh & Deek, 2019). “This demonstrates a significant financial
gap for Palestinian MSMEs and an immeasurable obstacle to Palestine’s full economic progress.”
Show Appendix 1.

Around 14,000 Palestinians took advantage of the World Bank’s “three classic micro-
lending programs and three tiny company lending programs” in 2000. They served over 7,000
active borrowers and a $2 million loan portfolio (Tabbaa, 2020). Gaza: 70% of the microfinance
market was controlled by FATEN (Palestine for Credit and Development), 26% by UNRWA, and
4% by USAID via the Bank of Jordan and the Arab Bank (Tabbaa, 2020). The average loan amount
was $294, 17.5 per cent of GDP and 41.8 per cent of the poverty level for 105 clients of these
programs (Tabbaa, 2020). About 106 of those programs focused on women only and followed the
best practices in the industry (Tabbaa, 2020).

However, in the following years, the industry increased. Palestine’s Network for Small and
Micro-Finance Institutions was established in 2002 by nine microfinance institutions and programs
(SHARAKA). Center for Agricultural Development in the Arab World), YMCA (Young Men
Christian Association), PDF (Palestinian Development Fund), and CHF (Ryada Cooperative
Housing Foundation). The Palestinian Interior Ministry registered SHARAKA as a non-profit
organisation in 2004. SHARAKA first managed Palestinian MCIs back in 2004. To help
microfinance institutions achieve their long-term strategic goals, the network has run a service
delivery program since its inception. Providing members with up-to-date financial information is
one-way SHARAKA works toward this goal. In December 2006, there were eleven MFIs and one

commercial bank. The area had 6 MFIs, with loans ranging from $200 to $20,000 for consumer
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goods, manufacturing, and house maintenance (Tabbaa, 2020). The average loan amount was
$1,500, with repayment terms ranging from three months to three years (Tabbaa, 2020).
The below table that published by The Palestinian network for Small and Microfinance “SHARAKA” in

the end of September 2022 represents the last indicators for the Palestinian MFls:

Table 2 The Palestinian network for Small and Microfinance “SHARAKA” September 2022
report

No. No-of Loans Disbursed Active .
Company EITIe os Brancl'!es (Quarterly) Clients Gross Loan Portfolio
and Offices
FATEN 301 38 7,946,670 35,943 101,150,419
VITAS 125 10 5,286,950 10,715 53,285,446
Pal
Banking 50 7 3,200,722 824 23,704,163
PDF 31 8 4,418,043 973 24,857,894
UNRWA 188 11 4,390,808 15,982 14,939,734
ASALA 54 7 2,691,800 5,359 13,574,166
REEF 57 11 1,385,366 3,915 15,794,843
ACAD 55 8 1,420,867 4,447 12,433,865
ALIBDAA 93 7 8,682,670 5,271 9,329,657

Source: The Palestinian network for Small and Microfinance “SHARAKA”
According to table (2), the total average of employees of all 8 Palestinian microfinance institutions
is (106). And the average quarterly disbursed loans ($4,380,433) for average 9,270 clients. Also

FATEN has the highest portfolio with $ 101,150,419.
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Chapter Three: Research Methodology

3.1 Introduction

This chapter illustrates with a full description of the method and procedures carried out by
the researcher for data collection and sampling, questionnaire design, reliability and validity

testing, statistical approach, and research model to implement this study.

3.2 Data Collection and Sampling

In this study, data was collected through primary and secondary data sources in order to
access information about the study problem. Primary data was collected through quantitative data
tools and a questionnaire was used for the quantitative part. While secondary data was collected
through books, articles and scientific journals published about the thesis, which can be found
through the list of references.

The sample of the study was chosen by defining the study population. Since the researcher
is interested in studying the mediating impact of credit management on strategic planning and its
impact on financial performance in Palestinian microfinance institutions, the study sample was
limited to Palestinian microfinance institutions according to the statistics in reference to the report
of the Palestinian network for Small and Microfinance “SHARAKA” for the year 2019. The
number of employees working in these Palestinian microfinance institutions reached up to (901)

employee. (The Palestinian network for Small and Microfinance “SHARAKA, 2019) Thus, the
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number of questionnaires distributed was (362). The size of the samples was calculated using

Robert Mason equation (Robert, 1989).

N
_(S2 X (N—l))+pq_+l
Where:

n =

N: Population size.
S: 1.96 /standard error=0.05

P: percentage of picking a choice expressed as decimal=0.5

3.3 Questionnaire Design

The questionnaire is an important tool for collecting the quantitative data used in this
research, and it was built mainly to meet the needs and questions of the research. The final version
was distributed to the employees of Palestinian microfinance institutions. It took two weeks from
the beginning of distributing the questionnaire, collecting it and returning it to the researcher. The
total number of distributed questionnaires was (362) and only (270) of them were analyzed after
excluding (8) questionnaires because their responses were neither consistent nor complete.

The questionnaire consists of four sections; five questions were used in the first section which
relate to the demographic information of the respondents (gender, age, educational qualification,
working experience, and job title).

