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This study recommended would therefore encourage future investigation
in the SCP field. This can be undertaken with wider data availability to elimi-
nate or optimally minimize the caveats presented throughout the paper. And
also need to reduce concentration and spur competition: and to boost the
development of the equity market in order to improve bank’s profitability as
bank and stock market was found to be complementary
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The results of relationship between the dependent variable (ROA)and in-
dependent variables that indicate in 2005. 2006 and 2007 is a positive and
significant relationship of management of bank’s capital (MBC): bank Risk
(BR): bank’s loan portfolio (BLP) expense control (EC) equity to total assets
(EQAS).but only in 2005and 2007 in Relative size is calculated as the ratio of
the stock market capitalization to total assets of deposit money banks (PBS).
and only in 2005 and 2006. loans to total assets (LNAS) .Then used multiple
regression to test all independent variables and ROA and the results indicate
the positive and significant relationship only in 2006 and 2007.

This study was used simple regression to test the relationship between the de-
pendent variable (ROD) and independent variables and the results indicate in
2005 is a positive and significant relationship of management of bank’s capital
MBC) « bank’s loan portfolio (BLP)Expense control (ECxloans to total Assets
(LNAS).equity to total assets (EQAS) but in 2006 Management of bank’s capi-
tal (MBC) «relative size is calculated as the ratio of the stock market capitaliza-
tion to total assets of deposit money banks (PBS) .and in 2007. management of
bank’s capital (MBC). bank’s loan portfolio (BLP) expense control (EC) Rela-
tive size is calculated as the ratio of the stock market capitalization to total
assets of deposit money banks (PBS) «equity to total assets (EQAS) . Then used
multiple regression to test all independent variables and ROA and the results
indicate the positive and significant relationship in 2005. 2006 and 2007

When the study applied the model ( 2) to test the hypotheses and applied the
simple regression to investigation concerning the relation between degree of
concentration in the banking sector and performance it seems that the pre-
tax profit is only partly explained by the variables which we considered as rel-
evant the results indicate in table (5) the positive and significant relationship
between the dependent variable (pre-tax profit) and equity. debt: expenses in
2005. 2006 and 2007 respectively. When applied the multiple regression for all
variables and the result indicates there are a positive and significant relation~
ship. But when the researchers applied the model 2 to test the hypotheses and
applied the multiple regression. the results indicate in table (6) the positive
and significant relationship between the dependent variable (pre-tax profit)
and all factors (equity: debt. expenses) in all years in (2005. 2006. 2007) respec~
tively .
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But when the researcher applied the model 2 to test the hypotheses and
applied the multiple regression. the results indicate in table (6) the positive
and significant relationship between the dependent variable (pre-tax profit)
and all factors (equity. debt. expenses) in all years in (2005. 2006. 2007) re-
spectively and the result indicates (p < .000 at significant level .01 with F- test
value 434.95)

Conclusion and Recommendations:

The aim of this study is to identify the role of market power in commercial
banks of Jordan. To achieve it. we have applied the structure conduct perfor-
mance (SCP) model to explain the bank level profitability in a sample 14 com-
mercial banks listed in Amman Stock Exchange from the period 2005-2007.

The study encourages future investigation in the SCP field: which can be
undertaken with wider data availability to eliminate or optimally minimize
the caveats presented throughout the paper. The regression was used to test
all hypotheses.

The study design to explain two models: the results indicate in first equation
in the years 2005 and 2006 there are a positive and significant relationship
between the NIM as profitability measure and the variables management of
bank’s capital (MBC) Bank Risk (BR) Bank’s loan portfolio (BLP) expense
control (EC): loans to total assets (LNAS) Equity to Total Assets (EQAS). but
in the year 2007 there is a positive and significant relationships between the
net interest margin and bank risk (BR) :bank’s loan portfolio (BLP)expense
control (EC) and equity to total assets (EQAS).

Multipleregression was used to test all independent variables and NIM and
the results indicate the positive and significant relationship only in 2005 and
2007 and the results of relationship between the dependent variable (ROC)
and independent variables in 2005and 2006 years was positive and significant
relationships between the return on capital and the same variables. market
concentration IMC) Bank size(BS) . But management of bank’s capital (MBC)
in all years shows the negative and significant relationship. Then used multiple
regression to test all independent variables and ROC and the results indicate
the positive and significant relationship only in 2006 and 2007.
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v L ) : o - Total indei;é\ﬁziént
year; » &Results Test eq?utyﬂ debt expenses . vanables )
F 416.927 315.460 208.669 209.599
2006 R™2 972 963 946 984
T- test 20419 17.761 14.445 -~
SIG 000*** 000*** 000%** 000***
F 433.120 490.859 235445 586.915
2007 R™2 973 976 952 994
T- test 20.812 22.155 15.344 ---
SIG .000*** 000*** .000*** 000***

* Significant at p <0.10 ** Significant at p< 0.05 *** Significant at p< 0.01

When the study applied the model 2 to test the hypotheses and applied the
simple regression . the results indicate in table (5) the positive and significant
relationship between the dependent variable ( pre-tax profit ) and equity «
debt. expenses in 2005.2006.2007 respectively (p < .000-.000-.000 at signifi-
cant level .01 with t- test value 13.767-14.335-12.241 (2005)/20.419-17.761~
14.445(2006)/20.812-22.155-15.344(2007). When applied the multiple regres—-
sion for all variables and the result indicates (p < .000-.000-.000 at significant
level .01 with F- test value 94.304-209.599-586.915)

Model (2): Table (6)

The Relationship between the Dependent Variable Pre- Tax profit and
Independent Variables for all years

year i |’ Resuilts Test Cequity  v|i., debti expenses I§tal
2005- F 911.337 646.106 602.417 434.95
2007 ) 058 942 938 o2
T-test 30.188 25419 24.544 -
SIG .000*** .000*** 000*** .000***

