CHAPTER 6

CONCLUSION AND RECOMMENDATION c}
6.1 Introduction Vz

The aim of this research is to examine the effect of?l!!nting and market
indicators on the performance of ASE Index companies_i - 18. The research
intends to accomplish three major objectives. Firstly, to“investigat effe\Qs of

. . . | &
accounting and market indicators on stock price a‘& returny Secondly, t&i—gentlfy
the accounting and market indicators that can disw t
and underperforming companies of ASE N 2
score. Thirdly, to investigate the mediatimﬁctof\st i
the relationships between accol@ m%r : t tock price and return.

The previous chapters K eser%e}sga@roduction, problem, and
theoretical background fthw. Prior studi lhav \0 been surveyed. The chapters
have also explained the%d met\ dhd@noal'ysed the findings. In this chapter,
the key contribu@ost ir'1port L}nd implications of the research are

compiled andeis ed.pFipallyyredo ations, limitations, and summary of the
research v@ e pre/ente . \(J
A

betweQ\).pﬁerforming

ing cﬁ discriminant

ce a@eturn volatility on

o

e

—
—
D
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6.2 Key Contributions
Apart from the major contributions listed in the beginning of the resear

research has also contributed to many other aspects. These are listed in t@&mng

subsections.

6.2.1 Expanding Investors’ Financial Decision in a New C &h/

This thesis contributes to the existing theoretical tical knowledge by

proposing stock price, returns, volatility, and perform measurement’models that
]

combine those previously developed by several s rs. Addition Il)‘ E@ esis

formafce. i
iIitge‘tcN ratigé'l- ecisions.
QXS
6.2.2 Performance Scale forlnde@sstitue \T /<\

N,

This study has successf@(elop@d a ure@t scale to measure the
N\ iﬁ &
ock

performance of constituents of“the 1 Q}thange General Index. The

developed scale can b a 'xed to several studieSythat have attempted to measure

4 4
company performanwsin Z- M man ; Altman, Haldeman, & Narayanan
1977; Ederington’ 1986, Ed

rdan. Al of this
Q)

provides a new contextual benchmark for com
0

will give investors and market users a great

e

niY awi zi(& Roberts 1987; and recently Mohd Dali

i

@

et al., 2008).% -sgore S eo'meég;ﬁ?es company performance using financial
N

indicatozs. esultfo thi ’study@‘fcate that the “performing companies” group has

a dimp rception of perfor(ﬁ_’sfai::;, as shown by the computed Z-score. This is the
\

fi y to use accounting and market indicators to discriminate between performing
a

nder-performing ASE Index companies. With the introduction of the new context,

Qrket users could use the technique on different indices or companies to make

appropriate financial decisions.
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6.2.3 Investigate of Two New Models

The findings from this study contribute to the current literature. This thw'w
succeeded in investigating two new models. Firstly, the mediation effect o@}price
volatility on the relationships between accounting and market indicators'a&ock price.
Secondly, the mediation effect of stock return volatility on the relaWps between
accounting and market indicators and stock return. The models (w used separately

or together; they can forecast company performance and tify thebest investment

opportunity. ‘\d
"X
Findings for the stock volatility support A% et al. (2018 /}h@et al.
(2016), Handayani et al. (2015), and Tan and?g' 20{ 0,8uggest that stock
volatility has significant causal relation withigompany ce. T dy has gone
some way towards enhancing the %St ding on k v@ﬁlity. This study
concludes that the stock volatility of price and re

j@fdependent and could

N
be measured separately. It is a%estinﬁ to peint; out the mediation effect of

price volatility differs from th%iatil of ret olatility. The results proved

that the mediation effect Cturn volatili dn@relationships between financial
’$
M irec

3,
=

:
63; han the mediation effects of price

diati@\a’lationships for return volatility that were

not significan rice yolatility. fhiirjn dels is expected to extend future predictive

models@;nym or }nce.$

Aresults can assist ir&?e‘tors to make investment decisions based on the
N
i &ent risks associated with both stock prices and returns. In addition, the

mediation models returned comprehensive findings on the relationships between
ccounting and market indicators and stock volatility. Therefore, investors and

stakeholders can use these models to predict stock validity using indicators that reflect
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the performance of firms’ operating activities. Additionally, they enable policymakers

and market regulators to make rational decisions to enhance investment pohme?

