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Abstract

Purpose: The primary aim of this research is to examine the mediating role of job
satisfaction in the impact of the work environment on employee retention in Palestinian
microfinance institutions.

Methodology: The study follows a quantitative, cross-sectional design using structured
questionnaires distributed to employees across nine microfinance institutions in the West
Bank. Validated scales were employed to measure the constructs of work environment,
job satisfaction, and employee retention. Data was analyzed through descriptive statistics,
reliability assessments, correlation analysis, and Structural Equation Modeling (SEM) to
test both direct and mediating effects.

Results: The findings confirm that both humanistic and entrepreneurial aspects of the
work environment significantly affect job satisfaction, which in turn has a positive effect
on employee retention. The results show that job satisfaction fully mediates the
relationship between the work environment and employee retention, emphasizing the
importance of fostering supportive and empowering work conditions.

Value/ Originality: This research contributes original insights to the underexplored field
of human resource management in the Palestinian microfinance sector, especially within
conflict-affected regions. It introduces a dual-dimensional model of job satisfaction and
provides empirical validation through a robust quantitative framework, offering

theoretical contributions and practical recommendations for HR policy and practice.

Keywords: Work Environment, Job Satisfaction, Employee Retention, Microfinance

Sector.
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Chapter One: Introduction

1.1 Background

The working environment directly impacts employee experiences, as well as their
retention decision (Donley, 2021). Factors such as job security, leadership style, salary,
opportunities for advancement, and retention of employees (Choy & Kamoche, 2021;
Hancock et al., 2013; Maphanga et al., 2024). A supportive work environment enhances
employee satisfaction and reduces turnover (Pathan, 2023; Poghosyan et al., 2022;
Yusliza et al., 2021). In contrast, organizations that refuse to build a supportive work
environment normally experience high turnover rates, which causes recruitment costs to
increase, productivity to decrease, and a cessation of service delivery (Bae, 2023).
Employees who have a more supportive working environment generally tend to be more
loyal to their organizations, leading to lower turnover levels, thus promoting sustainability
as well (Fadhila & Sulistiyani, 2021).

Employee retention has become a critical concern in human resource
management, as organizations worldwide strive to maintain a stable and committed
workforce (Sepahvand & Bagherzadeh Khodashahri, 2021). Employee retention is an
indicator of whether an organization can keep its workers and thus reduce instability
within a given time. Retaining qualified, experienced employees is an important part of
human resource management because it impacts organizational efficiency, continuity,
and morale directly (Bilan et al., 2020). High retention rates create a stable workforce,
mitigate recruitment and training costs, and preserve institutional memory (Timsina,
2024). According to Manroop et al. (2025), retention becomes particularly important in
those sectors where staff expertise and uninterrupted services are core to fulfilling the
goals of the organization.

The importance of employee retention has grown in response to evolving labor
markets, competition for talent, and employee demand (Sorn et al., 2023). Contemporary
employees seek a lot more than just a paycheck. They are interested in meaningful work,
career development, supportive leaders, work-life balance, and a positive organizational
climate (Houssein et al., 2020). Retention becomes not only a reactive measure to prevent
attrition in the organizations, but rather a proactive opportunity to build a solid, inspired,

and high-performing workforce (Rismayadi, 2024).



Retention is not only an internal operational concern but also a strategic
imperative that impacts an organization’s financial viability and long-term sustainability
(Urme, 2023). High turnover correlates with financial losses, institutional memory is
disrupted, and customer satisfaction suffers (Holtom & Burch, 2016). The Studies show
organizations that focus on employee wellness and engagement have higher retention
rates and greater commitment to their work (Mehta et al., 2014; Sypniewska et al., 2023).
A systematic approach to retention programs was established in the banking, healthcare,
and technology industries to ensure workforce stability through training, flexibility in the
workplace, and performance-based incentives (Griffeth et al., 2000).

The microfinance sector relies heavily on a skilled and motivated workforce to
deliver financial services to underserved populations. Globally, Microfinance institutions
(MFIs) play a major role in bringing the world closer to economic development, offering
small credits, loans, and other financial education services to people and enterprises that
do not enjoy the usual traditional banking systems (Taiwo & Benson, 2016). However,
the industry has been known to have long working hours, few professional growth
opportunities, and job security, which in turn leads to heavy turnover rates among the
employees within the sector (Djajasinga et al., 2021). A study stated that such aspects of
workplaces as the endorsement of leadership, chances for career growth, and fair
remuneration profoundly impact employee job satisfaction in staying further within the
microfinance sector (Kariuki et al., 2022). The microfinance sector is selected for this
study because it is vital for financial inclusion yet faces high employee turnover, and
understanding how the work environment affects retention helps improve stability,
sustainability, and service delivery.

