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Bank performance is an issue that has attracted so much research 
effort. Within this context, banks in Jordan and Palestine provide 
us with an interesting research issue. In Palestine, eight of 
the arebanksthirteen existing  toMoreover, dueJordanian.

 
 

 

 

 
 

 
 

 
 

 
  

   
  

  
    

   
 

  

an obvious  reason  (Israeli  occupation),  one  can  argue  that
the economic  and  political  environments  in  Jordan  and  Palestine 
could  not  have  been  more  contrasting.  This  paper  examines 
the determinants  of  the  performance  of  banks  in  Jordan  and
Palestine. In addition, the paper examines whether the differences
in the determinants of their performance are due to bank-specific 
factors,  or  country-specific differences. Using  the  financial
statements  of  all  thirteen  Jordanian  banks  and  the  thirteen 
Palestinian  banks  (eight  of  which  are  Jordanian)  over  the  time
period  2009–2017  and  panel  data  methods,  the  results  indicate 
that  factors  like  credit  and  expenses  affect  the  performance  of
both  sets  of  banks.  Moreover,  the  results  indicate  that 
the differences in their impact are due to country-specific and not
bank-specific  factors.  This  result  is  probably  not  surprising  given 
the  relatively  stable  (unstable)  circumstances  that  Jordan
(Palestine) enjoys (does not enjoy).
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1. INTRODUCTION 
 
The classical papers by Schumpeter (1934), Patrick 
(1966), McKinnon (1973), Shaw (1973), and King and 
Levine (1993) emphasize that efficient financial 
systems promote real economic growth. Banks 
produce ex-ante information about possible future 
investment projects, monitor investments and exert 
corporate governance mechanisms, mobilize and 
pool savings, facilitate trading, diversification, and 
management of risk, and facilitate the exchange of 
goods and services (Levine, 1997). 

Within the context of the subject matter of 
the services provided by financial systems in 
general, and banks in particular, whilst the literature 
that examines the impact of financial development 
on growth can fill volumes, it is interesting to note 
that financial development per se, still attracts some 
great research attention. To name, but a few, 
recently published papers include Loayza, Ouazad, 
and Rancière (2018), Guru and Yadav (2019), and 
Sobiech (2019). 

As a major part of almost all financial systems, 
oflotaattractstillbanksofthe performance

termspecificmoreInattention.research thes,
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performance of banks is examined in terms 
of various issues including the determinants of 
profitability (return on assets) and cost of 
intermediation (net interest margin). 

Relative to the above, it is argued that 
the banking sectors in Jordan and Palestine provide 
us with an interesting research issue worth 
examining. In Palestine, eight of the thirteen existing 
banks are Jordanian. Moreover, due to an obvious 
reason (Israeli occupation), one can argue that 
the economic and political environments in Jordan 
and Palestine could not have been more contrasting. 
This is why this paper addresses three issues 
(questions): 1) to examine the determinants of bank 
performance in Jordan and Palestine; 2) to examine 
whether or not there are differences in the 
determinants of bank performance between the two 
sets of banks; 3) to examine the source of 
the differences in the determinants of bank 
performance. Are they country-specific or bank-
specific? 

The rest of the paper is structured as follows. 
In Section 2, a brief review of the literature is 
presented. In Section 3, the data and methodology 
are presented. In Section 4, the results are presented 
and discussed. Finally, Section 5 summarizes and 
concludes the paper. 
 

2. LITERATURE REVIEW 
 
In common with the issue of financial development, 
banks have also been attracting a lot of theoretical 
and applied research efforts. For example, following 
the proposed models by Ho and Saunders (1981), 
Allen (1988), and Angbazo (1997) about the 
determinants of banks’ net interest margins (and 
profitability), the published applied research papers 
that examine the performance of banks can also fill 
volumes. 

Some of the recently published papers that 
address the determinants of banks’ performance 
include those by Helhel (2015), Catão and Terrones 
(2016), Adzobu, Agbloyor, and Aboagye (2017), 
Maudos (2017), Jima (2018), Kohlscheen, Murcia, and 
Contreras (2018), Aspal, Dhawan, and Nazneen 
(2019), Cruz-García, Fernández de Guevara, and 
Maudos (2019), Xu, Hu, and Das (2019), and many 
others. 