This is the first time that regression, discriminant, and media‘u?a’alyses have

6.2.4 Integrated Forecasting of Indicators

been used together to explore significant indicators. This_stu as successfully
integrated three different models to assess different aspec Y:pa y performance:
regressing on stock price and return, identifying whiChyindica rwcrlmmate
between higher and lower performing companies, an mining the ec’at_@ﬁect
of stock volatility. The integration of these mo is Bne of the.no co%‘%ﬁtlons to

o\

the body of knowledge and to the performange fo cast«ig nique @sﬂtuents of

the Amman Stock Exchange Gen h m@ﬁﬂt indicators of
performance have also been identifi rough NQS u q@wthe study.

?, e QC}
&
6.2.5 Relationships between Val nd ndléators
i ZKnowle] e ol the onships between stock volatility

significant effe {s&som

indicators on %vola I|ty Qfdlzgiﬁ}? there are significant contributions that can

be deriv the fjn br]g;’ é\\

is empirical findings d%\‘t is study provide a new understanding on the
\

rs 2n-§mon significant relationships of other

This research exténds th
’ 4 4 <<{
and accounting and Wt I (@ stog atility mediation analysis shows the
i

a ng and market indicators that have a significant impact on stock price, stock

n, and the volatility of stock price and return. Furthermore, the evidences from this
u

dy suggest a new direction of company performance measurement through the

relationships between accounting and market indicators and stock volatility. Indeed, the
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differences in investors’ behavior to invest in certain opportunities may be influenced
by the accounting and market indicators, which represent the performance of WI
company activities. (’}

As for market investors, there are some accounting and markeﬁkators that

were found to be relevant in determining the volatility of company sgk. In addition,

accounting and market indicators are stronger than the

the findings of this study suggest that the relationships betwgen réturn volatility and
ioChip' between price

volatility and accounting and market indicators. This may‘guide inves ocus more
]

attention on stock return, rather than stock prices, @\mman to xth@

? 4
\ \T
&
The analysis estimations tested\brch hypo S, a@%red the research

questions, and accomplished the t?@jesearch \est?es JQ\conclude all research

N
findings, the following section% a su%mar and implications for each research

S Y QS
X IS
c‘) :?j : &
6.3.1 Effects of Ac ting aT Ind'ga%),rs
Several r@@m

6.3 Summary and Implications u\

objective.

—

mely(f@dled OLS and random and fixed effects

¢
GLS models &@een plo t6 te t(ﬁ% effects of accounting and market indicators
towards%ky perfo ‘; In

stoc@, while in the secon Ystock return. The pooled (OLS) regression model
i

@ that all of the sample companies were identical, but this was not true. The fixed
& random effects GLS estimators were therefore utilised. The best model was

etermined using the Hausman test. The findings suggested that the random effects

NN
@irst, company performance was measured using

model was more appropriate for both stock price and stock return estimations. In
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addition, the Breuch-Pagan test indicated that the heteroskedasticity problem was found

in the stock price model. To correct this issue, the random effects panel FGLSYB!I

was used to estimate the parameters, assuming a heteroskedastic and cor(eh\s&error

structure. Nonetheless, even after the correction test, the findings of all were not

significantly different from each other. Accordingly, the stability of reSults supported

and validated the constructed model. The results of each r@ model can be
l

First, the stock price model showed that EPS had thesighest igWy positive
X

and BPS 'nifici@ and

n% rmi@fof stock

act OQTOYCT( price. CR,
in@ﬁ' on stock price.