Furthermore, the Middle East and North African (MENA) region presents
complexities for employee retention. The economic crisis, political issues, and labor
market fluctuations are what hold MENA back in its employee retention. The region now
boasts a thriving microfinance industry with services directed at low-income individuals
and small businesses. Microfinance institutions often fail to retain their staff owing to low
salaries and heavy workloads combined with limited career opportunities. Most studies
examining job satisfaction in MENA show that firms with a positive work culture,
leadership support, and skill development have a better retention rate (Al-Hamadi et al.,
2007; Alrazehi et al., 2021). Such organizations will typically show high employee

engagement and low attrition.



The microfinance sector within the Palestinian sphere is very vital in economic
promotion much working especially with vulnerable groups. According to the PMA
(2023b) (Palestine Monetary Authority's) Microfinance Strategic Framework (2019—
2023), as of 2018, nine MFIs operated across the West Bank and Gaza, serving
approximately 83,000 active borrowers with an outstanding portfolio totaling nearly $270
million. This marked a significant growth from 2011, when there were 37,000 active
clients and an outstanding portfolio of around $60 million. Despite this progress, a 2017
study estimated that between 245,000 and 345,000 potential borrowers remained
unserved, indicating a market gap of $630-900 million (PMA, 2023b). Addressing this
gap is crucial, as increased access to microfinance services can enhance financial
inclusion, stimulate entrepreneurship, and contribute to poverty alleviation.

Palestinian MFIs experience challenges such as political instability, economic
volatility, and a continuously changing regulatory environment. One serious issue that
arises is employee retention, as high turnover affects service delivery, escalates operating
costs, and impacts customer relationships (Ayyash & Khalil, 2024b).

Since this sector provides a major backbone of economic resilience, it is
imperative to formulate policies and management practices that would ensure improved
worker satisfaction and retention. Employee retention is central to the ability of the
Palestinian microfinance sector to operate within an environment that matters when it
comes to job satisfaction and attrition rates. The perception of the effects of this on the
larger population should be regarded as critical for politicians, leaders in industries, and
human resource experts. Improving working conditions and job satisfaction in Palestinian
MFTIs will support employee retention for better customer performance, increase reach in

financial inclusion, and sustain the growth of institutions.

1.2 Research Significance

This study holds both theoretical and practical value, offering insights for

researchers and actionable guidance for institutions.

1.2.1 Theoretical Significance:

Global research has conducted studies on how working environments influence

an employee's retention (Choy & Kamoche, 2021; Hancock et al., 2013; Maphanga et al.,
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2024), yet there is a scant amount of work addressing how these dynamics operate in the
unique socio-economic and political settings of Palestine. By focusing on job satisfaction
as a mediating variable, this study contributes both theoretically and practically to the

discourse on human resource management in challenging environments.

1.2.2 Practical Significance:

Beyond its academic contributions, the study is likely to find recognition for its
real-world implications for microfinance organizations, legislators, and human resource
experts, contrasting with its more theoretical academic focus. High employee turnover in
the Palestinian microfinance sector, averaging 20.9% globally but amplified to potentially
over 50% in conflict zones like Palestine due to war-induced disruptions, obstructs service
delivery, incurs high recruitment and training costs, and negatively influences client
relationships (Hossain et al., 2023; Shalaldah, 2024). This turnover is exacerbated by
Palestine's soaring unemployment rate, which averaged 51.1% in 2024 (79.7% in Gaza
and 34.9% in the West Bank) amid the Israel-Hamas war's economic fallout, including an
86% GDP contraction in Gaza, over 500,000 job losses, and widespread business closures
that strain microfinance institution (MFI) operations and prompt staff exits for survival
needs (ILO, 2024; PCBS, 2024; World Bank, 2024). Forecasts suggest a marginal decline
to around 28.6% by Q2 2025, with partial recovery, but persistent instability could sustain
these pressures (ILO, 2024). Gaining an understanding of the key factors impacting job
satisfaction and retention could enable MFI managers to develop targeted interventions,
such as enhanced engagement programs and improved working conditions, to bolster staff
retention amid this humanitarian and economic crisis.

Findings from the study may inform HR policies regarding employee
engagement, workplace support systems, and development opportunities, thereby
reducing turnover and increasing institutional effectiveness. Furthermore, the government
may find this research beneficial when formulating labor policies that support a more

stable and productive workforce in the microfinance sector.