The second section contains (19) statements that measure the three factors of strategic
planning distributed by: (vision-7 statements, mission-6 statements, and strategic goals-6

statements).
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Section three contains of (11) statements that measure the level of credit management in
Palestinian microfinance institutions. The fourth and last section contains (9) statements that
measure the level of financial performance in Palestinian microfinance institutions.

The below table summarizes the questionnaire design and the references that the research
questions used depended on:

Table 3: Questionnaire design and the reference

Variable Type of variable | # of items Reference
Vision Independent 7 Jaraiseh, F. (2013).
Mission Independent 6 Mutune, W. M. (2016)
Strategic goals Independent 6 Jaraiseh, F. (2013).
Credit management Mediating 11 Tucker, M., & Miles, G. (2004).
Financial performance Dependent 9 Gatuhu, R. N. (2013).

Respondents were asked to indicate their level of agreement using a five-point Likert scale
(from 5 which means fully agree to 1 which indicates completely disagree).

Malhotra & Birks (2007) said that “Likert scales allows the respondent to choose the
degree of agree or disagree with each item in questionnaire when it comes to the stimulus purpose.”
the different factors were measured on 5- point Likert scale to check the participant’s degree of
convenient with the statement or not as follows:

1. Strongly disagree (SD)
2. Disagree (D)

3. Neutral (Ne)

4. Agree (A)

5. Strongly Agree (SA)

37



The researcher used the following scale to assess the level of the mediating impact of credit
management on strategic planning and its impact on financial performance in Palestinian
microfinance institutions. This scale depends on interval length=range/number of intervals, (5-
1)/3=1.33. The following scale represents the result: 1-less than 2.33 is low; 2.33- less than 3.66

is medium and 3.66-5 is high.

3.4 Internal Validity

(Oluwatayo, 2012) defined validity as “the accuracy of an assessment”. In another words,
it questions whether or not the used instruments measure what it’s supposed to measure. To have
the confidence about the validity of the questionnaire before distribute it to the last respondent, it
has been sent to be evaluated by number of external evaluators. The evaluators reviewed the
questionnaire for readability, clarity, and comprehensiveness and provided a level of consensus on

which items should be included in the final questionnaire.

3.5 Factor Analysis

Factor analysis is used to minimize the numbers of components, as Pallant (2005)
explained that the ideal sample size should be more than 100 responses. Thus, the results of factor
analysis can also be used for another analysis called multiple regression (Cicenaite et al, 2012).

Kaiser-Meyer-Olkin (KMO) is used to check the adequacy of the sample, depending on
the correlation between all variables and it should be between 0 and 1 (Pallant, 2005). Field (2005)
set the KMO values between 0.5 and 0.7 are moderate. Values between 0.7 and 0.8 are good,
values between 0.8 and 0.9 are great and values above 0.9 are excellent. In this research, the KMO
equals to 0.853 which represents a good and satisfactory result as shown in below table. The

Bartlett’s test results are shown in the same table. The identity of the correlation matrix and the
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spherical significance should be statistically significant in P <0.05, in this research. The P value

equals 0.000. Thus, the factor analysis is convenient.

Table 4: KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.751
Approx. Chi-Square 9549.905
Bartlett's Test of
Df 741
Sphericity
Sig. 0.000

Source: SPSS outcome

An eigenvalue rule or the Kaiser’s criterion is one of the most common techniques. As
assumed five factors should be retained as shown in table (4). Therefore, and for further
investigation, not all (39) components can be retained. The eigenvalue of a factor indicates the
total variance explained by that factor (Pallant, 2005). As shown in the below table, factor 1 has
the highest score (11.612). Thus, this factor reports the most variance and explains 29.775% of the
total variance. Therefore, five components with the eigenvalue above than one explain 59.261%

of the variance. This means that these five factors should be retained for rotation.

Table 5: Total Variance Explained

Initial Eigenvalues Extraction Sums of Squared Loadings
Componen % of
t Total Variance Cumulative % Total % of Variance Cumulative %
1 11.612 29.775 29.775 11.612 29,775 29.775
2 4.124 10.575 40.349 4.124 10.575 40.349
3 3.158 8.098 48.448 3.158 8.098 48.448
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4 2.257 5.787 54.235 2.257 5.787 54.235

5 1.96 5.027 59.261 1.96 5.027 59.261

Extraction Method: Principal Component Analysis.
Source: SPSS outcome.

However, to make better judgment and choose the proper number of factors, the Scree Plot
should also be used. Based on below Graph 1, it is clear that from factor number five, the line is

getting straight.

Scree Plot
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Figure 1:Scree Plot of Combined data

Source: SPSS outcome

This indicates that each consecutive factor is the calculation of smaller quantities of the
total variance. It should be noted that the researcher run factor analysis for 5 factors. Since the
results of factor analyses for 5 factors give clear solutions generated by SPSS. As the number of
the factors has been determined, they must be ‘rotated’ in order to start interpretation. The rotation

does not change anything but it makes the translation of the analysis easier. It’s used to decrease
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the number of variables which have high loads on each factor (Pallant, 2005). Table (5) presents

the loadings of the different variables as well as in which factor it belongs.

