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Abstract
This paper investigates the determinant variables serving as macroeconomic and microeconomic indicators of
commercial banks’ profitability in Jordan for the period 2002-2014. Three models are utilised. The first analyses
cross-sectional data using ROA as the independent variable and ROE, CIRT, TD/TA and size of banks as
regressors in the analysis. The second model takes ROA as the dependent variable and ROE, TL/TA, TD/TA, size
of bank, stability and log (assets) as independent variables. The third model uses panel data, taking ROA as the
dependent variable and log (GDP), log (per capita), log (lending interest), log of inflation and log (ROCE) as
independent variables. Then we test a model with ROA as independent variable and with stability and vector of
macroeconomic variables to assess the impact of stability on bank profitability.
Results:
R-squared in the first model was as high as 0.715, with 1% changes of explanatory variables (CIR, ROE, size of
bank) leading to changes in ROA, and most of the impact variables had strong negative relationships with the
predictor. In the pooled model, R?=64.2%, which is good enough to explain the changes of the variable with the
predictor.
Log of assets of banks had a significant negative relationship with ROA, whereas ROE had a positive and
significant relationship, TD/TA had a positive effect, TL/TA had a positive relationship (0.267) and stability of
political and economic conditions had a negative effect (-0.019).
The third model suggests that GDP had a negative impact, while the fixed effects model gave the same result.
GDP and per capita inflation rate were found to be negatively signed, ROCE had a negative impact in the pooled
model and in the fixed effects model. The results of the analysis emphasise the impact of the determinants which
affected the ROA.
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SECTION 1: INTRODUCTION

1-1 Aim and objectives

This paper aims to examine the relationship between the determinants and profitability in 13 commercial banks

and their branches by using:

a- Cross-sectional time series data.

b- Panel data analysis.

In order to meet this aim, the objectives of the study are :

1- To estimate whether there is a relationship between determinants of bank profitability and profitability
such as total deposits, and total equity over banks profitability.

2- To check whether loans contribute to banking profitability.

3- To estimate whether the political disorders in Jordan, and the external surrounded has influence effect in
banks profitability.

1-2 Hypotheses
The hypotheses to be tested are:

Hy: There is a positive relationship between the size of a bank and its profitability.

Hy: There is a positive relationship between capital adequacy and profitability.

Hs: There is a positive relationship between liquidity and profitability.

Hy: There is a positive relationship between interest rate and profitability.

Hs: There is a positive relationship between inflation rate and profitability.

H6: There is a positive relationship between stability (political, environmental) and profitability.
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1-3: Recent papers and previous studies

Commercial banks have an important role in economic development and are one of the main indicators and
intermediate causes of growth, as providers of financial services to the community, meeting its needs for
money in the form of loans and debts. Buyinza (2010) investigated the profitability of a sample of 23 commercial
banks in sub-Saharan Africa during the period from 1999 to 2006. He used panel data and applied a regression
methodology, analysing many macro-variables, such as bank size, credit risk, bank efficiency, management
size, the diversified earning ability of the banks, per capita GDP, GDP growth rate and inflation rate. All of these
macro-variables were found to have a positive impact on banks’ profitability.

John and Oke (2013) examined the influence of capital adequacy on bank performance from 2003 to 2007
(EPS and PAT, 2009) and concluded that bank managers should concentrate on efficient and effective bank
supervision and risk management. The results of a study of determinants of banks’ profitability in developing
countries between 1980 and 2010, by Aremu et al. (2013), indicate that credit risk and liquidity capital adequacy
are significant drivers of bank profitability. Credit quality is considered a proxy of operational performance and
financial procedures of banks. The risk of debt in the banking industry is that borrowers will not repay on time
or sometimes not repay at all. Aftriye and Akotey (2010) argue that sound credit risk management is critical for
the survival and growth of commercial banks, while Oke et al. (2012) assert that the health of the financial
sector depends chiefly on a sound banking system.

