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After the international depression, the economy of Jordan 
passed through a stage of adjustment and evaluation which 
influenced Jordan in the beginning of the eightees. The economy 
of Jordan was influenced by the low exchange rate of dollar, the 
decrease in the oil return, the Iraq-Iran war, the Civil War in 
Lebanon, the Palestinian crisis with all its complication and 
negative effects, etc. All these had a negative effect of the 
financial aid given to Jordan and the remittances of expatriates.

A free economy like Jordan where the cooperation of private 
and public sectors is evident in the process of development, in 
the encouragement given to individual and private sectors, in 
providing suitable climate for encouragement of investment to the 
Jordanians, Arabs and non-Arabs evident in the encouragement of 
the investment lav/ of 1980 and its amendments etc. Through 
planning, this helped to achieve to some extent, the industrial 
sector in the country.

The policy of the governement of Jordan continues to be 
based on the concept of a free enterprise system which values 
private initiative v/ithin the framework of the public interest. 
The cooperation between the public and private sectors in 
establishing the socio-economic Projects and by providing an 
appropriate investment climate and incentives. it encouraged the 
private sector to contribute to the economic development of the 
country. The public sector participation in economic projects 
particularly the larger ones, aims to support and ensure their 
proper financing. The public sector extends the opportunity to 
the private sector to contribute a large share of the capital and



** o
fa u

management of these projects for the purpose of the development 
of the industrialisation in the country. The public sector in 
Jordan acts as a catalyst for the mobilisation of savings towards 
the sound investment in the economy. The government encourages 
researchs and developments in the private and public sectors and 
utilises science and technology with the view to reduce the cost 
of production on the one hand, and on the other hand to improve 
the quality of production. Incentives are given to the private 
sector (through the tax policy) to adopt new production patterns 
which lead to saving in production inputs and power consumption.

The size of investment during the First Five Year Plan 
(1976-1980) amounted to JD 1222 million at current prices. The 
capital expenditure of the plan in the private sector including 
share in projects financed jointly by bhe public and private 
sector amounted to 59% of the total investment and 41% for the 
public sector. The volume of the fixed investment during the 
Second Five Year Plan (1981-1985) amounted JD to 598.4 million. 
The investment in public sector amounted to JD 58.4 million 
whereas private and mixed sector investments totalled JD to 540 
million at current prices. We can conclude that the amount of 
investment in public sector decreased in percentage in the Second 
Five Year Plan as compared to the First Five Year Plan, on the 
other hand the percentage of investment in private and mixed 
sector has increased in the Second Five Year Plan as against the 
First Five Year Plan.

The contribution of the private sector in Jordan has played 
a significant role in the economic and social development of the
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country. H.K Paranjape says "lb was laid down that private
sector undertakings have necessarily to fit the framework of the
social and economic policy of the state and therefore were to be
subject to controls and regulations as required. In other words,
the idea was to encourage and assist the private sector but at

1
the same time to control its working in the public interest”

A. GENERAL FACTORS
Different factors have affected the profitability of 

industrail companies in Jordan which led to reduction or increase 
in the profitability of the said industrial companies. These 
factors work as determinants for the profitability of the 
industrail companies undertaken for this study. In this section 
of our study we analyse the different factors which have 
negatively affected the profitability of the studied companies.

1. Pricing Policy :
The profitability of any company is directly linked with the

price policy. If the prices of the product increase the
profitabi1ity will be higher and if the prices decrease, the
profitabi1ity will decrease with the assumption that other
factors remain constant. If we want to maintain a fixed 
percentage of profit return, we should increase or decrease the 
prices of the product in the same percentage of increase or 
decrease in the cost of the products. Pricing of a product is a

1. Paranjape H.K., Industrial Growth with Justice, India's 
Strategy, in "Some Problems of India’s Economic Policy 1977, 
P. 333



very difficult job because a particular price at which the 
product is sold reflects, the volume of production and sales of 
the company. The pricing policy of any company is determined by 
the prices of products of other Jordanian and foreign comapnies 
in Jordan. For example, if the Jordan Pipes Manufacturing Co. 
sells its products at a price higher than the imported products, 
the result will be that the demand for Jordan Pipes Manufacturing 
Co. will decrease and the demand for other products will 
increase. The prices of the product affets profit margin due to 
its effect on both the total revenues and total costs. The total 
revenues or total sales are equal to the price per unit 
multiplied by the quantity sold and the number of units sold. The 
amount of profit determined by the price policy and the total 
costs depend on the volume of output. Thus, pricing policy plays 
as important role in the profitability of the company. The 
management of the company should find out the best combination 
between the price, sale and cost which can prove to be the most 
advantageous. If the price is et too high, the seller may not 
find enough consumers to buy his product which results into great 
losses If the prices is set too low, the seller may not be able 
to cover his costs. Moreover, the price which is acceptable today 
may not be suitable tomorrow. The fixation of the prices need to 
be reviewed from time to time. The law of the demand and supply 

also determines the price and then the profitability of the 
products. The greater the demand and/or smaller the supply, the 
greater will be the price and profitability will also be more, 
when other factors remain constant. The government exercises its



influence on the price through taxes, subsidies and direct price 
control. Direct price control by the government takes the form of 
fixation of high or low price for the product which results in 
the increase or decrease in the profitability. For example, the 
Arab Pharmaceutical Manufacturing Co. Ltd., the Ministry of 
Health in Jordan controls the pricing fixation of the company’s 
products. In spite of the continuous increase in the cost of raw 
materials, packing expenses, wages and salaries etc., the 
Ministry of Health did not alow the increase in the prices of the 
products of the company. The prices of the Pharmaceutical 
Products remained fixed in 1966 as decided by the Ministry of 
Health. The Jordan Petroleum Refinery Co. Ltd. shows a continous 
incarease in the cost of crude petroleum without a corresponding 
increase in the selling price.

Table 6.1
The continuous increase in the cost of crude petroleum.

Date Increase in the cost of
crudes in $

30.5.1979 13.20
31.5.1979 15.00
30.6.1979 18.65
1.11.1979 24. 45
1.1.1980 26.45
1.4.1980 28.24
1.8.1980 30.44
1.11.1980 32.44

Sources : The annual reports of the Jordan Petroleum Refinery
Co. Ltd.
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Inspire of the increaes in the cost of production, the 
government did not allow the increae in the selling price of 
Petrol. The argument given by the government is that the 
increasing cost of crude is not as important as the other 
objective like the welfare of people and society. The government 
did not increase the selling price at the same proportion as the 
increase in the cost of production, which finally resulted in the 
reduction in the profitability of the company.

The price and the profitability are affected by the demand 
and supply in the international market.

table 6.2
The price of Potash per ton in the internatinal Market :

Years Price per ton

1981 110-115 Dollar
1982 95-82 Dollar
1983 71 Dollar

Sources : Annual reports of the Arab Potash Co. Limited.

The decrease in the prices of Potash in the international 
market resulted in the heavy losses for the Arab Potash Co. Ltd. 
The prices of Potash have been affected in the international 
market in 1983 to 1985 due to :

a) increase in the supply over demand in the U.S.A.
‘Market" because of the reduction in the prices of 
agricultural products in the market. The farmers did not 
have sufficient return to buy fertilisers which resulted
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in the decrease in the demand for potash.
b) the decrease in the demand for Potash in China is 

considered because it is the biggest consumer of potash.
c) an increase in the prduction capacity of potash in the 

Canadian market accompanied by the reduction in the 
prices for Potash in Canada as reflected in the 
internation market.

