m https://doi.org/10.5281/zenodo. 100496524105 (YD) rwisr, 2024, vol. 19, Issue 1, pp. 388-399
BY NC SA

TWIST

Journal homepage: www.twistjournal.net

boi |f§%
TN

Navigating Financial Tide:
A Multi-Case Analysis on Payment Default Management of Davao Region’s
Microfinance Institutions

Angelo E. Jadraque*
Faculty/College of Business Administration, University of Southeastern Philippines,
Ifiigo Street, Bo. Obrero, Davao City 8000, Philippines
[*Corresponding author]

Christian Paul S. Moyon
Faculty-CBAE-FM, University of Mindanao,
Bolton Street, Davao City 8000, Philippines

Abstract

The study aimed to investigate the challenges and coping mechanism of the microfinance institutions in Davao Region
brought by the proliferation of investment schemes. A multi-case study method was employed with the purposeful
sampling used in selecting the four cases, i.e., microfinance institutions operating in the region. Participants include heads
of the credit departments and general manager of operations. The in-depth interview protocol was used in gathering data
and other relevant information from the participants. Results of content analysis revealed the main themes of risk
identification and recognition, members’ behavior, risk reduction, core business focus, organizational culture,
organizational commitment, and enterprise resilience. Members herding behavior could intensify loan defaults. Moreover,
resiliency relies significantly on strong organization culture and not just relying on strong implementation of credit policy.
The cross-case analysis also revealed that all the four cases have similarities in terms of members’ behavior, risk
reduction, and core business focus. They differ on risk identification and recognition, organizational culture,
organizational commitment, and enterprise resilience where the experiences and performance of the two cases were quite
better over the others. The results of study will have implications on how microfinance institutions strategize in
addressing challenges of investments schemes on institution’s profitability.
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INTRODUCTION

Loan default is a perennial problem and a main business challenge of financial institutions from banks down to
microfinance institutions. It constantly hurts their financial performance. All countries either developed or developing
have different levels of non-performing loans that brought negative economic impact. It is the utmost objective of
financial institutions with lending units that all credits granted should be repaid as it is a primary determinant of financial
institutions’ financial health (Jalloh at al., 2019). In contrast, it is argued that there is a certain degree of contagious
defaulting behavior of borrowers that contributes to the proliferating loan defaults and this is commonly intensified in
events of economic shocks (Goedecke, 2018, p. 14). Moreover, business disruptive events can further intensify loan
delinquency levels like the proliferation of investment schemes that have been continuously damaging borrowers’
financial well-being across countries, both developing and the developed ones. This has posed extreme challenges
particularly to microfinance institutions on how to survive in terms of profitability and the going concern of business until
such time that investment schemes are stopped by the authorities; the kind of event that proliferated in the southern part of
the Philippines back in 2018 and 2019.

How these financial institutions manage the rising defaults lies primarily on the tedious and costly processes as
commonly provided by the existing laws. From the major economies of the world that posted the proportion of loans that
are delinquent against the country’s total loans, latest available data show that China has 1.84% in 2020 while U.S. has
0.86% in 2019. Japan posted 1.4% in 2020 and Germany is at 1.05% in 2019 (Trading Economics, 2022). The latest data



https://doi.org/10.5281/zenodo.10049652#105
http://www.twistjournal.net/
https://creativecommons.org/licenses/by-nc-sa/4.0/

for the NPL of the Philippine banking system in August 2022 amounted to PhP496B, accounting for 4.19% of the total
gross loan (Bangko Sentral ng Pilipinas [BSP], 2022a).

Default on loan occurs when there is a failure by the borrower in meeting the terms with the creditor and
repayment is not made based on provisions of the loan contract when the loan matures (Ko¢ & Sevgili, 2020).
Specifically, a loan is classified as “non-performing” if it satisfies any of the criteria of: (a) interest and principal
payments have been past due over the 90-day period and above; (b) there has been the capitalization of interest payments;
and (c) there are other evidences to support NPL classification even the criterion for the minimum number of days is not
met; instances like filing of bankruptcy by the borrower. The amount to be recorded as NPL should be the gross amount
of the loan as reflected in the accounting books (International Monetary Fund [IMF], 2019).