* Significant at p <0.10 ** Significant at p< 0.05 *** Significant at p< 0.01
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The study was used simple regression to test the relationship between the
dependent variable (ROD and independent variables in table (4) and the re-
sults indicate in 2005. a positive and significant relationship . management of
bank’s capital (MBC) (p < .000 at significant level .01with t- test value5.319)
bank risk(BR) (p < .037at significant level .05. with t- test value 2.346) .
bank’s loan portfolio (BLP)« p<.036 at significant level .05. with t- test value
2.366) Expense control (EC) (p<.033 at significant level .05. with t- test value
2.404)Joans to total Assets (LNASX p<.041 at significant level .05. with t- test
value2.285).equity to total assets ( EQAS) (p<.026 at significant level .05. with
t- test value 2.536 but in 2006 Management of bank’s capital MBC) (p < .026
at significant level .05with t- test value2.546). relative size is calculated as the
ratio of the stock market capitalization to total assets of deposit money banks
(PBS) (p<.001 at significant level .01 with t-test 4.167) but in2007. manage-
ment of bank’s capital (MBC) (p < .037 at significant level .05with t- test value
2.349). bank risk(BR) (p < «000at significant level .01. with t- test value 12.149)
«bank’s loan portfolio (BLP).( p<.000 at significant level .01. with t- test value
12.115). expense control (EC) (p<.000 at significant level .01. with t- test value
12.576). Relative size is calculated as the ratio of the stock market capitaliza-
tion to total assets of deposit money banks (PBS) (p<.013 at significant level
.05 with t-test 2.933). equity to total assets ( EQAS) (p<.000 at significant level
.01. with t- test value 6.221. Then used multiple regression to test all indepen-
dent variables and ROA and the results indicate the positive and significant
relationship in 2005. 2006 and 2007 respectively (p <. 052-.001-.001 at sig—
nificant level .10-.01. .01 with F- test value5.882-29.010-30.974)

Model (2): Table (5)

The Relationship between the Dependent Variable Pre- Tax profit and
Independent Variables

| g oo | oot ! Total independent
year 1 Results lest dethw ¢ expemes " yvariables © -
F 189.530 205.506 149.832 94.304
2005 R72 940 945 926 966
T- test 13.767 14.335 12.241
SIG L000¥** 000*** L000%** L000***
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level .01. with t- test value4.815-9.502-9.369): equity to total assets (EQASX
p<.000-.000-.000 at significant level .01. with t- test value 6.142-8.156-6.705).
but only in 2005and 2007 in Relative size is calculated as the ratio of the stock
market capitalization to total assets of deposit money banks (PBS) (p<.065-
.037 at significant level .10..05 with t-test 2.050-2.344) but only in 2005 and
2006 « loans to total assets (LNAS) p<.000-.000 at significant level .01 with
t- test value3.988-4.674).

Then used multiple regression to test all independent variables and ROA
and the results indicate the positive and significant relationship only in 2006
and 2007 respectively (p < 017-.007 at significant level .05-.01. with F- test
value8.194-11.867).

Table (4): The Relationship between the Dependent Variable (ROI) and
Independent Variables

i Result * . (o8 Lotal (
year SUS. e | MBC'| BR|'BS |'BLP:|,.EC | PBS'|LNAS|EQAS | ILR |All Vasi-
N . Test ol X U VO X - e I b
1 , - - | ables
F 795 | 28293 | 5.506 |1.448) 5600 | 5777 | 651 [5.222) 6434 | 853} 5882
C‘;g;ti‘m 267 | 251 | 235 | 278 2271 239 | 851 | 245 | 422 | 268 | 991

2005 Co;x;t\am 11181 4221 | .847 1199 904 .839 395 | .803 | .127 |1.126] 1.359
R*2 062 | .702 315 | 108 | 316 325 051 | 303 | 349 | .066 | 930

T-test |[-.892| 5319 | 2.346 | -1.20| 2366 | 2.404 | .807 |2.285 2.536 |-.924 -
SIG 390 |.000%¥* | 037%% | 252 |.036%*| .033%* | 435 [.041%%|.026%%| 374 | .052*

F 136 | 6495 026 | 309 | .027 030 | 1736 .007 | .I58 §.131 | 29.01

C‘;‘S’g“‘ 1563 | 2.637 | 1.565 |1.665]| 1.557 | 1.564 | 2.491 | 1.813 | 3.478 [1.554] 1821
2006 C";‘g‘:‘“‘ 2275| -3.868 | 2.031 |2.526] 2.035| 2026 |-7475|2.021| 854 2260} 2299

R™2 o 351 002 §.025 1 .002 003 591 1.001 | 013 |01 | 979

T-test |-369| 2549 | .162 |-556| .165 174 14167 | 082 | 398 |-361 -
SIG 719 | 026%* | 874 | 589 | 872 864 | 001**¥ 936 | .698 |.724 |.001%**
F 159 | 5519 | 147.59 | 330 |146.78| 185.15 | 8.60 | 464 |30.696| .003 | 30.97

C‘;‘;ﬁ;‘“‘ 2191 38 | 060 |.233] 060 | 059 | 449 | 232 | 215 | .20 267
2007 C‘TS':W 636 | -184 | 402 |67 | 416 | 379 | .621| 683 | -570 | 606 | 373

R"2 013 | 315 925 | 027 | 924 929 417 | -043 1 763 |.000 | 980
T-test |[-399| 2349 | 12.149|-.574 |12.115} 12.576 | 2.933 | -.681 | 6.221 | .058 -
SIG 697 | .037** |.000***] 576 1000*** 000%** | 013%*| 509 |.000%**| 954 | 001***

* Significant at p <0.10 ** Significant at p< 0.05 *** Significant at p< 0.01
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Table (3): The Relationship between the Dependent Variable (ROA) and
Independent Variables

