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The composition and quality of the credit portfolio between the
productive and non-productive sectors in Microfinance institutions
licensed by the Palestinian Monetary Authority.
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Supervisor: Dr. Ibrahem Ateeq

Abstract

The study aimed to identify the sectors that capture the highest percentage of the total
active portfolio among the Microfinance institutions licensed by the Palestinian Monetary
Authority. Besides, identifying the riskiest sectors, and the most growing ones as well. The
study considered the sector type as an independent variable which has been divided into
three main sections: The productive sector, the housing sector, and the consumer sector.
Whereas, the productive sector was divided into five sub-sectors: The commercial sectors,
the service sectors, the industrial sectors, the agricultural sectors, and the tourism sectors.

The study also adopted the quality of the credit portfolio as a dependent variable. Based on
that, the Portfolio at Risk (PAR) index was used as a measure of quality, for being the most
important, most used, and easiest measure for comparison among the Microfinance
institutions. To achieve the objectives of the study, the quantitative analysis methodology
based on referring to time series data (annual data) was used to analyze and describe the
changes and developments that occurred to them.

The study community was represented by eight Microfinance institutions that were
officially licensed by the Palestinian Monetary Authority at the end of 2019. The data of
these eight institutions were studied over a period of five years (2015-2019). Also, the
study sample has consisted of three of these licensed institutions, namely: FATEN
institution, Reef institution, and VITAS institution, as this sample represented 37.5% in
terms of number, and 64% of the total active loan portfolio for the study community. To
achieve the desired results, primary data were extracted from the institutions’ reports and
were entered into Microsoft Excel, where it was mathematically processed to obtain the
final data. On the other hand, SPSS statistical analysis program was used to conduct
various statistical tests. EViews 10 was also used to perform the graphs used in this study.

The study found that the productive sectors obsessed the highest percentage of the total
active portfolio, followed by the housing sector, then the consumer sector. Among the sub-
productive sectors, the commercial sector holds the highest percentage of the total active
portfolio, followed by the agricultural sector, service sector, industrial sector, and tourism
sector, respectively.



The study also found that the consumer sector is the riskiest and the most sensitive sector
among all sectors, with a big difference from them, followed by the productive sectors, and
then the housing sector, with close ratios in terms of the portfolio at risk (PAR). There
were also no significant differences between the sub-productive sectors in terms of the
portfolio at risk (PAR). In the matter of growth, the study also found that the most growing
sector during the study period is the consumer sector, followed by the productive sector
and the housing sector. Among the sub-productive sectors, the service sector achieved the
highest growth rate, followed by the industrial sector, then the agricultural and commercial
sectors. On the other hand, the tourism sector achieved a decline in growth.

The study recommended the necessity of continuing to focus on productive sectors and
increasing their percentage of the total active portfolio to the highest possible percentage in
line with the mission of these organizations and their evolving role, with the need to
maintain a low percentage of consumer loans and tighten control over them due to their
high risks, also ensure that housing sector loans do not exceed the percentage of productive
sector loans despite their low risks.

The study also recommended continuous providing loan officers with the necessary
training in studying productive project loans and preparing financial statements for them,
which contributes to enhancing the ability in making a thorough credit decision that
reduces its risks. Moreover, the study similarly recommended providing training programs
for the owners of productive projects for better management of their projects. It also urged
the need of proving the disbursement of loans to ensure that they are used for the right
purpose.

Finally, the study prompted the need to increase transparency in the disclosure of
performance reports for the lending organizations and facilitate the accessibility to these
reports by publishing them on their websites or the official websites of the supervisory
authorities.