,{}rercent of the variance
N
the robust validity and

summarised as follows.

effect on stock price. Additionally, ROA, MC,

positively affected stock price. TOA was a signifi
price, whereas DR had a marginally significant a posﬁT've
NPM, ROE, PER, and PBV did n COVv)ny signi

Furthermore, the model fit was significaat, and it \rm¥d

in the sample’s stock price. A%Iy
m

applicability of the accounti arke icators o% E Index companies over the
sample period. InvestogY; th‘i‘sL
results are congrue N@Susil'a
Akbar (2020), @ an
¢

iy
o>
<24
c
8
S
)

od tO'pl‘S&t the stock price in Jordan. These

&
Sur)ééi.ugsih (2020), Tarmidi, Pramukty, and

Kk (2&5&[, Haryanti and Murtiasih (2019), Al-

i
oshaibat and Al-manaseger (20 Ar@ 016), Al-Qudah, Alsharari, Al-Rjoub, and
NN
Haddad and ClI ﬁ Taﬂe}?l, and Silva (2012), all of whom suggested that
the yariamce in stock price ca@éxplained by accounting and market indicators and

f XI ratios.

Q Second, the stock return model showed that TOA had the highest significantly
0

sitive effect on stock return. ROA, EPS, STR, and PBV also had significant positive

impact on stock return. In addition, DR had a significantly negative impact on stock
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return, while the effect of BPS was marginally negative. On the other hand, MC, ROE,
NPM, CR, and PER did not affect stock return. The model fit was significant, exp?!!g
5.65 percent of variance in stock return. Accordingly, the study concluc&% eak

validity and applicability of the financial indicators on ASE Index co over the

sample period. However, investors could still use this model to prediet'stock return in
Jordan. These results are consistent with Allozi and Obeli aNG), Afrino and
Masdupi (2019), Kai and Abdrahman (2018), Musallam Din '(2017), Stefano
(2015), Asiri (2015), Erdogan, Erdogan, and Omiirbek , Jia g‘XN\eﬁ‘OlZ‘)é' and

Alireza et al. (2012), who suggested that the variancejimstock return_can ﬁe i@hined

5. 6 N~
Y
\ 1%13; could help

by accounting and market indicators and financi

The investigations of the effects of aw et ind

investors and portfolio managers to it@e indicato

returns of ASE Index companies. @stors ma\cmgde I;J@\ignificantly positive
j y N

accounting and market indicatf%tors%at i uencz;@é?companiesa stock prices
and returns. Therefore, in m@ves
in

to those accounting an% indicators. ::‘H ao@. may reduce their risk exposure
4 QQ

and maximise th%gain f" vesg (Kai & Abdrahman, 2018).
ision 0

As the wx ost™h mpa I§4s to maximise shareholder wealth, and
¢ ' (v)
that stock prices-and returns co Ia{e V(itjh accounting and market indicators, managers

NN
should désign and reyi egieyé\lmprove their company’s financial performance

at a@ﬁ'stock prices and

ision inthe ASE, investors could refer

to pm& better financial ind'{a"g:frz; Better financial indicators will ultimately lead to
ngock prices and returns, which will in turn create value for shareholders.
Therefore, this study provides a brief idea for financial managers regarding the extent

which their companies’ stock prices and returns are influenced by the movements of

accounting and market indicators. Furthermore, it is suggested that they utilise the
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findings of this study as a preliminary idea to draw out a business plan to improve their

companies’ performance. This will allow the company to improve their stock prw

returns. \

The correlation between accounting and market indicators and QH&)rlces and
returns will serve as a reference to assist financial market regulat& to audit price

transparency. Regulators may review those companies whose_sto ices and returns

C
have risen or fallen greater than the movements of accoun gma et indicators to

assess the sustainability of their operations. \d
ax

D [ 1S
6.3.2 Discriminate of Companies \f \Y
T

This section presents the conclusions QQe; mmendatiens of t score model.

It aims to identify the indicators th@discriml et\@ performing and
underperforming companies and to %hem. Jeﬁ\n%%ph @Nmultiple discriminate
bjecti

N
. M@y share price data were
&

’s alpha for the 63 sample

analyses were employed to ac this

collected from ASE’s website det,r e Je

companies. Likewise, %K; dicators we als&@lected from the annual reports of
4 2
those companies. AQQ)f 12 ‘ \atq Were%ﬁ;f for this research.
Out of the 12 indicato ee irg\-ﬁors significantly discriminated between

B ! C%
performing an rperformi ccfnp nies: STR, EPS, and TOA. This finding showed

- . N
the efficién using'accounting a@narket indicators to evaluate the performance of

Y.
AS%( companies. These f@i’ngs are similar to those of Mohd Dali et al. (2008),
\

mates that inventory turnover and credit turnover/day could discriminate between
d rming and non-performing Shariah compliant plantation companies. In this
search, STR, EPS, and TOA were found to be significant discriminators between

performing and underperforming companies in the ASE Index.