R o o T Tl 5 ) lotal
year [ R BLP | “EC .| PBS [LNAS|EQAS | LR | (A
& o . 3 o | ableg
F|1.066| 6629 |23.663 [1.576| 24.141 | 23.188 | 4.204 | 15.906 | 37.720 | 1.052 | 3.665
‘“‘;‘;Sg“‘ 507 | 708 | 316 |.532] 303 | 319 [ 1444 | 370 | 493 | 51 | 2360
2005 Cofg?“‘ 3.085| 1442 | 2369 |3231] 2528 | 2.358 | .112 | 2284 | 323 |3.096 | 8.504
R2 | 082 | 356 | 663 |.116| 6368 | 659 | 259 | s70 | 759 | 081 | m92
T-test |-1.03 | 2.575 | 4.864 |-1.25] 4913 | 4.815 | 2050 | 3.988 | 6.142 |-102| -
SIG | 322 | .024** |.000**#| 233 | .000%** | 000%+=| 063* |002**#| o00***| 325 | 112
F | 359 | 7.808 [89.459 | 515 | 89.723 [ 90.205 | 2.692 |21.842| 66.517 | 271 | 8.194
C‘;‘;ﬁ’;‘m 320 528 | m2 343 an | oam | 730 ] 224 | 281 | 320 ] 692
2006 C°?§§““t 2146 | 776 | 1785 [2201| 1.806 | 1787 | 983 | 1.501 | -3.013 |2.135| .899
R2 | 029 | 394 | 882 04| 882 | 83 | 183 | 645 | 847 | 022 | 929
T-test |-599 | 2.794 | 9.458 |-718| 9472 | 9.502 [ 1641 |46748| 8156 |-521] -
SIG | 560 | .016*+ | 000**+] 487 | .000%** | .000***| 127 [000***| coor+*| 612 [.017%+
F | .039 | 3409 |86.962 | .086 | 87.247 | 87.786 | 5.496 | .495 | 44.956 | 047 | 11.867
C‘;’;‘gm 434 | 800 | 151 | .465] 150 | 151 | 963 | 457 | 402 | 434 | 839
2007 C‘;‘;’;‘m 1908 | 568 | 1.482 |1.944| 1.507 | 1.438 | -.227 | 2.030 | -488 |[1.854| .782
R2 | 003 | 221 | 879 |.007] 879 | 880 | 314 | 040 | 789 | 004 | 950
Ttest |-197 | 1.846 | 9.325 |.-294| 9341 | 9369 | 2344 | -704 | 6705 | 217 | -
SIG | 847 | .000* |000%*%| .774 | .000%** | 000%** | 037#%| 405 |.000%**| 832 |007*x*

* Significant at p <0.10 ** Significant at p< 0.05 *** Significant at p< 0.01

The study was used simple regression to test the relationship between the
dependent variable (ROA) and independent variables in table (3) and the re-
sults indicate in 2005.2006and 2007 a positive and significant relationship «
management of bank’s capital (MBC) (p < .024-.016-.09 at significant level
.05:.10 with t-test value2.575-2.794~1.846): bank Risk(BR) (p < .000~.000..000
at significant level .01« with t- test value4.864-9.458-9.325) « bank’s loan
portfolio (BLP)( p<.000-.000-.000 at significant level .01 with t- test val-
ue4.913-9.472-9.341) expense control (EC) (p<.000-.000..000 at significant
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year | "W | (MC |'MBC | BR | BS» | BLP |‘EC | PBS [LNAS| EQAS |/LLR

,,,,,,,,,,,, Tmal, (A n
Variables

F 21.034| 5.535 | .051 | 26463 | 050 | 050 | 516 | 211 181 383 4.073

C‘ngé;““ 029 | 083 | 048] 029 | 048 | 048 | st6 | 055 | .106 | 047 .140
2006 C°$§a’“ 251 | 464 | 288 | 223 | 288 | 288 | 718 | 305 | 250 | 209 | 349

R™2 637 316 | .004 [ .688 004 | .004 | .041 [ 017 | .015 031 .867

T-test { 4586 -2353 225 5144 | 223 | 224 1 718 | -460 ] 425 -619 -

SIG  |OOI**% 037+*| 825 | .000***| 827 | .827 | 486 | 654 | .678 547 069*

F 22.082( 5283 | 131 | 27.749 | .131 | .121 | 2.394| .855 160 Ja21 5.393

Constant

(SE) 042 | 123 | 070 | 042 070 | 071 | 173 | 074 | 142 071 197
2007 Cox(lggant 217 | 528 | 269 | .175 269 | .268 [2.2547) 307 226 283 219

R™2 306 1 306 | .011 | .698 .011 | .010 | .166 { .066 013 010 .896

T-test | 4.699 | -2.298 | 362 | 5.268 | .362 | .348 | 1.547 ] -924 | .400 -.348 -