Islamic banks have also been examined in 
terms of their performance. Some of the more recent 
efforts include Mukhibad, Jayanto, and 
Anisykurlillah (2021); Malim and Normalini (2019), 
Mukhibad and Khafid (2018), and Shawtari, Ariff, 
and Abdul Razak (2019). 

As far as Jordanian banks are concerned, their 
performance has been attracting growing research 
attention. For example, based on the fact that seven 
of the thirteen Jordanian commercial banks offer 
lottery prizes to their customers, Shami, Omet, Bino, 
and Abu Khalaf (2015) examine the impact of  
this marketing device on their performance.  
The 2002–2012 analyses indicate that lottery prizes 
positively affect banks’ performance. However, this 
impact comes at the expense of widening net 
interest margins. 

Yaseen, Omet, and Khamash (2015) examine 
the impact of foreign bank entry on the performance 
of Jordanian banks in terms of their profitability, 
cost of intermediation (net interest margin), and 
competitiveness level. The results indicate that 

foreign bank entry did not affect bank performance 
and competitiveness. 

Finally, in a more recent paper, Omet (2019) 
examined the impact of income diversification on 
the performance of Jordanian banks. In this paper, it 
is stated that ―net commission income is 
the dominant factor in affecting bank profitability 
and net interest margin. The coefficients of this 
variable are equal to +0.347 and -0.319 respectively‖ 
(Omet, 2019, p. 36). 

Almost all of the above-mentioned applied 
research papers, and others, regress banks’ return 
on assets and net interest margin on several factors. 
In more specific terms, the empirical model looks as 
follows:  
 

      (           ) (1) 

 
where, for time period t, P is performance (return on 
assets or net interest margin) for bank i, X is a set of 
bank-specific independent variables, Y is a set of 
banking industry variables, Z is a set of 
macroeconomic variables, and   is the error term. 

The bank-specific variables include equity 
capital, size, operating expenses, credit, and others. 
The industry variables include measures like 
the Herfindahl-Hirschman index of deposit 
concentration. Finally, the macroeconomic 
environment variables include real gross domestic 
product (GDP) growth rate and inflation rate. 
Naturally, and as one might expect, different 
researchers use different independent variables. 
 

3. THE DATA AND RESEARCH METHODOLOGY 
 
We use a panel of data of thirteen Jordanian banks 
and thirteen Palestinian banks (eigth of which are 
Jordanian with branches in Palestine) over the period 
2009–2017. Table 1 lists the sample of banks. 

Based on the empirical literature, we estimate 
the following models for the two sets of banks. 
 

                              
                                

(2) 

 
                              
                                

(3) 

 
where, the subscripts i and t refer to the banks  
(i = 1, …, 13) and time (t = 1, …, t = 2009–2017) 
respectively. 

The dependent variables (ROA and NIM) are 
measured as follows: 

Return on assets (ROA) = Gross income divided 
by total assets. 

Net interest margin (NIM) = (Interest income –
 Interest expense) divided by total assets. 

As far as the independent variables are 
concerned, they are operationalized as follows: SIZE is 
a natural logarithm of total assets; CAPITAL is 
equity capital to total assets; CREDIT is a bank credit 
to total deposits; EXPENSE is total operating 
expenses to total assets;   is error term. 

To estimate Model 1 and Model 2, we use 
the period SUR (seemingly unrelated regression) and 
pooled EGLS (estimated generalized least squares). 
This method corrects for the arbitrary period serial 
correlation and period heteroskedasticity between 
the error terms for a given cross-section. 



Corporate Governance and Organizational Behavior Review / Volume 5, Issue 2, 2021 

 
68 

Table 1. The sample of banks in Palestine and Jordan 
 

Banks in Palestine Banks in Jordan 

Arab Bank Arab Bank 

Cairo Amman Bank Cairo Amman Bank 

The National Bank The National Bank 

Bank of Jordan Bank of Jordan 

Housing Bank for Trade and Finance Housing Bank for Trade and Finance 

Jordan Kuwaiti Bank Jordan Kuwaiti Bank 

Jordan Ahli Bank Jordan Ahli Bank 

Jordan Commercial Bank Jordan Commercial Bank 

Quds Bank Societe General — Jordan 

Palestine Investment Bank Invest Bank 

Palestine Commercial Bank ABC Bank 

Bank of Palestine Capital Bank 

Egyptian Arab Land Bank Arab Jordan Investment Bank 

 

4. THE EMPIRICAL RESULTS 
 

In Table 2, we report the main descriptive statistics 
of both sets of banks. From the reported figures, 
we can see that the basic descriptive statistics of 
the two sets of banks are different.  