In the Philippine setting, there is the broader definition of past due loan which is characterized by the failure of
payment of the principal and/or interest based on their due date as provided; then the remaining outstanding balance of the
obligation shall be classified as past due. The Manual of Regulations for Banks contain these provisions (BSP, 2022b).
On the other hand, microfinance institutions like credit cooperatives are also subject to the compliance of the rules set by
Cooperative Development Authority (CDA) in relation to non-performing loans.

Further, after all loan defaults are identified or determined in a given reporting period, it will lead to the process
of loan loss provisioning wherein allowance to loan loss will be charged against current period’s income. Loan loss
provisioning based on existing BSP regulations requires setting general loan loss provision at 1.0% of the total loans
outstanding as reported in the Financial Position statement. This is required under Section 11 of the Manual of
Regulations for banks. Specific loan loss provision for unsecured loans that is past due for over 181 days is at 100%
provision; for the secured loans, 50% loss provision for more than one year being past due (BSP, 2022b). Moreover,
credit cooperatives are required 100% loan loss provision for loans that are past due over 365 days (CDA, 2022).

The cost of mortgage foreclosure or judicial procedures for non-collateralized loans normally comes too costly
for both the creditors and debtors. Banks normally resort to judicial foreclosure as last resort under Rule 68 of Rules of
Court (Batas Natin, 2022); and on the bases of Batas Pambansa 22 common for unsecured personal loans (Law Phil, n.d.).
It is a common practice in developed countries where individuals are assigned with credit scores in measuring related risk
and their credit worthiness particularly on personal loans. That is why many studies had resorted to computer-aided
calculations to predict the individuals’ credit risk by evaluating their historical data and other loan-related information
(Aslam et al., 2019).

There is limited literature or theories established on the payment default management by the financial institutions
beyond those procedures provided by law to mitigate the negative impact of the accumulated NPLs on financial
institution’s profitability. Both the creditors and debtors know the legal aspect of loan default. There is the constant
challenge between looking for worthy borrowers and how to manage credit defaults to minimize losses of financial
institutions. In the contrary, there is wide array of literature on loan defaults focused on either perceptions or trends based
on historical secondary data for attempts to predict behaviors influencing the tendency to default loan payments.

Recent related studies have established different factors or determinants of loan default. They are categorized into
different dimensions such as borrower, creditor, economic, and social dimensions. Under the borrower dimension, it
covers sex, education, occupation, household income, years in business or years in employment, and whether or not the
borrower maintains bank account as common determinants of loan default (Kumar et al., 2018; Himali, 2020; and Sum et
al., 2022). Other set of factors include borrower’s credit history, employment status, area of residence, loan purpose,
collateral offered, home ownership status, and borrower’s unforeseen expenditures (Gan et al., 2012; Pereira & Mourao,
2012; Nanayakkara & Stewart, 2015; Abid et al., 2016; Hassan et al., 2018; Obare & Muraya, 2018; Obare et al., 2019;
Fosu et al., 2019; Cyree, 2020; and Khedr et al., 2021); multiple borrowing, diversion of loan proceeds, nature of
business, borrower’s extra income, and repayment schedule (Murthy & Mariadas, 2017; Yeboah & Oduro, 2018; and
Jalal-Eddeen et al., 2019).

The factors attributed to creditors include inefficient orientation, lack of loan monitoring, inadequate loan appraisal,
not good service provisions, and high costs of services (Vijayakumar, 2016; Ismail et al., 2018; Agada et al., 2018; and
Enwereji & Uwizeyimana, 2020). In addition, a mixed of borrower, creditor, and social factors cover interest rate, years
in business, loan size, and loan experience (Amwayi et al., 2014; Kwofie et al., 2015; Abdul Adzis et al., 2021, and
Msomi & Olarewaju, 2022); loan size, improper management, business environment, and access to credit (Akpan et al.,
2014, p.121; Kasango & Kung’u, 2018, p.62; Owusu-Manu et al., 2019; Barbaglia et al., 2023; and Twesige et al., 2021).

It appears to be evident that the research gap which opens opportunity for researchers to fill in is on which particular
process on credit should the financial institutions focus or the alternatives that can create much influence on the process to
optimize lending profitability, optimize institution’s use of funds, and minimize incidence of loan default. This is
supported with the factual data that the banking system in the Philippines had posted total deposits in 2021 amounted to
PhP16.2 trillion covering the savings, demand, time, and FCDU deposits (Philippine Deposit Insurance Corporation
[PDIC], 2022; Statistica, n.d.); while the total loans amounted to only PhP11.4 trillion (BSP 2022c). There is the
difference of PhP2.86 trillion net of the 12% reserve requirement by the central bank (Chipongian, 2022). Such amount
represented the under-utilized excess funds from the banking system brought mainly by lower credit utilization.