1.3 Problem Statement

Microfinance institutions (MFIs) provide economic empowerment through

financial services to underprivileged communities in Palestine. However, these
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institutions face a significant challenge: high employee turnover. This turnover leads to
discontinuity in service provision, increased recruitment costs, and reduced overall
organizational productivity (Bergman et al., 2023). Despite extensive research on
employee retention in other industries, the unique interplay among work environment,
job satisfaction, and employee retention in the Palestinian microfinance sector is still
poorly explored and insufficiently substantiated with empirical evidence. While national
reports such as the Palestine Monetary Authority Strategic Framework (2019-2023)
discuss institutional growth, they fall short of offering systematic insights into employee
retention trends within Palestinian MFIs (PMA, 2023b).

The current study draws on several established theories in organizational behavior
and human resource management. Herzberg’s Two-Factor Theory distinguishes between
hygiene factors (e.g., pay, job security) and motivators (e.g., recognition, responsibility),
suggesting that job satisfaction is achieved not merely through the absence of
dissatisfaction but through the presence of motivating factors (Herzberg et al., 1959). In
the microfinance context, where both intrinsic and extrinsic pressures are present, this
theory helps unpack the dual challenges of improving basic work conditions and creating
meaningful roles.

The Job Characteristics Model (JCM) by Hackman and Oldham (1976) is
particularly relevant to this study. It posits that job satisfaction and, consequently,
retention are a function of five core job dimensions: skill variety, task identity, task
significance, autonomy, and feedback. These dimensions are highly applicable to MFI
work environments, where employees often face rigid role structures, unclear
responsibilities, and limited growth pathways. Therefore, the JCM provides a
comprehensive framework for understanding how modifications in work design may lead
to improved satisfaction and reduced turnover.

Additionally, other complementary theories contribute to the framework of this
study. Maslow’s Hierarchy of Needs emphasizes the importance of satisfying employees'
psychological and self-fulfillment needs, which are often unmet in high-stress sectors
(Maslow, 1943). Social Exchange Theory by Blau (1964) and the Affective Events
Theory by Weiss and Cropanzano (1996) further elucidate how perceived fairness,
emotional experiences, and interpersonal treatment influence employee commitment and
retention. These psychological and relational factors offer insights into the micro-level
mechanisms by which a supportive work environment can lead to improved retention

outcomes.



Empirical literature supports the proposition that job satisfaction mediates the
relationship between the work environment and employee retention (Aiken et al., 2023;
Pathan, 2023). In the context of microfinance, this mediation effect is particularly
important, as high-pressure working conditions can lead to disengagement and burnout if
not countered by factors like recognition, support, and career development (Ismaila, 2021;
Kariuki et al., 2022). Despite growing scholarly interest in workplace psychology, few
studies have analyzed how these dynamics unfold in Palestinian MFIs, where political
instability, economic constraints, and regulatory shifts exacerbate human resource
challenges (Ayyash & Khalil, 2024b; Khdour, 2023).

Thus, this study contributes significantly to academic literature and practical
understanding of the subject. It aims to provide empirical evidence on the relationship
between work environment attributes in job satisfaction and, eventually, employee
retention at Palestinian microfinance institutions. Understanding such relationships is
critical in developing targeted human resource strategies-leadership development,
equitable remuneration frameworks, and employee wellness initiatives concerned with
turnover reduction and stability in the organization (Whyte-Phillips, 2024).

There is evidence that in the MENA region, economic volatility and political
instability have led to significant employee unhappiness, causing increased turnover
across many industries (Verheijen et al., 2022). However, most of the studies on retention
in the finance sector have focused on commercial banks, leaving MFIs underexplored.
This gap is particularly accentuated by the case of Palestine, where microfinance is
important for economic resilience but restricted due to staff instability and service
disruption (Khdour, 2023)

In the absence of this research, MFI in Palestine is again faced with the risk of
continued turnover among staff, resulting in inefficiencies, high operational costs, and
diminished access to financial services for excluded populations. This is part of the
understanding of these interactions under a politically intricate and economically

pressured environment, with relevance for similar countries.

14 Research Aim

This study aims to examine the mediating role of job satisfaction in the impact of

the work environment on employee retention in Palestinian microfinance institutions

(MFIs).



1.5

1.5.1

1.52

1.5.3

1.54

1.5.5

1.5.6

1.5.7

1.6

Research Objectives

To identify the level of work environment (Humanistic and Entrepreneurial
Environment) in the Palestinian MFIs.

To identify the level of job satisfaction in the Palestinian MFIs.

To identify the level of employee retention in the Palestinian MFTIs.

To examine the work environment factors that directly impact employee retention
in the Palestinian MFIs.

To examine the work environment factors that directly impact employee
satisfaction in the Palestinian MFIs.

To examine employee satisfaction that directly impacts employee retention in the
Palestinian MFIs.

