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ABSTRACT

Current study aimed at explaining how financial vigilance may aid financial managers
and specialist in spotting possible alarms of financial distress and plan an organizational exit
from crises and distress. Reaching this aim was done through adopting variables that constitute
the idea of financial vigilance including (Foresight, Awareness, AlS Applications and Human
Capital). Depending on quantitative approach, a self-administered questionnaire was
distributed on (79) financial managers within (9) foreign banks in Jordan. Results of study
indicated an influence of financial vigilance on predicting possible financial distress that is
attributed to adopting high profile accounting information systems technologies and
trustworthy staff members to form the intellectual capital of the bank. Study recommended
investing more in accounting information systems for smarter outcomes in order to support
decision makers making informed decisions.

Keywords: Financial vigilance; Economic vigilance; Financial distress; Failure; AIS;
Intellectual capital; Crises; Bankruptcy.

INTRODUCTION

With the increased competitiveness among organization, and the ongoing development
in the field of business and entrepreneurship, organizations are becoming more fragile to any
sudden crises that may prevail the business environment, from that point, all organization are
trying to equip itself with the needed tools, strategies, plans and aims in order to develop its
ability to stand before such crises and preserve the organizational performance to the maximum
(Yehetal., 2010).

Based on that, living in such an unpredicted environment means to be aware all the
time, and be able to spot any changes and how these changes may have an influence on the
organization either positively or negatively. Organizations and especially financial
organizations like banks are now becoming more aware of what being vigilant means, they
built their internal operations and external activities based on being vigilant in what would
happen, what would go wrong and how to fix and errors if it appeared (Miglani et al., 2015).

Ali (2007) saw that - for organizations - to be vigilance from a financial perspective
means to have the ability to push practitioners and financial specialists to adopt better financial
approaches in order to manage the financial system in the organization. This can be reached
through avoiding costly crises in addition to motivate the progress of the financial sector.

Klontz and Lawson (2019) on the other hand talked about the role of being financially
vigilant and aware in order to manage debt in banks and avoid the unscrupulous tactics that
may occur from financial intermediaries. Also, Klontz and Lawson (2019) argued that when a
financial organization is financially vigilant, it will have the ability to spot financial troubles

1 1532-5806-24-5-272

Citation Information: Shakatreh, M. Y., Abu Orabi, M. M., & Shammout, B. R. T. (2021). The role of financial vigilance in
predicting possible financial distress among foreign banks. Journal of Management Information and
Decision Sciences, 24(5), 1-18.



Journal of Management Information and Decision Sciences Volume 24, Issue 5, 2021

early and act on it, not to mention the role of the financial vigilance in helping specialists and
financial managers to prevent crises or manage those crises to avoid serious damage.

From another perspective, Mselmi et al. (2017) argued that being financial vigilant
means to employ IT system solutions in the field of accounting in order to create a (0) error
margins. This can happen through the adoption of accounting information systems that helps
in maintaining confidentiality and coordinate the financial status of the organization in a precise
and realistic way.

Based on what was mentioned earlier, current study aimed at measuring the influence
of financial vigilance in predicting possible financial distress among foreign banks in Jordan
through the fiscal year 2019-2020. Following model highlighted the relationship between
chosen variables:

HYPOTHESISES

From the study model above, researcher was able to develop the following set of
hypotheses:

Main Hypothesis
H: Aspects of financial vigilance help in predicting financial distress in organizations

According to Ranani and Bijani (2014) an organization has to be smart in order to
manage its finances in a highly unpredictable business environment, this can be done when the
organization decides to adopt a vigilant attitude towards understanding the nature of the
environment it works in and how to employ all the available tools in order to be more aware of
the external environment, and any possible pitfalls within the internal environment. Al-Saleh
and Al-Kandari (2012) noted to the same idea arguing that an organization has to be vigilant,
means that it has to be aware and awake all the time and able to spot all the changes in its
environment in order to avoid any possible risks that would negatively influence its
performance strategically and financially.

On the other hand, Heintz et al. (2016) argued that not only an organization has to be
financially vigilant; it has also to be vigilant in all aspects of business which includes to be
strategically vigilant in order to have the needed awareness of external environment including
competitors, change in business environment, new regulations, and governance approaches.
From that, a vigilant organization is a welling organization to employ all circumstances to
defend itself against risks and danger, and preserve its performance in the best shape possible.

Sub-Hypotheses
H1: Foresight helps in predicting financial distress in organizations

Setiawan et al. (2020) noted that when an organization has foresight it means that is
being smart from a business perspective. Having the foresight is a form of business intelligence
that gives the organization an ability to predict what is coming next. The idea of foresight is
built on the concept of learning, an organization has to be a learning machine that takes all the
aspects of success and failure from other organization and implement it on itself in order to
avoid what happened to others and reach the level of success that others managed to reach to.

H2: Awareness helps in predicting financial distress in organizations
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Awareness as according to Ya (2020) is one of the traits that organizations have to
possess. An aware organization means to have the needed knowledge regarding competitors,
environments, developments, and changes that are taking place within the business
environment. Zachosova et al. (2018) noted that awareness gives the chance for the
organization to identify its competitors whether they were current or potential, also it helps in
identifying standards that increased competitiveness of other organizations, collect data and
analyze these data so results can be applied and gain all its benefits.

Fernando et al. (2017) also noted to the concept of awareness in terms of technological
developments which can also help in preserving the organizational performance especially if it
was applied within the accounting field. This type of awareness will help the organization
develop its practices in the field and avoid errors as much as possible.

H3: AIS Applications help in predicting financial distress in organizations

Zhang (2019) stated that adopting AIS applications is one of the best ways to avoid
financial distress. The benefit of AIS in avoiding financial distress lay in the fact that AIS
application is able to present data for organizations that are credible, reliable, comparable and
understandable. Such information can help in making decision based on realistic data in the
field and matches the true circumstances of the organization; in addition to that, it helps in
predicting possible pitfalls or errors that may lead the organization towards financial distress.