Table 6: Rotated Component Matrix

Ttems 1 2 3 4

The institution has a clear vision. 0.693

The vision reflects the future direction of the institution. 0.803

The vision of the institution is ambitious and determined. 0.815
The vision of the institution is feasible and achievable. 0.712
The strategies and decisions of the institution reflects its 0.795
vision.

The vision builds a positive mental image of the institution|
with the relevant parties.

The institution achievements and results reflects its future

0.646

.. 0.693
Vision.

The organization has a clear, understandable, and written| 0.566
mission.
The mission expresses the actual role of the organization. 0.790
The mission is consistent with the actual needs of the labon
market and society.

The mission of the institution includes all the tasks that must
be achieved.

The mission helps to unify all effort within the organization|
to achieve its comprehensive goals.

There is harmony between actual achievements and the]
content of the institution's mission.

0.861

0.894

0.878

0.864

The objectives of the institution are consistent with its vision|
and mission.

The institution sets achievable and measurable strategic
goals.

The institution sets time-bound goals to be achieved. 0.623
Employees are engaged in setting the strategic goals of the]
institution.

The objectives are clearly formulated to be used as an|
effective guideline to guide planning and decision-making 0.813
processes.

0.815

0.675

0.853
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The institution chooses the appropriate strategy to achieve its
goals and mission in line with its analysis of the institution's|
environment.

0.863

In the financial institutions, the administration ensures that
the general conditions for granting credit assurance to the]
client are applied.
The financial institution adheres to the credit policy in|
granting the financing decision.
The financial situation of the client is a major reason for|
accepting or rejecting the credit request.
The institution depends on the reputation of the client when|
accepting the financing request.

The institution depends on the amount of the client's capital
when granting credit.

Warranties are considered an essential part when granting]
credit.

Whether the credit applicant manages his own project or not|
is related to the approval or rejection of the application.

The economic activity of the client is related to the approval
or rejection of the application.

The economic conditions play a role in studying the credit]
request
The credit applicant account, as well as his accounts in other
banks are reviewed & inquired before approval of the credit]
request is granted.

The interest rate is considered an essential component of|
credit management.

0.578

0.67

0.614

0.53

0.527

0.657

0.421

0.575

0.578

0.622

0.79

The organization seeks to make the best use of the available
resources in order to reach better performance indicators.
The increase in the value of existing funds contributes to
raising the performance indicators of lending institutions.
Low expected losses expense leads to higher performance
indicators in microfinance institutions.

Diversity in the offered products leads to an increase in|
performance indicators in microfinance institutions.

The increase in the liquidity ratio leads to an increase in the
performance indicators of microfinance institutions.

The decline in financial leverage positively affects the return
of the microfinance institution and thus its financial

performance.
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0.642

0.688

0.675




The interest rate increasing contributes to improving the|
performance indicators of microfinance institutions 0.575
Increasing the toner of a single loan contributes to improving]

o . e 0.628
the performance indicators of microfinance institutions
The increase in the demand for financing contributes to the|
increase in the performance indicators of the microfinance 0.534

institutions.

Extraction Method: Principal Component Analysis.
Rotation Method: Oblimin with Kaiser Normalization.
Source.: SPSS outcome.

An Oblimin with Kaiser Normalization rotation method discovers the five factors with 39
statements and the most important statements in each factor. As showed in table (6), the 39
statements in the study instrument had been loaded on the five factors. Depending on
communalities analysis, the communalities also showed the variables that fitted well together
(Child, 20006).

Lee Cronbach was able to achieve the purpose mentioned before in 1951. It was expressed
with numerical value located between 0 and 1. If the score of alpha was more than 0.7, this shows
that the questionnaire is reliable. If the result was less than 0.7, this shows that the questionnaire
is not reliable and that it needs to be modified. (Fraenkel & Wallen, 2003)

To check reliability of the instrument, pilot testing was used. A sample of (20)
questionnaires was distributed randomly in Palestinian microfinance institutions. The purpose of
this testing is to make sure that the respondents have no problem in understanding the questions.
After analyzing these data, the researcher found that each dimension had a high value of
Cronpach’s alpha. The overall value was 0.97 which exceeded the 0.70 level indicating high
reliability of high internal consistency as shown in below table.

Table 7. Reliability Statistics (n=20)

Variable Cronbach's N of Items
Alpha

Vision 0.86 7
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Mission 0.90 6

Strategic goals 0.86 6
Strategic planning 0.94 19
Credit management 0.82 11
Financial performance 0.71 9
The tool 0.95 39

Source: SPSS outcome.

Which in turn proved that the used tool measures the level of the mediating impact of credit
management on strategic planning and its impact on financial performance among Palestinian

microfinance institutions employees, and we could distribute the tool on the selected sample.

3.6 Statistical Approach

A combination of (SPSS 25.0) and SMARTPLS3 was applied to analyze the collected data.
Linear and multiple regression analysis by the SPSS software was used to analyze the data
collected. Pearson correlation was employed to test the significance for the relationship hypothesis.
Moreover, means and standard deviations were used. Path analysis was used to find the significant
of the mediating impact of credit management on strategic planning and its impact on financial

performance among Palestinian microfinance institutions employees.
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3.7 Research Model
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Chapter Four: Data Analysis and Results

4.1 Introduction

In this chapter, the researcher presented analysis using the combination of (SPSS 25.0) and
SMARTPLS3, to answer the questions and reject or fail to reject the hypothesis. This chapter is
separated into three parts. The first part is demographic analysis. The second part is the descriptive
analysis. Finally, the regression analysis is conducted in the final part to check the mediating of
credit management on strategic planning and its impact on financial performance in Palestinian

microfinance institutions.