2. Availability of Raw Material :

The production of any idnustrial product depends mainly on 
the availability of good quality of raw material. The inferior 
quality of raw material leads to bad quality of the finished 
goods and finally the company will not be able to complete with 
other products of superior quality. The inability of the company 
to sale adequate units of goods will lead ultimately to reduction 
in the profitability of the company The continuous dependence of 
some industrial companies some imported intermediate and raw 
materials, some of which are subject to higher customs duty than 
those levied on finished imported goods will result in the 
inability of these companies to stand in competition against the 
imported goods and will thus lead to low profitability. The 
Industrial, Commercial and Agricultural Co. Ltd. faced difficult?/ 
of getting the raw materaial when the company is largely 
dependent on the imported raw materials from lebanon. After the 
civil war in Lebanon, the company could not import the required 
raw materials from Lebanon and was forced to search for new 
market in other countries at higher cost and the lower quality
which resulted in the increase of the cost of sales and reduction



in the profitability of the company. The cost of raw materials 
bought by the Jordan Pipes Manufacturing Co. Ltd. showed an 
increaeing trend in the cost over a period of study and the taxes 
imposed on the imported raw materials increased at the very high 
rate resulting in the increase in the cost of raw materials 
bought by the company and thus affecting the sales due to 
availability of other imported pipes at a better quality and at 
lower price the result was low profitability generated by the 
company. The greater the availability of adequate quality of raw 
materials, the higher will be the generation of profitability by 
the company and vice-versa.

3. Foreign Competition :
A developing country like Jordan which is considered to be 

in its initial stage of industrialisation will not be able to 
stand in competition against the imported foreign goods which are 
of better quality and have had vast experience in production. The 
imported goods are considered to be of better quality than the 
local goods due to their experience and long history of 
production in the foreign countries. The other reason is that, 
due to large volume of production in foreign countries, the cost 
of the production is usually low and less than the cost of 
production in the developing countries like Jordan. The imported 
goods from foreign countries are better in quality and lower in 
price. Since the consumers search for goods which are cheap and 
of good quality, the imported products are in great demand and 
are consumed more and faster than the local products. When the 
sale of local product is reduced, the profitability of such a



company will be minimised. The presence of competition from the 
foreign countires in developing countries like Jordan, will 
certainly reduce the profitability of the local companies which 
may finally lead to the closing down of the local industrial 
companies. The Jordan Phosphate Mines Co. Lid. faced very sevre 
competition from the imported American fertilisers which were 
available easily in the Jordanian market at cheaper rate and of 
better quality than the company's product. The imported goods 
became more bought after than the products manufactured by the 
newly established company. The availability of imported 
fertiliser in Jordanian market led to difficulties in increasing 
the sales volume and reduction in the profitability for some 
years. The Industrial Commercial and Agricultural Company Limited 
faced severe competition from similar imported products when the 
government of Jordan reduced the custom duty on the imported 
products from 70% to 25% The sales volume of the company's 
products reduced in 1978 as compared to 1977, reduced again in 
1983 as against 1982 and reduced in 1985 as compared to 1984. The 
profitability of the Industrial Commercial and Agricultural Co. 
Ltd. reduced due to the reduction in the volume of slaes. The 
Jordan Pipes Manufacturing Company faced difficulties in 
competing with the Pipes which are imported from India, Korea and 
other countries. The company started its production in 1978 and 
had no experience in production before this, so the quality of 
the company's pipes were not competable with imported pipes. The 
sale price of the company's products was higher than that of the 
imported pipes, The production of Jordan Pipes Manufacturing
Company we^s in a small quantity, the cost of production is to be
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dist.ribut.ed among the small number of units resulting in high 
cost for one unit which ultimately led to fixing the price at a 
very high rate to cover the cost. The higher price of the local 
pipes made the imported pipes more acceptable in the market, the 
sales volumes could not increase at a higher rate which resulted 
in losses for some years and low profitability in the rest. 
Because of the non-availability of import protection policy on 
similar imported products for the Jordan Spinning and Weaving 
Company Limited, the company bought raw materials at higher rate 
than that of the imported finished goods available in the market. 
The imported goods were sold at a very low price which led to the 
decrease in sales and profitability.

4. Government Policy :
In different countries, different policies are adopted for 

the purposes of the development of the country. The government 
may adopt some measures to control and regulate the private 
sector and on the other hand to encourage the public sector. The 
government may adopt a policy of encouragement towards certain 
industries by the increasing credit facilities, providing advance 
technical assistance, subsidies, import protection, protection 
against foreign competition etc. This policy is called positive 
control policy. On the other hand, the government may adopt a 
policy to limit the production capacity, to prevent the growth of 
the industry, to prevent investment and regulate the price etc. 
This policy is called negative control policy.

If the government adopts a positive control policy toward an 
industry, bhe profitability of such industry will be improved and



<* ° r:(V U *J>

if the government adopted a negative control policy toward 
another industry, the profitability will be negatively affected.

The commercial banks expanded credit facilities to the 
industrial sector from JD 73 million in the First Five Year Plan 
to JD 189.20 million in the Second Five Year Plan. The credit 
facilities extended by the commercial bank to industrial sector 
ranged from 12.9% in the First Five Year Plan to 14.9% in the 
Second Five Year Plan. The balance of loans by the Industrial 
Development Bank increased from JD 18.1 million in 3980 to JD 
41.6 million in 1985. The Ministry of Industry and Trade has 
continued to update the regulations governing industrial 
licensing procedures. The Regulation No.3 of 1966 was amended in 
1984 to simplify the industrial licensing procedures and do away 
with the harmful practice of dual licensing. The Jordan Institute 
of Administration and the Institute of Public Administration 
continued to run training programs in the industrial management, 
cost auditing and professional upgrading of industrial staff. By 
September 1985, the Jordan Institute aof Administration had 
organised 138 training programs for 2269 trainees, while the 
Institute of Public Administration had organised 192 training 
programs attended by 4825 trainees. Moreover, the vocational 
Training Corporation extended its service which are offered 
through 18 training centers and during the period of Second Five 
Year Plan 16912 individuals were trained in these centers. The 
Ministry of Energy and Mineral Resources is giving special 
attention to energy conservation programs in industry aimed at
reducing production cost. A study has been made to introduce
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computer services into the chamber’s activities to increase the 
efficiency in the industrial companies. These activities by the 
government are positive control policy and will lead to increase 
in the profitability of the industrial companies. On the other 
hand, the negative control policy which was adopted by the 
government such as custom tariffs, was not providing protection 
to a number of demostic industries. However, some industries 
continued to face stiff competition from imported foreign 
products The negative control policy led to a decrease in sales 
and reduction in the profitability.

5. Technical Manpower :
Manpower palys a very important role in determining the 

productivity of a company. The profitability of a company 
affected by the quality of workers. The productivity of skilled 
and semi-skilled labourers is more than the productivity of 
untrained workers. The higher the productivity of the company the 
greater is its profitability.

One of the important features of the Jordanian Labour Force 
is their very low participation rate. The participation rate has 
remained almost constant at 20%. The reasons for this low rate 
are the large proportion of people under fifteen years of age, 
low rate of female participation and early retirement by a large 
number of workers. The most important factor for low
particiapation is the continued outflow of manpower especially, 
the younger generation to Arab countries. In the First Five Year 
Plan, not only has unemployement been eliminated, but shortages
in manpower has also arisen with regards to certain skills which
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forced the importation of manpower from other countries. The 
outflow of Jordanian workers to other countries has continued at 
an average rate ol 8-10 thousand workers a year, while increased 
domestic demand for labour has led to the importation of manpower 
from other Arab and non-Arab countries. In 1980 the number of 
foreign workers was estimated at 70,000 or about 15% of the total 
labour force in Jordan. The migration of skilled, semi-skilled 
and trained labourers from the Jordan Petroleum Refinery Company 
Limited to the neighbouring Arab countries and other joint 
refienry companies in Saudia Arabia, Kuwait and otehr Gulf 
Countries is because they get very high salaries and wages plus 
other facilities which they do not get from the Jordan Refinery. 
The Jordan Petroleum Refinery is forced to give its employees 
very high salaries plus other facilities to stop their migration 
and send others to foreign countries for training to replace the 
migrated labourers which proved financially bad for the company 
and resulting in an increase in the cost of production and this 
has led to the reduction in the profitability of the company. We 
may summarise the problems of manpower and labour w^hich affect 
the profitability of the industrial companies as follows :

a) the shortage in qualitative and quantitative of the 
Jordanian skilled and semi-skilled workers in most of 
the basic industries.

b) the importation of non-Jordanian workers due to the 
shortages caused by the migration of the Jordanian 
trained manpower taking up work abroad.