Also, van Niekerk and Rudman (2019) noted to the same idea arguing that AIS
applications are designed to develop the financial performance of organizations. This
development includes the ability to spot elements which may increase risks on the organization
to get into a financial distress through focusing on liquidity, financial balance aspects, debt,
investments and expenditures. Also, AIS applications present financial lists for organization
which are one of the main tools that helps in predicting financial distress based on the numerical
data that is gives and launching from the fact that such numerical data - when compared and
contrasted with previous lists - have the ability to give an indication regarding the financial
status of the organization and how far it is from being in financial distress.

H4: Human Capital helps in predicting financial distress in organizations

The human capital (intellectual capital) is one of the most important aspects of
predicting financial distress. Nadeem et al. (2016) and Bakshani (2014) stated that skills,
knowledge, and experiences possessed by human capital in the organization can play a role in
highlighting weak points in the financial performance and avoid possible financial distress.
Also, Hsu et al. (2006) pointed to the same idea arguing that sometimes tools and programs
can't help to uncover possible risks, sometimes individuals' experiences are more beneficial in
locating areas of weakness and work on them in order to prevent their long-term influence,
Charalambakis and Garrett (2019) seemed to have the same idea on how important individuals'
skills and experiences in helping organizations predicting financial distress.

LITERATURE REVIEW
Strategic Vigilance

Vigilance as a Noun is defined as the process of paying close and continuous attention .
However, the idiomatic meaning is the rules that prevent failure of projects, so if there is not
financial vigilance, the project will inevitably go to financial failure.
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To achieve financial vigilance, organizations have to increase their assets compared to
their liabilities, to reach their project to good level of financial vigilance and financial safety,
when they do that they will be away from financial failure and bankruptcy (Heintz et al., 2016).

Strategic vigilance is a terms that refers to the state where an organization is always
aware seeking full understanding on competitors' activities, new technological development,
following economic updates and be up to date with all what is new in business environment
(Alshaer, 2020). Through strategic vigilance, organizations can collect information that - when
analyzed - contribute to the over ability of the organization to make critical decision for the
benefit of the organization. Strategic vigilance appeared din many different forms among are
environmental vigilance where the organization become aware of all environmental activities
that are run by the organization in order to improve its environmental responsibility, also
marketing vigilance, which is the state of awareness of the organization regarding marketing
ideas, campaigns (Hindi & Abdullah, 2020).

Financial Vigilance

When, the organizations started their finance career in investments, or a firm started in
its business, they all need both individual clients and businesses, to increase revenues,
maximize their profits. As a result, they have many of experience and methods to protect
themselves from various failures, which increase in investment projects, by achieving the needs
of clients on a personal and business level (Park et al., 2018).

To achieve Financial Vigilance; the investor build trust and long-term relationships and
he set some rules in his business, some of these rules is related with assets, some with Money
flow, finally he set the Important rules to manage his capital, and investment risks, etc. The
investor set these rules to achieve him financial goals by prioritizing, protecting and
maximizing his wealth (Rousseau & Venter, 2016).

There are many of characters must set the financial vigilance these characters such as
(Coglianese, 2018):

1. The natural persons in their family budgets.

2. The investors in their projects.

3. Companies and institutions in their annual budgets.
4. Countries in the annual budgets.

In fact, bankruptcy does not happen suddenly like accidents, but it reflects the end result
of a group of accumulations. Bankruptcy always results from non-compliance with the rules of
financial vigilance. Financial vigilance tends to be watchful, alert, and concerned about their
finances. Vigilance or attentiveness to financial affairs is generally considered to be a positive
characteristic (Arnold, 2016).

Financial Distress

The concept of corporate financial distress has been classified into economic failure
and financial failure. First, economic failure is where the firm's cost of capital is higher than
the revenue which generated by the firm. That mean economic failure achieves, when the firm
is not operating at a profit. The firm, however, does not liquidate (Holmes et al., 2018).

Second, financial failure is when the firm fails to meet the contractual obligations of
lenders, categorized failure into firms that are illiquid and firms that are insolvent. Insolvency
is when the firm's liabilities are higher than the firm's fair market value. The temporary and
shorter version of insolvency is illiquidity (Chino et al., 2017).
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According to Lian (2017), financial distress is the situation where a firm is incapable
of meeting financial obligations.

Predictors of financial distress

Meeker et al. (2016) and Mselmi et al. (2017) argued that there are different predictors
that could indicate a company if it has a good level of financial Vigilance, or it has bad financial
ratios that may cause Financial Distress in the near-term. Predictors of Financial Vigilance
maybe such as:

High profits

High profits may point to a company that is financially good. But, struggling to break
even suggests a business that cannot sustain itself by generating internal funds and must instead
raise capital externally. If profits decreases the company’s risks and lowers its creditworthiness
with lenders, suppliers, investors, and banks. Limiting access to funds typically results in a
company (or individual) failing.

Increase sales

Increasing sales indicates that demand is there for a company’s products or services
based on its existing business model. When expensive marketing campaigns result in no
growth, consumers may no longer be satisfied with their offerings and the company may be
forced to close down.

Good quality product

Likewise, if a company offers good quality products or services, consumers will start
buying from it, otherwise, in case of offering bad quality products, eventually forcing a
business to close its doors as well.

Adequate cash flow rate

When the debtor repays his debts at term, the cash flow will be in the company’s favor,
but, when debtors take too much time paying their debts to the company, cash flow may be
severely stretched. The business or individual may be unable to pay its own liabilities. The risk
is especially enhanced when a company has just one or two major customers.