The most prominent issue in the corporate finance literature, according to Agbada and Osuiji (2013), concerns
the depositing of money in banks, allowing them to grant loans, advances and overdrafts to their customers,
because in the process they earn profits for their investment funds, creating profitability and liquidity. Thus, as
banks strive to strike a balance between profitability and liquidity, their main goal is the provision of sufficient
liquidity to customers at all times (Niresh, 2012). Therefore, banks must ensure that sufficient provision of cash
and other semi-cash securities are made available to meet withdrawal obligations and new loan demands by
customers in need of liquidity. If enough money is deposited, banks can provide an array of financial services to
their customers, through which the deposits from the banking public are mobilized, while credits are granted for
investment purposes. Creating value for shareholders is now also widely accepted as a corporate objective. A
growing literature focuses on various factors that influence the performance of banks, but generally few studies
have used shareholder value creation metrics as their performance indicators. These few include Fiordlisi and
Moleynex (2007), Beccalli (2006) and Berk and DeMarzo (2011), who affirm that since equity holders are the
last group to be paid, it suffices to indicate that a firm which creates wealth for its shareholders ultimately
satisfies all other interest groups. Foong et al. (2007) educe that dividend policy influences the cost of capital.
The nature of a bank’s ownership has also been argued to influence its profitability and hence shareholder
value, which is a dominant factor in share ownership. Thus, there are strong differences between locally owned
and foreign owned banks; for example, the latter are believed to have access to more capital, better technical
know-how and greater expertise than the majority of locally owned banks. This factor was investigated by
Adusei (2011), who found a significant correlation between ownership and profitability. Other authors state that
monetary policy may affect as the value of bank assets, which affects the price and availability of non-deposit
funds, without influencing the amount of deposits; therefore, monetary policy can affect a bank’s loan supply
(Stein, 1998; Ahtik, 2010).

Basel Il (2004) requires banks to show categories for nonperforming loans according to days at risk and
provisions used in analyzing NPL level. The other view is that it is the responsibility of banks to assess and vet
effectively the creditworthiness of loan applicants and the effectiveness of their own lending policies, to
minimize the risk of loan default. In extreme cases, banks in some countries failed or were forced into mergers.
As a result, in the interests of broader financial stability, substantial amounts of liquidity were approved by the
authorities in many countries, including Canada and the United States (Longworth, 2010; Kanle and Stalz,
2008). Bourke (1989) finds some evidence of a positive relationship between liquid assets and the profitability
of 90 banks in Australia from 1972 to 1981, while Goddard et al. (2004) report mixed evidence of a negative
relationship between the two variables for European banks in the late 1980s and mid-1990s. Liquid assets are
generally included as a control variable in these studies.

Conceptually, Morris and Shin (2010) define the liquidity ratio as the ratio of realizable cash on the balance
sheet to short-term liabilities, but in general, an increase in the relative liquid asset holdings of a bank reduces
its probability of default, thereby having a negative effect on profitability, so the authors expect liquid assets to
exhibit a nonlinear relationship to bank profitability.

The optimal level of a small country’s international reserves increases with the level of its short-term debt,
according to Ramciere (2009). Tilmaz et al. (2013) analyzed profitability and its determinants for nine emerging
countries including Turkey. Their results identify management’s operating expenses, capitalization, credit risk,
bank size and inflation as important determinants of two dependent variables: return on assets and net interest
margin.

Javid, Anwar and Abdul AlGafoor (2011) analyzed the profitability of the top ten banks in Pakistan over the
period 2004-2008. The study, which focused on internal determinants and utilized the pooled ordinary least
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square (OLS) method, found strong evidence that these variables had a strong influence on profitability and that
having large total assets would not necessarily lead to higher profits. In an earlier study, Staikouras and Wood
(2003) report that a higher loan ratio actually impacts profits negatively.

Goddard et al. (2004) used panel and cross-sectional regression to estimate growth and profit equations;
Afana Sieff et al. (2002) used panel data techniques to identify the main determinants of bank interest spreads
in Brazil; and Ho and Saunders (1981) used panel data to measure the relative impact of micro and macro
factors. The results suggest that macroeconomic variables are the most relevant elements to explain interest
spread in brazil.

Banks profitability factors affecting the profitability appeared in the following diagram.