*
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c) lack of wages and allowance incentives for specialists 
in remote areas

d) the productivity per labour is very low and its slow 
rate of increase.

e) the workers who drop-out from higher education school 
and .join the labour forces without prior training.

f) low participation rate by females in the labour market 
and the prevelance of traditions and other obstacles 
hindering such participation.

g) low growth in some economic activities which adversely 
affect the manpower and shifted from full employment 
situation in the First Five Year Plan to the existence 
of unemployment in the labour market in the Second Five 
Year Plan.

The insufficiency of technical manpower and weaknesses of 
the domestic capabilities and expertise in the areas of 
marketiang and scientifically based management of some industrial 
companies led to low generation of profitability by some 
industrial companies in some of the period under study.

6. Techniques of Production
The existing techniques of production determine the quality 

and the productivity produced by the company. The productivity 
and the profitability generated by the new techniques of 
production will be more than that produced by the old techniques 
of production.

The technological infrastructure was significantly developed 
in Jordan and the public sector accorded special importance to
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services and activities related to technology. The activities of 
the Royal Scientific Society were expanded and led to the 
establishment of Industrial Chemistry Department, building 
Research Center, Electronic Services and Training Center, 
Computer Training Collelge and a Solar Energy Section. All these 
development in scientific and technological field were to serve 
and develop the industrial companies in Jordan. A lot of 
importance was also given to the private sector as there was an 
increase in the number of consultancy and engineering firms and 
upgrading of the capabilities of the industrial companies. There 
was also an increasing interest in developing the laboratory 
facilities and specialised vacational training programs. A 
National Planning Council Survey showed that the number of 
persons engaged in science and technology activities increased 
from about 1400 in 1976 to 2800 in 1980, about 44% of whom were 
employed by the public sector, 12% by the private sector and the 
rest by the universities.

In spite of the above mentioned developments in the field of 
science and technology. the following are some in Jordan in this 
field

a) insufficiency of scientific and technological
infrastructure with regards to the availability of 
equipment or qualified manpower required for training 
and development.

b) lack of national capability with regards to the
performance of studies, chioce, transfer and adoption of 
appropriate technology in Jordan.



c) lack of cooperation among the institutions of science 
and technology.

d) lack of coordination between the Jordanian national 
centers and the Arab World and other developed countries 
in the world.

Science and technology play an important role and is a major 
factor in accelerating' the industrial development and growth 
through an increase in the productive capacity. Science and 
technology countribute to knowledge which enhances man’s 
understanding of himself, his industry and environment. 
Technology utilizes knowledge for the purposes of technical 
progress and industria growth and development. Technology and 
science are considered to be agents besides capital, land and 
labour for the development of the society. Historically, science 
and technology have played a key role in the development of 
nations with their effect and impact on productive capacity and 
on the production efficiency. The greater the use of science and 
technology in the company, the higher will be the productivity 
and the profitability of that company.

7. Availability of Energy
Jordan is still wholly dependent on imported crude oil for 

electric power and fuel. Consumption of electricity and fuel 
showed an increasing trend from 1975 to 1985. The transportation 
sector is the major user' for fuel which accounts for the 50% of 
the total fuel consumption in the country. The importation of 
petroleum is considered to be an increasing burden on the
national economy of the country because of the rising oil prices
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and increasing consumtion. The cost of oil imports is estimated 
at about 12% of GNP in 1980. The industrial companies in Jordan 
are adversely affected by the electric power tariff rates in 
Jordan which are at a very high as compared to the neLghbouriang 
countries and this has affected the competitiveness of the 
industrial goods. Jordan relies entirely on imported oil, whose 
value constitute one fifth of all imports and represents 80% of 
the total value of commodity exports.

Several studies and surveys have been conducted for the 
possible explitation of oil shale and geothermal energy. Various 
studies have proven the existence of large quantities of oil 
shale but the studies have concluded that the explitation of oil 
shale at present is not economically viable. The unavailability 
of energy and the cost of importation of oil from the neighouring 
oil rich states has reduced the competitiveness of Jordanian 
industrial goods and affected the profitability of industrial 
companies under study.

The profitability of the Jordan Petroleum Refinery Co. Ltd. 
shows a decreasing trend from 1983 to 1985 due to an increasing 
trend in the cost of crude oil imported from abroad. The cost of 
goods sold was 78.69 per cent in 1981, 82.38 per cent in 1982, 
95.94 per cent in 1983, 95.66 per cent in 1984 and 95.30 per cent 
in 1985. This jump in the cost of goods sold led to decrease in 
the net profit of the Jordan Petroleum Refinery and shows 14.00
per cent in 1982 decreased to 1.20 per cent in 1983, 1.24 per
cent in 1984 and 1.42 per cent in 1985.



8. Capacity Utilization
The capacity utlized by a company affects the cost of 

production and the profitability of the company. The company may 
work at 100% capacity, 80% capacity, 50% capacity etc when the 
company is running at the maximum capacity, the fixed costs which 
are not chargable either by producing one unit or maximum number 
of units will be distributed by the total number of units 
produced. If the fixed cost is divided by small number of units, 
the cost of production will be more and the profitability will be 
less on the other hand, if the company produced the maximum 
number of units, the fixed cost will be divided by a large number 
of units which result into reduction in the cost of production 
and lead to an increae in the profitability of the company.

When the company workes at the maximum capciaty accompanied 
with the reduction in the cost of production increase in the 
sales of the company, on the assumption of the availability of 
the local and foreign markets for the acceptance of the units 
produced the profitability of the company will be more due to the 
reduction in cost and increase in sales.

The domestic market in Jordan is characterised by its 
narrowness and inability to absorb the Jordanian industrial 
products. Moreover, the market flooding with competitive import 
leads to production surpluses and results in the inability of the 
Jordanian industrial companies to work at its full capacity.

Insufficiency of integration and cooperation at the Arab 
level resulted in limiting the potential for industrail export. 
Moreover, inadequate measures and procedures governing export
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promotion, insurance, marketing supervision and promotion in 
external market forced to limit the domestic market and its 
inability to export to external market.

9. Availability of Substitutes
The profitability of any company can be affected by the 

availability of substitute products existiang in the market. 
Acting on the law of demand, the Industrial Commercial and 
Agricultural Co. Ltd, may lower the prices of its products to 
boost the sales but the discovery of cheap substitutes may affect 
the company's efforts and there may not be a demand for more 
products from the company even if the price falls Availability 
of substitution shows to what extent one commodity can be 
substituted for another, without making any change in the total 
satisfaction derived by the consumer, i.e. one commodity can be 
substituted for another. When the consumers get substitute 
products at a cheaper price than the original one, the demand for 
the original products will be reduced and the profitability of 
the company manufacturing those products will be minimised. On 
the other hand, if the company has control over the supply of the 
products in the market, the profitability of such a company will 
be high.