Avoiding risky investments

A common money avoidance belief is the sense that you don't or can't understand
money or investments. Many money avoiders who carry such a belief will refrain from making
any money or investment choices as a form of financial denial (Sayari & Mugan, 2017).

Levels of financial distress

Financial distress doesn't appear all at once, it appears in level that differs in their
influence and circumstance, among these levels:

Early detection
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1. Declining profitability
2. Decreasing market
3. Cash flow restrictions

Description: Performance enhancement
Evaluation: Optimal results and profitability

Early stage distress

1. Declining revenue/turnover
2. Increasing costs/overheads
3. Loss of competitive edge

Description: Informal turnaround
Evaluation: Effective out-of-court settlement

Medium distress

This level has some Symptoms:

1. Struggling to pay long term debt
2. Consolidation of debt
3. Debtors day's extensions

Description: Compromise
Evaluation: Good to restructure financial affairs with a proposal to the High Court.

High distress

1. Struggling to pay creditors/suppliers
2. Late submission
3. Non-payment of various returns

Description: Business rescue
Evaluation: Effective formal process. Return to a more stable and profitable entity.

Critical distress

1. Behind on payments to the Landlord
2. Pending litigation by creditors

Description: Structured wind-down (Liquidation)
Evaluation: Secondary objective of business rescue.

Determinants of financial distress

Knowledge of the determinants of financial distress in the corporate sector can
provide a useful foundation for analyzing the degree of credit risk facing banks, and represents
a key input for assessing risks and vulnerabilities to financial stability. This special
feature examines the determinants of corporate failure in much country like: Italian, Spanish
and French. An important part of financial stability analysis entails assessing the degree of
corporate sector credit risk facing banks. If the factors that give rise to financial distress are
the same across countries, then aggregation of individual corporate sectorsinto a single
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group is justified, whereas if country-specific factors are more important, this would call
for analyzing conditions in each individual corporate sector (Manzaneque et al., 2016).

There are some of determinants of financial distress. We can detect distress by using
some of ratios like these ratios (Sari et al., 2018):

1. Earnings ratio: earnings before interest, taxes, depreciation and amortization
(EBITDA)

2. Relative to total assets: As higher profits ordinarily imply a lower
likelihood of financial distress.

3. Solvency ratio: Shareholder funds relative to total assets. The solvency ratio
provides information on the past ability of a firm to generate satisfactory
earnings.

4. Leverage: loans over total assets. As a high level of leverage implies that
companies may find it difficult to repay their loans, or a higher likelihood of
experiencing financial distress, this variable is expected to have a positive co
efficient.

5. Altman Z-score model: Altman defined Z-score model as a statistical measure
to predict company financial failure, Altman also defined the Z-score model as
a linear combination of four or five common financial ratios, weighted by
coefficient.

Financial Vigilance within Banking Sector

Banks have taken a series of legal actions many precautionary measures in all their
businesses, going on the right road to achieve financials vigilance, with all their customers, to
preserve their assets and to work on the optimal operation of these assets (Holmes et al., 2017):

e Not lending to investors without adequate collateral.

e Liquidate funds in productive projects, so that the bank can recover its invested
money.

e Conducting feasibility studies before entering into project financing.

e Measuring customer performance, and in the event that failure is predicted,

conservative banking measures are taken quickly towards the company or the

defaulting customer.

Entering banks into successful projects as partners in the project.

Working to diversify investments.

Establishing large reserves to counter sudden risks.

Preparing with appropriate strategies for sudden emergencies, as happened early

this year when the Corona virus appeared, and the emergence of a major

economic shutdown in all parts of the world.

e Changing work methods to suit the different investment sectors.

There is a need for balancing the “ease of doing business” with overall environment
and social gains. The draft Environmental Impact Assessment (EIA) requirements, however,
don’t seem to indicate so.

Generally, banks lend to businesses based on the business credit ratings and the return
on investment of a particular project or business site that they are funding. These two measures
come with certain compliance checks such as the account statements, annual reports, etc. In
this scenario, businesses generally take advantage of their long-term relationships with
financial institutions or show co-funding from other financial institutions to demonstrate their
credibility. So, the protection and insurance systems on assets must be monitored for all bank-
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funded projects. So that the bank avoids any failures of its customers that make them stop
paying loans (Wagas & Md-Rus, 2018a).

For all these actions, the time is now ideal for banks to escape from financial failure by
following the procedures, systems, and precautions to improve the bank’s performance. On the
other hand, the bank is also working to provide its client with the skills to eliminate the causes
of financial failure by following all measures of financial confidence and financial vigilance,
which increases the financial ability of customers to bear various risks (Vaclav & David, 2017).

It is imperative not to ignore the signs of financial distress before they get out of hand.
If the company is unable to pay off its debts, it will suffer financial distress (Panigrahi, 2019).

Examples of a firm's expenses that must be paid may include financing such as paying
interest on debts, opportunity costs of projects, and employees who aren't productive (AlAli,
2018).

Financial Distress within the Times of COVID19

Financial vigilance in the banking sector plays a decisive role in mitigating the
macroeconomic and financial shock caused by the Corona pandemic, as the world is suffering
today from the financial repercussions of the pandemic so that for many organizations | have
saved it from its financial vigilance from reaching the stage of bankruptcy (Ellul et al., 2020).
The financial vigilance in the banking sector led to the availability of a lot of information about
the pandemic, which greatly contributed to helping governments endure this crisis by
supporting the affected lenders and maintaining the flow of credit to the economy while
maintaining financial stability. The global banking system has become on firmer feet than it
was during the 2008 financial crisis due to the implementation of financial regulation reforms
coupled with the financial vigilance adopted by banking organizations.