SIG  [001**% 040%* | 724 | .000*** | 724 | 734 | .148 | 373 696 734 040%*

* Significant at p <0.10 ** Significant at p< 0.05 *** Significant at p< 0.01

The study was used simple regression to test the relationship between the
dependent variable (ROC) and independent variables in table (2) and the re-
sults indicate in 2005and 2006 years there are positive and significant re-
lationships between the return on capital and the same variables. market
concentration IMC) (p < .011-.001-001 at significant level .05.01.01 with
t- test value 2.998-4.586-4.699). Bank size(BS) (p < .006-.000~.000 at signifi-
cant level .01. with t- test value3.357-5.144-5.268) « but in 2005year show the
loan loss provisions to loans ratio (LLRX p< 014at significant level .05 with
t— test value2.883).But management of bank’s capital (MBC) in all years show
the negative and significant relationship (p <.009-.037-.040 at significant level
.01..05. .05. with t- test value ~3.090.-2.353.~2.298). Then used multiple re-
gression to test all independent variables and ROC and the results indicate the
positive and significant relationship only in 2006 and 2007. respectively. (p <
.069-.040 at significant level .10-.05. with F- test value 4.073-5.393)
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The table 1 of study was used simple regression and the results show for the
period 2005and 2006 years there are positive and significant relationships be-
tween the net interest margin(NIMO and the same variables. management of
bank’s capital (MBC)« (p < .024-.049 at significant level .05. with t- test value
2.580-2.189 )« Bank Risk(BR) (p < .000-.002 at significant level .01. with t- test
value 7.159-4.076) « Bank’s loan portfolio (BLP).( p<.000-.002 at significant
level .01. with t- test value 7.269-4.087) expense control (EC) (p<.000-.001
at significant level .01 with t- test value 7.539-4.112) « loans to total assets
(LNASX p<.001-.040 at significant level .01.05 with t- test value 4.568-2.298)
Equity to Total Assets (EQAS) p<.000-.002 at significant level .01. with t-
test value 5.102-3.924). But in 2007 year there are a positive and significant
relationships between the net interest margin and bank risk (BR) (p < (000at
significant level .01. with t- test value 6.360). bank’s loan portfolio (BLP)«(
p<.000at significant level .01. with t- test value 6.377) expense control (EC)
(p<.000at significant level .01¢ with t- test value 6.429) and Equity to Total
Assets (EQASX p<.002at significant level .01. with t- test value 3.965). Then
used multiple regression to test all independent variables and NIM and the
results indicate the positive and significant relationship only in 2005 and
2007. respectively. (p < .034-.072 at significant level .05-.10. with F-test value
7.552-3.984)

Table (2) :The Relationship between the Dependent Variable (ROC) and
Independent Variables

Results Total (Al

Sear “lest. | IMC | MBC BR| Bs”|Brp| EC. | PBS [NAs| £oas | Lir onl (A1
F |8989) 9548 | 134 ] 11271 | .137 | 172 | 1510 775 | 569 | 8309 | 2.298
C‘zg;";“‘ 064 | 105 | 086 | 065 | .083 | .086 | 252 | 087 | .156 | 065 | .460
2005 C"?;‘)“m 436 1 756 | 503 ) 395 | 500 { 505 | 196 | s25 | 593 | 433 | 463

R*2 428 | 443 | 01 484 011 | 014 | 112 | 061 045 AQ9 -

T-test §2.998 | -3.090 | -36 | 3.357 | -.370 | -414 | 1.229] -880 | -755 | 2.833 .838

SIG [.011%* |.009***| 720 | .006%**| 718 | .686 | 243 | .396 465 | .014** .220
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table (1) which reports the results of regression of the net interest margin and
independent variables. respectively. The tables include several specifications.
with the basic specification including a set of bank characteristic variables.
Subsequently. we add the financial structure variables

Table (1): The Relationship between the Dependent Variable (NIM) and
Independent Variables:

.year- | sults”|.IMC ['MBC | BR"| BS:|-BLP-{ EC'| PBS [LNAS |[EQAS| | "
T?St ) JCIR G Al | et R Lables
F 381 | 6.658 | 51,253 | 459 |52.832 [56.840(2.502 20.864 | 26.027 | 455 | 7.552

C‘g“é’;‘“‘ 004 | 005 | 002 | 004 | 002 | 002 | 011 | .003 | .004 |.004] .0013

2005 C°E‘g‘)‘m‘ 3.013 | 1.826 | 2477 | 3.069] 2.608 | 2462 [ 1.222| 2.430 | 1.088 {3.025}2.275

R"2 031 357 810 | 037 | 815 | 826 | .173 | .635 684 | .036 ] 944

T-test | -.617 | 2.580 | 7.159 | -675 | 7.269 | 7.539 | 1.582| 4.568 | 5.102 }-674| -

SIG 549 | .024%* | .000***] 512 [.000**%{000**# 140 | .001*** | 000***| 513 | .034%*

F 229 | 4790 | 16612 259 | 16.702 |16.908) 3.152| 5.281 | 15.399 |2.175] 3.118
C‘z‘S‘SE“;‘“‘ 003 | 006 | .002 | 004 | 002 | 002 | 008 003 | 005 |.003] ou
2006 C"E’ga‘" 3.62 | 1.943 | 2.856 |3.198 | 2.873 | 2.856 | 1.8771 2.690 | 1326 [3.242] 2517

R™2 019 285 581 | 021 | 582 | .585 1 .208 | .306 562 | 153 ] 833

T-test | -478 | 2.189 | 4.076 | -.509 | 4.087 § 4.112 | 1.775| 2298 | 3.924 |-147] -

SIG 641§ 049%% [L002***| 620 |.002%*% | 001*** 101 | .040%% [.002%**| 166 | .i13

F 178 | 1.956 | 40450 | 224 | 40.665 [41.332]3.114 1.149 | 15.724 | .000 | 3.984
C‘z’s‘sé*)‘“‘ 004 | 007 | 002 | 004 | 002 | 002 | 009 | 004 | .005 |.004] .012
2007 C°E‘é;a’“ 3177 | 2216 | 2.802 |3.217 ) 2.823 | 2.766 | 1.638] 3321 | 1375 [3.126] 3.306

R™2 015 140 71 018 § 772 | 775 | 206 | .087 567 | .000 | .864

T-test | -.422 | 1.399 | 6360 | -473 | 6.377 | 6429 | L.765| -1.072 | 3.965 | .015 -

SIG 580 (87 1.000%%*) 644 1.000*¥*[000%*%% 103 | .305 ].002%**] 988 | .072*

* Significant at p <0.10 ** Significant at p< 0.05 *** Significant at p< 0.01
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such as Returns on Equity (ROE). Returns on Assets ROA):« liquidity ratios.
solvency ratios etc. However. although the informational content of these ra-
tios are of extreme importance in appraising the firm’ performance. we have
avoided the use of such parameters for the reason that these parameters. be-
ing quotients. usually violate the assumptions of the least squares method.
The variables chosen as independent are Equity. Debt and Expenses. Accord-
ing to the above approach the multiple regression model for the banks profit-
ability takes the following form:

PRE-TAXPRt =b0+ b1*EQUITYt + b2*DEBTt + b3*EXPENSESt -+ Ut —2
PRETAXPR = Pre-tax profit
EQUITY - Equity

DEBT = Liabilities to financial institutions + Customer deposits + Liabilities
from securities + other liabilities.