To analyze the mediating role of job satisfaction in the impact of the work

environment on employee retention in the Palestinian MFIs.

Research Questions

The main research question in this study is: What is the mediating role of job

satisfaction in the impact of the work environment on employee retention in MFIs?

1.6.1

1.6.2

1.6.3

1.6.4

1.6.5

1.6.6

1.6.7

The following sub-research questions were formulated:

What is the level of the work environment (Humanistic and Entrepreneurial
Environment) in the Palestinian MFIs?

What is the level of job satisfaction among employees in MFIs?

What is the level of employee retention in the Palestinian MFIs?

Which work environment factors have a direct impact on employee retention in
the Palestinian MFIs?

Which work environment factors have a direct impact on employee job
satisfaction in the Palestinian MFIs?

To what extent does job satisfaction directly influence employee retention in the
Palestinian MFIs?

Does job satisfaction mediate the relationship between the work environment and

employee retention in the Palestinian MFIs?



1.7

H1:

H2:

H3:

H4:

1.8

Research Hypothesis

The work environment positively affects job satisfaction in Palestinian MFIs.
Job satisfaction positively influences employee retention in Palestinian MFIs.
The work environment significantly impacts employee retention in Palestinian
MFIs.

Job satisfaction significantly mediates the relationship between the work

environment and employee retention in Palestinian MFIs.

Research Scope (Delimitation)

This study focuses on examining the impact of the work environment on employee

retention in the Palestinian microfinance sector, with job satisfaction serving as a

mediating variable. The scope of this research is defined by the following delimitations:

1.8.1

1.8.2

1.8.3

1.8.4

Geographical Scope: The study is limited to MFIs operating in Palestine,
specifically within the West Bank and Gaza Strip. This geographical focus allows
for a detailed examination of the unique economic, political, and social challenges
influencing employee retention in Palestinian MFTs.

Temporal Scope: This research is confined to the microfinance sector, excluding
commercial banks, other financial institutions, and non-financial industries. The
microfinance sector is selected due to its critical role in economic development
and financial inclusion, as well as its high employee turnover rates.

Thematic Scope: The study focuses on three key variables: Independent Variable:
Work Environment (assessed through Humanistic Environment and
Entrepreneurial Environment). Mediating Variable: Job Satisfaction (measured
through positive and negative perceptions). Dependent Variable: Employee
Retention (evaluated through Organizational Commitment, Reward and
Recognition, Work Performance, and Income).

Methodological Scope: This study adopts a quantitative research approach,
utilizing validated indicators from previous studies to measure the variables. Data
will be collected through structured surveys administered to employees in
Palestinian MFIs. The study does not include qualitative methods such as

interviews or case studies.



1.9

1.9.1

1.9.2

1.9.3

1.10

1.10.1

1.10.2

Terminology

Work Environment refers to an organization's conditions, policies, and social
climate that influence employees’ experiences and productivity. It encompasses
both tangible and intangible factors, including compensation, leadership support,
work-life balance, career advancement opportunities, and organizational culture
(Lopa, 2023).

Job Satisfaction means the extent to which employees feel at ease and fulfilled
in their jobs, based on what they consider to be the conditions of the job, the
rewards, and the relationships within it, such as with coworkers or managers
(Locke, 1976). It is affected more from within, through inner factors, and in some
respects, it is external: job role clarity, workplace relationships, recognition, and
work autonomy (Hertzberg et al., 1959).

Employee Retention is the degree to which an organization can keep its people
over time, which can be measured by how well the organization creates
circumstances to encourage employees to stay (Hausknecht et al., 2009). Factors
include, but are not limited to, job satisfaction, advancement, pay, and culture

(Mitchell et al., 2001).

Operational Definitions

Dependent Variable: Employee Retention: The measurements for employee
retention will be made with 37 classified indicators divided into four main
dimensions: (a) Organizational Commitment, (b) Reward and Recognition, (c)
Work Performance, and (d) Income. Dimension measurements supported by
Halim et al. (2020) identified those important factors affecting employee
retention. This method of measuring ensures the comprehensive evaluation of
factors affecting employee decisions on retention in the organization.

Mediator Variable: Job Satisfaction: Job satisfaction is considered the
mediating variable and will be evaluated through the 15 indicators that involve
positive and negative assessments of the whole employment experience. Those
indicators were studied by Issa Gazi et al. (2022), measuring employees' general
satisfaction with their jobs based on role fulfillment, workplace relationships, and

opportunities for professional advancement. The study, therefore, aims to verify
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the effect of job satisfaction on the relationship between the work environment
and employee retention via the analysis of these components.