METHODS

Research methods was built based on quantitative approach, researcher in that sense
adopted a questionnaire to be the main tool of study for the sake of data gathering; the
questionnaire contained two main sections, the first took into account the demographics of
study sample, while the second section presented statements related to study variables
according to the model presented earlier. As for the application process; the questionnaire was
distributed on (90) individuals within (9) foreign banks in Jordan. After application process;
(79) questionnaires were properly filled and retrieved which indicated a response rate of
(87.7%) as statistically accepted.

In order to test reliability of study tool; Cronbach alpha test was employed where alpha
value for each variable appeared to be good because it is higher than the acceptable ratio of
0.60 (Sekaran & Bougie, 2010) as shown in the Table 1.

TABLE 1
CRONBACH'S ALPHA
alpha value
Foresight 0.908
Awareness 0.869
AIS Applications 0.847
Human Capital 0.917
Predicting Financial Distress 0.911
Analysis and Discussion
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Following section presented analysis of gathered data depending on SPSS. The analysis
appeared in three major sections; demographic analysis, questionnaire analysis and hypotheses
testing.

Demographics

TABLE 2
SAMPLE CHARACTERISTICS ACCORDING TO DEMOGRAPHICS
| Frequency | Percent | Valid Percent | Cumulative Percent
Gender
Male 59 74.7 74.7 4.7
Female 20 25.3 25.3 100.0
Total 79 100.0 100.0
Age
25-31 6 7.6 7.6 7.6
32-38 21 26.6 26.6 34.2
39-45 27 34.2 34.2 68.4
+46 25 31.6 31.6 100.0
Total 79 100.0 100.0
Education
BA 44 55.7 55.7 55.7
MA 26 32.9 32.9 88.6
PhD 9 11.4 11.4 100.0
Total 79 100.0 100.0
Experience
2-4 5 6.3 6.3 6.3
5-7 13 16.5 16.5 22.8
8-10 29 36.7 36.7 59.5
+11 32 40.5 40.5 100.0
Total 79 100.0 100.0

As it can be seen in Table 2, sample of study who responded to the questionnaire was
exposed to demographics included (age, gender, experience and qualification). According to
statistical results, majority of sample responded were males forming 74.7% of total sample
compared to females who formed 25.3% of total sample. Also, it appeared that majority of
sample was within the age range of 39-45 years old forming 34.2% of total sample who held a
BA degree forming 55.7% of total sample and had an experience of more than 11 years in
financial positions in banks forming 40.5% of total sample.

TABLE 3
DESCRIPTIVE STATISTICS OF QUESTIONNAIRE STATEMENTS
. . Std.
N Minimum | Maximum | Mean -
Deviation
Aspects of Financial Vigilance
Foresight
Foresight monitor, predict and report on events and
changes generated by the environment, and provide 79 1 5 3.81 1.063

information that helps prevent crises

Foresight within financial vigilance help in preparing
scenarios to confront financial crises and limit their 79 1 5 3.92 1.083
growth and repercussions

Foresight provides predictions of what will happen
in the future, and these estimates depend on planning | 79 1 5 3.70 1.102
approaches, mathematical and statistical methods.
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The organization has high foresight that helps in
providing correct and accurate forecasts as they 79 1 5 3.99 1.068
represent the inputs in making decisions

Foresight is one of the tools used by organizations
and banks in order to keep pace with changing 79 1 5 3.82 1.083
conditions and competitive environment

Awareness

Awareness contributes to drawing attention to the
intensification of competition and the financial 79 2 5 4.24 0.772
challenges facing organizations

Financial literacy is one of awareness' benefits which

. Lo o 79 1 5 3.95 0.999
helps in predicting financial distress
Financial awareness prov@e mformaﬂon related to 79 3 5 416 0741
competitors and their financial status
Being aware means t(_) be always vigilant in terms of 79 1 5 415 0921
financial crises around the world
AIS Applications
Numbers and data presented by AIS applications 79 3 5 403 0751

facilitates prediction of financial distress

IT-based accounting application are precise in giving
an overall estimation of financial status of the 79 3 5 4.32 0.671
organization

The role of AIS is to assist and support decision-

makers to avoid crises and ensure successful 79 3 5 4.34 0.696
management
AIS applications are able to meet the needs of the
decision-making process related to financial crisesin | 79 3 5 4.20 0.648

an appropriate and timely manner

The adoption of AIS increases the degree of
confidence in the decision to face financial crises and
work to reduce their effects and provide the 79 2 5 4.34 0.749
possibility of eliminating them before and during
their occurrence

Human Capital

The human element is able to provide the useful
information needed by all levels of administration 79 2 5 3.87 0.979
and supply it in a timely manner

Well-built human capital increase the ability to use
knowledge and skills to effectively manage financial 79 2 5 4.24 0.851
resources efficiently

Individuals who are more financially literate have

been shown to make more economically rational 79 2 5 3.99 0.980
decisions
Accounting experience and knowledge within the
human element is of great importance in predicting 79 2 5 3.90 1.020

financial faltering and trying to avoid it

Training and qualification for working individuals is
among the effective matters in anticipating any 79 2 5 3.90 0.841
financial failure

Predicting Financial Distress

Many financial indicators may help in predicting

’ o 79 2 5 4.28 0.678
financial distress

Operational |nd_|cator_s are crucial | predicting 79 5 5 3.90 0.727
financial distress

Predicting financial dlstres§ an help organizations to 79 5 5 411 0816

act fast and avoid total failure
Changes in gover_nm_ental regul_atlon_s anq rules might 79 5 5 422 0.795
be a good indicators of financial distress
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All organizations must follow indicators of
creditworthiness and bankruptcy in order to avoid 79 3 5 4.23 0.715
financial distress
Valid N (listwise) 79

As it can be seen from Table 3, respondents had positive attitudes regarding statements
of questionnaire as all of statements scored higher than mean of scale 3.00. This was seen as a
good indicator given that respondents showed high level of awareness in answering
questionnaire statements and revealing a good level of understanding regarding financial
vigilance and its role in predicting financial distress.

