CHAPTER 2

JORDAN OVERVIEW (,}
S\
N~

2.1 Introduction

Jordan is a small Arab country with a population of s vewﬂﬁon. The Jordanian

government depends on foreign grants to cover its budget deficits. O October 2001,
His Majesty King Abdallah Il instructed the government¥of Jorda dWeIW an
N
integrated economic program to accelerate the p economic reforms, increase the
s X
?PRNQ try’s @ndence on
foreign grants. The government Iaunched@%m ic transforma -cﬁxr;rogram on 15

November 2001. This program aimsNula e the

economy through increased coIE&@m g%’lh

quality and standard of living of Jordanians, and?c

of ate sectors in the

p@ and private sectors,

q
introducing appropriate legal itutionalfra Woﬁ&?crease investments in the
economy (Haija, 2012). B of t'e pr@blems i@he neighboring countries, the

[ \?
Jordanian economy ahget defici Ve @ ined and worsened. These have

O
negatively affect@ord:@nomy@ firm performance in the public and
N

private sector, ,Nvell as‘?erformgnte of companies on the Amman Stock
) O

Exchange

NN
s’ fi é : :
pter presents the overview of Jordanian economic and Amman Stock

N
Exehange® The Amman Stock\(é?@hange indices have also been detailed. Lastly, the

§( highlights the current issues in ASE.



2.2 The Jordanian Economy

Jordan has an emerging market economy. The economy has grown at an ?age
rate of 8 percent between 1999 and 2008, but growth has slowed down to 2 (e%kafter
the Arab Spring in 2011. Substantial population growth, coupled tagnating
economic growth and rising public debt, has worsened the incidencefof poverty and
unemployment in the country. The main obstacles to Jordan's economy are scarce water
supplies, complete reliance on oil imports for energy, and r Egr:t

a‘)ility. In the last

few years, its economic growth has stagnated, averaging nd 2 eran's total
"X
, the

ent of fts in _@5
: TK(n Syrian refugees

dowm@mhich began

in 2011, continued until 2018. Five rs with the m ont@i‘ion to GDP, i.e.,

foreign debt in 2011 was $19 billion, representing 6
debt reached $35.1 billion, or 93.4 percent of i

has increased competition for jobs, slowin

government services, finance, man ring, tr ?a ourism and hospitality,

N
arld Bank, 2019).

o N
The substantial debt is T uted to r ﬁal instability and a general
weakness in performa se are also the feasohs for the lack of investment in
4 4
companies listed %Am@ xcrggge (ASE). This can be seen from the
e in

significant decli adin 's over-}%'fe past years. This issue will be further

¢
explained i e ‘background of’thU oblem. The current study estimated the

N

perforn‘% irmsli ?the A«%\man Stock Exchange by examining their internal

and al factors. In this ca{e}ﬁdernal factors relate to the prices and returns of the

have been badly impacted by t civil' war

\tock in the market. To provide some context, the Amman Stock Exchange is

Gsissed in the following sections.
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2.3 The Amman Stock Exchange (ASE)
The Amman Stock Exchange (ASE) is an emerging financial market in the
East and North Africa (MENA). It was established in March 1999 as roflt
independent institution that functioned as a regulated securities market. equent to
its registration as a state-owned public shareholding company on 20yFebruary 2017,
ASE changed its name to The Amman Stock Exchange C The Company,
X-

governed by a seven-member board of directors, is then ¢ 'the successor to

ASE, legally and factually (ASE). ‘\d
@

tho ure.@yronment
aﬁtice ~The coébgay also aims

to raise awareness and knowledge of %ts and th vic %t it provides. To

of supply and demand forces to support faifstradi

a internal rules and

zg,

achieve its goals, the ASE Com has |ntr

regulations, borrowing from ben%atlongl practices, t ern its management.
com

Other activities of A market indices and signing

strategic commercial (i ents a d p tnEr 1n Jordan. “Furthermore, it
cooperates and e Q\es Ir]f M Wlééo%er financial markets, regulators,
government a lo%& - verr@‘r(al institutions. It also participates in
regional an tion a re e&s Qj?crease its regional and global market share.

T% Condp Qnsmts':B\f three main sectors: financial, industrial, and

servAThe financial sect@réludes banks, financial services, real estate, and
|%$e The industrial sector covers the manufacturing, food, paper, leather, and

6 industries. The services sector comprises all commercial services,
ommunications, transportation, and others. These classifications are made according

to the principal activities of the listed companies (ASE; Haija, 2012).
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2.4  Amman Stock Exchange Indices
ASE computes indices to pattern the movements of stock price and n?ﬂ!e
market returns. In 1980, the Amman Financial Market (AFM) de@ the
Unweighted Price Index, which was supplemented by four sub- mdm&kmg and
Finance Companies, Insurance, Services, and Industrial. The IndeWporated 38
stocks and was given a base value of 100 on the opening mar on of 1 January
§. the outcome of

1980. From 1 January 2004, the base was increased to 1,0

an extensive statistical study, AFM began developi he WHallsatlon

W sé\ndex, which
provides reduces bias towards Iarge-@ thus offering a @ccurate measure

of share price movement. Instead I outsta Ing sha s:ihe ASE computes the

N
index using the market value oléat shares. s«meth{)ﬁd%as been notably applied

by leading stock market ind der cha Stan Poor’s, FTSE Group, Dow
Jones, and STOXX, in% bal m ‘fy He Company followed Dow Jones
and STOXX’s m'e@gy t(] \N e in constltuents The index covers all
companies that are si Iist@ﬁmarlly on the Amman Stock Exchange.