10. Conditions Prevailing in the Economy
Jordan adopted an economic system based on free enterprise 

and private initiatiave. The government has played a pioneering 
role by associating itself with the private sector in 
i mp lenient at ing large scale industrail projects and providing 
incentives,, for private investement.



The economy of Jordan has been hampered by various 
difficulties and challenges. Apart from these, Jordan's limited 
resources and the adverse effects of the War in 1948, thereafter 
the emigration of the Palestinians in 1948 generated difficulties 
of emergency relief and provision of employment.

Because of its typical geographical location, Jordan has 
faced attrition in economic resources on account of the mounting 
defence burden which has forced the country to be dependent on 
external financing to meet investment and consumption 
expenditure.

The occupation of the West Bank in 1967 had far-reaching 
effects and resulted in depriving Jordan from important part of 
its natural and economic resources, thus adversely affecting its 
development and diverting resources to military expenditure. This 
led to the migration of the population from West Bank and the 
Gasa strip to Jordan which had created difficulties of 
utilisation of land, thus leading to demographic imbalances 
resulting in unemployment. The War of June 1967 led to increase 
in the expenditure of the government on defence, security, 
relief, emergency, education, health and expenditures on 
development projects.

The period of the First Five Year Plan witnessed a wide 
economic and social development with the real annual growth rate 
of GDP of a market price amounting to 13 9% during the period of 
1975-1980. This development was as a result of the rise in the 
remittances by the Jordanians working abroad, increase in the
Arab official aid and an increase in the domestic exports. The
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result of the First Five Year Plan witnessed a rise in the 
foreign currency reserves which resulted in the ability of the 
government to meet investment and consumption needs.

The Second Five Year Plan assumed the continuation of the 
prevailing conditions such as inflow of Arab aid and capital aid 
and the existiang position of development. But in reality the 
expected atmosphere of optimism did not exist. The negative trend 
in the economic situation of the Gulf States was a result of the 
Iraq-Iran was and led to a decline in the domestic and external 
demand. Moreover, the Civil War in Lebanon adversely affected the 
economic development of the country. The Jordan’s economy in the 
Second Five Year Plan was characterised by :

a) a decrease in the amount of transfer to the Central 
Government from JD 415 million in 1981 to JD 364 million 
in 1982, JD 289 million in 1983, JD 251 million in 1984 
and to JD 290 million in 1985.

b) a reduction in the real annual growth rate of commodity 
exports to 7.4% as compared to 28%, envisaged by the 
plan.

c) a continuous fall in the growth rate of remittance from 
abroad by Jordanian during the first four year of the 
plan and further fall in 1985 by 15% below 1984.

All these factors resulted in the reduction of the overall 
profitability oi the selected industrail companies in Jordan in 
the Second Five Year Plan as compared to the First Five Year
Plan.



11. Other Factors

n r.

v v 6

Apart from the factors mentioned above, there are certain 
other factors which also affect the profitability of the 
industrail companies. The most important factors are :

a) lack of interconnections between the industrail sector 
and other sectors such as agriculture sector which led 
to low growth of those companies in need of agriculture 
products.

b) lack of interconnections between the industrial 
companies themselves.

c) an increase in the cost of domestic input such as 
energy, labour, shipping resutlting in high oost of 
production.

d) inadequacy of existing legistlation such as company law, 
encouragement of ivnestment law, labour law and absence 
of an industry law.

e) inadequacy of tax incentives policy such as tax 
exemptions on profits from exported products, 
accelerated depreciation on machinery, tax deductions to 
companies research and tax exemption on profits which 
are to reinvested in the company.

f) lack of encouragement for the export of the industrial 
products such as distribution, promotion, packaging and 
marketing studies.

g) limiting the volume of the participation of Arab and 
foreign capital in the investment in the industrial
companies in Jordan.
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B. REGRESSION ANALYSIS

In the first section of this chapter, we discussed the 
effects of general factors upon the profitability of the selected 
large scale industries in Jordan. This section of the study 
provides explaination for the trends of the profitability of the 
industrial companies in Jordan with the help of regression 
analysis. It proposes to investigate about the different factors 
responsible for the variations in the profitability of the 
selected Jordanian industrial companies from 1975-1985. The 
analysis of these factors can provide guidelines to the 
government and policy makers to overcome these barriers and 
improve the profitability of these companies.

Hypotheses
This section attempts to examine the various hypotheses 

between the different variables and profitability and their 
application to the eight selected industrail companies in Jordan 
over a period undertaken for study. The following are some of the 
variables :

1. Turnover Assets Ratio (XI) :
Assets turnover ratio is used to measure the sales per unit 

of total assets and the efficiency of the management in the use 
of assets of the company. It is assumed that greater the turnover 
asset ratio, the more the profitability will arise and viceversa.

2. Net Fixed assets as Proportion of Total Net Assets (X2) :
The profitability of a company is affected by the Net Fixed 

Assets to Total Assets Ratio. If the proporation of the Fixed
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Assets are high as compared bo the Total Net Assets, the 
profitability of the company will be affected in the long run. 
The company may face difficulty of changing technology policy 
specially when the proportion of Fixed Assets are high because it 
requires replacement of a high proportion of the Total Net 
Assets. The higher the proportion of Fixed Assets in Total Assets 
of the industry, more difficult would it be for the industry to 
adopt to changing technology and adversely would the 
profitability of the industry be affected. For the purpose of our 
study, v/e assume a negative association between the Net Fixed 
Assets to Total Net Assets ratio and the profitability of the 
company. Net Fixed Assets comprises of Fixed Assets and Current 
Assets. The Net Fixed Assets to Total Net Assets ratio is 
represented in table 6.3 .

3. Index of Sales (X3) :
The number of units sold by a company directly affects 

profitability. Keeping other factors constant, the profitability 
will increase as a result of an increase in the number of units 
sold. The larger the sales volume, the larger would be the 
profitability. The management of the company is interested in 
maximising the amount of profit of the company. In short, the 
larger the capacity of production, the higher would be the sales 
revenue, the smaller would be the cost of production and the 
larger would be the profitability of the company and vice-versa. 
We assume the existence of positive relation between sales and 
profitability. The growth of sales for the studied companies from 
1975 to 19p5 is represented in table 6.4.
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4.

tj

Rate of Growth of Assets (X4) :
The rate of growth of assets is an important indication for

the profitability of any company. The growth of a company or the
investment decisions are guided by the opportunities to make
profits. We assume here that profitability is a function of
growth of assets. E.T. Penrose argues "If profits are a condition
of successful growth, but profit are sought primarily for the
sake of the firm. that is to reinvest in the firm rather than to
reimburse onwers for the use of their capital or their risk
bearing, then, from the point of view of investment policy,
growth and profits equivalent as the criteria for the selection
of investment programs. Firm will never invest in expansion for
the sake of growth if the return on investment is negative.
Hence, it does not matter whether we speak of growth or profit as

2the goal of the firm’s investment activities"
Rate of growth of assets is defined as the rate of growth of 

physical assets and is represented in table 5.2.

5. Rate of Inflation (X5) :
Inflation is defined as a significant price increase for a 

number of years. The effect of inflation is evident in the rise 
of the price of the commodities. The producers will be benefited 
at the time of inflation because they get higher prices for 
their finished products. The revenue from the sale of finished 
products will, rise sharply during the inflationary period. The

2. Penrose E.T., The Theory of the Growth of the firm, oxford, 
Basil Black Well, 1959, P.30



0 M

prices of output will increase higher than the increase in the 
cost of input such as wages and salaries, raw materials, etc. 
Therefore, the profitability of the industrial companies assumed 
to increase fast during the period of inflation. We assuem the
existence of positive association between inflath
economy and profitability of the industrial companies
over the studied period

Table 6.5
The rate of Inflation in Jordanian Economy

Years Rate of Inflation
— ------------------------------------—--------

1975 12.10
1976 11.50
1977 14. 50
1978 7.00
1979 14.10
1980 11.10
1981 7.70
1982 7.40
1983 5.00
1984 3.90
1985 3.00

Sources : ALTANMIYA, No. 195, August, 1989 P.73.