Diagram (1) : Banks profitability
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SECTION 2:
1 -2 :Brief notes on the Jordanian commercial banking sector
The effect of commercial banking on the Jordanian economy appears to be in boosting growth rates through the
mobilization of national savings and utilizing them to finance productive economic activity.
In 2011 there were 695 bank branches spread across Jordan, an increase compared with 2006 and 2007,
according to the Central Bank of Jordan (CBJ) Annual Report (2012). The report classifies banks into two
categories: foreign banks, and national and Islamic banks. The CBJ has removed many constraints and
enacted many policies to encourage more new banks, making serious efforts to nudge the existing banks into
consideration of the entry of new banks. Therefore, one of the determinants of profitability is the operating
environment of banks in Jordan, which enhances financial stability. Any study of banking efficiency and the
impacts of determinants should consider this factor.
Table 1 shows improvements in the banking industry that were attributed to market conditions, inflation,
interest rates, changes in banking technology and the banks’ role in providing a service to their customers. The
data in the table show that total assets, total deposits and total capital all grew by different ratios; thus, CAR
grew by 5%, ROA by 8% and ROE by 6.5% as compound growth rates. Indeed, all values increased during the
period of study.
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Table 1: Financial indicators of Commercial Banks in Jordan

Total assets Total credit | Total deposits Total capital CAR
vear | (llionaD) | (million D) | (milliomam) | (millionap) | ROE (%) [ROA (%) “os
2002 16.092.5 1664.5 2756.1 365.1 196 | 165 | 15.73
2003 17.243.6 1710.3 2948.5 398.6 1761 | 1.83 | 16.2
2004 19.798.3 1659.4 3476.4 413.3 1872 | 1.78 | 16.4
2005 21.086.5 1865.4 3799.9 444.4 20.8 | 200 | 17.3
2006 24.237.6 2312.4 3877.2 477.8 15.1 173 | 21.1
2007 26.815.6 3077.4 4144.1 526.7 1246 | 162 | 20.7
2008 29.796.7 4353.1 4732. 561.1 1152 | 147 | 184
2009 | 31.0956.9 5203.4 5290 780.9 8.7 111 | 19.6
2010 34.973.8 5686.3 5992.2 565.8 863 | 1.12 | 20.3
2011 37.285.6 9030.8 6816 637.4 827 | 1.16 | 19.1
2012 40.767.3 10179.4 6216.4 587.9 1061 | 121 | 194
2013 41.857.3 11365.5 7115.1 612.8 938 | 143 | 192
2014 42,6953 11987.6 7436.2 698.7 1012 | 109 | 186
2015 44.874.1 12673.4 7614.7 723.1 856 | 127 | 19.8

Sources: CBJ monthly reports and yearbooks (2003-2015).
ROE=Return on equity; ROA=Return on assets; CAR=Capital adequacy ratio, estimated as the average ratio of

the sample.
Table 2: Descriptive statistics for the sample
Mean St. dev. | Skewness | Kurtosis

Total Assets 5799400 | 1036.5 3.2799 8.88

Total Credit 57632 4415.2 0.38 -1.405
Total Deposits | 51248 1669.6 0.116 -1.367
Total capital 5539.3 | 17704 0.207 -0.966
ROE (%) 0.11087 | 0.0669 -0.241 -1.089
ROA (%) 1.545 0.2672 -0.033 -0.740
CAR (%) 0.1865 | 0.0172 -0.275 -0.911

The relationships between R.O.E and R.O.A, CAR declared in the following diagram ,which emphasis that the
ratio increased in the first period of the study ,but drop down from the medial period of R.O.E, Were in R.O.A
the same situation ,but differ in CAR it increased time to other.diagrm (2) shows this illustration.

Diagram 2 : relationships between R.O.E, R.O.A, and CAR of Jordanian commercial banks.

2-2 : Variables used in the study
It is important to understand the macro-economic factors affecting an economy, to aid effective review of the
effects of such variables on banks’ profitability. Table 3 lists these variables, which are then explained in turn.

Table 3: Summary of macroeconomic variables affecting bank profitability

Variables

Description

Measurement

GDP: Real gross domestic
product

Measures output in constant prices

Calculated as prices in the base year 2000
=100.