In addition to that, and comparing the mean of statements presented in the
questionnaire, it appeared that the most positively answered statements was articulated "The
adoption of AIS increases the degree of confidence in the decision to face financial crises and
work to reduce their effects and provide the possibility of eliminating them before and during
their occurrence” scoring a mean of 4.34 which was as seen as a consensus from respondents
that AIS applications and their outcomes play a role in predicting financial distress.

Attitudes towards variables of study were analyzed as well Table 4 it was seen that
respondents had a positive attitude towards all variables of study given that all of them scored
higher than mean of scale 3.00. The most positively answered variable appeared to be AIS
applications and their use as a tool for financial vigilance which scored a mean of 4.24. This
result was seen to be logical given that AIS applications proved its efficiency in predicting
possible financial distress and failure as according to Geng et al. (2015); Wagas and Md-Rus
(2018a); Ashraf et al. (2019); and Rafatnia et al. (2020).

TABLE 4
DESCRIPTIVE STATISTICS OF VARIABLES
N Minimum Maximum Mean Std. Deviation

Foresight 79 1.00 5.00 3.8481 0.92332
Awareness 79 2.75 5.00 4.1266 0.73257
AIS Applications 79 3.00 5.00 4.2456 0.55465
Human Capital 79 2.00 5.00 3.9797 0.81183
Financial Distress 79 2.80 5.00 4.1468 0.64268

Valid N (listwise) 79

Hypotheses Testing

Main hypothesis

H: Aspects of financial vigilance help in predicting financial distress in organizations

TABLE S5
MAIN HYPOTHESIS TESTING

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.900a 0.810 0.800 0.28748
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression 26.101 4 6.525 78.958 0.000b
1 Residual 6.116 74 0.083
Total 32.217 78
Coefficients
Model Unstandardized Coefficients Stande_lr(_:hzed t Sig.
Coefficients
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B Std. Error Beta
(Constant) -0.228 0.288 -0.790 0.432
Foresight 0.146 0.061 0.210 2.397 0.019
1 Awareness -0.045 0.075 -0.051 -0.602 0.549
AlS 0.712 0.093 0.615 7.645 0.000
Capital 0.244 0.085 0.309 2.884 0.005

Multiple Regression was adopted in order to test main hypothesis, results indicated that
the F value was significant at 0.05 level which meant that aspects of financial vigilance help
in predicting financial distress in organizations, with high correlation (R)= 0.90 as well as the
independent variables explain 81% of the variance in the dependent variable (Table 5).

Sub-hypotheses

H1: Foresight helps in predicting financial distress in organizations

TABLE6
1ST HYPOTHESIS TESTING
Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.506a 0.257 0.247 0.55774
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression 8.264 1 8.264 26.566 0.000b
1 Residual 23.953 77 311
Total 32.217 78
Coefficients
Model Unstandardized Coefficients Sggg?ﬁg?;ﬁg t Sig.
B Std. Error Beta
1 (Constant) 2.790 0.271 10.313 0.000
Foresight 0.353 0.068 0.506 5.154 0.000

Linear Regression was used to test 1st hypothesis; it was found out that F value was
significant at 0.05 level, this result meant that the variable of foresight helps in predicting
financial distress in organizations, with medium correlation (R) = 0.506. As well as the
independent variable explains 25.7% of the variance in the dependent variable (Table 6).

H2: Awareness helps in predicting financial distress in organizations

TABLE 7
2ND HYPOTHESIS TESTING
Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.690a 0.476 0.469 0.46831
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression 15.330 1 15.330 69.900 0.000b
1 Residual 16.887 77 0.219
Total 32.217 78
Coefficients
Model Unstandardized Coefficients Sé?,re]?f?(r;?éﬁg ¢ Sig,
B | Std. Error Beta
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(Constant) 1.650 0.303 5.439 0.000
Awareness 0.605 0.072 0.690 8.361 0.000

Linear Regression was adopted in order to test the 2" hypothesis; it appeared that F
value was significant at level 0.05 which indicated an influence of awareness in predicting
financial distress in organizations, with high correlation (R) = 0.69, as well as the independent
variable explains 47.6% of the variance in the dependent variable (Table 7).

H3: AIS Applications help in predicting financial distress in organizations

TABLE 8
3R HYPOTHESIS TESTING

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.804a 0.646 0.642 0.38473
ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression 20.820 1 20.820 140.658 0.000b
1 Residual 11.397 77 0.148
Total 32.217 78
Coefficients
Model Unstandardized Coefficients Ségg?gg?éﬁg t Sig.
B Std. Error Beta
1 (Constant) 0.192 0.336 0.572 0.569
AIS 0.931 0.079 0.804 11.860 0.000

Linear Regression was used to test above hypothesis; it was found that F value was
significant at 0.05 level, this meant that AIS Applications help in predicting financial distress
in organizations, with high correlation (R) = 0.804, as well as the independent variable explains
64.6% of the variance in the dependent variable (Table 8).

H4: Human Capital helps in predicting financial distress in organizations

TABLE 9
4™ HYPOTHESIS TESTING

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.793a 0.629 0.624 0.39401
ANOVA
Model Sum of Squares Df Mean Square F Sig.
Regression 20.263 1 20.263 130.524 0.000b
1 Residual 11.954 77 0.155
Total 32.217 78
Coefficients
Model Unstandardized Coefficients Sg?)g?ﬁ;?e'ﬁig T Sig.
B Std. Error Beta
1 (Constant) 1.648 0.223 7.386 0.000
Capital 0.628 0.055 0.793 11.425 0.000

Linear Regression was used to test above hypothesis; it was found that F value was
significant at 0.05 level, so, it can be said that human Capital helps in predicting financial
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distress in organizations, with high correlation (R) = 0.793, as well as the independent variable
explains 62.9% of the variance in the dependent variable (Table 9).