Looking at the phenomenal event, i.e., during the proliferation of investment schemes that reached its heights during the
years 2018 and 2019, the factors causing loan defaults attributed to the borrower’s capacity to pay, character, and
economic attributes were influenced and significantly intensified directly or indirectly. It was the period when thousands
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of victims lost their hard-earned money and had increased loan defaults in microfinance institutions particularly in
Mindanao. During the same period in Davao and in SOCCSKSGEN regions, it was observed that from all walks of life,
employed or unemployed, rich or poor, educated or not so educated had invested in KAPA, Rigen, ALMAMICO, Ever
Arm Marketing, among others. Some of them offered 500% return of investment. It was argued that there were many
government employees, policemen, lawyers, educators, students, entrepreneurs, call center agents, and farmers who had
invested one or more of these investment schemes (Arado, 2019).

Taking into account such phenomenal event causing increased levels of loan defaults among microfinance
institutions, this study aimed to investigate using the qualitative research approach on the coping strategies implemented
by microfinance institutions on how they have overcome the business challenge of increased loan payment defaults
during the proliferation of investment schemes. Specially, the research questions that this study sought to provide answers
are the following: (a) what were the challenges of the microfinance institutions in managing loan payment defaults during
the proliferation of investment schemes?; (b) how did the microfinance institutions coped with the challenges of
managing loan payment defaults during the proliferation of investment schemes?; and (c) what were the similarities and
differences of the challenges and the coping strategies of microfinance institutions in managing loan payment defaults
during the proliferation of investment schemes?

MATERIALS AND METHODS

Multiple-case qualitative approach was employed and focused on gathering participants’ perspective, their own meanings,
and multiple views on the research problem; emerging and evolving design instead of utilizing a pre-defined research
design (Creswell, 2013). It is emphasized by Yin (2018) for a multiple-case study that two or three cases would
appropriately aim for literal replication of logic while four to six cases would fit in pursuing different patterns of
theoretical replications. Moreover, Cresswell (2013) emphasized that as to the number of cases to be covered in a
“multiple-case” study, there is no specific and stringent rules to follow; however, it is a conventional practice that
researchers choose four or five cases. Ultimately, the researcher wished to increase confidence on the research results that
was why the final number of cases was made into four.

The in-depth interview (IDI) data gathering approach was used with semi-structured questions. It was designed to
gather intricate information or data from small number of target participants (Roller & Lavrakas, 2015). Such semi-
structured IDI protocol was reviewed and validated by six (6) expert validators. The first round of comments from the
validators was obtained and the IDI was revised accordingly. Then after, all the required approvals to conduct the study
from the dean of the Professional School of the university as well as from the Top Management of the selected cases were
obtained.

Study participants

The selected cases for this study were four (4) big credit cooperatives operating in the region that fall into the category of
“billionaire cooperatives” in terms of assets. Obviously, with the billions of assets, such correlate to the number of
members and borrowers in which the phenomenal event of massive patronage of Ponzi schemes in the years 2018 and
2019 had obviously involved considerable numbers from these microfinance institutions. Yet, they (credit cooperatives)
all survived such event and still doing strong business performance in recent years. Credit cooperatives that do not fall
under the “billionaire cooperative” category as well as those that have existed less than 25 years in business were
excluded from the purposeful sampling.

Specifically, interview participants included heads of credit units, general manager, and loan officer of
microfinance institutions. Only those who hold the position of at least five (5) years were included in the data gathering.
For this purpose, the four selected microfinance institutions were as follows:

Case 01 has been existing as credit cooperative for more than six decades; with hundreds of thousand membership and
with total asset level close to PhP20 billion. Its branches are located in Luzon, Visayas, and Mindanao. The interview
participant of Case 01 started working in the institution in 2009 after the previous cooperative of employment was
absorbed by the current employer. He has been assigned as Loan Account Officer since 2014 whose main functions
include loan documentation, monitoring, and classification, i.e., including loan loss provisioning.

Case 02 has been existing for more than five decades; with membership of more than 40,000 and total asset level close to
PhP2.0 billion. Its branches and satellite offices are scattered in Davao Region and in Region 12. The interview
participant of Case 02 was a former general manager of another cooperative, a hospital. He had been part of a team in a
cooperative bank which mainly tasked for its rehabilitation. The participant joined the microfinance institution in 2007
and has held the position of general manager until present.