EXPENSES = Interest expenses + Commission expenses + General admin-
istration expenses + Depreciation expenses + other expenses + Provisions +
Extra ordinary expenses.

b0. bl: b2. b3« b4 = Regression coefficients. to be estimated.
Ut=Error term

For the estimation of the regression coeflicients was applied the method of
the ordinary least squares (OLS). The study performed the regression analysis
for each year from 2005 through 2007.

Empirical Analysis

Thedata used in the empirical work were extracted from the companies’ guide
of banks data base. The structure-performance relationship is reexamined in
this study. using a sample of 14 commercial banks listed in Amman Stock Ex~
change .The relationship is investigated over the 2005-2007 intervals.

Thissection provides empirical evidence on the relationship between the de-
pendent variable of bank interest margins as measured of profitability (NIM)
and independent variables in the commercial Jordanian Banks. A broad de-
scription of the characteristics of the variables used in the study is given in
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1. Index of market concentration AMC) which is bank (i)’s Herfindahl-
Hirschman index of market concentration . This is calculated for an indi-
vidual bank as (TDit/TD)* where TDi is bank (i)’s total deposit; TD is total
commercial banks deposits in the market.

2. Management of bank’s capital (MBC) measured by the total capital of the
bank to total assets.

3. Bank’s loan portfolio (BLP) measured by the ratio between total loans and
total assets.

4. Bank size measure (BS) measured by the bank’s total assets.

5. Expense control (EC) measured by operating expenses as a ratio of total
deposits.

6. Loan loss provisions to loans ratio (LLR)

7. Relative size is calculated as the ratio of the stock market capitalization to
total assets of deposit money banks (PBS)

8. Loans to Total Assets (LNAS)

9. Equity to Total Assets (EQAS)

10. Bank Risk measure by total Loans to Total Deposits (BR)
Model (2):

A number of empirical studies have tested hypotheses in the SCP frame-
work for depository financial institutions, Molyneux, P. (1995), Berger, A. N.
.(and Hannan, T. H, (1989

The study tests the hypothesis that the main factor for the profits level

is the bank’s size. The assets volume, the equity’s size, the volume of sales,
the working capital, the volume of customers’ deposits etc. can equally be
considered as measure of the bank’s size. In this investigation we will work
on the assumption that the bank’s profit is mainly affected by the size, as a
combination of the equity, the bank’s borrowings from customers (deposits)
.and other financial institutions and the operating expenses

The firm’s profitability and performance is usually measured by indices
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to a variety of factors is displayed:
Perij,t = f (BCij,t + FSt)-——--1

Where: Perfijit represents two alternative performance measures for the
firm j during the period t; BCij:t are bank variables for bank j at time t« FSt are
measures of financial structure indicators.

Four measures of performance are used in the study: the net interest margin
(NIM) and the return of assets (ROA). The NIM variable is defined as the net
interest income divided by total assets. ROA is a ratio computed by divid-
ing the net income over total assets. NIM and ROA have been used in most
banks’ performance studies. ROA measures the profit earned per dollar of
assets and reflect how well bank management use the bank’s real investments
resources to generate profits while NIM is focused on the profit earned on
interest activities. The ROC is calculated by dividing net income to capital
and ROl is calculated by dividing net income to average amount of invested

Seven bank’s characteristics indicators are used as internal determinants of
performance. They comprise the ratio of equity capital to total assets (MBC).
the ratio of bank’s loans to total assets (BLP)..expense control (EC) measured
by operating expenses as a ratio of total deposits: the ratio of loan loss provi-
sions to loans ratio (LLR) Loans to total assets (LNAS) «equity to Total Assets
(EQAS) bank risk measure by total loans to total deposits (BR)

We also examine the financial structure variables that used as external deter-
minants and how the performance of the banking sector is related to the rela-
tive development of the banks and stock markets. Relative size is calculated
as the ratio of the stock market capitalization to total assets of deposit money
banks (PBS) bank size (BS) is calculated by the bank’s total assets and Index of
market concentration IMC) which is bank (i)’s Herfindahl-Hirschman index
of market concentration and calculated for an individual bank as (TDit/TD)
where TDi is bank @()’s total deposit; TD is total commercial banks deposits
in the market

Model (1)

The study was used the internal which include the following:
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Ho: There is no statistical significance relationship between equity to total
Assets and profitability measures of commercial banks

Hypothesis 10:

Ho: There is no statistical significance relationship between bank risk and
profitability measures of commercial banks

Model (2)

Hypothesis 1:

Ho: There is no statistical significance relationship between equity and pre-
tax profit of commercial banks

Hypothesis 2:

Ho: There is no statistical significance relationship between debt and pre-tax
profit of commercial banks

Hypothesis 3:

Ho: There is no statistical significance relationship between expenses and
pre-tax profit of commercial banks

The Study Methodology

More recent studies of the structure performance relationship have been
done by Burke and Rhoades (1985). Smirlock (1985). Smirlock and Brown
(1986). and Whalen (1986). Burke and Rhoades explore the relationship be-
tween bank profitability averaged over the 1980-84 interval and the number
of bank competitors faced using a national sample of more than 7600 institu-
tions

This paper follows in the footsteps of Abreu and Mendes (2002). Demergug-
Kunt and Huizingha (199%) and Ben Naceur and Goaied (2001) among others.
It extends the existing literature several ways.