1.10.3 Independent Variable: Work Environment: Work environment will be
evaluated through 15 indicators along two main dimensions: (a) Humanistic
Environment and (b) Entrepreneurial Environment. These two categories,
corroborated by Abun (2021), comprise crucial workplace factors influencing
employee experiences, such as leadership support, company culture, job
autonomy, and employee relations. This study investigates how various indicators

of the work environment impact job satisfaction and employee retention.

1.11 Conceptual Framework

—————— Direct Effect
—————— + Indirect Effect

Job
Satisfaction

Work V- Employee
Environment Retention

— — -

Independent Variable Mediator Variable Dependent Variable

Figure (2.1): Conceptual Framework
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Table 1.1: Conceptual and Operational Definitions
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Construct Author(s)
o The conditions, ..
= = . : 15 indicators are
o = policies, and social .
g = . oy categorized into _
= = climate within an ) _ Five-
S > o two dimensions: .
E < organization that (a)Humanistic Abun point
. umani .
= = influence ) (2021) Likert
"j £ emplovees’ Environment and scale
5 o proy (b)Entrepreneurial
= = experiences and .
= .. Environment.
= productivity
The level of
contentment and L
@ 18 indicators
= = fulfillment
= = . across two .
> o employees derive . ) . | Five-
2 Gl ) ) dimensions: Issa Gazi )
= > from their work is .. point
= — ) (a)Positive et al., .
= S based on their ) Likert
7 = . . Perceptions, and (2022)
o 5 perceptions of job : scale
= ) . (b)Negative
= s conditions, rewards, )
Perceptions.
and work
relationships
37 indicators
C e across four
= 2 An organization’s . .
= = . .. dimensions:
= =8 ability to retain its . .
3 = . (a)Organizational . Five-
w § workforce over time ) Halim et )
& o by creatin Commitment, al point
3 g y creating (b)Reward and ’ Likert
z = conditions that .. (2020)
= g Recognition, scale
g- = encourage (c)Work
= = employees to sta
ploy Y Performance, and
(d)Income.

11




Chapter Two: Literature Review and Hypotheses Development

2.0 Introduction

This chapter presents the theoretical foundation and hypothesis development for
the study titled "The Impact of Work Environment on Employee Retention in the
Palestinian Microfinance Sector: The Mediating Role of Job Satisfaction" It examines the
relationship between the work environment (humanistic and entrepreneurial), job
satisfaction (positive and negative perceptions), and employee retention, considering
factors (organizational commitment, reward and recognition, work performance, and
income). Emphasis is placed on the mediating role of job satisfaction. By critically
evaluating these constructs, the chapter establishes a framework to understand how
workplace conditions influence employee retention in the unique context of Palestinian

microfinance institutions.

2.1 Conceptual Foundation and Building Theory

2.1.1 Palestinian Microfinance Sector

The Palestinian economy is facing an unprecedented crisis marked by war,
economic collapse, and deepening humanitarian hardship. While this study focuses on the
West Bank microfinance sector, incorporating Gaza data is essential for several reasons.
First, the Palestinian economy operates as a unified system under the Palestinian
Monetary Authority, with shared fiscal policies, monetary frameworks, and financial
institutions. Second, the war in Gaza has amplified West Bank challenges through
economic interdependence. Third, using Gaza data provides a comparative lens to identify
sector-wide resilience factors. This holistic approach ensures the study's findings on job
satisfaction and retention in West Bank MFIs are robust, accounting for the conflict's pan-
Palestinian ripple effects and promoting scalable strategies for the entire sector.

The Gaza Strip has endured massive destruction, with physical damage estimated
at $29.8 billion and economic losses at $19.1 billion, resulting in an 83% GDP drop from
2023 to 2024. Recovery needs are projected at $53.2 billion. Meanwhile, the West Bank
faces intensified military operations, trade restrictions, and a forecasted 16% economic
contraction (MAS, 2025). The Palestinian Authority ended 2024 with a fiscal deficit of
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ILS 4.8 billion and continues to struggle with salary payments. Over 60% of Gazans face
multidimensional poverty, highlighting the urgent need for global aid and reform
(ESCWA, 2024).

The Palestinian microfinance sector is a crucial instrument for promoting financial
inclusion, easing poverty, and developing the overall socioeconomic environment.
Microfinance institutions (MFIs) are becoming increasingly important in facilitating
access to financial services for the disadvantaged: women, youth, low-income families,
and other groups (Taonga & Kueredza, 2022). This is especially true regarding the
region's state of continuous political instability or economic volatility, along with
fragmented labor markets, such that microfinance interventions are required to serve these
groups (World-Bank, 2020). These institutions provide microloans, savings accounts,
insurance products, and non-financial services such as financial literacy training and
business development support that help clients start or develop small businesses and build
financial resiliency (Ahairwe et al., 2022).