Case 03 has also been existing for more than five decades with membership close to 200,000 and total asset level of more
than PhP10 billion. The interview participant of Case 03 started working in the institution in 2006 from the collection
officer assigned for hard accounts, i.e., those written-off accounts with the purpose of generating possible collection and
additional income. Two years after, he was assigned as credit analyst and investigator then eventually designated as
branch manager until 2020. Current position handled is Chief Operation Officer handling the savings and credit group;
the major sources of income of the cooperative.

Lastly, Case 04 is also more than five decades of existence with membership close to 40,000 and total asset level close to
PhP2 billion. The interview participant of Case 04 has been working with the microfinance institution for 13 years.
Positions held include accounting clerk, loan processor, payroll and ATM operations in-charge, credit analyst, and
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currently as credit and collection supervisor at the credit department. The current position covers more on the monitoring
on loan releases and account monitoring on the collection side that covers delays, status, and recommendations for
delinquent accounts.

Data analysis

The analysis of the qualitative content started with transcribing the interview data and from the transcripts, extracted the
theme or patterns that were interesting and with high relevance to the research questions and objectives (Graneheim et al.,
2017). It was repeated several times to refine and establish logical flow on how the themes and categories were extracted,
formed, and interpreted. The interview responses were reduced to themes by means of coding process that eventually
resulted to refined codes, tables, and discussion (Creswell, 2013).

To ensure trustworthiness of this study, the translated text responses by the interview participants as well as those
verbatim ones included in the results and discussion were accompanied with audit trail codes for easy verification and
auditing. In addition, the original files of interview and the transcripts were kept with utmost care for Data Privacy
compliance and be made only available once required for official verification by the panel of reviewers. Specifically, the
data analysis had undergone the following steps: (a) recorded interview files both audio and video (zoom) were labelled
and coded; (b) contents, i.e., the responses of the interviewee on IDI questions were transcribed verbatim for purely
English responses while those of vernacular and mixed languages were translated into English to facilitate analysis; (c)
essential themes and patterns were extracted and noted for the thematic analysis. This process was done several times
with intervals in terms of days to weeks until arriving the improved and final themes; and (d) the finalized codes were
compared and categorized based on their possible similarities and differences along with audit trail codes to the
transcripts of interviews.

Considering that the study involved only few cases and after reviewing different approaches from literature in
gualitative data analysis, the researcher decided to utilize the well-sought approach of Dr. John Shulz of Southhampton
Educational School on content analysis (Edge.Sagepub.com, n.d.). Moreover, is argued that using a computer-aided
software will only be appropriate in making data analysis of data that are considerably large; commonly suggested for
more than 10 or more than 20 interview data. If the data is relatively small, it is suggested to only use manual methods of
the analysis and such was employed by the researcher for this purpose (Welsh, 2002; Spencer et. al, 2003).

Lastly on cross-case analysis, Yin (2009) as mentioned by Creswell (2013) provided cross-case synthesis
approach as an analysis technique when dealing with two or more cases. This was employed by the researcher, i.e.,
utilized a word table to display the data from each case that follow some uniform framework. This had enabled the
researcher to look for the similarities and differences among cases in the study.

RESULTS
Presented on Table 1 is the summary of content analysis that showed the seven overarching themes from the responses of
the interview participants.

Table 1 Results of the content analysis

Main Categories Core ldeas Sub-themes
o Business worries of possible negative impact

Investments that were comparably quick and with extremely high
returns
Increased loan delinquency rate
Decline on new loan applications
Irrational and unguided decisions amidst desire for instant reward
Herding behavior toward investments schemes
Gambled hard-earned money in exchange of possible much higher
returns
Timely action and response to business threats
o Intensified loan evaluation
Management interventions and directives as guides in addressing
the problem.
Adherence to existing credit policy
Influence of strong positive culture
Good mindset attracts abundance in business
Spirituality and psychology in management
Management's directives requiring compliance
Psychology complimenting strategy for better business outcomes
Organizational cooperation
Awareness and vigilance of business disrupting event
Resiliency through positive mindset
Intensified information drive and financial literacy
o Ability to survive the business problem