DISCUSSION

Study aimed at examining ways in which financial vigilance within organizations can
help decision makers in predicting possible financial distress. Reaching this aim was achieved
through utilizing a questionnaire distributed on (79) individuals within 9 banks in Jordan.
Results of study indicated the following:

Individuals had a high level of awareness towards independent and dependent variables
of study; they also showed good level of understanding regarding financial vigilance and its
importance as a form of economic vigilance within the organization.

Results ensured that respondent had positive attitudes towards variables of study based
on the fact that all variables scored higher than mean of scale 3.00 which gave an indication
that most of them were either strongly agree of agree answered.

Through the analysis, it was proved that financial vigilance in all its aspects including
(Foresight, Awareness, AIS Applications and Human Capital) were influential in forming a
vigilant environment for decision makers to predict and tackle any possible financial distress
in the organization.

Analysis was done in order to measure the differences in the influence among chosen
variables of financial vigilance (Foresight, Awareness, AIS Applications and Human Capital),
it was seen that all of these variables were influential. The most influential variable of them
appeared to be AIS application and its outcomes given that it explained 64.6% of variables
variance and indicating the fact that it has the ability to give precise data and information
regarding possible financial distress.

On the other hand, results of study indicated that the least influential variable of all was
foresight which explained the variables variance with a percentage of 25.7%. This result
appeared to be logical given that foresight is dependent on individuals' experiences, abilities,
talents and skills, in addition to how individuals employ those experiences and skills in
predicting possible financial distress.

From the analysis above, it can be seen that researcher's hypotheses were accepted, and
the claim of the ability to financial vigilance to aid organizations to predict and tackle financial
distress was true.

Accounting Information System as a Financial Distress Alarm

Results of study agree with what came along with Wagas and Md-Rus (2018b) and
Rafatnia et al. (2020) when they argued that accounting information systems can help in leading
the organization towards hunting the pitfalls and traps which may drive the organization into
distress. The idea stems from the nature of benefits presented by AIS applications which are
based on generating precise and critical data which help in generating informed decisions and
well-built approaches to tackle predicted risks.

Also, current study agreed with Geng et al. (2015) on the fact that AIS applications can
predict possible financial distress based on the fact that AIS application give decision makers
information and data that are reliable, realistic and compatible with organizational
performance. Having data that are reliable, realistic and compatible with organizational
performance can help in steering the organization towards the best route without wasting its
time with trial and error; at the same time it helps decision makers to learn from mistakes and
avoid error repetition.
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Ashraf et al. (2019) appeared to agree with results of current study and ensuring that
the scientific approach of AIS application in presenting the information in addition to its
flexibility and inclusiveness helped in predicting possible financial distress through creating
interconnectedness between departments and management in addition to focusing on internal
disciplines which forms the overall scheme of well-built accounting environment.

Never Underestimate the Power of Experienced Workforce

In 2nd rank of influence, there appeared that human capital plays a role in predicting
financial distress in an organization scoring a variance of 62.9% in the relationship between
variables. The human capital in that sense is meant to indicate the human experiences, talents
and skills which are used in order to learn and pass knowledge to others and at the same time
contribute into alarming the organization regarding any possible failure or distress from a
financial perspective.

It is meant that the human factor in the organization should have what it take to be
financially vigilance which includes knowledge about other organizations which been through
financial distress, certain situation that leads to distress and actions to be taken in case the
organization went into financial distress. However, results of current study agreed with
Nadeem et al. (2016) and Bakshani (2014) when they indicated that human and intellectual
capital in the organization are able to provide the useful information needed by all levels of
administration and supply it in a timely manner, in addition to their ability to use knowledge
and skills to effectively manage financial resources efficiently.

Also, study results indicated that the intellectual capital (human force) in the
organization through their experiences, talents and skills have the ability to predict financial
distress when they enjoy a good level of financial awareness as Hsu et al. (2006) pointed out.
This financial awareness - for example - can help the financial manager to avoid high liabilities
and control indirect and additional investments, those statuses can be sensed and predicted
through the financial manager when they feel there is an increase in the cash flow inside the
organization. In addition to that, current study results agreed with Charalambakis and Garrett
(2019) when they argued regarding the role of financial manager to predict financial distress,
this can be tackled through the manager's experience in monitoring the direction of profits and
losses; whenever the profit margins head downwards or losses increased in a noticeable way,
the financial manager should predict financial distress and difficulties all the way.

Awareness and Foresight, a Business Sense

Awareness and foresight appeared to be influential when they scored a variance of
47.6% and 25.7% respectively; the concept of awareness and foresight are both approaches
used in order to hunt down any possible factors for distress and financial failure of any kind.
Results of study indicated that with the fierce competition between financial institutions and
banks, there appeared a culture that is based on being (aware) all the time and have the financial
foresight to give more attention to quality standards. In addition to that, awareness of
organizations is seen as the indicator to the possibilities of distress or failure in the financial
aspects. Jahur and Quadir (2012) and Khera et al. (2020) seemed to agree with the same results
arguing that awareness and foresight of organization include their knowledge of corporate
governance and regulations in a way that guarantees the best and most accurate resolution for
any possible. Based on that, awareness and foresight play a role in avoiding misunderstanding
and indifference to regulations and governance within the financial sphere of the organization,
and this means to have a business sense.
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CONCLUSION AND RECOMMENDATIONS

Financial vigilance means to be financially educated, or it can be said that when an
organization is financially vigilance means it is has a financial culture that supports awareness
of external/internal environment and avid learners from mistakes and errors. When an
organization is financially vigilant is it basically planning for itself a strategy of risk
management that helps it to overcome predicted risks and preserve its financial performance.
Study proved that the financial vigilance that an organization develops is one of the ways that
gives it the benefits of the doubt, means that the degree of vigilance available can aid the
process of protecting the organization from possible financial distress that might occur as a
result of certain financial circumstances.