The Palestine Monetary Authority (PMA) regulates and supervises the sector
through a regulatory framework that adheres to the highest standards of global practices,
promoting increased transparency, client protection, and financial sustainability. Among
PMA (2023a), Primary activities include issuing licenses to MFIs, conducting compliance
monitoring, and providing capacity building. The Microfinance Network of Palestine
(Sharaka) indicates that the industry comprises both for-profit and non-profit
organizations serving more than 80,000 clients in 2023 with over $300 million in loan
portfolio holdings (Sharaka, 2023).

Despite its growth, there remain challenges confronting the Palestinian
microfinance sector. Among others, external challenges are attached to a protracted
environment of political instability, mobility restrictions, limited access to foreign
funding, and high credit risks. The most prominent internal challenges for MFIs include
high operational costs, limited economies of scale, and human resource challenges such
as high turnover rates and employee burnout (Al Saifi, 2021; Morrar, 2024).

Retention of employees is a core issue and a major internal organizational
challenge. Human capital constitutes a pivotal resource in the microfinance sector, where
staff must build trust with clients because relationship-based lending requires a
knowledge of local settings and the ability to offer "made-to-measure" services (Sahu et
al., 2022). MFI employees work long hours, experience high-stress levels, have limited

chances of promotion, and earn generally lower salaries than those of employees at larger
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financial institutions (Hossain et al., 2023). Under such conditions, the turnover rate is
too high; costs like recruitment and training expenses increase, and organizational
stability is compromised with the clients' trust (MAGAFU, 2023).

The quality of the work environment is highly important for employee job
satisfaction and commitment to the organization. A supportive work environment with
competent leadership, participatory decision-making, recognition, equitable workload
distribution, and chances for growth would not only improve employees' psychological
well-being but also exercise a pull on them for long-term retention (Hackman & Oldham,
1965; Herzberg, 1966). A toxic or ambivalent workplace would facilitate burnout and
turnover.

MFT's experiences stem from the harsh external environment in Palestine, given
the stiff organizational necessity for resiliency. In addition to this, the production of a
healthy working environment is now considered a requirement for strategy rather than a
basis for HR practice. Studies conducted in conflict-afflicted and low-income settings
indicated that organizational support, independence, and an atmosphere of respect have
substantial effects on the interplay of stressors with employee happiness and intentions to
turnover (Hadush & Katheriyar, 2023; Yousef, 2017).

Microfinance is described by certain unique characteristics about its operations,
for instance, field visiting, client counseling, and risk assessment, and hence calls for
flexible and empowered staff. An entrepreneurial work atmosphere, enhancing creativity
and autonomy, and encouraging problem-solving, is of great importance in microfinance
operations (Kulmie et al., 2023). Psychological safety and emotional support will enable
an employee to cope with some of the complexities of the social-political realities in
which he operate (Deci & Ryan, 2000).

Thus, examining the mediating role of job satisfaction provides a more nuanced
understanding of how environmental factors translate into employee retention outcomes.
This theoretical framework thus aligns with the Job Demands-Resources (JD-R) model
as well as Herzberg's two-factor theory which suggests that motivation and hygiene
factors together influence job satisfaction and performance (Bakker & Demerouti, 2007;

Herzberg, 1966).

14



2.1.2 Work Environment

The working environment is a salient aspect of the organization that influences
employees' performance, engagement, satisfaction, and retention. It refers to the overall
environment within which employees operate and includes both physical infrastructure
and a psychosocial atmosphere (Wijaya & Selamat, 2024). An ideal working environment
would enable individuals to perform their duties while upholding their good emotional
well-being, motivation, and commitment towards the company. Research on human
resources now considers the work environment as something that has turned from fringe
to the core of strategic consideration affecting employee retention and organizational
sustainability (SALAU et al., 2022).

In labor-intensive sectors like microfinance, where employee-client interaction is
important, the quality of the work environment becomes a variable of service delivery
and institutional efficiency (Otiti, 2022). Particularly in the Palestinian microfinance
sector, this holds as the operations are characterized by conditions of political instability,
economic volatility, and high social demand (Tabbaa, 2020). The Palestinian MFIs,
hence, suffer from human resource-related problems such as limited opportunities for
growth, poor packages, and chronic emotional exhaustion due to their community
services. These elements account for a high turnover of employees and the challenge of
retaining skilled personnel (Abukhalifa et al., 2023).