First, in Jordan, the overall annual mean of 
bank profitability (1.8 percent) is higher than that in 
Palestine (1.4 percent). 

Second, net interest margin in Palestine 
(2.7 percent) is narrower than in Jordan (3.1 percent). 
Naturally, this difference is one reason behind 
the higher profitability of banks in Jordan. 

 

Third, banks, given the size of the two 
economies, banks in Jordan are larger than their 
counterparts in Palestine. 

Fourth, the overall mean value of total 
operating expenses to total assets (EXPENSE) in 
Jordan (2.5 percent) is lower than in Palestine 
(3.4 percent). Again, this is one reason behind 
the higher profitability of banks in Jordan. 

Fifth, it is interesting to note that the overall 
mean value of equity capital to total assets in 
Palestine (17.7 percent) is much higher than in 
Jordan (7.8 percent). Banks in Palestine are relatively 
well-capitalized. 

Table 2. Descriptive statistics of variables 
 

Banks in Jordan Mean Median Maximum Minimum Std. Deviation 

ROA 0.018 0.019 0.036 -0.001 0.007 

NIM 0.031 0.030 0.044 0.015 0.006 

SIZE 21.35 21.34 23.97 19.44 1.009 

CAPITAL 0.078 0.075 0.209 0.022 0.038 

CREDIT 0.634 0.640 1.019 0.425 0.119 

EXPENSE 0.025 0.025 0.043 0.010 0.006 

Banks in Palestine Mean Median Maximum Minimum Std. Deviation 

ROA 0.014 0.014 0.067 -0.155 0.020 

NIM 0.027 0.029 0.043 0.005 0.007 

SIZE 19.671 19.533 22.309 16.940 1.202 

CAPITAL 0.177 0.152 0.515 0.020 0.126 

CREDIT 0.483 0.470 1.099 0.024 0.208 

EXPENSE 0.034 0.030 0.182 0.015 0.020 

 
Finally, the fact that bank credit to total 

deposits is very different, it is useful to consider this 
ratio’s development during the period 2009–2017 
(Figure 1). On average, and for both sets of banks, 

bank credit to total deposits reflects upward trends. 
However, banks in Palestine have increased their 
ratio by a larger margin (from 34.75 percent in 2009 
to 57.38 percent in 2017).  

 
Figure 1. Credit to deposits ratio 
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The basic results are reported in Table 3. Based 
on the reported coefficients and their respective 
t-statistics, we can raise the following observations. 

First, the coefficients of bank size (SIZE) are 
consistently positive, albeit small, and significant. 
In other words, our two sets of banks do not pass on 
any possible economies of scale benefits to their 
customers in the form of a narrower net interest 
margin. On the contrary, they do the opposite. 

Second, in Jordan, equity capital (CAPITAL) has 
no impact on bank performance. However, in 
Palestine, well-capitalized banks, on average, 
maintain a narrower net interest margin, and higher 
profitability.  

Third, on average, banks that lend more of 
their deposits maintain wider net interest margins 
and higher profitability. 

 
Table 3. Determinants of ROA and NIM 

 

Variable 
Banks in Jordan Banks in Palestine 

ROA NIM ROA NIM 
Coefficient Coefficient Coefficient Coefficient 

SIZE 
0.001 0.001 0.001 0.001 

(10.012*) (8.152*) (7.294*) (25.683*) 

CAPITAL 
0.004 0.010 0.018 -0.020 

(0.599) (0.902) (2.756*) (-6.217*) 

CREDIT 
0.011 0.010 0.009 0.013 

(5.416*) (5.239*) (3.327*) (7.904*) 

EXPENSE 
-0.243 0.401 -0.317 -0.040 

(-6.478*) (10.444*) (-12.536*) (-2.656*) 
Adj. R2 0.863 0.885 0.687 0.961 
F-statistic 273.444* 333.036* 95.401* 107.064* 
D-W statistic 2.028 1.885 1.992 1.907 

Note: ** Imply significance at the 99% and 95% levels respectively. 