6. Debt - Equity Ratio (X6) :
The debt equity ratio measures the proportion of long term 

loans to equity capital. Debt is considered to be fixed
obligations, the larger the debt equity ratio, the greater is the
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chance of inability of repaying the obligations by the company.
Moreover, the higher the debt equuity ratio, the greater is the
rate of return on shareholder’s equity through the use of
financial leverage Ramachandran argues "Borrowed money is alv/ays
cheaper than equity capital. Furthermore, a company having a
larger borrowing, will accrue a net surplus to be distributed
among a smaller number of equity shareholders, resulting in’

3
larger earnings per share" . Hence, we assume higher the debt 
equity ratio, higher the profitability of the company. A positive 
association is assumed to exist between debt equity ratio and the 
profitability of the studied industrial companies in Jordan from 
1975 to 1985. Debt equity ratio compares the debt with
shareholders’ equity and it calculated in the following :

Debt
Debt Equity Ratio = ------------------------

Shareholder's Equity
This ratio is used to assess the debt policy and determines 

task of outsiders and equity shareholder in the company. For the 
purposes of this study, debt means long-term loans. current 
liabilities, etc. In other words debt means total liabilities 
minus shareholders’ equity.
7. Capital - Output Ratio (X7) :

Capital -output ratio is very necessary to be examined and 
analysed to check the output per unit of capital. Hashim and Dadi 
argue "Capital - Output ratio has played an important role in the 
dynamic theory ever since its use in Harrod - Damol Model of

3. Ramchandran H. , Financial Planning and Control, S. Chand &. 
Co. Pvt. Ltd., Delhi, 1972, P.106.
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growth, and the constancy of this ratio has been found to be of
4

particular interest" . When other factors remain constant, an
increase in the capital results in an increase int he output and
will lead to rise in the profitability of the company. The
capital and output should grow at the same rate. If capital grows
at a faster rate than output, causing a ris in the capital-output
ratio initially but the outptu per unit of capital will decline
and the profitbility of the company v/ill decrease and vice-versa.

Hence, there is a negative association between capital -
output ratio and profitability. The lower capital - output ratio
will be accompanied with rising profitability.

The capital-output ratio is the proporation of capital to
the output of the company. Many.difficulties arise and views are
differ while defining capital. Many items are indued in one
definition while they are excluded in others. However, E.D. Domar
argues "in defining capital and output I would place the emphasis
on the expression produced by it. In the sense that the stock of
capita] should include all capital needed to produce a given
output, while the latter should contain all output produced by a

5
given stock of capital"
The concept of capital, from the above given definition implies, 
the means of production is suitable to consider the operating 
assets as the mean of production because the operating assets

4. Hashim S.R. and Dadi M.M., Capital - Output Relations in 
Indian Manufacturing, 1946 - 1964, M.S. University of Baroda 
Press, 1973, P.33.

5. Domar E.D. "The capital - Output Ratio in United States : 
Its variation on Stability" in Theory of Capital(ed) by Lutz 
E.A. ad Hoque D.C., 1961, P.96.
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alone directly affect the output of the company. Hence, the
capital is represented by the value of operating assets and
output is represented by the value added generated by the
company Operating assets include the total of all assets
excluding intangible and fictitious assets, work in progress,
machinery in transit etc. Value added may be defined as the
ultimate value of sales of goods and services by the company less
the cost of all goods and services bought from outside the
company. Value added is the wealth which the company has been
able to create on its own and its employees' efforts. D.C Jain
argues An enterprise may exist without making profit bub cannot
survive without adding value. The enterprise not making profit,
is bound to become sick but not adding value may cause its death

6
over a period of time

The capital - output ratio of the eight studied companies 
from 1975 to 1985 has been represented in table 6.8 and the 
effect of this ratio is examined with the help of statistical 
multiple regression analysis.

8. Fixed Assets - Sales Ratio (X8) :
This ratio is used to examine and ascertain the efficiency 

and profitability of the company over a period of time. The total 
fixed assets are compared with the sales of the company. The more 
the sales, the more the efficient is the use of fixed assets. In 
case if the sales are less as compai'ed to the investment in fixed 
assets, it means that the fixed assets are not adequately used by

6. Jain D.C., "Concept of Value Added" The Chartered 
Accountant, May 1987, P.54.
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-the company and indicates less efficiency and profitability. The 
amount invested in the fixed assets should be aeeompained by an 
increase in the profitability The lower the ratio, the higher is 
the profitability because of more efficiency in the utilization
of the available amount of fixed assets, but the higher the fixed
assets sale ratio, the lower is the profitability because the 
fixed assets are not properly utilised and it is an indication of 
over investment in the fixed assets. The fixed assets sales ratio 
represented in table 6.9.

9. Cost of goods sold to sales Ratio (X9) :
The cost of goods sold consists of the cost of raw materials 

used, direct cost, etc. An increase in the cost of goods sold 
lead to fall in the amount of profitability of the company and
the lower rate of cost of goods sold results in an Increase in
the profitability of business. We assume a negative association 
between the cost of goods sold to sales ratio and profitability. 
The higher the ratio, the lower the efficiency in the utilisation 
in the amount of raw materials and vice-versa. Cost of goods sold 
to net sales ratio is represented in table 3 3.

Methodology
This section of the study attempts to expain the effects of 

the above metnioned explanatory factors in the variation of 
profitability. The statistical methods of multiple regression 
analysis for time series and cross section analysis are applied 
to all industrial companies undertaken for the study except Arab 
Potash Co. Ltd due to the unavailability of data for Potash 
Company. „The model is to be applied for a time period from 1975
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to 1005. The mulitple regression analysis is applied to net 
profit as a dependent variable and explantory variable from XI to 
X9 as independent variables.

p = XO + X:i XI t- X2 X2 + X3 X3 + X4 X4 + X5 X5 + X6
X7 X7 + X8 X8 + X9 X9 + e

Where P = Met Profit
XI = Turnover Assets Ratio
X2 Net fixed Assets as proportion of total 

assets.
X3 Index of sales
X4 - Rate of Growth of Assets
X5 - Rate of Inflation
X6 - Debt - Equity Ratio
X7 = Capital - Output Ratio
X8 = Fixed Assets Sales Ratio
X9 = Cost of goods sold to Sales Ratio
XO to X9 are in the parameters to be estimated.
e = Error Term.

We assume that the Turnover Assets ratio (XI), Index of 
Sales (X3), Rate of Grwth of Assets (X4), Rate of Infaltion (X5) 
and Debt - Equity Ratio (X6) are positively associated with the 
px'of itability of the companies while Net Fixed Assets as 
proportion of Total Met Assets (X2), Capital - Output Ratio (X7), 
Fixed Assets Sales Ratio (X8) and Cost of Goods sold to Sales 
Ratio (X9) are negatively associated with profitability of the 
selected industrial companies in Jordan.
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Main Findings

A) Time Series Analysis :
We have included nine variable affecting net profit to each 

of the Jordanian manufacturing companies undertaken in the study 
from 1975 to 1985. After using the multiple linear regression, we 
present the following observations :

1) Table 6.10 shows the multiple regression results for 
Arab Pharmaceutical Manufacturing Co. Ltd. It is clear that the 
rate of inflation, debt-equity ratio and capital-output ratio are 
found to be very important variables affecting the net profit. 
They are according to the aprior sign i.e. the rate of inflation 
and debt-equity ratio positively and capital-output ratio is 
negatively associated with net profit. They are statistically 
significant at 0.25 per cent level related to the net profit of 
the company.