GDP per capita

Adjusted for population to measure productivity
per person

Real GDP divided by the population size
each year

Lending interest rate

The cost of capital / reward for investments

The price at which lenders are willing to
lend to investors

Real interest rate

Difference between lending interest rate and
inflation

Lending interest rate minus inflation

Inflation

A general increase in price of commodities

Measured by consumer price index (CPI)

Bank size (small, medium,
large)

The owners of capital and assets in branches
spread across the country

ROA

Measures how well the bank’s assets are used in
realizing profits

Ratio of profit before tax to total assets

ROE

Measures the success of a business in realizing
satisfactory return on capital invested

Profits before tax and interest rate to
capital employed

e Return on assets (ROA) is calculated by dividing net income by total assets. It shows the profit earned
from each Jordan dinar (JD) of assets and reflects the ability of a bank’s management to utilize its financial
and real investments to generate profits. According to Ahmed (2009), ROA shows the ability of
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management to acquire deposits at a reasonable cost and invest them profitably. The higher the ROA, the
more profitable is the bank. Table 4 lists the ROA of Jordanian commercial banks classified by size.

Table 4: ROA of Jordanian banks

Bank size 2004 2007 2011 2014
Small 0.00153 0.00193 0.00238 0.00246
Medium 0.00167 0.00265 0.00355 0.00398
Large 0.00197 0.00327 0.00654 0.00743

These results show that the larger banks operating in Jordan are more profitable, as measured by ROA,
than small and medium-sized ones. They are able to control their expenses more effectively, reflected in
higher net profit margins. Thus, large banks are able to make more efficient use of their assets, which
results in a higher total asset turnover ratio.

Table 5: Net profit and asset utilisation of Jordanian banks by size and year

Bank size 2004 2007 2011 2014
Small 0.0965 | 0.1147 | 0.1245 | 0.14523
Medium 0.1032 | 0.1248 | 0.1439 | 0.1563
Large 0.1254 | 0.1542 | 0.1612 | 0.15987

The results in Table 5 show a sharp improvement in net profit and asset utilization, which indicates that profits
rose throughout the period of the study. With respect to asset utilization, small banks lagged behind the
medium and large banks.

e Return on equity (ROE) is the ratio of total equity to total assets for the bank at a given time. It represents
capital adequacy and should capture the safety and soundness of the financial institution. It also indicates
the ability of a bank to absorb losses or handle the risk exposure of shareholders. It is expected to be a
positive relationship because capitalized banks are less risky and more profitable. Table 6 show the ROE of
the three categories of banks.
Table 6: ROE of Jordanian banks by size and year

Bank size 2004 2007 2011 2014
Small 0.0673 | 0.0698 | 0.07213 | 0.0795
Medium 0.0892 | 0.1123 | 0.12782 | 0.1326
Large 0.0987 | 0.12450 | 0.14332 | 0.15326

These results reveal that the ROE of the small banks remained relatively level over the study period, while
at the same time there seem to have been significant improvements in the results for both medium and
large banks. The steps taken by the CBJ reserves to mandate best practice for Jordanian commercial
banks of all sizes, the deregulation of the banking sector and the reforms that have been undertaken seem
to have had the effect of making Jordanian banks more competitive and in levelling the playing field, where
some had enjoyed a significant lead in ROE for a long time.

e Cost/income ratio (CIR) shows the income generated per JD of cost, in other words, how expensive it is
for the bank to produce a unit of output. A lower CIR is better, and it can be used as a measure of bank
performance.

e Stability measures how stable the bank is in terms of the economic and political environment, whether it is
affected by the financial system, by demand and supply, by the changing policies of the government from
one period to another, and so on. In the case of Jordan, an important factor is the migration of Syrian and
Iraqi refugees to Jordan, with the risk of political disorder in Jordan. This is treated as a dummy variable: if
the bank is considered stable, it scores 1; if not, then 0.

e Other variables in the study are mentioned in the text, which explains how they are measured. These
include the inflation rate, interest rate, size of bank, total loans to total assets (TL/TA) and total debt to total
assets (TD/TA).