4.2 Demographic Analysis

A total of (270) responses using electronic questionnaire was collected. The results of the
sample details are as follows:

Table 8: Demographic characteristics of respondents (n=270)

Factor Type Frequency | Percent (%)
Gender Male 183 68%
Female 87 32%
Age Less than 25 years 16 6%
Less than 35 years 129 47%
Less than 45 years 91 34%
45 years or more 34 12%
Qualification level Bachelor 178 66%
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Master 81 30%
PHD. 11 4%
Work Less than 5 years 44 16%
experience
Between 5 and less than
89 33%
10 years
Between 10 and less than
103 38%
15 years
15 years or more 34 12%
Job title General manager 7 3%
Head office 50 %19
Branch manager 58 %22
Administrative employee 155 57%

Source: SPSS outcome

Table (8) summarizes the demographic data of respondents. The results show that the
majority of respondents were male (68%) while the remaining ratio (32%) were female. On the
other hand, the majority of sample respondents aged between 25-35 years with (47%), while the
lowest number of respondents aged between 25-35 years with (2%). Relatively, the qualifications
level was; (66%) Bachelor degree, (30%) having master degree and (4%) with PHD degree. Also,
the highest percentage of the work experience was between 10 and less than 15 years of experience
with a sample size of (38%), (33%) between 5 and less than 10 years, while 15 years or more was
the lowest with (12%). Finally, the majority of sample job title was (57%) employees, followed

by branch manager with (22%), while the least was general manager with (3%). That is because
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the number of MFIs is just eight institutions. Hence, the number of general managers is limited to

eight managers.

4.3 Descriptive Statistics

The descriptive analysis describes the gathered numerical data to make it easier when
explains. Also, descriptive analysis results show the mean and standard deviation for each
statement to determine the items that has the highest and lowest mean in each factor. The purpose
of this analysis to identify the central tendency of the responses through mean results and the
spread of a set of observations through the standard deviation results. This means that when the
standard deviation is low, it shows that most of the respondents had the same opinion
(concentrated) toward the same statement. While when the score of standard deviation is high, it
shows that the respondents had a different opinion toward the same statement (Cicenaite, et al.
2012).

Means and standard deviations were calculated to show the level of strategic planning
factors in Palestinian microfinance institutions.

Table 9: Descriptive statistics of the strategic planning factors in Palestinian MFls

Standard
Factors Mean Level
Deviation
Vision 4.10 0.58 High
Mission 3.96 0.76 High
Strategic goals 3.85 0.76 High
Total average of strategic planning 3.97 0.63 High

Source: SPSS outcome

48



According to the table (9), the total average of strategic planning of all 3 factors in Palestinian
microfinance institutions represents the level of high with (3.97). All factors represent the level of
high and located between (3.85) related to strategic goals factor and (4.10) related to vision factor.
Means and standard deviations were calculated to show the level of implementing strategic
planning factors (vision, mission, and strategic goals) in Palestinian microfinance institutions.

Table 10: Descriptive statistics of vision, mission, and strategic goals in Palestinian MFls

Variable Paragraph Mean Standard | Level
deviation
The institution has a clear vision. 4.19 0.79 High
The vision reflects the future direction of the
4.06 0.78 High
institution.
The vision of the institution is ambitious and
4.14 0.81 High
determined.
The vision of the institution is feasible and
< 4.24 0.78 High
= achievable.
So
=]
The strategies and decisions of the institution
3.95 0.84 High
reflects its vision.
The vision builds a positive mental image of the
4.16 0.69 High
institution with the relevant parties.
The institution achievements and results reflect its
3.93 0.80 High
future vision.

49



Total average of strategic planning vision 4.10 0.58 High
The organization has a clear, understandable, and
4.23 0.84 High
written mission.
The mission expresses the actual role of the
4.12 0.83 High
organization.
The mission is consistent with the actual needs of
3.71 1.07 High
the labor market and society.
E' The mission of the institution includes all the tasks
Z. 3.88 0.98 High
g that must be achieved.
The mission helps to unify all effort within the
3.96 0.98 High
organization to achieve its comprehensive goals.
There is harmony between actual achievements and
3.85 0.89 High
the content of the institution's mission.
Total average of strategic planning mission 3.96 0.76 High
The objectives of the institution are consistent with
74 3.96 0.88 | High
3 its vision and mission.
o
OE-
© | The institution sets achievable and measurable
= 4.10 0.86 | High
% strategic goals.
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The institution sets time-bound goals to be

4.13 0.75 High
achieved.
Employees are engaged in setting the strategic goals

3.28 1.40  Medium
of the institution.
The objectives are clearly formulated to be used as
an effective guideline to guide planning and | 3.78 0.97 High
decision-making processes.
The institution chooses the appropriate strategy to
achieve its goals and mission in line with its | 3.82 0.92 High
analysis of the institution's environment.
Total average of strategic planning goals 3.85 0.76 High