The turnover assets ratio, net fixed assets as proportion of
total net assets, rate of growth of assets and fixed assets sales
ratio are either significantly related to net profit at 0.25 per
cent level or fail to give apriory sign or given the apriory sign
but they fail to be statisticaly significant.

The remaining two variables i.e. index of sales and the cost
of goods sold to sales ratio are neither according to the theory
nor give statistically significant results. That means, these two
variables are not imporant from the net proit point of view,
rather they are not according to the net profit of the company.

2
The value of R is found to be very high (0.96) which shows

that 96% of the variation in net profit is explained by the
-2

explanotory variables included in our model. The R is 0.63 per
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Hu] t i pi f=> Pc'cir£.'>5E i on Rc'cu] Lc for Detet mi nt'htn 
(Time Or-i i il Aiinl /Hi'i) from V?/'5 to 1903 for 
Pharmnt out i cal Manu-f :u l ur i nej Co. ltd.

of flol f'ro-f 
tlit? Arob

t

E “ t. 3 lllcTi Lwi EIi mate STB Error 1 .Stall e.t i u

Bo / t > * / * * , 2 / . o.-'LiO 3.37314

131 -61.90? 4'"'. 307':> 1,32836

R2 - 139.71 173.334 -'-'.907940

b: -0.2u233F~0! 0.7':. :.44 64E MJ -'••216779

B4 --''.03J029C 01 0.27'3964 E- - 01 - 1.40036

Tib l. 1 r.36 0.403610 2.34401

IV> 21.4 j ;i 17.4970 1.71376

ft 7 -24 . 407 9,404l3 -2.30194

Bit 70.337 73.9367 l.06700

L! 9 0.3!673 0.309305 0.076052

Anova Table

!)ijun:c ‘3'z 7. TOO DF nss

Regres = itjti 246.327 96.3437 r*v/ 27.3096

Res i dual 9.34830 3.60632 l 9.34030

Total 253. 673

feet statistic

P - Squre - 0.963437
R -- B.<r 5qure~ '-'.634368 
F - SI all oilc with D.F. (9.1) = 
Durbin -- Wilson Statistic:

Sourco : 1 ahIt? 3. JO „ 6» 3,6.4 3.2, 6.3,6. 7,£>.9, 
the *stud]de«J companies.

Value 0.9c! 153

. / / 1 

2 a 6 -'006
3 and the annual reports



nt) 4
cent that is due to the index of sales and the cost of goods sold 
to sales ratio which are not important variables but included in 

our model.
2) Table 6.11 shows that the linear multivariate model 

fitted well to the Jordan Petroleum Refinery Co. Ltd. only for 
debt-equity ratio. This is found to be very important variable 

affecting the net profit.
The net fixed assets as proportion of total net assets, 

index of sales, rate of growth of assets, rate of inflation, 
capital-output ratio and cost of goods sold to sales ratio are 
either statistically significnt or with the apriory sign but not 

the both.
The turnover assets ratio and fixed assets sales ratio are 

neither statistically significant nor with apriory sign. These 
two varibales are not important and not affecting the net profit 

of the company.
2

The value of R is shown to be very good(o.93). The net
profit of the company is affected by 93% of the explanatory

-2
variables which are included in our model. The R shown at 35% 
due to insignificant contribution of turnover assets ratio and 
fixed assets sales ratio which are included in our model and not 
affecting the dependent variable.

3) If we examine the performance of Jordan Phosphate Mines 
Co. Ltd. , we observe from table 6. 12 that the Capital-output 
ratios plays the most effective role in the determination of net 
profit. This variable is according to apriory sign and is 
negatively related to the net profit of the company.
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Table 6.1J .

Multiple Rf'grsirjc'it Rc-s-u] t c, for Deternu nentt, of Net F-’rof 31 
(Time Serial Analysis) fi uir, 1975 1(3 1985 for the Jordan 
Petrol emu Refinery Co. Lid.

Es,t i mat or Ed3 mate STD Erroi T. St at i st i r.

Fit) 32.160 58.1571 0.552990

eh 0. I4047F-01 29.G 307 0.O/0B805E-

EC -4.C6S0 23.5717 -n.206390

B7 0.46994E-03 0.75117IE -01 0.IG/101

B-l -O. 10 L71 F f>1 V n B I 0#JcjE* i 0.224311

P5 0. 1249'? l.t 3020 0.109012

PO 11.OGu 9.34584 1 . 199r>3

B7 -0.71960 3.70963 - 0.212320

Bfi e„4233 31.9959 0.263263

B9 -0.47464 0.H25942 - 0.514126

Anova Table

Source r* f-->o y. tss DF
Regreosion 64 4 . 1 35 93.5543 9
Ri’&j dual 44. 3/96 6.44569 1
Total .515

Tort Statistic
R - Sr jure 6.975543 R - Value
R - Bar Squre - 0.755431
F - S L atia Llr w 3 th D.F. (9.J) =- 1.61269
Durbin -- Wataon Statistic = 1.51:29

MSG 

71570/j 

4 4.3796

0. 96727.

Sour co See The Source’ of Table- 6,. 10
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Co, Ltd.

fur L'oLormi iio 
1773 to 1939

»

■r i L s 
for

of lT'L F’rc> 
tin-; Jordan

f i L

E ;L x in- Lor E 5 L i m a ■: o STD Error T.at atist x c

Bo " 3« j/T/j> 3 41.7199 -0.00332 5 E 01

01 2 5.6 1 4 1*1.0173 -1.60464

b: L' 10.40 170.606 0.703037

B3 0. 26791' <’>. 3 L74 4 I -0.030712

B4 0. ?24B3,3E -"-I 0.t13247 0.002322

B3 --n,, Lr'3T9 0. 537056 - 0.376766

b o ,11. '-750 21.91501 0.701400

B7 3.3394 0.757602 - 1.76323

BO --133.4 3 13; .511 0.790623

B7 0. 3403;' 34 ''>403
—

<->.729431
—

Armva Table

Snurco 3'“' % TOO DE MSS

Rtsqi f?s,z. i on 03. 20 39 91.7601 r / 9.47598

Ri-sx dual /. 615017 0.23105' 1 7.650J 9

Total 92.994 I

"1 c* it BtaLx ati (

R - Seiuro
R -- Bar 3qiu_o 
E - Statistic 
Durbin - Wats

= 0. 117601
-= 0. 176013
with D. E. (7.

on 01 .itxstic
J > =•

R - Value1

1.2 1066
2.4 5535

== 0.95796

Orurrr : See? The- four r £' in' Tat)Jo 6.10
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The turnover assets ratio, net fixed assets as proportion of 
total net assets, index of sales, rate of growth of assets and 
debt-equity ratio are either according to the a priory sign i.e, 
rate of growth of assets and debt-equity ratio are positively 
associated with the net profit or they are statistically 
significant.

The rate of inflation, fixed assets sales ratio and the cost 
of goods sold to sales ratio are neither statistically 
significant nor according to apriory sign. These three variable
do not affect the net profit of the company.

2
The value of R is found to be very significant (0.91) and 

-2the value of R is shown at 17% that is due to the inclusion of 
the rate of infltaion, fixed assets sales ratio and the cost of 
goods sold to sales ratio which are not found to be important 
explanatory variables in our model.

4) As far as the Industrial Commercial and Agricultural Co. 
Ltd. is concerned, it is clear from table 6.13 that the capital - 
output ratio is according to apriory sign i.e. negatively related 
to the net profit and is statistically significant.