Current study extracted its significance through monitoring current status of the world
with the spread of COVID19 and the need to apply closures and quarantine laws in order to
limit the spread and avoid inflating the crisis. From that point, it can be seen that being
financially vigilant can help in avoiding the total collapse of the organization through taking
the needed measures and develop all needed procedures as an approach to minimize the
financial influence of the pandemic on the organization and prevent its reach to total closure of
even bankruptcy. In addition to that, all vigilant organization, those who had high awareness
of financial statuses were able to save what can be saved and avoid collapsing due to the
pandemic.

The Coronavirus (COVID-19) pandemic has directed a severe blow to a global
economy already in fragility. Although the full scale of the human and economic impacts of
the pandemic will not be clear for some time, the losses in the financial and economic sector
will be significant. Already existing macroeconomic vulnerabilities make emerging market and
developing countries vulnerable to economic and financial turmoil and this may limit the
capacity and effectiveness of policy support at a time when it is most needed. Even with policy
support, the economic fallout from the coronavirus pandemic is expected to be long-lasting.

In the short term, emerging market and developing economies, which are likely to be
the most economically affected, are those that suffer from weak health systems, or are highly
dependent on trade, tourism, or remittances from abroad, or depend on commodity exports, or
that suffering from financial weaknesses. On average, emerging market and developing
economies are experiencing higher levels of debt than they were before the global financial
crisis, which makes them more vulnerable to financial distress.

Based on study results, following recommendations appeared:

1. Promote financial awareness and culture within the organization as an approach
to smartly manage finances within the organization.

2. Invest in more accounting information systems for smarter outcomes in order to
support decision makers making informed decisions.

3. Banks should be more vigilance regarding the regulatory environment of
financial institutions in the country in addition to that; banks should give more
attention in terms of hiring new senior staff members ensuring their
competency, reputation and trust-worthiness.

REFERENCES

16 1532-5806-24-5-272

Citation Information: Shakatreh, M. Y., Abu Orabi, M. M., & Shammout, B. R. T. (2021). The role of financial vigilance in
predicting possible financial distress among foreign banks. Journal of Management Information and
Decision Sciences, 24(5), 1-18.



Journal of Management Information and Decision Sciences Volume 24, Issue 5, 2021

AlAli, M. S. (2018). Predicting financial distress for mobile telecommunication companies listed in Kuwait stock
exchange using altman’s model. Journal of Economics Finance and Accounting, 5(3), 242-248.

Ali, S. S. (2007). Financial distress and bank failure: Lessons from closure of Ihlas Finans in Turkey. Islamic
Economic Studies, 14(1).

Al-Saleh, M. A., & Al-Kandari, A. M. (2012). Prediction of financial distress for commercial banks in
Kuwait. World Review of Business Research, 2(6), 26-45.

Alshaer, S. A. (2020). The Effect of Strategic Vigilance on Organizational Ambidexterity in Jordanian
Commercial Banks. Modern Applied Science, 14(6).

Arnold, A. (2016). The true costs of financial sanctions. Survival, 58(3), 77-100.

Ashraf, S., GS Félix, E., & Serrasqueiro, Z. (2019). Do Traditional Financial Distress Prediction Models Predict
the Early Warning Signs of Financial Distress?. Journal of Risk and Financial Management, 12(2), 55.

Bakshani, S. (2014). Studying the Impact of Intellectual Capital And Value Added On Predicting Bankruptcy
Using Survival Analysis. Journal of Economics Finance and Accounting, 1(4).

Charalambakis, E. C., & Garrett, 1. (2019). On corporate financial distress prediction: What can we learn from
private firms in a developing economy? Evidence from Greece. Review of Quantitative Finance and
Accounting, 52(2), 467-491.

Chino, F., Peppercorn, J. M., Rushing, C., Kamal, A. H., Altomare, I., Samsa, G., & Zafar, S. Y. (2017). Out-of-
pocket costs, financial distress, and underinsurance in cancer care. JAMA oncology, 3(11), 1582-1584.

Coglianese, C. (2018). Innovation and Regulatory Vigilance. Jotwell: J. Things We Like, 1.

Ellul, A, Erel, I., & Rajan, U. (2020). The COVID-19 Pandemic Crisis and Corporate Finance.

Fernando, C. K., Hosseini, M. R., Zavadskas, E. K., Perera, B. A. K. S., & Rameezdeen, R. (2017). Managing the
financial risks affecting construction contractors: implementing hedging in Sri Lanka. International
Journal of Strategic Property Management, 21(2), 212-224.

Geng, R., Bose, I., & Chen, X. (2015). Prediction of financial distress: An empirical study of listed Chinese
companies using data mining. European Journal of Operational Research, 241(1), 236-247.

Heintz, C., Karabegovic, M., & Molnar, A. (2016). The co-evolution of honesty and strategic vigilance. Frontiers
in psychology, 7, 1503.

Hindi, D., & Abdullah, H. (2020). Strategic vigilance towards anticipating the future of library and information
institutions: a prospective study. International Journal of Library and Information Sciences, 7(2), 112-
138.

Holmes, G. M., Kaufman, B. G., & Pink, G. H. (2017). Predicting financial distress and closure in rural
hospitals. The Journal of Rural Health, 33(3), 239-249.