Source: SPSS outcome
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Table (10) represents the descriptive statistics of implementing strategic planning factors
(vision, mission, and strategic goals) in Palestinian MFIs. The first statements measure the level
of vision in Palestinian MFIs. The results were as following: the statement ‘the vision of the
institution is feasible and achievable’ has the highest mean score (4.24) with high level. This shows
that most of the respondents agree with this statement while the lowest mean score (3.93) related
to ‘the institution achievements and results reflects its future vision” with a high level. Hence, the
total average score (4.10) which means the level of implementing vision is high in Palestinian

MFTIs. Then the statements measure the level of mission in Palestinian MFIs. The statement
‘the organization has a clear, understandable, and written mission’ has the highest mean score

(4.23) with a high level. This shows that most of the respondents agree with this statement, while




the lowest mean score (3.71) related to ‘the mission is consistent with the actual needs of the labor
market and society’, with high level. The total average score was (3.96) which shows that the level
of implementing mission is high in Palestinian MFIs. The last six statements represent the
descriptive statistics of implementing strategic goals in Palestinian MFIs. The statement ‘the
institution sets time-bound goals to be achieved’ has a highest mean score (4.13) with a high level.
This shows that most of the respondents agree with this statement, while the lowest mean score
(3.28) related to ‘employees are engaged in setting the strategic goals of the institution’, with a
medium level. The answer to the above question is dependent on the total average score (3.85)
which means the level of implementing strategic planning goals is high in Palestinian MFIs while
the employees not involved in putting the strategic goals, that means the top management in
Palestinian MFIs put the organization strategic goals. In total, the results show there is high level
of strategic planning factors in Palestinian MFIs with an average of (3.97).

Means and standard deviations were calculated to know the level of credit management in

Palestinian MFIs.

Table 11: Descriptive statistics of credit management in Palestinian MFIs
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Standard

Statements Mean Level
Deviation
In the financial institutions, the administration
ensures that the general conditions for granting 4.30 0.78 High
credit assurance to the client are applied.
The financial institution adheres to the credit High
o _ . o 4.29 0.75
policy in granting the financing decision.
The financial situation of the client is a major High
reason for accepting or rejecting the credit 4.29 0.68
request.
The institution depends on the reputation of the High
. ' ' 4.10 0.87
client when accepting the financing request.
The institution depends on the amount of the High
. . _ _ 3.71 0.78
client's capital when granting credit.
Warranties are considered an essential part High
. . 4.26 0.79
when granting credit.
Whether the credit applicant manages his own High
project or not is related to the approval or 3.93 0.87
rejection of the application.
The economic activity of the client is related to High
. oo 4.04 0.82
the approval or rejection of the application.
The economic conditions play a role in studyin High
. Py yine 4.03 0.82 s
the credit request
The credit applicant account, as well as his High
accounts in other banks are reviewed & inquired 4.49 0.65

before approval of the credit request is granted.
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The interest rate is considered an essential 411 L7 High
component of credit management. ' '
Credit management (Mean value) 4.14 0.48 High

Source: SPSS outcome.

Table (11) represents the descriptive statistics of credit management in Palestinian MFIs.
The statement represents ‘the credit applicant account, as well as his accounts in other banks are
reviewed and inquired before approval of the credit request is granted.” has a highest mean score
(4.49) with a high level. This shows that most of the respondents agree with this statement, while
the lowest mean score (3.71) related to ‘the institution depends on the amount of the client's capital
when granting credit’, with a high level. The answer to the above question is dependent on the

total average score (4.14) which means the level of credit management in Palestinian MFIs is high.
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Table 12: Descriptive statistics of financial performance in Palestinian MFIs

Standard
statement Mean Level
Deviation
The organization seeks to make the best use of the available '
. o 4.09 0.74 High
resources in order to reach better performance indicators.
The increase in the value of outstanding loans contributes to '
o o - 4.20 0.76 High
raising the performance indicators of lending institutions.
Low expected losses expense leads to higher performance
o o o 1.84 0.79 Low
indicators in microfinance institutions.
Diversity in the offered products leads to an increase in .
o o o 4.26 0.70 High
performance indicators in microfinance institutions.
The increase in the liquidity ratio leads to an increase in the '
o . o 4.09 0.91 High
performance indicators of microfinance institutions.
The decline in financial leverage positively affects the return of
. o . . 2.20 0.83 Low
the microfinance institution and thus its financial performance.
The interest rate increasing contributes to improving the .
o ) o 3.73 1.04 High
performance indicators of microfinance institutions
Increasing the toner of a single loan contributes to improving the )
o i o 3.74 0.92 High
performance indicators of microfinance institutions
The increase in the demand for financing contributes to the
increase in the performance indicators of the microfinance 3.94 0.91 High
institutions.
Total average of financial performance 3.56 0.36 Medium

Source: SPSS outcome.
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Table (12) represents the descriptive statistics of financial performance in Palestinian
MFIs. The statement represents ‘diversity in the offered products leads to an increase in
performance indicators in microfinance institutions’ has a highest mean score (4.26) with a high
level. This shows that most of the respondents agree with this statement, while the lowest mean
score (1.84) related to ‘low expected losses expense leads to higher performance indicators in
microfinance institutions’, with a low level. That’s because the MFIs incur other expenses affects
their performance indicators. On the other hand, the generated revenues affect the financial
performance mainly in Palestinian MFIs. The answer to the above question is dependent on the
total average score (3.56) which means the level of financial performance in Palestinian
microfinance institutions is medium that’s because they have high leverage which will decrease

their return.

