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The Effect of Capital Increase on
Jordanian Banks Profitability
Abstract

Banks play a major role as financial intermediaries between
surplus and deficit units to achieve economic growth and stability.
Interest rates are the main mechanism, at the traditional banks, to
achieve that role.

Developing countries, at present, are adopting the globalization to
enhance economic development and growth. Therefore, several
countries, such as Jordan, allowed foreign banks (FBs) to operate in
the country side-by-side with the local banks (LBs). FBs with their
experience and financial strength became a major competitor to local
banks and could threaten their survival. Therefore, to enhance the
financial strength and profitability of the Jordanian banks, the central
bank of Jordan (CBJ) determined, in 2003, that the minimum required
capital for the LBs should be 40 millions Jordanian dinner, and gave
the LBs a grace period of five years to implement these regulations.

The objective of this study is to investigate whether or not the
Jordanian banks capital increase improved the bank profitability or
not. To achieve that objective, we examine the Jordanian banks
performance during a ten years period (1998-2007). We divided this
time horizon into two equal periods: the first period (1998-2002) prior
to the central bank regulation, while the second period (2003-2007)
after these regulations.

Three independent variables are used as measures of banks
profitability, those are: stock return; return on equity and return on
assets. We assumed that those variables are affected by five
dependent variables: capital; expected income; shareholders equity to
net loans; net loans to total assets and the book value of the stock.
The statistical package SPSS is used as the analysis tool and multiple
regression technique is implemented in the analysis.

The findings of the study reveal that increasing Jordanian banks
capital did not improve the LBs profitability measures used in the
study. This unexpected result could be due to banks management
weakness, or to the limit of the Jordanian market or both.
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Variable Coefficient | Std. Error | t-statistics p-value

a 0.45 10.36 0.04 0.97
X| 7.7 7.86 0.98 0.33
Xo 1.45 1.05 1.39 0.17
X3 -0.04 0.12 -0.32 0.75
X4 0.02 0.20 0.12 0.91
Xs 0.003 0.08 0.04 0.97

Multiple R 0.31 F-statistics 1.42

R-square 0.09 |Sig—F 0.23

Adjusted R-square 0.03

S.E. of regression 13.37

Durbin-Watson stat. 1.462
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Variable Coefficient | Std. Error | t-statistics p-value

a -0.79 4.56 -0.17 0.86
X| -4.24 1.36 -3012 0.00
Xo 8.44 2.39 3.53 0.00
X3 0.11 0.06 1.70 0.09
X4 0.26 0.08 3.26 0.00
Xs -0.04 0.04 -0.93 0.36

Multiple R 0.46 | F-statistics 3.68

R-square 0.21 Sig—F 0.005

Adjusted R-square 0.15

S.E. of regression 6.27

Durbin-Watson stat. 1.573
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ROE X1 X2 X3 X4 X5
ROE 1
X1 0.2344 1
X2 0.2724 10.4358 1
X3 -0.0619 | 0.0923 | -0.1212 1
X4 -0.0296 | 0.0224 | -0.3176 | -0.3859 1
X5 0.1604 |0.4946 | 0.3920 |-0.0696 | -0.0834 1
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X1 -0.1342
X2 0.1525 ]0.4584 1
X3 -0.0035 | 0.2467 | 0.0715 1
X4 0.1868 |0.0447 | -0.3025 |-0.3448 1
X5 -0.0672 |1 0.1114 | 0.2367 | 0.0066 | -0.0803 1
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Variable Coefficient | Std. Error | t-statistics p-value
a -2.83 0.59 -4.83 8.05
X| -6.75 4.44 -1.52 0.13
Xo 2.66 5.92 4.50 2.77
X3 0.05 0.01 7.47 1.83
X4 0.05 0.01 4.00 0.00
Xs 0.00 0.00 0.85 0.40
Multiple R 0.69 F-statistics 12.84
R-square 0.48 Sig—F 7.81
Adjusted R-square 0.44
S.E. of regression 0.76
Durbin-Watson stat. 1.153
(V) Joa
Al ol paiall A SLaaY asial) Jasdy) Julad gl
Jdaal) Ao adlal) il yeia) o
(YMV—YH\' SJSLU)
Variable Coefficient | Std. Error | t-statistics p-value
a -1.50 0.57 -2.66 0.0
X| -2.98 1.69 -1.78 0.08
Xo 6.44 2.97 2.17 0.03
X3 0.04 0.008 5.02 3.84
X4 0.05 0.01 4.72 1.19
Xs -0.005 0.005 -0.94 0.35
Multiple R 0.58 F-statistics 7.03
R-square 0.34 Sig—F 2.32
Adjusted R-square 0.29
S.E. of regression 0.78
Durbin-Watson stat. 1.652
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ROA X1 X2 X3 X4 X5
ROA 1
X1 0.1743 1
X2 0.236 0.4358 1
X3 0.5189 [0.0923 |-0.1212 1
X4 -0.0378 | 0.0224 | -0.3176 |-0.3859 1
X5 0.1121 [0.4946 | 0.3920 | -0.0696 | -0.0834 1
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ROA X1 X2 X3 X4 X5
ROA 1
X1 0.0613 1
X2 0.0219 |0.4584 1
X3 0.336 0.2467 |0.0715 1
X4 0.2707 10.0447 |-0.3025 |-0.3448 1
X5 0.0953 [0.1114 ]0.2367 |0.0066 |-0.0803 1
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