The humanistic workspace, as it were, was according to prioritizing the social and
emotional needs of actors therein, that is, based on trust, respect, equity, and so on,
psychological safety, leadership sponsorship, and acknowledgment (Sherman, 2022). It
therefore created an environment of mutual respect, which enhanced the quality of
interpersonal relations while building ownership and security in the workers regarding
their work (Salina, 2023). This is so true for microfinance institutions, whereby the
frontline staff usually work in emotionally intense environments and need constant
morale and psychological support.

Within such humanistic environments in Palestinian microfinance institutions,
there can be fortification against some extrinsic factors, for instance, a climate marked by
instability and thus political struggles or financial stresses, accompanying desperate
customers. Employees who perceive some level of support and esteem are more likely to
develop stronger emotional ties with the organization, enhancing their overall happiness

and retention intentions (Madden et al., 2015). Between IT employees, it has developed
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a culture of innovation, risk-taking, initiative, and autonomy, in which, rather than
creating cultures of rigidity, it has emphasized continuous improvement and response
while emphasizing flexibility (Lipinski & Shomali, 2024).

The Palestinian MFIs operating in an environment of volatility and uncertainty,
developing entrepreneurial behavior among the employees is imperative (Morrar, 2024).
It would therefore mean employees often would need to be flexible on the changing needs
of customers, varying states, and regulatory hurdles. Indeed, an entreprencurial
environment can significantly enhance employee engagement and productivity while
providing a sense of ownership and self-efficacy on the employees' part, thereby boosting

their retention rate (Kassa & Tsigu, 2022).

Theoretical Underpinning

o Herzberg’s Two-Factor Theory (1959): Distinguishes between hygiene factors
(which prevent dissatisfaction) and motivators (which drive satisfaction). The
humanistic environment aligns with hygiene factors such as interpersonal
relations and job security, while the entrepreneurial environment reflects
motivators like achievement and responsibility (Herzberg, 1966).

o Job Demands-Resources (JD-R) Model: Proposes that job resources such as
supportive culture and autonomy buffer the effect of job demands, foster
motivation, and reduce burnout. Both dimensions of the work environment serve
as job resources that increase engagement and reduce the likelihood of turnover

(Bakker & Demerouti, 2007).

Based on the Social Exchange Theory as propounded by Blau (2017), employees
tend to get integrated into organizations when they feel they are well-appreciated and
receive equity from their organizations. An inspiring and empowering environment
promotes reciprocity, revealing loyal and committed behavior by employees. The
performance of employees is wedged primarily to the working environment in different
industries and countries, according to the most recent studies (Bushiri, 2014; Lidman et
al., 2022; Shammout, 2021).

Fridriksson et al. (2017) concluded that both the physical and psychological
environments have much to do with the retention of employees, particularly in the service

industry. Vo (2021), in a related study, also affirmed that trust and autonomy were the
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most basic factors influencing job satisfaction and reducing employee retention in the
entrepreneurial environment.

Indeed, a healthy work environment becomes more important in developing
nations and conflict-affected areas. As indicated by research from Jha (2019),
psychological safety moderated the relationship between leadership behavior and staff
retention, which signifies that emotional security turns out to be an important predictor of
organizational commitment during tough times. Shalaldah (2024) studied employee
retention techniques in Palestinian microfinance companies and found that workplace
stress, vague expectations, and inadequate empowerment were some important causes of
attrition. The study advocated creating more participatory, respectful, and adaptable work
cultures to enhance employee happiness and retention.

Results correlate well with the lived experiences of many Palestinian
microfinance institutions, where staff are always under double pressure, attempting to
contribute to community development while facing personal and organizational
limitations. An organized work environment that integrates emotional support with
professional autonomy could relieve such constraints and nurture a committed workforce

(Aithal & Aithal, 2023).

2.1.3 Job Satisfaction

Job satisfaction is a central term in organizational psychology and human resource
management; it refers to the extent to which employees express feelings of contentment,
valued, and fulfilled by their work (Dirwan et al., 2024). These aspects comprise
emotional, cognitive, and behavioral responses to one's job and work environment.
According to Mardanov (2021), High levels of job satisfaction are usually associated with
higher motivation, performance, organizational commitment, and professional
permanence. On the other hand, dissatisfaction may result in low morale, absenteeism,
and even higher turnover rates in any organization (Mabindisa & Legoabe, 2021).

In most Palestinian microfinance institutions, where most employees face heavy
workloads, emotional exhaustion, and disturbed socio-political surroundings,
understanding the causes and effects of job satisfaction is indeed very necessary (Jarbou
& Al-Ross, 2013). They must do multiple jobs that meet the expectations of the

community and work in resource-poor environments. This shows that job satisfaction is
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both a buffer against work stress and an indicator of long-term commitment to the
organization (Pasha & Rezaei, 2021).

