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The Role of Risk in Explaining Differences in Profitability Indicators
Across Firms: An Empirical Study on Firms Listed in ASE
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ABSTRACT

The study examines the association between risks and profitability indicators.
The study attempts to explore the extent fo which risk is explaining variation in -
profitability indicators across firms based on a sample of 41 firms listed in
“Amman Stock Exchange(ASE) during the fifieen-year period (1984-1998). Study
findings indicate statistically significant association between operating risk
(measured by variable cost ratio) with both profitabilily indicators: return on
asset (ROA), and return on common equity (ROC). However, the association of
operating risk with ROA is stronger than that of ROE. The study findings for
systematic risk were mixed and, in general, not supportive {0 the hypothesized
association between profitability indicators and systematic risk. The study faile
to provide empirical evidence in support of the hypothesized association
between the standard deviation of stock returns and profitability indicators.
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