Risk identification and

recognition
Challenges on loan default g

management

Members’ behavior

Risk reduction

Core business focus

Organizational culture
Coping mechanism on loan
default management

Organizational
commitment

Enterprise resilience




Challenges on loan default management

Risk identification and recognition

It is evident from the responses and elaborated experiences of the research participants on the imminent negative business
impact of the investment schemes when such social phenomenon spread like wild fire. The investment products offered
by the microfinance institutions were of no match to the extremely high returns offered by the investment schemes in a
very short investment duration. There were observed increases on loan delinquency rates and decline of new loan
applications and releases. These were emphasized from the following responses:

We were worried that there could be mass withdrawal as the offered returns of the investment schemes ranged from
30% to 35% as compared to the minimal returns in the cooperative. We were worried that people will no longer
borrow; but in 2019 there was significant decline on loan delinquency while there was increase in collections. In
2020 with the investment scheme and the pandemic, the past due had increased of around PhP40Million.
P04_CQ1.3

There were really affected members though we cannot specifically identify if the withdrawals made by members
were really placed on those investment schemes. But it was evident that the level of withdrawals was different from
the levels or trends during the normal months of 2017 and 2018. It appeared that members went aggressive on their
withdrawals. It was a good thing for the cooperative as there were several members who availed loans from their
share capital that were not used for quite a time. They used it in back-to-back loans. In short, there were members
who borrowed and there were members who withdrew. However, we were challenged by liquidity level. Liquidity
was really affected. The availed loans and withdrawals were both cash outflows. It was really a challenge to the
cooperative; even to other cooperatives and financial institutions like banks. P03_CQ1.3

Members’ behavior

The primary driver that made the society massively patronized the investment schemes at the height of their popularity
was that people saw concrete examples from their friends, relatives, or family members receiving actual pay-out after the
laps of the required waiting period. Indeed, it provided much higher returns at a very short period of time. The enjoyment
of those early takers had removed the logical questions on how it was made possible. They just relied on the desire to
experience the same benefit and enjoyment.

It was during the third quarter of 2018 that | noticed the gradual increase of investment scheme activities. | also
noticed that the prominent people were the ones who spearheaded investment scheme activities while the ordinary
people were just doing "wait and see". Then, when the common people saw instances of "pay-out”, i.e., receiving
big returns by those early takers in investment schemes, they (ordinary people) were enticed to do the same.
P03_CQ1.3

There was a member who really invited and guaranteed the investments of the cooperative employees. The
employees had agreed to the offer of that member since that member was really a trusted member of the cooperative.
Later on, he was killed as he was identified directly to the scam. P04_CQ1.3

Had those investment schemes sustained, it will make people lazy because people will not work anymore. During
that period, people just kept looking at the calendar wishing if they can move the first day to the last day.
P03_CQ1.4

Coping mechanism on loan default management

Risk reduction

It was pointed out by the participants that the actions taken by the top management were immediate upon recognizing the
possible negative impact to the institutions’ business if members and borrowers will fall victims of those investment
schemes. The directives were immediately communicated down the line to all operating business units.

There was the instruction and alarm by the management that there was the latest trend on investment schemes.
Personnel were alerted to be vigilant if excessive or massive withdrawals will be made by members. Withdrawing
members were interviewed as to the purpose of withdrawal or where to use the withdrawn cash. P01_CQ2.2

The management really issued a memo giving warnings and instructions. They discouraged employees to join the
investment schemes and for the credit department to really do the counseling of loan applicants. At the end, the
members were the ones to decide. We were just reminded to minimize our exposures. P04 _CQ2.2

Prior to crackdown by the government, there were loan applicants who did intend to use loan proceeds to place into the
investment schemes given that the interest rates on the borrowed funds were far lower than the returns of 30% or more for
just a month. As a remedy, new loan applicants were extensively scrutinized and investigated as to what were really the
purposes of their new loan applications.

During loan application, we really investigated thoroughly; asking the members if they will just put the proceeds
into the investment schemes. While those who availed loans against deposit, we cannot prevent them from doing so
though we really did thorough counseling. P0O4_CQ2.2




Precautionary measures were done on loan releases; asking members of what was really the purpose of the loan
other than the indicated purpose on the loan documents. And, if the members eventually reveal about the opportunity
of investment with higher returns, then we did the thorough counseling as well as offering them other investment
alternatives in the cooperative. P01_CQ2.2

Core business focus

As part of the management’s directives prohibiting employees to take active participation on the investment schemes, it
was emphasized by the management to carry out the credit policy as they should be. When the time called for enhanced
scrutiny of new loan applicants, additional procedures and documentations were required to minimize the exposure on
any loans that may turn delinquent.