Companies !: e otto 1 e nf’by@ market capitalisation and firms that do not

trade 333 Pnt oféh trading days per quarter are excluded. The

rem i Iargest 100 compan@ff full market capitalisation are included in the index.

:% nt the index from being dominated by individual securities, the weights of
id

0 ual stocks are capped at 10%. The base value of the index is 1,000.
ASE indices are computed using the latest daily closing prices. Index constituents

are selected based on their market capitalisation and number of traded days. In addition,
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the indices are continually adjusted to maintain their stability, to safeguard them from
exceptional events, and to perfectly mirror market trends. The indices that are caw
by weighted free float market capitalisation are: Market Indices (First @g\)&cond
Markets), General Index ASE100, and ASE20 Index. These indices a ilewed and
adjusted quarterly, but non-periodic adjustments can be made for stockS whose trading
will be halted for an extended period or permanently (ASE). \,
\4

l

2.5 The Performance Review in ASE ‘\d‘

T
Previous studies have examined in-depth the pe ance varia of @Iisted

firms. Variables of management performance st% ning\‘iﬁ/estment

decisions, and mergers and acquisitions. \N@ S ofleum resou.@* performance

include wages, employee loyalty, inv en;)n training,

of supply chain performance incluc%duct ma\ing r)@tturing, and logistics

H@%ctices. Variables

services. Some studies have ex e impact of intell | capital variables on the

financial and administrative@?nan’e -”Sté mpanies. Other studies have
estimated the eﬁects%m no [

capabilities, and &%s, on'
investigated ho&yorat
¢

structure, ¢ nsation/ an

log

‘I‘e's, ‘&h as ICT, databases, systems
pani% rformance. Past studies have also
ance(?iables predict changes in ownership
efﬁive_sjc%r managers and executives of ASE-listed
NN
compa% d chdracteristics, eg“\ independence, quality, board structure, number
X | |
of gs, and demograpt@‘nave also been used to estimate the companies'

p nce. The Altman Z-score model has also been tested in various ASE sectors.
& ddition, some studies investigated the impact of financial ratios, accounting
dicators, valuation indicators, profitability indicators, and credit risk indicators on

firm performance, proxied by stock price and return. All the above mentioned studies
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assessed firm performance. The current study focused on the effects of three main

variables on firm performance: variables related to firm characteristics, varlables

to firm’s operational activities, and variables related to stock prices (%&u

Precisely, it investigated firm performance using accounting and m dicators;

determined which indicators can distinguish between performing and wnderperforming

companies; and examined the mediating role of stock volat |tm1e relationships
&

between accounting and market indicators and firm pe revious studies

highlighted these explanatory variables in many aspectSa\ijay (ZWIyzed the
L

vealed that retuin .@}z;ets,
-to-% ha@?gnificant

ck ret)égglatility rises

after its stock prices fall. Gonta and 2013) exami he @mnships between
;@hd price-to-book ratio

price multiples and stock price volatﬁ%Prlce to\nin%s
\

were employed. The flndlngs 9the raelatlcgg. oefficients vary across

industries and over time in h ng ectlog“}]e results suggest that price-

influence of financial ratios on stock returns. The res

debt to equity, dividend yield, earnings yield, a

effects on stock returns. Duffee (1994) obse

to-earnings ratio and pEi ook ra 0 c é to build a predictive model for

4 f &
stock price volatw stu@r& that odel is best suited during financial
crises or economic d &
m'\ e
In Jor Sh ma seer /; 0@531 at (2018) investigated the validity of the
0

Altman modgl |ct flnén\mal failure in insurance companies listed on the
Asﬂll 2016. The stud @é‘gled that the high predictive power of the Z-score
uId assist users of financial statements to make rational decisions in the face
anC|aI distress. Recently, Qasim (2020) examined the performance trend and
redicted bankruptcy of three Islamic banks from 2010 to 2016 using the Altman Z-

score model. It also presented the Z-score model as a beneficial diagnostic technique
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for possible causes behind weak bank performance. The current study follows up past

research on stock prices and returns. It differs from past studies in two aspects.

’?

distinguished between performing and underperforming companies usi \lque
discriminant method. Second, it examined the mediating effect of stock‘ﬂ&llty on the

relationships between accounting and market indicators and firm p ormance. The

4

results can assist investors to choose appropriate investment o EE nities and make

rational financial decisions.

.4

2.6 Amman Stock Exchange Current Issues

Since its inception, the number of compani

eached270 since
its inception. The Jordanian economy facea%

the refuge of the displaced from neig acountries ha@'to an increase in

economic burdens and a decrease P. T@%c r;e@%ﬂve consequences to
N,
"y

many companies and factories closuresor boy rawal from the market.

asi nificant decline in the number of

The pessimistic economic ¢ \ms hT
2020 M% nies remain listed.
forrrié:e of ASE-listed companies have

Over the Kdecade ' -
significantly weakened. Sh ng a |es have significantly declined, while

\

numerous ¢ nies have e Ild:mE:? due to bankruptcy. Investors appear to be

ASE-listed companies

Iess ab t d deSi )(est s under these critical conditions. While ASE

pro range of mforma@énd indicators to help investors make investment

i% s, they appear to not meet investors’ needs amidst the prevailing uncertainties,
u

6 ations, and declining share prices. Testing the effects in a new context that
ccounts for the impact of those fluctuations and utilises the available indicators may

help investors to choose their desired investments.
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2.7 Conclusion
The main objective of this chapter is to present overview of Jordanian ec i
and Amman Stock Exchange. Some of current issues in ASE have also be@nted.

The next chapter will present the theories and literature review of the sﬂ&
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