A,
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This section introduces a simple model using multivariate analysis. The
uniqueness of this approach is that it does not depend on a single variable.
aspect that should be considered is model accuracy. The model was fairly@te, as
the three determinants of STR, EPS, and TOA were able to correc sify 76.2
percent of the original grouped cases. Finally, the findings identified”indicators that

investors can use to discriminate between performing and un rMing companies
in the ASE. l

The discriminate of companies study could be icated aaned using
B

ASE or other emerging markets. In addition, applying'th stud velo,é&i- markets

may provide an opportunity to expand andqu} i

new knowledge on company perforrrma )inancial ts. @%ompanies listed

on the Amman Stock Exchange also \ran ed a@\ually based on their

N
performance measured using t%d en'wbloy n thiQC.;!earch. Furthermore, the

findings were able to deterrr%i[h. ndll S tca@lminate between performing
and underperforming % s. Investors) and @'ers could focus more on these

£
indicators when m invest{lw> lsions\:é.me Amman Stock Exchange.
N
N )DL O
6.3.3 Medi ﬁg’yrect f Sto vﬁla{iii'@
\
S u& a-@

T used the GARCH RCH models to measure the volatility of stock

S

prices and returns. The results QB}&Wed that there was a significant difference in stock
N

-9

\d return volatility from a company to another. The results also showed that some
companies were less or more volatile than the market. The difference in volatility across
ompanies reflects the different performance of their stocks in the ASE. This indicates

that there were companies with high and low performance. The findings will afford
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investors better choices when investing their funds in ASE-listed companies. There is a
difference in investors’ willingness to invest in high risk investments. Witw
results, the investors may have a better chance to make investment decisi suit
their preferences when investing in the ASE. In addition, these reSLﬂ’A@I provide
analysts of ASE the opportunity to build GARCH and ARCH mogels to measure
volatility. \,

The study also used the GARCH coefficient to inves me'diating effect of

stock price and stock return volatility on the impact of ac ting nw indicators
B

ere empl d‘n@dy

re_used rify.the models’
skt gobidf

mar@; follows.
V)@‘fy and positively

STR affected PV positively, whighi ected stock grice positively. In addition,

towards stock prices and returns. Two mediation mo

to accomplish this objective. A set of techni

the findings showed that P\% ely @ted the effects of ROA, MC,
" -

and EPS on stock pric%
in turn affected stockeprice poi'
mediating eﬁecb&t redi

¢

i
on stock pri %erth ess, t réul@%?monstrated that high (or low) PV, and other
NN
signific% atorsy’ ‘explaiqs%e variance in stock price. These conclusions
Y—

WOLM&W one to make bett{ estment decisions.
%\cond, the results showed that stock return volatility (RV) fully and positively
ia

ted the effects of MC and STR on stock return. The findings demonstrated that

Y,

N
corgs?, the results showed that PV had no

ROECjkIIF’M, CR, DR, TOA, BPS, PER, and PBV

oth variables affected RV positively, which in turn affected stock return positively. In

addition, the findings showed that RV fully and negatively mediated the effects of DR,
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TOA, BPS, and PER on stock return. Meanwhile, RV partially and negatively mediated
the effects of ROA and EPS on stock return. The effects of these indicators on RYHE
negative, and RV produced a negative mediation effect on stock return. Th@ also
showed that RV had no mediation effect on the relationships between PM, CR,
and PBV and stock return. Nevertheless, the results demonstrated thamor low) RV,

and other significant indicators, could explain the varianc im return. These
i ni '

The volatility of stock prices and return plays ansimport ntW\g role to

@
rs on stock price eif}e?t;rn.

conclusions would allow one to make better investment de

explain the effects of certain accounting and market indi
To the best of the researcher’s knowledge, thi
evidence on the mediating effect of stocksVvol |Iitqun relatjélxn:ps between

accounting and market indicators an pay perfor . N@ver, the research

contributes to the literature by prov%empirica\id%c f@rthe emerging market

N
of ASE, as much of existing res%mes”from one d&@ped markets.
icali 0 rac@rs and academic researchers.
esto

i
For practitioners, if it\i that in
4
managers shouldKﬁQo imp[ \fhe.l ﬁrmé ractiveness to investors by justifying
the stock volatiw eir 's in @ rm of earnings. This is indeed of great
J ‘

importance, e absence of sdch ﬁst@)c tions would drive investors away from their
% NN

firms, f% ucing thei rforn{ﬁce and attractiveness.