4.4 Normality and Correlation Analysis

The researcher tested the assumption through (Normality) to make sure which testing
hypothesis needed (parametric or nonparametric).

To check the normality test Kolmogorov-Smirnov test is used, the following table shows

the result:
Table 12: Kolmogorov-Smirnov test for normality
OTest Test value Significance  Result
Kolmogorov-Smirnov 1.351 0.143 Accept
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Our assumption is the data distributed normally, referring to the significance value=0.143> 0.05.
Hence, the assumption was accepted which means that we will use the parametric tests.

Table 13: Paired Samples Correlations

. - . . credit
vision & mission & goals & strategic planning
management &
Performance Performance | Performance & performance
performance
N 270 270 270 270 270
Correlation 0.24 0.425 0.374 0.387 0.465
Sig. 0 0 0 0 0

Table (14) represents the correlation between study variables. It showed that the highest
correlation is 0.465 between credit management and financial performance which is less than 0.80.

Hence, the correlation low and the researcher can continue to do the regression analysis.

4.5 Research Hypotheses Testing

Before testing the hypothesis using SMATPLS 3, the model fit was tested. The following

table shows the result:

Table 14: Model fit — result

SRMR Chi-Square
Model fit

0.064 3636.89

The result shows that (SRMR=0.064) is less than 0.08, which indicates that the model fit
is good as Bentler & Bonett (1980) said” a value less than 0.08 is considered a good model fit.”
Henseler et al. (2014) introduced the SRMR as a goodness of fit measure for PLS-SEM that can

be used to avoid model misspecification.
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4.6 Path Analysis Using (SMARTPLS3)

SMARTPLS3 was used to examine the significant of credit management mediating the
relationship between strategic planning and financial performance in Palestinian microfinance
institutions. Path analysis was used.

To test the hypothesis above, we need to test three hypotheses using the path analysis in

SMARTPLS 3:

(H1): There is statically significant impact of strategic planning dimensions on the financial
performance in Palestinian microfinance institutions.

Sub hypothesis:
(H1, a): There is statically significant impact of strategic planning factors (vision, mission

and strategic goals) on the financial performance in Palestinian microfinance institutions.
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Figure 3: Bootstrapped Test Run: (strategic planning dimensions and financial performance)
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The above figure shows the bootstrapped test run results of the model for strategic planning
dimensions; vision, mission and strategic goals (Independent variables) and financial performance
(dependent variable). The results indicated no significant impact of strategic planning dimensions
(vision, mission and strategic goals) on the financial performance in Palestinian microfinance
institutions. The inner path coefficient is not significant with P= (0.175, 0.767 and 0.484) which
are greater than 0.05. Table (16) shows direct results effect.

Table 15: Direct results effect

Hypothesis Relationship ]e)f{tfeestt Ir;;lt{éz:t eTf(f);i V;l-le Decision

H1 Vision-Financial performance -0.080 | -0.10 -0.18 | 0.175 | No Support
H2 Mission-Financial performance 0.406 | 0.008 0.414 | 0.767 | No Support
H3 Strategic goals-Financial performance | 0.212 | 0.012 | 0.224 | 0.484 | No Support

The above table shows the direct results effect of impact of strategic planning factors
(vision, mission and strategic goals) on the financial performance in Palestinian microfinance
institutions. It shows that p-values are more than 0.05. Due to this, the alternative hypothesis was
rejected which means that there is no statically significant impact of strategic planning factors
(vision, mission and strategic goals) on the financial performance in Palestinian microfinance
institutions. That’s because only strategic planning factors not enough to affect the financial
performance in MFIs and there is another factors affect it.

(H2): There is statically significant impact of strategic planning on the credit management

in Palestinian microfinance institutions.
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gic planning

Figure 4: Bootstrapped test Run: (strategic planning - credit management)

The above figure shows the bootstrapped test run result of the model for strategic planning
(Independent variable) and credit management (dependent variable). The results indicated
significant impact of strategic planning on credit management in Palestinian microfinance
institutions. The inner path coefficient is significant with (P=0.000) which less than 0.05, and
positive effect equals (0.628). Table (17) shows the direct results effect.