Hsu, K. H., Li, J. F., & Fan, H. J. (2006, October). An Application of Intellectual Capital on Financial Distress
Models by Using Neural Network. In 9th Joint International Conference on Information Sciences (JCIS-
06). Atlantis Press.

Jahur, M. S., & Quadir, S. N. (2012). Financial distress in small and medium enterprises (SMES) of Bangladesh:
Determinants and remedial measures. Economia. Seria Management, 15(1), 46-61.

Khera, N., Sugalski, J., Krause, D., Butterfield, R., Zhang, N., Stewart, F. M., ... & Lee, S. J. (2020). Current
practices for screening and management of financial distress at NCCN Member Institutions. Journal of
the National Comprehensive Cancer Network, 18(7), 825-831.

Klontz, B. T., & Lawson, D. R. (2019). Identifying Problematic Financial Behaviors and Money Disorders.
In Financial Counseling (pp. 153-168). Springer, Cham.

Lian, Y. (2017). Financial distress and customer-supplier relationships. Journal of Corporate Finance, 43, 397-
406.

Manzaneque, M., Priego, A. M., & Merino, E. (2016). Corporate governance effect on financial distress
likelihood: Evidence from Spain. Revista de Contabilidad, 19(1), 111-121.

Meeker, C. R., Geynisman, D. M., Egleston, B. L., Hall, M. J., Mechanic, K. Y., Bilusic, M., ... & Wong, Y. N.
(2016). Relationships among financial distress, emotional distress, and overall distress in insured patients
with cancer. Journal of oncology practice, 12(7), e755-e764.

Miglani, S., Ahmed, K., & Henry, D. (2015). Voluntary corporate governance structure and financial distress:
Evidence from Australia. Journal of Contemporary Accounting & Economics, 11(1), 18-30.

Mselmi, N., Lahiani, A., & Hamza, T. (2017). Financial distress prediction: The case of French small and medium-
sized firms. International Review of Financial Analysis, 50, 67-80.

Nadeem, M., De Silva, T. A., & Kayani, U. N. (2016). Predicting corporate financial distress for New Zealand
listed firms using intellectual capital indicators. New Zealand Journal of Applied Business
Research, 14(2), 1.

Panigrahi, C. M. A. (2019). Validity of Altman’s ‘Z’Score Model in Predicting Financial Distress of
Pharmaceutical Companies. NMIMS journal of economics and public policy, 4(1).

17 1532-5806-24-5-272

Citation Information: Shakatreh, M., Abu Orabi, M. M., & Shammout, B. R. T. (2021). The role of financial vigilance in predicting
possible financial distress among foreign banks. Journal of Management Information and Decision
Sciences, 24(5), 1-18.



Journal of Management Information and Decision Sciences Volume 24, Issue 5, 2021

Park, J. H., Kim, C., Chang, Y. K., Lee, D. H., & Sung, Y. D. (2018). CEO hubris and firm performance: Exploring
the moderating roles of CEO power and board vigilance. Journal of Business Ethics, 147(4), 919-933.

Rafatnia, A. A., Suresh, A., Ramakrishnan, L., Abdullah, D. F. B., Nodeh, F. M., & Farajnezhad, M. (2020).
Financial Distress Prediction across Firms. Journal of Environmental Treatment Techniques, 8(2), 646-
651.

Ranani, H. S., & Bijani, Z. (2014). The impact of intellectual capital on the financial performance of listed
companies in tehran stock exchange. International Journal of Academic Research in Accounting, Finance
and Management Sciences, 4(1), 119-127.

Rousseau, G. G., & Venter, D. J. L. (2016). Financial insight and behaviour of household consumers in Port
Elizabeth. Southern African Business Review, 20(1), 236-258.

Sari, A., Saputra, H., & Siahaan, A. P. U. P. U. (2018). Financial distress analysis on Indonesia stock exchange
companies. Int. J. Innov. Res. Multidiscip. F, 4(3), 73-74.

Sayari, N., & Mugan, C. S. (2017). Industry specific financial distress modeling. BRQ Business Research
Quarterly, 20(1), 45-62.

Setiawan, M., Effendi, N., Santoso, T., Dewi, V. I., & Sapulette, M. S. (2020). Digital financial literacy, current
behavior of saving and spending and its future foresight. Economics of Innovation and New Technology,
1-19.

Vaclav, K., & David, H. (2017). Predicting financial distress of agriculture companies in EU. Agricultural
Economics, 63(8), 347-355.

Wagas, H., & Md-Rus, R. (2018a). Predicting financial distress: Applicability of O-score and logit model for
Pakistani firms. Business and Economic Horizons (BEH), 14(1232-2019-760), 389-401.

Wagas, H., & Md-Rus, R. (2018b). Predicting financial distress: Importance of accounting and firm-specific
market variables for Pakistan’s listed firms. Cogent Economics & Finance, 6(1), 1545739.

Ya, W. (2020, August). On the Effective Prevention of Financial Risks in High-Tech Enterprises. In 2020 4th
International Seminar on Education, Management and Social Sciences (ISEMSS 2020) (pp. 738-741).
Atlantis Press.

Yeh, M. F., Chang, C. T., & Leu, M. S. (2010). Financial distress prediction model via GreyART network and
grey model. In Advances in Neural Network Research and Applications (pp. 91-100). Springer, Berlin,
Heidelberg.

Zachosova, N., Herasymenko, O., & Shevchenko, A. (2018). Risks and possibilities of the effect of financial
inclusion on managing the financial security at the macro level. Investment Management & Financial
Innovations, 15(4), 304.

18 1532-5806-24-5-272

Citation Information: Shakatreh, M., Abu Orabi, M. M., & Shammout, B. R. T. (2021). The role of financial vigilance in predicting
possible financial distress among foreign banks. Journal of Management Information and Decision
Sciences, 24(5), 1-18.