Key words: Microfinance Institutions, Portfolio at Risk (PAR), Credit Portfolio,
Productive Loans, Consumer Loans, Loan Portfolio Quality.
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Al clu 2.6.2

: 0l (Gichuhi et al., 2020) 4l

"Credit Management And Loan Portfolio Performance Of Savings and

Credit Cooperative Societies In Nyandarua County, Kenya"

e e el aa ) plalial) ilbigie b s dla¥) dsisal o ) Al olal
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:Olsiez (Dvorsky, Schonfeld, Kotaskova & Petrakova, 2018) 4.
" Evaluation of important credit risk factors in the SME segment '
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10l (Adzobu, Agbloyor, & Aboagye, 2017) 4y

"The effect of loan portfolio diversification on banks risks and returns’
Aana )l Gaeend ) (635 Loaleai) leWadl) ye Lyl Lablaa 95 (IS 13) L dushall Gans
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W) Bags o ld iy desmall Gag il o dhall st B dlia Sl dals llia
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:0lsi (Liang, Huang, Liao, & Gao, 2017) 4l

"The impact of SMEs’ lending and credit guarantee on bank efficiency

in South Korea"

BeUiS e g il Slacag davsially Sysall AN (bl ik L6 3 duhall ods Cuad
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(Sl gullg duihgll gl e Gl pli) o 508 ST duailay)

:0lsi (Donou-Adonsou,& Sylwester, 2016) 4y

'Financial development and poverty reduction in developing countries:

New evidence from banks and microfinance institutions'
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e dean Sl dagall o ) culily ¢ aill Bas (mias Jal e g ill dalag el
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Al s e
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o ALl eDlsailly Asall syagll 55k Al 2005 ale zuy Jeal 4eadinly (1997 ale
S elafin dasygis Jaall b oSany ailiie g Gl aaic) Ly cdaalill gl & jad)
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cMleaYl gl 3 ) e @) e aall e il Lol Gal jaal) sl ciliscsgag

t0lsi (Otieno, & Onditi,2016) 4wy

'Relationship between Credit risk management and financial performance:

empirical evidence from microfinance banks in Kenya'
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oAl 4S5 osaill (ga dulally Jsanll aghy il Gpu) mngs oLl ddus 3539

:0lsies (Mosbah, Slama, & Mastorakis, 2016) 4y

'Micro Finance Institutions’ behavior: Determinants of portfolio quality in
Miena Region '

all 5d ) g agall Claasay peal) dasalll Clussie sl o dud)all 238 ciians
panily ¢ ral) dgail) clasne waay Ll Jladg Javs) Gydll dilaie o) e il
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) Jgail) iliansal LalaiBY g do Lain)

:0lsin (Kazan, & Uludag, 2014) 4y
"Credit Portfolio Selection According To Sectors In Risky Environments :
Markowitz Practice'
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Aolaal) g jall %76 5 ¢l

:0lsis (Munene, & Guyo,2013) duly

'Factors Influencing Loan Repayment Default in Micro-Finance

Institutions: The Experience of Imenti North District, Kenya"

IS g i) S e aliall (e Wi jaal) dogaill Cilange Blilae go ) Chiaas
sl el aladinly Luhall eha) Sy bl leg Aal) il e 550 1 ¢ S
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0 gian (Okuma, Samuel, & Peter, 2012) dya

"Modelling Credit Risk for Personal Loans Using Product-Limit Estimator”
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 AS) ske il Jgemsll puaia e ST e

:0lsin (Dezso, & Loewenstein, 2012) 4.y

" Lenders’ blind trust and borrowers’ blind spots: A descriptive

investigation of personal loans’
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o) BV Gl el il Jglaa 13 3ala