The credit policy is strict by default. However, sometimes it will adjust to the situation and the need on the credit
management. Sometimes it become more stringent or little loose based on the loan utilization, past due level, and
other external factors. It would become little relaxed if the loan quality is relatively ascertained; then become more
stringent by adding requirements such as additional documents or collateral for a loan type that have established
higher past-due trend. P01_CQ2.1

“Policy is made. It is there as a guide but not necessarily to discipline people. Everything should start in something
that they have to accept voluntarily and they are not forced. It is more effective." P02_CQ2.1

Organizational culture

It was pointed out by one participant that their strong business culture had played a big part as to why their institution was
not significantly affected negatively by those investment schemes. There were related withdrawals and loan accounts that
became delinquent after the crackdown of investment schemes, but they remained at the manageable level.

“Mindset creates a culture. A culture starts within the individual. To have a good culture in an organization, you
have to start molding the mindset of individual employees. But you cannot do it alone. First, you have to train your
leaders. Whatever they teach or influence their people, it is like cascading down the line. In fact, if you will ask now
the coop employees, they do not worry of things going on in the economy. Because in the end, it is not about the
economy. It is about how you respond to the economy. " P02_CQ3.1

Further, a good mindset that is operating in business organization provides ease in doing business as well as addressing
business challenges. It was mentioned by one participant that generally, the more successful entrepreneurs are those that
coupled their hard work with a good mindset.

"Whatever you run in the cooperative in terms of mindset, everything starts with that mindset; and | think
that differentiates our coop from other coops. Here, we really started teaching that to our employees; that
we have to have that mindset of abundance. In the contrary, if you have the mindset of scarcity, you will
attract more scarcity. But if you will always think about abundance, you will attract more abundance.
Practically, it's about the law of attraction." P02_CQ3.1

Organizational commitment

Along with the management’s early recognition of the risk that investment schemes may affect negatively the business of
the microfinance institutions, the message was clear from the top management to establish better position on possible
claims over the transactions of members and borrowers. The emphasis was on the protection of the resources for the
overall welfare of the institution and their members.

"There was the management's directive to guard our resources; strict implementation of the credit policy and doing
the appropriate actions to address the problem. After doing the counseling to members, it is their prerogative. It is
just minimizing the exposure of the cooperative." P04_CQ3.3

We really had educated our officers and staff telling them that if possible, not to participate on those investment
schemes that obviously were really scams. It was really avoided through the management's directive not to have the
cooperative employees to be seen by members participating on those activities because the rest of the members may
assume that the cooperative was really participating on those endeavors. As a result, there were few employees who
really tendered their resignation as they really engaged on those investment schemes thinking that they will sustain.
They had resigned as they cannot comply the mandate from the management. P03_CQ3.1

I believe it was the good management because had the management and officers directly participated, it will drag all
the members into the investment schemes. P03_CQ3.3

Enterprise resilience

The kind of management and leadership style in the microfinance institutions had intensified the awareness and vigilance
of the business disruption caused by the investment schemes. These institutions generally did not have control if members
would want to withdraw their savings. However, the selected cases were able to manage withdrawals and did not result to
real massive withdrawals that could have brought the institutions into bankruptcy.




"So far in the cooperative branches, we were not significantly affected though there were withdrawals but not
necessarily big withdrawals. Maybe those members may have invested but the money they put into those investment
schemes may not be sourced from the cooperative. Some members have also deposits in banks and other coops."
P02_CQ1.3

There was really an increase of past-due rate during that time though one good thing for the cooperative because
most of its members are in the government service; 70 to 80 percent of the members are in the government.
P03_CQ2.2

“There was the leadership by the credit manager who was very cautious in addressing the problem; stuck to the
credit policy and just followed it. We were able to tolerate some minor risks in relation to secured loans.”
P04_CQ3.1

Common actions done by the microfinance institutions to counter the negative impact of the investment schemes was by
doing intensified information drive and financial literacy integration in orientations and pre-membership seminars.

