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"NPLs in lending institutions in Palestine: their causes and

remedies"’

Abstract: This study highlights the financial and economic
circumstances of non-performing loans granted by lending institutions in
Palestine, the reasons for their frequent failure, and suggests mechanisms
to reduce and circumvent that failure.

The study utilizes an Exploratory Descriptive approach; a questionnaire
consisting of 38 questions was designed and divided into four paragraphs.
The questionnaire was distributed to 136 (out of 210) employees in

lending institutions licensed by the Palestinian Monetary Authority.

The main findings of the study are that non-performing loans in Palestine
are quite frequent. The main reason for defaulting on these loans that the
study identifies is granting borrowers loans with higher monthly
commitments than they can afford based on their actual income. Incorrect
financial data mainly in the form of borrowers exaggerating their income
results in these loans becoming non-performing. Furthermore, the
pressure of competition thus granting loans to borrowers who cannot
fulfill their obligation may influence the credit decision by the lending
institution.

The study thus recommends better ways of assessing the actual income of
the borrower instead of solely depending on the self-reporting of personal

financial status, e.g., “site visits” by a loan officer. The study also
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suggests that the loan should not be disbursed in one payment and to
implement a follow-up schedule between multiple payments in order to
ensure that the borrower uses the loan for its documented purpose. The
study recommends that the unified credit query should include all aspects
of life that affect the borrower’s monthly obligations in fulfilling the

terms of the loan.
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