oola
A ey Al kil diadl % 2015 Sleladll e Landae a2l aisal
100% 82,251,408 Economic Sector)
- 63% 27% 22296127 |General Trade
10% 7862867 |Services
[ g 3% 6% 4894992 Production
12% 9657756| Agricultural
- 15% 15% 12583936 | Consumption
22% 17722896 |Housing
9% 7232834 | Tourism
gladll Coen i % Sleladl cua Hhd 8 Aadal)
TOTAL PAR % 2.3% 100%)| 1,905,269 Total PAR $
1.7% 20% 435268| General Trade
21% 7% 101984 |Services
2.2% 5% 86792| Production
2.4% 9% 130086 |Agricultural
4.2% 27% 655603 | Consumption
21% 25% 371127|Housing
1.7% 7% 124409| Tourism
ol
L kg il Al Aadadl % 2016
100% $106,513,684 Gross |
_ 59% 27% 29210453|General Trade
8% 8732100.5|Services
| | 25% 5% 5620632.2| Production
9% 9887428116 Agricultural
_ 15% 15% 16230246|Consumption
25% 27098505| Housing
9% 9825318.7| Tourism
% Slelhaill Cua ylad A Uaiaal)
TOTAL PAR % 2.4% 100% $2,556,328 Total PAR $
1.7% 20% 501651.95|General Trade
2.1% 7% 181089.39| Services
2.2% 5% 122816.32| Production
2.4% 9% 241675.38| Agricultural
4.2% 27% 681168.8| Consumption
2.4% 25% 644450.76 | Housing
1.9% 7% 183575.8| Tourism
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ooa

Al ey ol Al siadl % 2017 CileUhill Caa dasdie Al ddisall
100% $121,865,108 _conomic Sector)
[ o 59% 27% 32003579.16| General Trade
8% 9749208.64 | Services
| o] 27% 6% 7311906.48 | Production
9% 10967859.72| Agricultural
_ 14% 14% 17061115.12| Consumption
27% 32903579.16| Housing
9% 10967859.72| Tourism
% lelaill ia ha b ddisdl
TOTAL PAR % 4.1% 100% $4,996,469 Total PAR §
4.6% 30.19% 1508608.8| General Trade
3.0% 5.88% 293730.57| Services
3.0% 4.43% 221312.65| Production
3.8% 8.37% 418432.66| Agricultural
6.0%| 20.39% 1018603.41| Consumption
3.4%| 22.38% 1118425.37| Housing
3.8% 8.35% 417355.98| Tourism
od

) g il Al dlind) %%

2018

e Uadll G Aasdia adalill daiad))

100%
- 64% 29% 32168225.1|General Trade
10% 10539759.7 | Services
I ..;S-I 26% 7% 8014608.97 | Production
10% 10429970.6 | Agricultural
- 10% 10% 10869127 | Consumption
26% 28874550 | Housing
8% 8892922 | Tourism
Sle Ladll cuia jhad 3 Lidaa)l
TOTAL PAR % 7.89%|  100% Total PAR §
10.1% 38% $3,263,112.52| General Trade
4.7% 6% $494,620.98 | Services
5.7% 5% $458,239.06 | Production
5.4% 7% $567,384.84 |Agricultural
17.3% 22% $1,882,331.70| Consumption
4.5% 15% $1,307,150.73 | Housing
7.8% 8% $689,524.17 | Tourism

conomic Sector)
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o

Ay kil el niadl % 2019 Sle Uil i A Al il
100% mic Sector)
| 70% 36% $37,278,901 |General Trade
12% $12,287,626|Services
| 24% 7% $7,010,545|Production
10% $10,609,339| Agricultural
- 6% 6% $6,626,595 | Consumption
24% $24,301,428 | Housing
5% $4,976,301 | Tourism
% Aol o i 3 2l
TOTAL PAR % 3.4% 100% Total PAR §
3.4% 36% 1,253,485 |General Trade
3.8% 14% 472,007 |Services
2.5% 5% 173,825 |Production
21% 6% 224,046 |Agricultural
10.4% 20% 690,835 |Consumption
2.7% 19% 662,039 |Housing
0.0% 0% Tourism
)
Ay ki Al i) % 2015 e Uil Ganen Fandie Unkill Laind)
100% 8,783,690 omic Sector)
| 78% 19% 1,708,389 General Trade
1% 117,284 Services
[ =] 18% 2% 135,578 Production
55% 4,868,844 Agricultural
_ 4% 4% 330,968 Consumption
18% 1,622,627 Housing
0% Tourism
% el e ki 3 aaiaall
TOTAL PAR %! 7.4% Total PAR §
8.6%| 22% 146,298 |General Trade
29.7% 5% 34,811 |Services
7.3%| 2% 9,910 |Production
7.5% 56% 367,245 |Agricultural
3.5% 2% 11,637 |Consumption
5.0% 12% 80,365 |Housing
#DIV/0! 0% Tourism
— )
s aln ALl A ) % 2016 lellad o Lacia Uil Al
100% 9,878,126 _nomic Sector)
[ o 80%|  28% 2737021 General Trade
4% 442,004 Services
| uSu| 14% 1% 115,861 Production
47% 4,621,249 Agricultural
- 5% 6% 617.056 Consumption
14% 1,344,935 Housi_ﬂg
0% Tourism