SECTION 3: DATA AND METHODOLOGY
1-3: Data sources
The main objective of this paper is to determine the microeconomic and macroeconomic variables that affect
the profitability of commercial banks in Jordan, using data from 2002 to 2014 relating to a sample of 13
Jordanian commercial banks. The main data sources were various monthly and annual reports of the Central
Bank of Jordan related to the period of study. The pooled OLS and regression methods were applied to these
observations. An advantage of pooling is that it gives more reliable estimates of the parameters in the model.
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The dataset provides evidence of stability, due to use of the logarithm data for each sample, and indicates that
the data responds to cyclical movements. The second model consist of two separate equations.

Other sources of data used in this empirical work were the IMF annual reports for 2011 and 2014, Department
of Statistics reports and the Arab unified report of financial statements of banks for 2002, 2006, 2009, 2012 and
2014. The empirical tests were concerned with the determinants of the interest margin and profitability of
Jordanian bank deposits. Capital ratio, liquidity ratio, inflation and economic stability were used as proxies for
the indicators, while some macroeconomic variables were used as financial structure indicators.

2 —3: Methodology

The methodology of the study involves two models: a cross-sectional time series and panel data analysis. In the
first model, ROA is treated as an independent variable, while the dependent variables are ROE, CIR, bank size,
TL/TA and TD/TA. The methods are explained below.

Table 7: Pearson's correlation matrix of Jordanian commercial banks’ indicators of profitability

Variable ROA ROE CIR | TD/ITA | Size
ROA 1 -0.673 1 0.798 | -0.15 | -0.123
Sig (2-tailed) | 0.00 | 0.0036 | 0.006 | 0.321 | 0.1072
ROE -0.673 1 0.342 | -0.275 | -0.1037
Sig (2-tailed) - 0.61 | -0.64 0.827
CIR 1 -0.269 | 0.563
Sig (2-tailed) 0.00 | 0.001 0.722
Size of bank 1
Sig (2-tailed) 0.00
TD/TA
Sig (2-tailed)

The correlation matrix in Table 7 shows that ROE is has a weak negative correlation with ROA and bank size,
whereas CIR has a strongly negative and statistically significant (0.006) correlation with ROA.

SECTION 4 : EMPIRICAL RESULTS:
1-4: Regression analysis
The first model was tested by pooling the observations across the banks and applying regression analysis on
the pooled panel, using the following equation:

Rip =g + & Xy + 8, X o5 +a3Xg5 + 8, X i + 25X 55 +26X gt + Uiy
Xit = Return on assets for bank i at time i, which presents ROA as profitability.

Xlit = Logarithm of total assets for bank i at time t.

X2it = E/A total equity divided by total asset for bank i at time t.

X3it = Total loans divided by total assets for bank i at time t.

X4it = Bank size measured by size of assets for bank i at time t.

X5it =Price level of the commodity.

X6it = Interest rate.

Table 8 shows the result of OLS regression for the data.
Table 8: OLS results for series of profitability variables of Jordanian banks, 2002-2015. Independent
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variable: ROA.

Variables Coefficients | t-test | Prob. level
Constant 7.22634 5.123 0.001
ROE -0.162 -0.479 0.543
CIR -0.0174 -0.481 0.522
TD/TA -0.215 -0.267 0.498
Size -0.193 -0.267 0.369
R* 0.715
Adjusted R” 0.698
F-statistic 28.553
Prob. (F-stat) 0.012

Durbin Watson 1.374
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According to the results in Table 8, the conservative coefficient of determination of multiple regression of R? =
0.715, which shows that 71.5% of the variation of Jordanian banks’ profitability is explained by these
independent variables. The R value indicates that we can add more explanatory variables to the model. The F-
statistic value is 28.0553, statistically significant at 0.012 (P<0.05), which indicates that we can accept the
alternative hypothesis that the predictor affects profitability. The value of the Durbin-Watson statistics is 1.374
(P<2), meaning that the independent term errors are free of autocorrelations. Other results show that a 1%
decrease in CIR, ROE or bank size would lead to changes of ROA. Most of the dependent variables have a
strong reactive relationship with the predicator independent variable (ROA), while bank size has a weak
negative relationship with ROA (-0.193), which means that size has a weak effect on the profitability of banks.

2 - 4: Second model
We start the analysis of the second model as shown in Table 9.
Table 9: Pooled least square of factors affecting profitability in Jordanian banks, 2001-2014.
Dependent variable: ROA.

