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Abstract  Review Article 
 

The present article empirically discusses the Credit Risk Management and its impact on the overall performance of 

commercial banks in Jordan. Additionally, the study uses the moderating impact of Corporate Governance(CG) and 

Customer Relationship Management(CRM) in examining the extent of the influence of the  credit risk on the banks 

overall productivity. The empirical studies show that there is a significant impact of CG and CRM on evaluating the 

credit worthiness of the customers and reduce the default rates of bank customers. In Jordan, the banks have crucial 

role in determining the economic strength, therefore, the banks are provided with Corporate Governance guidelines by 

the Central Bank of Jordan that provide them essential laws and regulations to strengthen their CRM and CG 

mechanism and reduce the risk related to credit, thus their overall performance is improved 
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INTRODUCTION 
Commercial banks in Jordan have key role in 

determining the competitive financial sector that seek to 

offer financial services to customers and manage 

various types of risk at the same time. It is mentioned 

by Marn & Romuald [1] that credit is the cornerstone of 

the commercial banking sector because it strongly 

influences the overall stability and profitability of 

banks. In this aspect, loan decision is crucial because by 

using effective approach, they can mitigate the risk of 

credit related to each customer and enhance the overall 

performance of the banks. In Jordan, despite in the past 

few years, increase in competition is observed in the 

banking sector, yet, for evaluating loan decision they 

use subjective approach [2].  The author states that their 

evaluation is based on the certain scoring models or 

even the officer can use their intuition to assess the 

credit worth of each applicant. However, it is also 

crucial for the banks to determine the difference 

between the good and bad credit risk while evaluating 

the applicant attributes for the provision of loan. It 

means that if the banks do not provide the good loan, it 

may decrease the future profitability potential of the 

bank; on the contrary, if the banks accept bad loans, 

they may get into trouble and may lose not only the 

interest amount but principle amount too.  

 

The highly observed credit risk in the banking 

sector is the risk related to the default of customers or 

counter party. In the initial period of 2000, the Jordan 

economy reflected a substantial increase in the banking 

sector because it constituted a major portion of the 

economy, however, at the same time the banking 

institutions witnessed the increase in non-performing 

loans based of their weak evaluation mechanism [3]. 

This led to the financial distress in the banking sector 

and identified the prevalence of predatory debtors in the 

banking sector whose approach involved the 

abandonment of credit provision to the large number of 

customers and allowed only a few parties to avail this 

advantage. Nevertheless, the provision of credit is the 

source of generating income for the banks [4]. It is 

needless to say that it also involves huge risk for both, 

banks and customers. Those banks that have high credit 

risk have the increased chances of bankruptcy, yet,  to 

reduce the number of non-performing loans, banks have 

to focus on their corporate governance mechanism that 

could limit their chance of high credit risk and 
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bankruptcy. The present article is an attempt to describe 

the relationship between the credit risk management 

and its impact on the overall performance of 

commercial banks. Additionally, the study has selected 

two moderating variables, corporate governance and 

customer relationship management to know the extent 

of their impact and understand their indirect impact on 

the relationship between the credit risk management 

process and performance of the commercial banks in 

Jordan banking sector.  

 

Credit risk management in commercial banks in 

Jordan 

In the banking sector, the exposure to credit 

risk is the pertaining issue, globally. It is illustrated by 

researchers that those banks that have highest credit risk 

have the highest potential to adversely affect its 

stakeholders and lead them towards failure 

[5].  Particularly in the context of Jordan banking 

sector, this failure in banking operations is attributed to 

the subjective credit evaluation procedures, poor risk 

management, lack of attention to the applicant’s 

characteristics and poor governance mechanism. 

However, the risk can be mitigated if the banks 

strengthen their evaluation process using strong 

governance mechanism and robust management 

practices. Credit decision is linked to the process of 

making decision that demonstrates if the credit must be 

provided to a specific customer based on their certain 

attributes such as income, age, social status, amount of 

loan, and the period to provide loan and the purpose of 

availing loan [6]. A major element that contributes to 

the decision of making credit provision is linked with 

the ability of borrower to pay back the amount and 

interest in a given period.  

 

Credit risk is primarily described by Basel 

Committee of Banking Supervision [7] and is cited by 

Huang & Wang [8], which stated that it is the likelihood 

of losing the loan amount either partially or totally due 

to the customers’ inability to pay back the financial 

obligation. Credit risk is crucial in banking sector 

because if the bank loses even a smaller number of 

those customers who are the key element in the bank’s 

success, the bank may incur huge loss. In Jordan, Al-

Beshtawi et al. [4] observed that the banks are 

significantly facing credit risk after the global financial 

recession in 2008-2009 because of the poor 

management practices who are failed to evaluate the 

differentiate the non-performing loans from good loans. 

Alhumoudi [6] claims that the failure of banks to 

provide the good loans is attributed to their insider 

lending and the high interest rates charged to borrowers 

in Jordan. This overall scenario increases the ratio of 

non-performing loans and reduces the profitability of 

the banks. Eling & Marek [9] also stated that lending 

credit without effective decision making process 

increases the number of risks along with the risk of the 

borrower’s default such as clearing risk, interest rate 

risk and funding risk. The historical experience states 

that lack of emphasis on credit portfolio is one of the 

reasons for the poor performance of banks.  Sohilauw et 

al. [10] added in the literature that the inability to 

collect credit and the extension provided to the 

customers is the key contributor for financial distress in 

the commercial banks in Jordan.  