TOTAL PAR %

Clolalll Con yad 8 A%aias|

Total PAR §
. 212,709 |General Trade
6.8% 4% 30,108 |Services
11.6% 2% 13,466 |Production
9.7% 55% 447290 |dgricultural
3.9% 3% 24,128 |Consumption
6.6% 1% 88,882 |Housing
#DIVIo! 0% Tourism
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y Economiq

SD - (By Economic Sector)

Ay Al Akl dsiadl % 20‘17 Glelhaill e davda Aakill daiall
100%
- 76% 34% 4,220,646 General Trade
1% 96,099 Services
[ oS 18% 1% 142,016 Production
40% 4,901,023 Agricultural
- 6% 6% 759.995 Consumption
18% 2,276,778 Housing
0% Tourism
% SleUadll Cuas _)]na U" ddaaa
TOTAL PAR % 7.0% Total PARS
5.3% 26% 224,604 |General Trade
6.4% 1% 6,128 |Services
9.8% 2% 13,886 |Production
7.8% 44% 383,587 |Agricultural
11.2% 10% 85,436 |Consumption
6.6% 17% 149,873 |Housing
#DIV/0! 0% Tourism
-
A 2y i) Antill Aaiad % 2018 Sielhaill e Zandia Untill Aaiadl)
100%
- 75% 36% $5,977.389|General Trade
0% $54,059|Services
[ o 20% 1% $163.623| Production
37% $6,050,849| Agricultural
- 5% 5% $868.050] Consumption
20% $3,275.614| Housing
0% Tourism
% Slelladll i jlad o Aaial
TOTAL PAR % 12.1%| Total PAR $
12.8% 38% 763,488 |General Trade
17.2% 0% 9,309 |Services
20.3% 2% 33,260 |Production
10.0% 30%! 605,222 |Agricultural
19.1% 8% 165,523 | Consumption
12.6% 21%! 411,890 |Housing
#DIV/O! 0% Tourism
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)

2N 5 kil il Asiaall % 2019 CleUail) e Zaiia Anill Aaiad)
100% Economic Sector)
[ ol 75%|  38% $5,126,114| General Trade
1% $67,886|Services
| | 20% 1% $199,537 |Production
35% $4,715,640| Agricultural
[ o 5% 5% $691,693|Consumption
20% $2,732,545|Housing
0% $0|Tourism
Slelhadll cua jhad il
TOTAL PAR % 17.4% Total PARS
21.0% 46% 1,078,149 |General Trade
12.5% 0% 8,461 |Services
9.4% 1% 18,803 |Production
14.6% 29% 686,710 |Agricultural
27.3% 8% 189,004 |Consumption
13.4% 16% 366,949 [Housing
#DIV/O! 0% 0|Tourism
olad
Ay ) Ll inal % 2015 e Uil s R Rlail) Ll
100% 22,696,531 | Gross loan por ] ic ¢
_ 32% 19% 4,292,341 General Trade
10% 2,319.878 Services
[ o] 67% 2% 455,861 Production
1% 278,335 Agricultural
| = ™ YT Colig
67% 15,202,360 Housing
0% $0|Tourism
PAR >30 By Economic Sector |<lelaill coa jha 3 Uainall
TOTAL PAR % 31%| 100%| 708,566 Total PAR §
3.6% 22% 153,475 |General Trade
3.0% 10% 69,745 |Services
1.4% 1% 6,243 | Production
0.2% 0% 673 |Agricultural
0.04% 0% 53 |C ipti
3.1% 68% 478,377 |Housing
#DIV/O! 0% 0[Tourism
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alid

nomic Sector)