After the crackdown, we really integrated discussing about the matter on membership seminars and later when they
apply for loans. PO4_CQ3.1

‘ What was regularly done by the cooperative during that time was doing regular orientation to the members on
financial literacy; encouraging them to regularly do savings. It is part of teaching them to take care of their hard-

earned money and not to engage in those 'instant money" investment activities. P03_CQ3.3

The selected cases have successfully hurdled that challenge brought by the investment schemes. It was more attributed to
the good management and long-established businesses that provided ample experiences to decide on how to address the
very serious business problems when almost the entire society succumbed to the popularity and trap of investment
schemes. It was made into a social phenomenon in a negative way.

In 2020, though there was the increase in delinquency, we were still able to give dividends to members. Generally,
we were able to recover in 2021 though it was more affected again by the pandemic. In 2021 we were able to give
10% dividends and 12% for 2022. P04_CQ3.2

Few months after the crackdown by the government, the level of deposits gradually increased. Based on that
experience, the cooperative can still survive in the event that it will happen again in the future. P03_CQ3.2

Similarities and differences of challenges and coping strategies
The data on specific similarities and differences of the microfinance institutions’ experiences on the challenges and
coping mechanism to address the business disruption brought by the investment schemes are summarized in Table 2

below.
Table 2 Cross-case analysis of challenges and coping strategies by the microfinance institutions
amidst investment schemes proliferation
Themes on Challenges Case Units Remarks
and Coping Mechanism  Similar  Different
Challenges
Common experience by the three cases the degree of threat for possible
Risk identification and 01, 03, negative impact of the investment schemes.
recognition & 04 The increase on loan defaults and decline on new loan applications were
experienced by the three cases.
02 Case 02 was in the lighter situation in recognizing the threat as there was
a strong reliance on the system that was operating to address the threat.
Customer behavior 01,02, All cases experienced having members and personnel doing the herding
03, & 04 behavior and engaged in investment schemes activities.

Coping mechanism

All the cases performed timely response to the disruptive event and did

Risk reduction 83’05’04 intensified loan evaluation for new applications. Management directives
' were cascaded down the line requiring compliance.
Adherence to existing credit policy were performed by all the cases.
. 01,02, o o
Core business focus Additional procedures were done to secure the position of the
03, & 04 N
cooperatives in the event of default.
. The positive organizational culture enabled the three cases not to be
Organizational culture 01, 03, h - . . - .
& 04 ardly hit by the number of members withdrawing and participated in the

investment schemes. The majority of their membership were kept intact.

Case 02 had observed lesser number of members and employees who
02 engaged in investment schemes. They had the strong belief on the

psychology in management that is operating in the organization.




Case 01 and 04 had experienced the typical organizational commitment
Organizational 01 & 04 by personnel and members when their majority of membership were kept
commitment intact though a fraction of their members fell victim of the investment
schemes.
Case 02 had a strong conviction that their people doing the
management’s mandate along with the presence of psychology in
management had spared them from the negative impact of the investment
schemes.
Case 03 emphasized that not only the majority of their employees were
committed to the vision and mission of the institution but also the
members that took active participation on maintaining the good public
image of the cooperative.
All the cases performed awareness and vigilance of the disrupting
01, 03, investment schemes. They all do intensified information drive and
& 04 integrate financial literacy. All of them had survived the business
challenge.
Case 02 had put emphasis on their culture of positive mindset operating
02 in the whole organization which emanates from the wisdom of the key
people in the management.

02

03

Enterprise resilience

It was observed that all four cases have similarities on experiences and coping mechanism employed in terms of
members’ behavior, risk reduction, and core business focus. However, when it comes to risk identification and
recognition, organizational culture, organizational commitment, and enterprise resilience, the experiences and
performance of one or two were quite better over the others. Specifically, Case 02 had better experience in recognizing
the threat of investments schemes to their business operation. When it comes to organizational commitment, Case 02 was
confident that their personnel had shown strong commitment to the vision and mission of the institution. Such
commitment along with strong business culture was perceived to have spared them from the negative impact of
investment schemes. On the other hand, Case 03 experienced the strong commitment not only by the majority of their
employees but also by the majority of members who also exerted efforts to protect the image of their institution.

Lastly, in terms of enterprise resilience, Case 02 had been confident that their positive business mindset, which is
a big component of their organizational culture, had provided them the ease of surviving the business disruption brought
by the investment schemes.