Table 16: Direct results effect

) . . . Indirect | Total P- ..
Hypothesis Relationship Direct effect offect offect | value Decision
H2 Strategic planning- 0.628 0.000 | 0.628 | 0.000 | Support

Credit management
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The above table shows the direct results effect for the impact of strategic planning on the
credit management in Palestinian microfinance institutions. It shows that P-value is less than 0.05.
Due to this, the alternative hypothesis was accepted which means that there is statically significant
impact of strategic planning on the credit management in Palestinian microfinance institutions.
Sub hypothesis:
(H2, a): There is statically significant impact of strategic planning dimensions (vision,
mission and strategic goals) on the credit management in Palestinian microfinance

institutions.
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Figure 5: Bootstrapped Test Run: (strategic planning dimensions and credit management)

The above figure shows the bootstrapped test run results of the model for strategic planning
dimensions; vision, mission, and strategic goals (Independent variables) and credit management
(dependent variable). The results indicated no significant impact of strategic planning factors
(mission and strategic goals) on the credit management in Palestinian microfinance institutions.
On the other hand, there is significant impact of the strategic planning vision on the credit

management in Palestinian microfinance institutions. Table (18) shows the direct results effect.
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Table 17: Direct results effect

Hypothesis Relationship Ie?fl’[{:((::tt h;?;:ft ;l:f(;;i Vfllle Decision
H1 Vision-Credit management 0.956 0.000 0.956 | 0.003 Support
H2 Mission- Credit management -0.249 0.000 | -0.249 | 0.458 | No Support
H3 Strategic goals- Credit management -0.139 0.000 | -0.139 | 0.581 | No Support

The above table shows the direct results effect of impact of strategic planning factors;
vision, mission and strategic goals on the credit management in Palestinian microfinance
institutions. It shows that the p-value for vision hypothesis test is less than 0.05. Hence, the
alternative hypothesis was accepted, which means that there is significant impact of strategic
planning vision on the credit management. On the contrary, the p-values for mission and strategic
goals are more than 0.05. Due to this, the alternative hypothesis was rejected which means that
there is no statically significant impact of strategic planning dimensions (mission and strategic
goals) on the credit management in Palestinian microfinance institutions. Meanwhile results show
that not all strategic planning dimensions affect credit management in microfinance institutions.

What can be extracted from this observation is that whilst the average microfinance
institution may be caught up extensively focusing on strategic planning activities on visioning. on
the other hand, the emphasis on improving organizational mission and strategic goals may be less
than adequate to draw out meaningful strategic impact. As a result, complementing efforts of
strategic planning the available capacity of mission and strategic goals does not yield any strong
benefit. There is therefore the need for microfinance companies to also highlight or entrench
capacities at the organizational level.

(H3): There is statically significant impact of credit management on the financial

performance in Palestinian microfinance institutions
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Credit management mediating the relationship between strategic planning and financial
performance in Palestinian microfinance institutions. Figure (8) shows the result of mediation

effect:

anagement

ql3
L4
qld 0.455 (0.012) 0.574 {0.004) q31
A
g32
-~
q33n
q34

0.094 (0.747) ————————— P q35

Financial
performance

Figure 6: Mediation effect Model

The above figure shows the bootstrapped test run result of the model for credit management
mediating the relationship between strategic planning and financial performance in Palestinian
microfinance institutions. The results indicated significant impact of strategic planning on credit
management with (P=0.034) which is less than 0.05, and positive coefficient equals (0.455). Also,
it is indicated significant impact of credit management on financial performance with (P=0.004)
which is less than 0.05, and positive coefficient equals (0.574), While there is no significant impact

of strategic planning on financial performance with (P=0.744) which is higher than 0.05. To
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conclude, credit management fully mediating between strategic planning and financial

performance in Palestinian microfinance institutions. Table (19) shows the mediation effect.

Table 18: Mediation effect results

. ) . Direct | Indirect Total ..
Hypothesis | Relationship offect offect offect P-value Decision
H1 CM-FP 0.574 0.000 0.574 0.004 Support
H2 SP-CM 0.455 0.000 0.455 0.034 Support

4.8 Discussion the Results

(H1): There is statically significant impact of strategic planning on the financial performance

in Palestinian microfinance institutions.

(H1, a): There is statically significant impact of strategic planning factors (vision, mission
and strategic goals) on the financial performance in Palestinian microfinance institutions.
The results indicated no significant impact of strategic planning dimensions (vision,
mission, and strategic goals) on the financial performance in Palestinian microfinance institutions.
That is because strategic planning factors P value scored more than 0.05 so the researcher rejects
the alternative hypothesis. It can be noticed that the inner path coefficient is not significant with
P=(0.175, 0.767 and 0.484) which are greater than 0.05 which means that there is statically no
significant impact of strategic planning factors on financial performance in Palestinian
microfinance institutions. Due to this, the alternative hypothesis was rejected which means that
there is no statically significant impact of strategic planning dimensions (vision, mission, and
strategic goals) on the financial performance in Palestinian microfinance institutions. The above
result disagrees with Alshehhi, Nobanee, and Khare, (2018) who argued that strategic planning

increased financial success. However, the results of hypothesis testing indicated that strategic
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planning dimensions (vision, mission, strategic goals) separately have no significant effect on
financial performance. Therefore, the dimensions should be implemented with each other to affect
the financial performance significantly.

(H2): There is statically significant impact of strategic planning on the credit management

in Palestinian microfinance institutions

3 The inner path coefficient is significant with (P=0.000) which less than 0.05, and the positive
effect equals (0.628), which shows the direct results effect. due to this the researcher accepts
the alternative hypothesis which means There is statically significant impact of strategic
planning on the credit management in Palestinian microfinance institutions. However, that’s
totally agree with Profit-Incentives Theory (Rishad, 2012). That’s because the theory applied
on developing countries so the economic environment near Palestine.