Aacademic research rﬂ%bhese findings may open new directions for future

The findings offer certal

aresinterested in stock volatility, then

:
G

r S& Identical investigations on the mediating effect of stock volatility on the
elationships between accounting and market indicators and company performance can
e replicated in other developing and developed markets. This is important because the

results may be context-specific, as firm performance and its determinants would vary
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according to the social, politic, and economic conditions of a country. These studies
could contribute to better understanding on the determinants of company perfor?@.
Such cross-country studies could produce possible applicable alternative can
encourage investors to take on more risk. A

Furthermore, the sample consisted of companies that constituteythe ASE Index.
Investors’ perception of volatility may differ from one sector to another. Studying the
effect of investors’ appetite for stock volatility towards co ‘Ye:o

'mance could be

another promising area for future research. In fact, this important,issue, as some
@

investors may be willing to invest in certain industrie

to their as ia‘ed@:ile)

a% ina@' analysis
CHG\nd CH m@'ggas financial

analysis tools to help make investmenw s. Future es n@ Iso examine how

the relationships between accountir(ﬁ market i %rs mpany performance
S
i ; Qs tra

varies are mediated by other v uch ing vol movement.
A“’
S

o

risks. In addition, traders and analysts may dev:

to improve trading activities. They can utilise,G

/T%/
}:
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6.4 Recommendations

According to the results found, the study recommends the policy- WM

investors, and academic community as follows: (0\
6.4.1 Policy-Makers ?

The companies listed on the ASE should consider theseMs of disclosing
accounting and market indicators on the investment decisi iCVes'ors In addition,

firms should periodically disclose all data to investor ensur t cy in the
market. In the ASE, for instance, firms could dlsciiﬁhelr account g'a rket
indicators on a quarterly basis. This will produ ccurate res wh%‘ﬁedlctmg
performance using accounting and markwj} tora\ over @gs:ors future

valuations of a firm’s profit distribu ol;>y may be™i uen@‘ﬁy the investors’

preferences. Therefore, it is necessary.to consi %to /‘@eferences in dividend

distribution, which will aﬁec%prlce nd?e rnzo aIIy, financial markets

present stock volatility mtgrm 1 dard @latlon of stock prices. The

development of new G% odels in fin |b| @kets may enhance the prediction
<

of stock price volatl Q
\
O
S

6.4.2 Investo ' (_/
% hould sant of the importance and feasibility of the
accounting and market mdmatoc_) eferring to the accounting and market indicators as
N

fe hat identify the companies’ stock prices and returns and distinguish between
%ﬂies. Such action may reduce their risk exposure and maximise the capital gain
Qm the investment. In addition, investors and traders should focus more on the
indicators that discriminated between performing and underperforming companies
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when making investments decisions. Moreover, investors should adopt the stock

volatility to get a better chance in making investment decisions that suw

preferences when investing in the ASE. ('}
6.4.3 Academic Community ?

Accounting and market indicators are primarily nuquat reflect the

performance of company activities. The researcher notes cZof s'udies regarding
SE

the issue of accounting and market indicators in t T e}e‘@tudies by

L 4
academics to develop standard models using accou and market in'ic‘@svwill
enhance the predictability of company perform IPaddition,-they/may. usé GARCH

\ N

lati on v s important

models to examine the mediation effect stock
S. | al investigations

on the mediating effect of stock volatili \I'au% ﬁ"\l}otween indicators and
S

company performance should b ted i

D

loping and developed markets.

ips @/een accounting and market

Academics may also examine how the r %
indicators and comparémnce jarie aré m@ated by other variables, such as
4

trading volume m:\/«.{m' @ (Q%Q)
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6.5 Limitations