The net fixed assets as proportion of the total net assets, 
the rate of growth of assets, the rate of inflation and debt- 
equity ratio though giving the apriory sign i.e. net fixed assets 
as proporition of total net assets are negatively related to the 
net profit and the rate of growth of assets, the rate of 
inflation and debt-equity ratio are positively related to the net 
profit but these variables fail to be statistically significant.

The turnover assets ratio, index of sales, fixed assets 
sales ratio and cost of goods sold to sales ratio are neither
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Multiple Regression Re-'sul ts -for Determinants of Nc*t Profit (Time Seri=ii Analysis) from 1973 ho 1985 for the Industrial 
Commerical and Agricullutal La. Ltd.

Ecti mat or Cotimate STD Erroi T.Statist
Bo - 3.0965 28.2217 --0. 109721
BJ 0.38545 9.53500 0.412908E
R2 -13.051 21.3480 “0.611333
B3 ~U.184Q6E--01 0.400188E 01 -0.461938
B4 “0.194823 - 01 0.261324E-01 0.745527
B5 0.10844 0.234361 On fa -f -'fahZi

B6 49690 1.53344 0.324045
B7 0.63215 0.104877 -6.02754
B8 14.515 18.1204 0.801015
B9 0.13718

---
0.237817 0.576840

Anova Table
Source S3 7. TS3 DF
Regression 251.957 99.4454 9
Re-si dual 1.40516 0.5546r'7 1
Total 253.

Test Statistic
R - Squre =■ 0.994454 R - Value

MSS
*~s*yr rpf-j^r —v

h .40516

- 0.99722
R — Bar Squre= 0.944539 
P - Statistic with D.F. (9.1) 
Durbin -- Watson Statistic

19.9231 
3,17331

Source Soe The Source of Table 6.10
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according to the theoritical sign nor give statistically
significant results. In other words, these variables are not
important from the point of view of net profit and they do not
affect the net profit of the company at all.

o
The value of R is found to be very high i.e. 99% which

means that 99% of the variation in net profit is a result of
expalnatory variables which are inlcuded in our model. The value 

-2
of R is 94% which is considered to be very good.

5) Table 6.14 reveals the determinants of net profit for
Jordan Pipes Manufacturing Co. Ltd. It is clear that the turnover
assets ratio, net fixed assets as proportion of the total net
assets, debt-equity ratio, fixed assets sales ratio and the cost
of goods sold to sales ratio are found to match with the apriory
sign but they fail to be statistically signifient related to net
profit. the turnover assets ratio and debt-equity ratio are
positively related and fixed assets as proportion of total net
assets, fixed assets sales ratio and cost of goods sold to sales
ratio are negatively related to net profit.

While the other variables like index of sales, rate of
growth of assets, rate of inflation and capital - output ratio do
not offer any significant statistical results and are not
according to apriory sing. That means these four variables are
not important from the net profit point of view, instead they do
not affect the net profit of the the company at all.

2
The value of R is very high and shown at 96%. The value of

-2
R is shown at 64% because of the four insignificant variables
which are included in ou model but they do not affect the



Table 6.14

Multiple Regression f-esul t= .'far Betormi rnnt c of Nel Pro-fit 
(Time Serial Anal>~ns) from 1975 to 1985 for the Jordan 
Pipes Mpnufaceluring to. Ltd.

Estimat or Eoiimate STD Errui T.51stlstic

Bo -4.3671 9. 9 3 4 -0.470012E -01

Bl 18.154 31.0340 0.585161

B2 •7. 1452 107.093 -0. 667194E -01

B3 -0.17372E- Oi 0. 18278F. -01 —0.950455

B4 -2.2431 2.50686 -0.094780

D5 - 0. ,31445 1.9471 --0. 1101140

B6 19.972 26.3199 0.7500

B7 1.4743 0.2711 0.487048

BO "34. OE'2 4 7. {1200 -0.302841

B9 _nt — ‘ip 0.924391 -0.37077

Anova Table

Source SS 7. TSS DF MSS

Regression 301.521 96.4546 9 33.S557

Residual 11.1^34 3.54543 J IJ.1934

Total 315.715

Tost Statistic

R - Squre " 0.964546 P - Value 0.98211
R ~ Bar Sguro" 0.645457 
F - Statistic with D.F. (9.1) = 3.02202 
Durbin - Watson Statistic = 2.34806

Source See The Source of Table 6.10
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profitability of the company.
6) As far as the Jordan Spinning and Weaving Co. Limited is 

concerned, it is clear from table 6.15 that the turnover assets 
ratio, net fixed assets as proportion of total net assets and 
cost of goods sold to sales ratio play the most effective role in 
the determination of net profit of the company. They are found to 
be important variables affecting net profit. They are according 
to the apriory sign and are statistically significant.

The remaining variables reveal that the index of sales and 
rate of growth of assets are according to apriory sign but they 
are statistically insignificant while rate of inflation, debt- 
equity ratio, capital-output ratio and fixed assets sales ratio 
are found to be statistically significant but they are not
according to the apriory sign.

2 -2
The value of R and R are found to be very high i.e. 99% 

and 97% respectively. This means that the variation in the net 
profit of the company is covered by the explanatory variables 
which is included in our model to the extent of 99%.

7) If we examine the performance of the Jordan Cement 
Factories Co. Ltd., we'find from table 6.16 that the rate of 
growth of assets and fixed assets sales ratio are important 
variables affecting the net profit. They are according to the 
apriory sign i.e. the rate of growth of assets is positively and 
fixed assets sales ratio is negatively associated with net 
profit. They are also stastistically significantly.

The net fixed assets as proportion of the total net assets, 
index of sales, capital-output ratio and cost of goods sold to 
sales ratio are according to apriory sign but they fail to be
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Hul l ! pi c- Rt'qrc L'Ti r''i'i,ii] It f l.m 1X4 triii i i n'-lri l-_, of Mf.'L Profit 
'■Time ;?un i! final ,<n ;) f n >m 17/5 ho 1'?04 for tho Jui- 4an 
8| '-:>rini i i;i and W-cvinu On. ! f_ r! „

tint j m ■■ ( or t" :,l 3 rn :< l-_ OfD fr roi T. 01 at x £.

Be 7>o7 „ 5*"1 2’! i. 0204 7.5*164 0

D1 ! 0 1.3 76.073l 2.00432

b:.’ ! 72.70 *1 1 . :.E133 17703

B3 o.'Ji-r:Ai: -r'1 0.11422 0.745561

B4 0.5604F: •-'l 0.4 .'.00 4 7 <■'. 120014

R5 -8.8 24/ 2.6/077 - 304 38

B/> - t. 7363 2.09647 - 1.64213

B 7 0. <'37707 0.740462 2.80802

BLJ 07. i '12 3 . 8777 7.99770

B? 7.5707 o. ; 36743 10.5070

An ova fable

Suur i"i* 00 7. TOO DF

Rogroo non 2 3886.7 7?.721 L 7

Rf-SU ClUc>l 66.002? o.27000J L

54. 1

002

To ha] n-TyC.--

R - 9q ure = 0.997211 R - Value - 0.9986
R - Bar Gqure - 0.972112
F - 5t t > s L 3 c w i th D.F. (7.3) --- 30.7306
Durhmi - W-ahaon 8 ha hi shit: ;.4:o7i

■our c o Soe The? Sir-urc u*f Tf'bl” & « 1 O
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Table 6. 16
Multiple' Regre;,{,j on Results for Df'tn minonti oi Met Pi of it 
(Ti iiits Serial Anal / 3i s) from 1975 t:o 1 985 for tlic? Jordan 
Cement F'actorif'i, Co. Mrl.