A ey al) Aalidl niadd) % 2016 e ladll cina Aaniia Aail) Aaiaall
100%| § 35,807,186.00
_ 32% 15%]| s 5,280,283.00 |General Trade
12%| § 4,243,956.00 |Services
| R | 66% 3%| s 1,199.606.00 | Production
2%]| § 765.346.00 |Agricultural
— 2% 2%| s 559.806.00 |Consumption
66%]| § 23,758,189.00 |Housing
0% Tourism
il caaa jlad b Alkiad) A % Slethill cua jhd 3 ddiaall
TOTAL PAR % 0.9% 100%| $ 309,685.54 | Total PAR §
0.7% 12% 37,658 |General Trade
1.0% 14% 43,009 |Services
0.5% 2% 6,487 |Production
0.2% 1% 1,573 |Agricultural
1.8% 3% 10,155 | Consumption
0.9% 68% 210,804 |Housing
#DIV/0! 0% 0|Tourism
el
Ay kil Alakil nind) % 2017 el e Aasie Aalill Aaiadll
100%| S 46,005,185
[ o 38% 18% 8,100,054 General Trade
14% 6,382,232 Services
[ | 59% 4% 1,757,822 Production
3% 1,314,274 Agricultural
[ | 3% 3% 1,355,953 Consumption
59% 27,094,850 Housing
0% $0| Tourism
&m.,___% elaill aa jlai 3 Aaiall
TOTAL PAR % 1.8% 100% $807,306 Total PAR §
2.7% 27% 217,947 |General Trade
3.2% 26% 206,873 |Services
21% 5% 36,711 |Production
1.6% 3% 21,241 |Agricultural
0.8% 1% 11,432 |Consumption
1.2% 39% 313,102 |Housing
#DIV/0! 0% 0[Tourism
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A ey il el ihiad) % 2018 Glelaill Cuua davie Akl kil
100%
[ o 39% 17% 8,899,519 General Trade
15% 7,959,514 Services
[ | 58% 4% 2,147,342 Production
4% 1,903,389 Agricultural
_ 3% 3% 1,445,654 Consumption
58% 30,930,028 Housing
0% $0| Tourism
% e lail) o ka3 Al
TOTAL PAR % 3.2% 100%. Total PAR §
4.2% 22% 374,319 |General Trade
4.3% 20% 340,909 |Services
5.5% 7% 117,853 |Production
3.8% 4% 71,706 |Agricultural
9.1% 8% 130,873 |Consumption
21% 39% 659,197 |Housing
#DIV/0! 0%! 0|Tourism
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el

2l gty b Al Aiiaa) % 2019 e Uil Gauen Rasiie Aaill Alaiad)
100%
[ o 7% 15% 7,955,109| General Trade
14% 7,369,087|Services
[ o 59% 4% 2,112,584 Production
3% 1,799,556 Agricultural
[ =ad 3% 3% 1,683,977| Consumption
59% 30,555,370| Housing
0% Tourism
% Clelaill caa e dddaisll
TOTAL PAR % 3.6%) 100%
6.0% 26% 478,023 |General Trade
4.4% 18% 325,205 |Services
6.2% 7% 130,565 |Production
3.8% 4% 68,291 |Agricultural
7.9% 7% 132,385 |Consumption
2.3% 38% 704,166 |Housing
#DIV/0! 0% Tourism
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