DISCUSSION

Risk awareness along with efficient communication within an organization would enable the business to mitigate the
impact of identified risk in the process of enterprise management (Pang et al., 2022). When the imminent threat of the
investment schemes caught the attention of the microfinance institutions’ management at the early stage, the risk
recognition was also immediate and perceived to disrupt business operations. They had identified the same as a business
risk which is generally characterized by situations or events that can cause unfavorable impact to operations and
profitability. It is argued that risk in business operation should be perceived as circumstances that could bring threats in
terms of possible loss of resources, reduce profitability, and disruptions to business operations (lgor, 2023).

In the process or risk reduction amidst the challenges posted by the investment schemes, the risk management
quality of the microfinance institutions had played a significant role. A good enterprise risk management in an
organization enabled management to explore opportunities and evaluate the potential risk that will eventually maintain
business efficiency and competitive advantage (Ushmani, 2021). In developing countries, financial institutions invest
more resources toward risk management endeavors (Silwimba & Fadun, 2023). It was evident that there were direct
mandates from the top management to keep the situation under control and somehow mitigated the negative impact of the
investment schemes to the microfinance institutions’ business and profitability.

Equally important with the other components in managing risk in relation to credit default management is the
culture operating within the organization. Organization culture, established risk management objectives, and building risk
awareness by the management team play a vital role in business operations consistent to its enterprise goals (Ding et al.,
2023). Organizational culture normally increases the level of resilience in an organization (Arfiansyah, 2021). This had
strengthened the management’s decisions that were translated into specific directives requiring compliance and in turn,
the people down the line found ease of execution as they have understood and embraced the culture.

Further, personnel’s good experience in organizational culture had led to better commitment to organization. It is
characterized by the employees’ high performance in achieving business goals (Nahak & Ellitan, 2022; Lee & Kim, 2023;
and Perdana et al., 2023). Lastly, considered as major components of enterprise resilience include addressing the
uncertain and disruptive events and employing the preventive and recovery procedures to bring back normal level of
operations. It is an enabling capability of a business organization to achieve long-term business continuity. Specifically, it
interrelates the capabilities of the leaders and best practices in risk management to resilience (Sanchis & Poler, 2019;
Sanchis et al., 2020; and Lisdiono et al., 2022). It is evident to these billionaire microfinance institutions with their size in
terms of assets coupled with the length of business existence and experience. These had enabled them to survive the
disruptive challenge of the investment schemes.




CONCLUSION

Resiliency relies significantly on strong organization culture and not just relying on strong implementation of credit
policy. The culture enables to majority of the people involved in the operation, if not all, to embrace the top
management’s directives on how to address the business disrupting event. Risk management on credit is a major area of
significance as credit is the main source of revenue and profitability for microfinance institutions. Maintaining a low level
of loan defaults and well-utilized funds could translate into profit maximization and increasing the value to its members.
It was evident from the information obtained from the participants that the longer the business existence of the
microfinance institution, the more they become learned and experienced in surviving business disrupting events.
Microfinance institutions should continue intensifying financial literacy and information drive to educate members on the
negative outcomes that investment schemes may cause negatively on financial well-being of individuals.

IMPLICATIONS FOR PRACTICE

The inferences from the results of study will have implications on how the microfinance institutions choose strategic
actions to address the challenges of investments schemes if they will re-emerge in the future and will pose threats to
microfinance institutions’ profitability. The results have also emphasized the government’s role in putting investment
schemes to a full stop through legal proceedings. Historical evidences had proven how the Ponzi scheme had devastated
societies and affected the financial well-being of individuals. The timing of enforcing applicable laws is critical to cease
further spreading of the economic damages. This could be an avenue for strengthening the rules and regulations by the
governing agencies as well as for the legislators to enact or refine existing laws about investment schemes for a more
stringent law implementation.

STRENGTHS AND LIMITATIONS

This study presents data and information that are systematically collected to provide answers to the research question
particularly on the coping mechanism of microfinance institutions on the challenges of investment schemes’ proliferation.
Its strengths would include the planning and design of the study which had undergone scrutiny and review by six (6)
expert validators of the research questions; the inclusion and exclusion criteria for participant selection that brought the
interview participants who are exposed and experts in their fields; achieved authenticity by using direct quotations from
participants’ responses that made them vividly part of the research output; the first round of review and critiquing by a
panel of reviewer/reactor during the public forum presentation of the research output; and lastly the final review and
evaluation by the dissertation panel as requirement of the degree.

The limitation of the study is that results have highlighted the coping mechanism of the big size microfinance institutions
but may have not brought in the insights and situations of those small microfinance institutions under the same
circumstances of business challenges.
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