Variables Coefficients | St/ B mov. | t-test | Prob. level
Constant 1.085 0.076 0.632 0.472
Log (Assets) -0.023 0.001 -2.875 0.003
ROE 0.852 0.239 6.425 0.009
TL/TA 0.267 0.182 2.197 0.012
TD/TA 0.124 0.058 0.178 0.03
Size -0.002 0.165 2.263 0.937
Stability 0.091 1.892 0.843
R’ 0.642
R* 0.613
F-statistic 23.677
Prob. (F-Statistic) 0.009
Durbin-Watson 1.219

The results listed in Table 9 indicate that 64.2% of variation in ROA is explained by the independent variables of
the model, while 35.8% of the variation in the predicator remains unexplained by them. Adjusted R? is 61.3%,
which means that some other independent variables can be added to the model to explain the variation in the
predicator. The value of the F-statistic is 23.677 and the validity and stability of the model are supported by the
fact that the log (Assets) value has a significant but weak negative relationship with ROA (-0.023), while ROE
has a positive and significant (at 5%) relationship with ROA (0.852), which means that well capitalized banks
experience higher returns, and that total deposits have a positive and significant effect on the ROA of the bank.
The ratio of total loans to total assets is 0.267 and this is a significant positive relationship, which indicates that
more loans provide more profit for the bank, a result consistent with many reports in the literature (Athana
solgou et al, 2006).
Lastly, the stability (environmental condition) of the country has a coefficient of -0.019, indicating a significant
negative relationship, due to the effects of Iragis and Syrians who have migrated to Jordan with their
investments, then taken large amounts of money out of the country.
In order to support the pooled OLS data, we performed a multicollinearity test, shown in Table 10.

Table 10: Multicollinearity test for series of variables

Variables | Tolerance | VIF
Log (Assets) 0.762 1.102
ROE 0.618 1.425
TD/TA 0.933 1.567
Size 0.235 1.936
Stability 0.152 2.134

The results in Table 10 suggest no multicollinearity, because the tolerance values are close to zero, and VIF is
less than 10. These parameters are reasonably good and suggest the absence of multicollinearity among the
variables of the model.

The robustness test is performed by removing ROE from model, then checking the effect on R%. Among the
variables in the model, capital has the strongest effect (28.7) on reducing the portion of the dependent
variables. This explains why the ROE coefficient has the highest value among all of the variables, and a strong
positive relationship with ROA. With respect to the results in Table 11 on incremental regression as a
percentage of total assets, we represent in this study only the incremental regression, with removal of ROE.

www.ijomer.com 210



Mohammad Alalaya et al | International Journal of Business Management and Economic Research(lJBMER), Vol 6(4),2015,204-213

Table 11: Results of incremental regression, removing ROE

Model Results
R-squared 64.2
R-squared (after removal) | 35.5

Results of the second model panel data
To establish the effects of macroeconomic variables on banks profitability the second model was run and
results of pooled data with fixed effects are listed in Table 12.

Table 12: Results of macro-variables and ROA (pooled and fixed effects). Dependent variable: ROA

Variables

Pooled Model

Fixed Effects

Log (GDP)

-1.036 (3.429)

-2.028 (- 4.163)

Log (per capital)

-0.027 (- 2.186)

-0.031 (- 5.633)

Log (Lending interest)

0.662 (4.451)

0.348 (1.1332)

Log (inflation)

-0.512 (- 1.073)

-0.427 (-2.832)

Log (ROCE)
2z

-0.093 (- 5.297)

0.063 (- 3.277)