The empirical test is concerned with the application of the structure conduct
performance model in explaining reported profitability of Jordanian com-
mercial banks. The study used capital ratio. overhead: loan and liquidity ra-
tios as proxies for internal indicators. and financial structure indicators are
used as external factors. A linear equation relating the performance measures
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Hypotheses

The null hypotheses are presented for testing:
Model (1)

:Hypothesis 1

Ho: There is no statistical significance relationship between index of market
concentration and profitability measures of commercial banks

:Hypothesis 2

Ho: There is no statistical significance relationship between management of
bank’s capital and profitability measures of commercial banks

:Hypothesis 3

Ho: There is no statistical significance relationship between bank’s loan
portfolio and profitability measures of commercial banks

:Hypothesis 4

Ho: There is no statistical significance relationship between bank size and
profitability measures of commercial banks

:Hypothesis 5

Ho: There is no statistical significance relationship between expense control
and profitability measures of commercial banks

:Hypothesis 6

Ho: There is no statistical significance relationship between loan loss provi-
sions and profitability measures of commercial banks

:Hypothesis 7

Ho: There is no statistical significance relationship between loans to total
Assets and profitability measures of commercial banks

:Hypothesis 8

Ho: There is no statistical significance relationship between relative size and
profitability measures of commercial banks

Hypothesis 9:
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financial development and structure on bank profitability using bank level
data for a large number of developed and developing countries over the 1990~
1997 period. The paper finds that financial development has a very important
impact on bank performance. Specifically. the paper reports that higher bank
development is related to lower bank performance (Tougher competition ex-
plains the decrease of profitability). Stock market development on the other
hand. leads to increased profits and margins for banks especially at lower lev-
els of financial development:. indicating complementarities between bank and
stock market

In a comprehensive study Demergu¢-Kunt and Huizingha (1999) examine
the determinants of bank interest margins and profitability using a bank level
data for 80 countries in the 1988- 1995 period. The set of variables includes
several factors accounting for bank characteristics macroeconomic condi-
tions. taxation. regulations: financial structure and legal indicators. They
report that a larger ratio of bank assets to GDP and a lower market concen-
tration ratio lead to lower margins and profits. Foreign banks have higher
margins and profits than domestic banks on developing countries: while the
opposite prevail in developed countries.

Gary Whalen (1987) the empirical results obtained using this sample of non-
MSA banks does not support the concentration-collusion hypothesis. That is.
a strong positive relationship between market concentration and bank profit-
ability was not detected using either type of statistical analysis. The results
suggest that high market concentration is unlikely to lead to collusion and
monopoly profits. at least in states that allow banks some freedom to branch.
The implication is that a purely structuralism antitrust policy should be tem-
pered with judgment. particularly in the determination of critical tolerable
concentration levels.

(T T2 £1F) Ll saelf - piun ) sl VU ¥l el yadly duc, il polell AIls Ll deol> dloo



et g .3 L3391 Lyond B8t B Lty how 1 30 Clygrany Gl WISA o B 0w

last decade and the process of European integration with the introduction of
the Euro have enhanced the competitiveness of the banking sector. On the
strong side of the evidence. the variables related to management decisions are
found to assert a major impact on the profitability of Greek commercial banks

Samy Ben Naceur (2003) this paper investigates the impact of bank’s charac-
teristics. financial structure and macroeconomic indicators on bank’s net in-
terest margins and profitability in the Tunisian banking industry for the 1980~
2000 period. First. individual bank characteristics explain a substantial part
of the within-country variation in bank interest margins and net profitability.
High net interest margin and profitability tend to be associated with banks
that hold a relatively high amount of capital. and with large overheads. Other
important internal determinants of bank’s interest margins bank loans which
have a positive and significant impact. The size has mostly negative and sig-
nificant coefficients on the net interest margins. This latter result may simply
reflect scale inefficiencies. Second: the paper finds that the macro-economic
indicators such inflation and growth rates have no impact on bank’s interest
margins and profitability. Third. turning to financial structure and its impact
on bank’s interest margin and profitability. they find that concentration is less
beneficial to the Tunisian commercial banks than competition. Stock mar-
ket development has a positive effect on bank profitability. This reflects the
complementarities between bank and stock market growth. They have found
that the disintermediation of the Tunisian financial system is favorable to the
banking sector profitability.

Guru et al. (2002) attempt to identify the determinants of successful deposit
banks in order to provide practical guides for improved profitability per-
formance of these institutions. The study is based on a sample of seventeen
Malaysian commercial banks over the 1986-1995 periods. The profitability
determinants were divided in two main categories. namely the internal de-
terminants (liquidity. capital adequacy and expenses management) and the
external determinants (ownership. firm size and external economic condi-
tions). The findings of this study revealed that efficient expenses management
was one of the most significant in explaining high bank profitability. Among
the macro indicators. high interest ratio was associated with low bank profit-
ability and inflation was found to have a positive effect on bank performance.

Demerguc-Kunt and Huizingha (2001) present evidence on the impact of
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considers the market-power versus the efficient structure theories of the posi-
tive correlation between banking concentration and performance on a state-
by-state basis. Temporal causality tests imply that bank concentration leads
bank profitability. supporting the market-power. rather than the efficient-
structure. theory of that positive correlation. The finding suggests that bank
regulators. by focusing on local banking markets: missed the initial stages of
an important structural change at the state level.