This research utilizes the two-dimensional job satisfaction model presented by
Issa Gazi et al. (2022) and captures positive and negative evocations. These
characteristics demonstrate the complicated and often ambivalent nature of employees'
experiences in the workplace. Some of the factors that inspire positive job satisfaction
include meaningful work experience, alignment with company values, and intrinsic as
well as extrinsic awards. Recognition and achievement are defined by Kumari et al.
(2021). Employees receiving recognition and rewards for their contributions are more
inclined to experience intrinsic motivation and satisfaction in their jobs.

Professional development is an opportunity for skill development, career
advancement, and learning to have a substantial impact on how employees judge their
work experience (Yaroshenko et al., 2020). The balance between work and personal life
is a fair blend of work and life enhances an employee's happiness since he can take care
of himself while keeping the professional end of his obligations (Adnan Bataineh, 2019).
These positive attitudes support the well-being of Palestinian microfinance organizations
in difficult socio-economic conditions. Increased perceived contribution to community
empowerment usually translates into heightened purpose and job satisfaction among
employees of such organizations (Nimran et al., 2024).

Unpleasant jobs imply unhappiness and dissatisfaction through perceived
inequities, lack of support, or adverse working conditions. Such judgments may be about
inadequate leadership or supervision: ineffective or unsupportive leadership can
undermine trust and create frustration and withdrawal (Da Fonseca et al., 2022). Job stress
and emotional burnout: Heavy workloads, unattainable goals, and pressure from clients
are common sources of stress in microfinance jobs (Ogheneyole et al.). Dissatisfaction
increases when employees believe their compensation does not match their work or value
in the labor market (Mabindisa & Legoabe, 2021).

In the Palestinian context, political violence and economic limitations may
contribute to more problems. Under-budgeting, bureaucratic bottlenecks, and high
expectations from clients can culminate in suboptimal job design and vague duties; such

conditions develop negative attitudes and low satisfaction in Duke and Duke (2018).

Theoretical Underpinning

18



o Herzberg’s Two-Factor Theory (1959) Posits that satisfaction and dissatisfaction
are influenced by different sets of factors. Motivators (e.g., recognition,
achievement) lead to satisfaction, while hygiene factors (e.g., salary, job security)
prevent dissatisfaction. This framework supports the dual-dimensional approach
adopted in this study (Herzberg, 1966).

J Affective Events Theory: Suggests that workplace events—positive or negative—
trigger emotional reactions that influence job satisfaction. This theory explains the
fluctuation of satisfaction based on daily experiences, particularly relevant in
dynamic sectors like microfinance (Weiss & Cropanzano, 1996).

o Equity Theory: Argues that employees compare their input-output ratios with
those of others. Perceptions of unfair treatment can lead to dissatisfaction and

ultimately, turnover (Adams, 1965).

Job satisfaction is an important predictor of various organizational outcomes, such
as employee retention. Several studies have shown that satisfied employees are much
more likely to stay with a company, outperform their less satisfied counterparts, and
support a better culture in the organization (Celestin et al., 2024; Khahro et al., 2023;
Latif et al., 2013).

According to Alshamari et al. (2024), which also proved that there is a significant
effect of job satisfaction on the relationship between leadership style and intention to quit
in mission-driven organizations. Similarly, higher job satisfaction is associated with
higher organizational commitment and lower intention to quit, as shown by Redondo et
al. (2021).

Recent empirical evidence points out the crucial role played by satisfaction in
retention in the Palestinian microfinance sector. Shalaldah (2024) found wage
dissatisfaction and vague job goals as two leading predictors of turnover among
employees in Palestinian financial institutions. Initiatives aimed at increasing recognition,
engagement, and role clarity for employees would, therefore, raise satisfaction while
lowering turnover. Issa Gazi et al. (2022) found that job satisfaction, organizational
commitment, and turnover intention are interconnected in the financial services industry
and noticed that good views on workplace conditions strongly encouraged satisfaction,
while poor views, especially on workload and supervision, diminished it.

Job satisfaction forms an integral part of understanding employee behavior and
organizational results. The dual character, both positive and negative, can give a better
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understanding of what employees think about their work experience. Improving job
happiness has been, therefore, crucial in highly stressful and sensitive industries and
considering the context of microfinance in Palestine (Khdour, 2023). The theoretical and
empirical insights offered here could provide a foundation for studying the mediating role

of job satisfaction in the relationship between the work setting and retention.

2.1.4 Employee Retention

Employee retention refers to the ability of an organization to keep its employees
for a longer time, so that employees voluntarily do not leave the organization and,
therefore, create a base of employees who are slowly f