R

0.235

0.387

F-test
h Significant at 5%, 1% level Significant at 5%, t-statistic in brackets.
The results in Table 12 show that the lending interest rate in Jordanian commercial banks was found to be
positively and significantly related to ROA levels (0.662) in pooled OLS. This suggest that ROA is responsive to
changes in lending interest rate. It was found that real GDP was negatively and significantly related to the ROA
performance of the commercial banks under pooled analysis, while the fixed effects model depicts a similar
significant and negative relationship with per capita GDP. Together, these two findings suggest that a negative
growth in real or per capita GDP will not necessarily lead to increased ROA, due to being unsuited to the needs
of the community. Inflation was also found to be negatively related to ROA level under fixed effects, which
means that under both models, ROA is not responsive to inflation. It was found that in the pooled model, ROCE
had a negative sign and was statistically significant, whereas in the fixed effects model the relationship was
positive and statistically significant.
The F-test confirms the stability and reliability of the fixed effects model, hence validating the robustness of the
study findings. The results in Table 10 offer further evidence that under the pooled model ROE and ROCE lead
to an increase in banks’ profitability, as portrayed by the fixed effects model, where they were found to be
negatively and significantly related to ROA. This further confirms that ROA, ROE and ROCE affect
nonperforming loan levels, and confirms the mutual relationship of ROA to ROE and ROCE in determining the
magnitude of the stability of the macroeconomic environment and bank size variables, as Table 13 shows.
Table 13: Results for selected model variables. Dependent variable: ROA. Method: GLS (cross-section
weights). Total panel observation: 916.

0.0005

Variables Coefficients | St/ error | t-statistic | Prob. level
C 5.67721 2.0364 2.534 0.0382
Stability 2.8834 2.655 6.796 0.001
Macro-sector 0.4361 0.1327 4.933 0.00

Selected model estimation: ROA=5.677 + 2.0883 stability + 0.4361 Macro.
These results for stability in economic and political policies mean that any change leads to a corresponding
increase by 0.436 in commercial banks’ profitability in Jordan. The Housman test was employed to estimate the
probability of results being random effects. Table 14 shows the random effects analysis.

Table 14: Random effects analysis

Variables Coefficients|Std. error|Z-value|P > z
Log assets -1.77 0.568 -2.56 |0.035
Log (lending ) 0.163 0.432 | 0.765 |0.321
ROCE 0.127 0.021 0.354 |0.000
Inflation 0.368 0.174 |-2.54110.872
Log GDP 4.231 1.02 3.21 ]0.000
SIZE 0.001 0.0367 | -1.093 |0.000
Constant -17.876 10.382
R* 0.389
Wald test: Chi square * 108.653
Breusch-Pagan (LM)** 92.764
Haussmann specification test**| 53.412

*prob>chi®=0.000, ** prob>chi?=0.00,*** prob>chi*=0.000
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Log lending, log assets and ROCE seem to suffer from managerial inefficiency and imperfectly designed
incentives. The effects of technical and marginal advantages are due to foreign dealers and the procedures of
the CBJ, i.e. the environment external to the commercial banks in Jordan, while limited exposure to risk defaults
does not seem to significantly increase the returns of banks of all categories, to the extent that other variables
included in the regression may partially account for credit risk. the Breusch-Pagan LM test result of 92.764
confirms the presence of individual effects in the data. The Haussmann specification test rejects the null
hypotheses that coefficients of random and fixed effects are not systematic, providing evidence in favour of the
fixed model.

SECTION 5 : CONCLUDING REMARKS
This paper has investigated the effects on the profitability of 13 Jordanian commercial banks between 2001 and
2014 of macroeconomic variables and other factors such as stability and bank size, using econometric methods
and three models. The first model used pooled OLS regression of a cross-sectional series and the other two
models employed the pooled OLS and fixed effects methods, but with different factors. Rate of return on assets
was used as the dependent variable in all models, with different independent variables in all models. The
macroeconomic factors used in the whole study were total equity, total deposits/total assets, total loans/total
assets, total deposits/total assets, log of total assets, return on assets, return on capital employed, GDP,
lending interest rate stability and bank size. The findings can be summarised as follows.
1- We found a negative relationship between loans and the profitability of Jordanian banks.
2- Total deposits to total assets and total equity to total assets showed positive and significant relationships
with profitability. We can depend on these factors as major internal determinants of profitability in Jordanian
banks.
3- Higher total assets may not necessarily lead to higher profits.
4- The study found evidence that bank stability and bank size are external determinants of profitability in
Jordanian commercial banks. These have a higher performance at a higher magnitude (P=2.8834) compared
with macroeconomic factors (B=0.4361). However, some researchers report that the influx of Syrian and Iraqi
immigrants increased the capital adequacy, the size of branches and the capital of Jordanian commercial
banks, through transfers of money to Jordan.
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