(H2, a): There is statically significant impact of strategic planning dimensions (vision,

mission and strategic goals) on the credit management in Palestinian microfinance

institutions.

The results indicated no significant impact of strategic planning dimensions (mission and
strategic goals) on the credit management in Palestinian microfinance institutions, on the other
hand, there is significant impact of the strategic planning vision on the credit management in
Palestinian microfinance institutions. That’s because the p-value

for vision hypothesis test is less than 0.05. Hence, the alternative hypothesis was accepted
which means that there is significant impact of strategic planning vision on the credit management.
On the contrary, the p-values for mission and strategic goals are more than 0.05. Hence, the
alternative hypothesis was rejected which means that there is no statically significant impact of

strategic planning dimensions (mission and strategic goals) on the credit management in
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Palestinian microfinance institutions. On the other hand, there is statically significant impact of
vision on credit management in Palestinian microfinance institutions. That correspond with Rana,
(2019) study that Evaluates the productivity of microfinance institutions in Palestine and Jordan.
(H3): There is statically significant impact of credit management on the financial
performance in Palestinian microfinance institutions.

The results indicated there is significant impact of credit management on financial
performance in Palestinian microfinance institutions. That is because the inner path coefficient is
significant with (P=0.04) which less than 0.05, and positive coefficient equals (0.651) shows the
direct results effect, and this is a high percentage. Due to this, the alternative hypothesis was
accepted which means that there is statically significant impact of credit management on financial
performance in Palestinian microfinance institutions. The result above work in with Thabet, A. S.

& Alaeddin, O. (2017) study that applied on the Commercial Banking Sector in Palestine.
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Chapter Five: Conclusion and Recommendations

5.1 Conclusion

This research examined the mediating effect of credit management on the relationship
between strategic planning and financial performance of Microfinance Institutions in Palestine.
The results of hypothesis testing indicated that strategic planning dimensions (vision, mission,
strategic goals) have no significant effect on financial performance. In general, there was
significant impact of strategic planning on credit management. However, after testing the strategic
planning dimensions separately the results found there is no significant effect of mission and
strategic goals on credit management in contrast with vision that has significant impact on credit
management. The results also show there is significant impact of credit management on financial
performance. On the other hand, there was a fully mediating role of credit management on the
relationship between strategic planning and financial performance of micro finance institutions.
These conclusions lead to emphasize that credit management practices play vital role in
microfinance institutions. This would require credit management to be integrated with
microfinance institutions strategy, as this will endorse strategic planning and financial
performance indicators in long term and protect microfinance institutions from potential losses
and default. Hence, the current research concluded that microfinance institutions should have solid
credit management with their strategic plans to reach and maintain higher financial performance
indicators. However, without having good credit management policy microfinance institutions
may face financial crisis and their financial indicators may decrease although if they have strategic

plan.
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5.2 Recommendations

Suggested recommendations for microfinance institutions to enhance their financial

performance are as follows:

1. Microfinance institutions managers are recommended to build an inclusive strategy that
has a solid credit management to decrease the loans losses expense and enhance the
institution performance indicators

2. The board of directors of microfinance institutions are recommended to involve the
employees in putting their strategic plans and take their notes in consideration to reach
better strategic plans

3. Microfinance institutions should follow their credit policy and risk control to avoid any
potential crises and to gain better financial performance indicators

4. Microfinance institutions are recommended to update their credit policies and client’s
profile continuously to avoid any expected financial losses

5. Lessons from the experiences and expertise of microfinance institutions in neighboring
countries which have an environment similar to the Palestinian market should be taken
into consideration

6. Continuous trainings in strategic planning and credit management should be given to top
management to be able to update it and write better strategies

7. Palestine monetary authority should evaluate and study microfinance intuitions credit
policies and give those institutions continuous instructions.

8. Implementing good credit management policy should not affect the main purpose of micro

finance institutions which is helping the needy people and supporting marginalized groups.
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5.3 Limitations of Study

This study has the following limitations that might be the concern of the future directions for

many of the researchers:

Objective limitations: This study will be limited to some strategic planning tools (vision,
mission, and strategic goals) by taking credit management as mediating effect and its
relationship with financial performance at microfinance institutions operating in Palestine.
Also, this study included three basic variables: the first variable is strategic planning (which
includes vision, mission, and strategic goals). The second variable is credit management,

and the third variable is financial performance.

Spatial limitations: This study is limited to microfinance institutions operating in Palestine

according to the reports of the Palestinian Monetary Authority for the year 2019

Time limitation: This study will be conducted in the second semester of the academic year

(2021/2022)

Human limitations: This study will be conducted on top level managers working in
Palestinian MFIs, and we may face difficulty in communicating with managers for their
special reasons. Also, it will be difficult to distribute questionnaires due to the presence of
the Covid 19 virus, which may lead to use electronic questionnaires. Moreover, the
respondents may be affected by the performance and results in the last period with Covid-

19.
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