Isabel Ruiz (2003) this paper looks into the application of the theory of “the
persistence of profits” and how it can be used to model manufacturing indus-
tries in Colombia. By explaining where the theory of “persistence of profits”
comes from. what it is. and what its determinants are brief descriptions of
the theory is given. This paper proposes a model for examining persistence
of profits in Colombian manufacturing industry. By analyzing the literature
and the modeling in developed countries the model takes into account the
characteristics of the manufacturing industry

Margaret E. Slade, (2003) in this paper. she look at four models of firm prof-
itability: two taken from Industrial Organization one from Finance. and one
from the Economics of Exhaustible Resources. Only one predicts that there
will be a positive relationship between firm profitability and the structure of
the market in which the firm operates. and only that one views high profits
as an indication of monopoly power. Nevertheless. most antitrust authorities
base their policies on a belief in those relationships. Using panel data from 14
nonferrous-metal mining and refining markets and he find strong empirical
support only for the market-structure model.

E. C. Mamatzakis, P. C. Remoundos, (2003) this paper attempts to examine
the determinants of the performance of Greek commercial banks over the last
decade. This is of interest because of the markedly changes in the structure
of the Greek banking system in the nineties. The Greek banking system is
still going through a transformation period so as to compete within a rapidly
changing international economic environment and to meet the new financial
needs of the economy. In the empirical section. they measure the profitability
of the commercial banks using the ratios return on assets (ROA) and return on
equity (ROE). Theresults provide weak evidence of the phenomenon of persis-
tence in profitability. They report that the deregulation of the market in the
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The statistics show managers given constant importance of SMEs financing
opportunities. bank credit pre-eminence over other forms of financing. the
lack of viable alternatives for start-up and innovative companies. etc. Market
concentration. alternative between transactional or relational lending: vari-
ous types of banks; state owned. private owned. foreign. large or small. are
analyzed to identify the availability for SME financing. Finally. it is recog-
nized the importance of a diversified banking markets both in terms of sup-
ply. lending technologies. but also as bank institutions itself.

Ralph M. Sonenshine ,(2009) It is well documented that acquirers often
pay a very large premium to acquire companies in related industries. There
are many explanations as to the source of this premium. This study isolates
two variablesc R&D-intensity and market concentration. and correlates their
value individually and jointly to the value of the acquired company. The re-
sults indicate that change in market concentration and R&D is positively
correlated to the merger deal premium in a horizontal merger. Furthermore.
deal premiums tend to follow an inverted U curve pattern relative to market
concentration change. The study also shows that cost synergies and macro
economic growth impact deal premium values.

Nadim Jahangir, Shubhankar Shill and Md. Amlan Jahid Haque (2007)
this paper presented the loans as the riskiest asset of a bank. but these loans play
apivotal role in banks’ profitability. Banks ‘profitability depends on the results
of some parameters and among them Bank b Return on Equity. Market Size.
Market Concentration Index. and Bank Risk Measure are widely used and the
same are investigated in the Bangladesh Banking Industry in this study for a
period of the last six years. The data comes from the annual reports of indi-
vidual banks listed in Dhaka Stock Exchange (DSE) and from the Bangladesh
bank published statistics book (Scheduled Banks Statistics). Correlation matrix
and stepwise regression have been used for the purpose of data analysis. The
analysis finds that market concentration and bank b risk do little to explain
bank b return on equity. whereas bank market size is the only variable provid-
ing an explanation for banks return on equity in the context of Bangladesh

Yongil Jeon, Stephen M. Miller, (2005) regulatory change not seen since the
great depression swept the U.S. banking industry beginning in the early 1980s.
culminating with the Interstate Banking and Branching Efficiency Act of 1994.
Significant consolidations have occurred in the banking industry. This paper
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environment. Knowing how successful firms work will give suggestions for
other firm’s strategies

Therefore. one could say that the primary objective of this paper is to empiri-
cally investigate the determinants of the profitability of Jordanian commercial
banks for the period 2005-2007. using a methodology based on the Structure-
Conduct-Performance (SCP) framework. The SCP relationship is a general
statement on the determinants of market performance. Simply stated. the
conduct or rivalry in a market is determined by the structure of the market.

Literature Review

Majid Ahmadian ,(2010) This paper providesa theoretical model underinput
price uncertainty. It is shown that the effect of the expected concentration on
the industry’s expected margin is sensitive to both variations in input price
variance and the attitudes of the firms towards risk. Both of these factors im-
pose their positive direct and negative indirect impacts on the expected profit-
ability and the overall effects depend crucially on the comparative advantage
of one effects to another. Furthermore: sensitivity implications indicate that
the collusion parameter. output price and aggregate marginal product of a
main input with its own supply price elasticity are responsible for raising con-
centration which in turn results indirectly in a higher expected input margin.

Daniel Bergstresser ,(2010 ) This paper uses data from the 1983 Survey of
Consumer Finances to test the relationship between the banks’ market power
and households’ self-reported levels of credit constraints. The

1983 Survey was the last to identify households’ geographic location making
it useful for this analysis. There is evidence that borrowers. and particularly
young borrowers:. were less credit constrained in markets where banks en-
joyed more market power. Interest rates on consumer borrowing decreased
more sharply with age in competitive markets than in concentrated markets.
These results are consistent with the Sharpe (1990) and Petersen-Rajan (1995)
models of information acquisition in credit markets

Daniel Badulescu , (2010) Small and medium enterprises (SMEs) have a
key role in developing national economies. but are often limited by lack of
development support in financing business for reasons of information asym-
metry. high risks. lack of collateral. unfavorable regulatory environment.
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cial banks more successful than others? To what extent are discrepancies in
bank’s profitability due to variation in endogenous factors under the control
of bank management and to what extent: do external factors impact the finan-
cial performance of these banks? Answers to the questions would be helpful to
identify the determinants of successful Jordanian commercial banks in order
to formulate policies for improved profitability of these institutions

The Study Importance

Since the publication of Bains (1951) a number of statistical investigations
have been made on the relationship between market structure and dimen-
sions of economic performance in the advanced industrialized economy. The
study shows that little studies evaluations the impact of market structure on a
locative performance in the less developed countries (LDSs).