 

Corporate Governance (CG) and credit risk 

management (CRM) in Jordan commercial banks 

Recent studies conducted by Huang & Wang 

[8] and  Basel Committee on Banking Supervision [11] 

evaluated the impact of corporate governance on the 

bank’s overall productivity specifically those banks that 

have highest ratio of non-performing loans. The authors 

indicated that CG increases the banking ability to reach 

its objectives because of its positive influence on the 

managerial decision making process and through the 

improved stages of internal is described as a set of 

processes that are utilized by the Board of Directors and 

employees of the banking sector to represent the 

banking performance to their stakeholders (customers, 

dealers, government, other financial institutions and 

community) [12].  In Jordan banks, CG is one of the 

essential elements that is utilized to support the national 

economy and strengthens the abilities of administrative 

forces to deal with their concerned stakeholders. In 

Jordan, Central Bank of Jordan has issued the booklet 

for governance mechanism that helps the banks to 

ascertain the application of CG efficiently, improve its 

credit risk management and strengthen the overall 

performance.  

 

The bank CG mechanism is a complex 

structure. This includes the bank’s shareholders, 

managers, employees, BoDs. Notably, in the context of 

Jordan banking sector, bank executes its operations 

under the comprehensive rules and regulations imposed 

by the Central Bank of Jordan. The relation between all 

these factors determines how effectively banks have 

implemented the CG mechanism and it satisfies the 

needs of the stakeholders while fulfilling the rules and 

regulations. For investors, customers and regulators, 

CG mechanism of the banks play fundamental role 

because using this framework they can evaluate the 

performance of banks and evaluate the systematic risk 

posited due to the provision of loans. 

 

The moderating impact of Customer Relation 

Management (CRM) and Credit Risk (CR) in 

commercial banks 

Customer Relationship Management (CRM) is 

described as the set of activities that focus on the 

continuous relationships with their customers instead of 

one time individual transaction. It is further argued by 

researchers that if the firm has improved CRM, it will 

have the higher rate of customer loyalty and improved 

organizational performance [8]. Aebi, Sabato & Schmid 

[3] noted that CRM provides various advantages to the 

banking sector. If the customers have the belief that if 

the particular bank has good customer services and 
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emotional attachment with their customers, they view 

banks positively and can become a positive source of 

high performance in the market. It is worthy to mention 

here that customers are considered as the firm’s asset 

because they can spread a positive word of mouth and 

become a source of referrals. In the context of banking 

sector in Jordan, customer satisfaction is related to the 

bank’s credit worthiness and financial strength. This is 

highlighted by Huang & Wang [8] in their study that 

CRM leads to the improved firm’s performance. Ly [2] 

identified positive relationship between CRM, credit 

worthiness of the banks and their overall performance 

in the market. 

 

The academic literature suggests that CRM 

enable banks to increase their credibility in the market 

by means of gaining high customer value, which is 

possible by fulfilling their specific needs such as their 

expectations related to loans and other financial 

assistance [3]. However, failure in CRM activities 

might increase the risk of various sectors in the banks, 

as mentioned by Al-Zamel [13]. In the context of 

Jordan, the researchers indicate that CRM boost their 

overall credibility in the market and customers feel 

loyalty with the bank and personalize their activities 

[14]. In this way, the rate of credit default can be 

profoundly decreased [15]. Prior studies also indicate 

that the efficient mechanism of CRM helps in effective 

flow of information between the customers and banks, 

which enable employees to disseminate the smooth 

flow of information across the bank [16]. Thus, banks 

maintain the robust mechanism for CRM and 

implement the effective decision that can benefit both 

the parties; banks and customers.  

 

Banks that are committed to the effective 

framework of CRM, derive success for the firms’ 

overall productivity. Research in the related area 

indicates that the banks that have higher credit risk are 

linked to their unclear objectives and commitment to 

CRM. Banks in Jordan have mostly implied CRM in 

their credit department because it gives them clear 

strategic direction and facilitates them to evaluate the 

financial strength of each applicant and reduce the 

overall credit risk. Those banks that are highly 

committed to the CRM strategy are clear in their 

business objectives and help them achieve overall 

business goals in this customer centric market. 

 

The moderating impact of Corporate Governance 

(CG) on credit risk management in commercial 

banking sector in Jordan 

The Basel Committee on Bank Supervision 

indicates that if the banks have implemented effective 

CG mechanism, they can achieve the public confidence 

and maintain the trust in their relevant stakeholders 

[17]. Jordan is considered as a small country whose 

economic progression is profoundly dependent on the 

transparency and effectiveness of financial institutions 

and banking sector. In the past events, Jordan faced 

financial distress such as Shamaylaeh Gate that 

enforced regulatory authorities to follow a sequence of 

legislative and financial regulations that encouraged 

financial institutions and banking sector to adopt robust 

corporate governance mechanism that could strengthen 

their accountability and credit worthiness in the market 

[18, 19]. Moreover, to secure the stakeholders from the 

ineffective banking operations, CG defines the 

responsibilities of each employee in the bank and 

furnishes positive output in terms of improved market 

performance. In Jordan, CG in banking sector is still not 

widely implemented. However, the increasing pressure 

from the stakeholders about the transparency and 

accountability of banks, the Central Bank of Jordan 

have imposed certain regulations that are necessary to 

implement because in this way they can gain the public 

confidence and improve overall performance in the 

local and international market. 

 

CONCLUSION 
From the findings of the study, it is concluded 

that banks performance is directly related to the CG 

mechanism and CRM. Moreover, the focus on credit 

aspect by means of strengthening the bank’s CG and 

CRM, the management can reduce the probability of 

credit risk. However, it is important for the managerial 

body to remain cautious at the time of credit decision 

because if it is not effectively evaluated, it may 

negatively influence the overall performance of the 

bank and eventually it leads to the economic and 

financial distress in the country. From the prior studies, 

it is clear that banking sector in Jordan play key role in 

determining the economic strength, therefore, the extent 

of CRM and CG mechanism must be considered 

because they are crucial at the time of deciding the 

credit provision.  
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