Hotjmater F3-sL l male STD D-roi T.Slat is tic
Bo 97.495 70.8714 3,23033
Bl -23.54 8 22.0862 -t.06619
B2 - 13.023 29.6793 -0.506177
EG 0.66495E -'\7 0.500461K-01 0.132867
B4 0.39174El- 01 0.309475L 01 1.26581
B5 - L.935 1.55/78 -1.24202
B* -9.8093 8.9101 - 1.10765
B7 -1.848/ 1.74465 0.945019
B0 -8.0243 5.21801 -1,69113
B9 -0.623178-01 0,490684 -0.127

Anov-s Table
Sour ce
Regression

r~"3 3
640.733

7. TS3
95.7992 9

Resi cli'al 28.0963 4.20002 1
Total 668.829

Test Statistic
R - Squre - 0.957992 R - Value =
R - B?r Figure" 0.579918 
F - Statistic with D.F. (9.1) « 2.57388 
Durbin -- Watson Statistic = 7.81452

Source : See The Source' of Table' 6.10

MSS
71.1925 

20.0763

0.97877
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statistically significant.. While in the case of the turnover 
assets ratio, rate of inflation and debt-equity ratio though 
significantly related to net profit but they fail to give the 
apriory sign.

OLm
The value of R is found to be very high (0.95). The value 
-2of R is found to be 57% due bo the variable which is either 

statistically significant or with apriory sign.

B) Cross Section Analysis :
After testing the multiple regression analysis for the cross 

section analysis for the industrial companies in Jordan for three 
interval years (1975, 1980 and 1985), we present the following
conclusions :

1) Table 8.17 shows the mulitple regression results for the 
year of 1975 for all the studied companies except the Jordan 
Pipes Manufacturing Co ^Ltd,, Arab Potash"co Ltd. and the Jordan 

Spinning and Weaving Co. Ltd. We have included for the first 
running regression only the effect of XI, X2 and X4 on 
determinants of net profit. It is clear that the net
fixed assets as proportion of the total net assets (X2) is 
found to be an important variable affecting the neb profit of 
the companie. It is according to apriory sign and 
statistically significant while the turnover assets ratio
(XI) and the rate of growth of assets (X4) are statistically 
significant but they are not aeording to apriory sign. The 
XI and X4 variables must be positively related with 
net profit but they are negatively related with net profit.

n
The value of R is 81% and considered to be very good which
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shows that 81% of the determination in net profit of
the companies undertaken in the study are explained by the

-2
expalnatory variable included in our model. The R is low and
shows at 28% due to the inclusion of turnover assets ratio XI
and the rate of growth of assets in our model because these
are the only two variable statistically significant but they
are not positively related to net profit.

The second trial was by including of capital output
ratio (X7), fixed assets sales ratio (X8) and cost of goods sold
to sales ratio (X9). The results of the regression analysis shows
that all the three variables (X7, X8 and X9) are very good and
they play the most effective role in the determination of net
profit of the companies studied. They are according to apriory
sign i.e. negatively related to net profit of the companies and

2 -2are statistically very significant. The value of R and R are
found to be very high 99% which shows that 99% of the variation
in net profit of the studied companies as a result of these

-2
factors. The value of R is high because all the explanatory 
variable included in the model are significant and according to 
apriory sign.
2) The second period which is selected for the cross section 
analysis represented in table 6.18 shows the multiple regression 
result for the determination of net profit for 1980. In the first 
trial of regression analysis, the results show the turnover 
assets ratio (XI), net fixed asset as proportional to the total 
net assets (x2) and the rate of growth of assets (X4) are very 
important variables in the determination of net profit for the



Table 6.18
Multiple Recjr es>e,i on Results for Betel nil nt-i it i, of Not Profit 
(Cross Section Analyst's) for the Studied Compnios in 1900

Estimator Estimate STD Error

Do

BJ

B2

Bj

-1.40906 

117.977 

-226.07/

0. 260" 53 

fest Statistic

96.02 

91.901 

l10.00 
0.11002

R - Squre -0.810205 R - Value
R - Bar Squre-O.63057 
F - Statistic with P.F. (9.1) 4.41374 
Durlnn - Watson Statistic 2.74/04

T - Statiotic 

0.460554E-01 

1.20257 

-2.05548 

2.26417

0.992931

Estimator Estimate STB Error T.Statistic

Bo '57. 0707 16.609 3.43376

B1 -20.1023 19.99 -1.0096

B2 -26.4007 26. IB -t.01178

B4 0.100023 0.25111E-01 4.01504

B / -4.54902 0.43344 -10.4951

Test Statistic

R - Squre -=0.996/06 R - Value ■= 0.97S352
F: - p.-r Squre-0.9901 17 
F - Statistic with 0. i-. (9.1) 151.203
Durbin - Wa L sor i S L at i = L l c 2.41 3 '.5

C-
3



studied companies in 1980. They are statistically very
significant and according to apriory sign i.e. the turnover
assets ratio (XI) and rate of growth of assets (X4) are
positively related to net profit and net fixed assets as
proportion of total net assets is negatively related to net

2
profit. The value of R is shown at 81% which means that to the
extent of 81% we have included to explanatory variable which are

-2
affecting the net profit. The value of R shown at 63%.

The second trial which is represented in the same table
shows the net fixed assets as proportion to the total net assets
(X2), rate of growth of assets (X4) and capital-output ratio (X7)
are the most efective variables in the determination of net
profit of the companies under study for 1980. They are
statisticlly significant and match with apriory sign i.e. net
fixed assets are proportion of total net assets and capital
output ratio are negatively related to net profit and the rate of
growth of assets is positively related to the net profit of the
studied companies- The turnover assets ratio is statistically
significant but it is nob positively related to the net profit of

2 -2
the companies under study. The value of R and R is very high 
99% which indicates the importance of the mentined explanatory 
varibles in determination of net profit of the studied companies 
in 1980.

The table 6.19 shows that the multiple regression results 
for determination of net profit for all the companies except the 
Arab Potash Co. Ltd.
3) Table 6.19 shows that the multiple regression results for
the year , 1985 for all the studied companies except the Arab
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Potash Co. Ltd.
In the first trial of the running regression analysis where 

included only four independent variabels. It is found that the 
turnover assets ratio (XI) is statistically significant but it is
negatively related to the net profit whereas it should be
positively related to net profit. The net fixed assets as
proportion of total net assets (X2) is the most effetive variable
affecting the net profit, it is statistically very significant
arid according to apriory sign i.e. negatively related to the net
profit of the companies for 1985. The index of sales (X3) is a
very important variable affecting the net profit of the
companies, it is statistically very significant and according to
apriory sign i.e. positively associated with the net profit of
the companies. The rate of growth of assets (X4) is very
significant statistically but it is negatively related to the net
profit whereas it should be positively related to the net profit

2
of the companies under study in 1985. The value of R is very

-2
high 98% and the value of R is very high as 94%. The value of 
2 -2
R and R indicates the importance of our model for including 
those explantory variables in our study.

The second trial was by faking the effet of capital-output 
ratio (X7), fixed assets sales ratio (X8) and the cost of goods 
sold to sales ratio (X9) on net profit of the studied companies 
in 1985. The table 6.20 indicates that the variables of X7,X8 and 
X9 are statistically very significant and are according bo 
apriory sign i.e. these explantory variables are negatively 
related to the net profit of the companies under study. The value



of R is shown as 96% which is considered to be very good and the 
—2

value of R is also very good and shown at the rate of 93%. The
2 -2

high percentage of R and R indicates the importance of our 
model for determination of net profit for the companies under

2

study in 1985.