Every study faces limitations; they should be improved by future studi
sample for this study was only limited to companies constituting the AS@ The
Index comprises 100 companies, but the study only included 63 com ue to the
lack of data, such as stock price and indicators, for the other 37 firRl.:ﬁture studies

should replicate the study on other sectors in the ASE, such as_the ncial, industrial,

all indicators are available in the Amman Stock

ies @Tjse other

whil Y.e same time

indicators to determine their effects on sto ric

determinants. % Aj 4
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6.6 Conclusion
The concerns of owners, investors, business partners, stakeholders, and ¢
about the financial position of companies lead to the demand for an@riate
performance assessment tool. Most often, they rely on accounti market
indicators, which are publicly available in financial statements.%The predictive
relationships between financial indicators and stock prices ar%et\.é seem to suffer
l

The efficient market hypothesis posits that the ncial mWovides all
B
cﬁo&&een

with information

re is @Yof financial

analysis techniques to determine the 'catas that discri nat@fWeen performing

and underperforming companies. T?@sates the\C&gty ,;@?elop a Z-score model

N
that can discriminate and ra% corﬁ)ani accozgca to their performance.
Furthermore, there is a p@/ th’t vestors @btain better information by

reducing uncertainty. % \‘;Fj“' 0’
&
d &Jnvestigate the association between

A number&@es % pte é
financial indica% stockepri 'nd re{h}é, but the results have been inconclusive.

The reason f %nay the i IfEitest mption of those studies that this relationship
% NN

is direc% er, miMOnsh' could perhaps be mediated by other contextual

variables; such as the volatility, o:%rbck price and return. In light of this issue, the present
%\u N

reSearch aims to: 1) investigate the impact of accounting and market indicators on stock
rice and return; 2) evaluate company performance and distinguish companies into
erforming and underperforming; and 3) investigate the mediating effect of stock

volatility on the impact of accounting and market indicators towards stock price and

from structural instability over time.

investors with similar access to financial informatio

financial information and decision makers. Inv

to help them make informed investment deﬁw.
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return. To achieve these objectives, the study analysed panel data of 63 companies for
2008-2018 using OLS and GLS regressions, as well as MDA and SEVV!E
contributions of research are: 1) financial market users would be able to (% firm
performance and seek high performing companies; 2) investigation of eﬂ;w‘uodel that
can benefit investors and analysts to predict future company perfoWe and stock
volatility; 3) helping to enhance financial statement information” and modernise
accounting practices to improve its quality and transpar Yd.4 connecting the

theories of financial statement analysis and capital ass icing h(‘e'tmy.\de findings
]

also present new evidences: ' ﬁ
1) Significant and positive effects : ROAO,' TR\aEE BPS on

©

stock price; TOA had a signw negative impact o@ék price.
2) Significant and positiv@(@of TOA,

stock return. DR hadﬁa’snificantm\gavve

3) STR, EPS, anﬁ% si Iﬁﬁcan yu disetiminated performing and
&
C i N

underperforr% paL: 4 %\
4) PV fuII% itively Imediated th@ﬁect of STR on stock price and

partially and poil

, E TR, and PBV on

m@ct on stock return.
N

1 O
ully and 'ti\%ly r(ﬁaiiated the effects of MC and STR on stock

5
o
<Q turng’It al ‘jully ml? negatively mediated the impact of DR, TOA,
L 9
A BPS, and PER @ck return. Additionally, RV partially and negatively
E\ mediated the effects of ROA and EPS on stock return.

Q The results were robust despite the use of different estimation methods and
nalysis techniques. The findings allow a deeper understanding on the accounting and

market indicators that strongly predict company performance. Indeed, they support the
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argument that financial indicators, as the main sources of financial information, are
reflect in firm performance. These findings will further permit more comprew
theoretical and analytical understanding to assist scholars and policymak(s}sign
methods to evaluate current and future firm performance. Therefore, t Its of this
study are expected to provide an informative guideline to financial fgolicymakers in

designing appropriate evaluation models and investors in makiEsMpriate financial

decisions. '

Future studies may consider replicating the analysiSyin dev, IoWemerging
L 4

markets. The study is limited to companies constituti

results for ASE companies. But to ensure the r

should consider expanding this study in otw i

S
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