Corporate performance has been one of the main concerns of management
experts: investors. and economic analysts. This concern closely relates to the
significant impact of the profitability of corporate organizations in general
and commercial banks in particular. on the potential growth of the economy
as a whole. A study of the determinants of corporate performance. therefore.
could assist managers. investors. and government to plan in advance and deal
with the rising uncertainty of the globalize environment. To this end: man-
agement should hedge against adverse factors. like uncertainty. and capital-
ize on other: like strong demand and cost complementarities that improve
performance.

Moreover. investors should be able to measure the performance of their
portfolios and proceed with readjustments as required. while economic poli-
cy makers should also be able to measure the impact of the corporate perfor-
mance on the economy and its implications on the issues of policy.

This paper is important and relevant because it allows analyzing and pro-
posing corrective measures for new industries based on what successful in-
dustries have done. A successful firm is one that can regularly produce the
“correct” reply to various exogenous changes in its environment: and. at the
same time. cope with the endogenous changes that are induced by its own
success. The extent to which profit persist above the norm depends on how
successfully firms overcome the challenges posed by the need to adapt to the
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The Study Problem

The structure-conduct-performance (SCP) model that dominated Indus-
trial organization until the early 1980s held that market structure (the number
and size distribution of firms in an industry) determines market conduct (the
way in which the firms in that industry interact). which in turn determines
firm performance (profitability). Academics from that tradition claimed that
market structure was principally influenced by technological factors such as
economies of scale and scope: and that the existence of high profit levels in
an industry was evidence that the firms in that industry possessed monopoly
power.

This paper was initiated by a series of question: Why are some Jordan com-
mercial banks more successful than others? To what extent are discrepancies
in bank’s profitability due to variation in endogenous factors under the control
of bank management and to what extent. do external factors impact the finan-
cial performance of these banks? Answers to the questions would be helpful to
identify the determinants of successful Jordanian commercial banks in order
to formulate policies for improved profitability of these institutions

A comprehensive set of internal characteristics is included as determinants
of bank’s net interest margin. return on assets. return on capital and return
on investment which all of theses measures of profitability. These internal fac-
tors include such as the ratios equity capital to total assets (MBC). the bank’s
loans to total assets (BLP). expense control (EC). while studying the impact
of bank’s characteristics on their performance. we include financial structure
indicators Relative size is calculated as the ratio of the stock market capital-
ization to total assets of deposit money banks (PBS). bank size and Index of
market concentration (IMC) to control for the effect of external factors

The Study Objectives

The primary objective of this paper is to empirically investigate the determi-

nants of the profitability of Jordanian commercial banks for the period 2005~

2007. using a methodology based on the Structure-Conduct-Performance
(SCP) framework

This paper was initiated by a series of question: Why are some commer-
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Introduction

A majority of work on commercial bank performance exist in the litera-
ture. However: just a few of these studies related to the profitability perfor-
mance of commercial banks have been carried out in developing countries
and in Africa . Banking system problems and the mounting of financial sector
reform measures. little or no adequate analysis has been done to examine the
determinants of banking performance.

Previous theoretical investigations and empirical studies have consistently
linked firm performance. defined by either profitability or efficiency related
measures to the degree of market power exercised by individual companies.

Empirical studies of banking competition and performance are summa-
rized in two models: the Structure-Conduct-Performance (SCP) model and
New Economic Industrial Organization (NEIO) model. The SCP paradigm
measures the impact of observable market or industry parameters on the
conduct and performance of market participants. Early SCP studies have ap-
plied a broad range of proxies for market structure and market performance:
the relationship between the buyer and the seller costs. the degree of product
differentiation. the degree of concentration within a market place: the degree
of market share and the entry conditions for potential new firms. for market
concentration; and the relation of rates of returns to assets: the scale of the
costs of selling and efficiencies for market performance. Recent studies have
applied a host of other proxies: such as risk. leverage. buyer and seller con-
centration and foreign competition.

This study provides an empirical support for the traditional SCP model
concluding that the degree of concentration has an affect on the level of com-
petition within the industry.

Several variables have been stated as the determinants of long run profit-
ability. Some of these variables are market structure (industry characteristics).
market share. market share growth. productivity. firm concentration ratio.
replacement value capital stock and growth of the firm. Other variables are
more difficult to measure. but are equally important. Some of the latter ones
are barriers to entry. stock of advertising: stock of research and development
and minimum efficient size measure.
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An Analysis of the Relationship between Market Structure and Profit-
ability Performance: The Case of Jordanian Commercial Banks

Dr. Faris Nasif AL- Shubiri

Amman Arab University -Jordan
College of Business
Department of Finance and Banking

Abstract

This paper aim to investigate the impact of bank’s characteristics: financial struc—-
ture variables on bank’s profitability conventionally referred to as the structure-
conduct- performance (S C P) model in the Jordanian commercial banks for the
2005-2007 period listed on Amman Stock Exchange. The study used two models
that take important variables of the Jordanian commercial banks. These variables
bank’s characteristics and financial structure variables are extracted from previous
studies as well as from banks industry history. The first model of study variables was
divided in two main categories internal variables and external variables related to
financial structure indicators to show the impact on banks profitability. The results
of run regression show there is a positive and significant relationship between the
profitability measures and all internal and external variables in first model but in
different years study.

When we the study applied the second model to investigate the relation between
degree of concentration in the banking sector and performance it seems that the
pre-tax profit indicator is only partly explained by the variables which we considered
as relevant. The results indicate the positive and significant relationship between the
pre-tax profit and the independent variables equity. debt. expenses in every year
and in all variables for every year and in whole factors in all years. The study recom-
mended encouraging future investigation in the SCP field. This can be undertaken
with wider data availability to eliminate or optimally minimize the caveats presented
throughout paper: to reduce concentration indicator and spur competition. and to
boost the development of the equity market in order to improve bank’s profitability
.as bank and stock market was found to be complementary
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