 
Finally, the impact of operating expenses on 

bank profitability is negative. While this result is 
what one might expect, it seems that Jordanian 
banks pass on this expense to their customers by 
widening their net interest margins. This 
observation is not true in the case of banks in 
Palestine. This difference might be the result of 
the difference in competitiveness in the banks in 
Palestine and Jordan. In other words, it might be 
the case that banks in Jordan operate under less 
competitive conditions. 

Our prima facie evidence suggests that there 
are some similarities and differences in the 
determinants of a bank’s performance as measured 
by ROA and NIM. To examine the differences in 
greater depth, we use the F-test as follows. 

At first, we pool the data for both sets of banks 
and estimate a panel that restricts the coefficients of 
the determinants of bank performance (ROA and 
NIM) to be the same. Following this exercise, we then 
calculate the value of the F-statistic. This value is 
equal to:  

 
  [(                     )  ] [(             )  (    )] (4) 

 
where, RSSALL is residual sum of squares for 
the restricted model that includes both sets of 
banks; RSSJOR is residual sum of squares for 
the model that includes banks in Jordan only; 
RSSPAL is residual sum of squares for the model 
that includes banks in Palestine only; n is a number 
of observations and k is a number of variables. 

The results of pooling the data for both sets of 
firms are reported in Table 4.  
 

Table 4. Determinants of ROA and NIM  
(both sets of banks) 

 
Variable ROA NIM 

SIZE 
0.001 0.001 

(7.166*) (13.722*) 

CAPITAL 
0.014 -0.009 

(1.629) (-1.762) 

CREDIT 
0.009 0.014 

(2.845*) (7.064*) 

EXPENSE 
-0.297 0.037 

(-6.207*) (2.088**) 
Adj. R2 0.383 0.732 
F-statistic 54.729* 236.454* 
D-W statistic 1.989 1.933 

Note: ** Imply significance at the 99% and 95% levels respectively. 

 
As far as bank performance as measured by 

ROA, the fact that the computed F-statistic is equal 
to 0.544 and statistically not significant, we 
conclude that there are no differences in 
the structure of the relationship between ROA and 
its determinants across the banks in Jordan and 
Palestine. 

When the dependent variable is net interest 
margin (NIM), the results are different. The estimated 
value of the F-statistic is equal to 6.313 and 
significant at conventional levels. In other words, 
there are differences in the structure of 
the relationship between NIM and its determinants 
across the banks in Jordan and Palestine. 

The differences in the structure of the 
relationship between NIM and its determinants can 
be due to the differential effects of bank-level 
differences or country-level differences. To examine 
this issue, we re-estimate the panel Model 2 by 
controlling for the presence of fixed effects in 
the NIM relationship. The estimated results for both 
sets of banks and the combined set of banks are 
reported in Tables 5 and 6 respectively. 
 

Table 5. Determinants of NIM/fixed effect results 
 

Variable Banks in Jordan Banks in Palestine 

SIZE 
-0.002 -0.007 

(-1.322) (-4.078*) 

CAPITAL 
0.030 -0.017 

(1.444) (-1.429) 

CREDIT 
0.013 0.019 

(4.172*) (5.861*) 

EXPENSE 
0.200 -0.005 

(3.855*) (-0.258) 
Adj. R2 0.931 0.878 
F-statistic 110.370* 59.515* 
D-W statistic 1.973 1.842 

Note: ** Imply significance at the 99% and 95% levels respectively. 
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Table 6. Restricted model for both countries  
(fixed effect) 

 
Variable Coefficient 

SIZE 
-0.004 

(-4.465*) 

CAPITAL 
-0.013 

(-1.304) 

CREDIT 
0.017 

(8.298*) 

EXPENSE 
0.030 

(1.246*) 

Adj. R2 0.916 

F-statistic 99.412* 

D-W statistic 1.942 

Note: ** Imply significance at the 99% and 95% levels respectively. 

 
Based on the above results, and after 

controlling for bank-specific effects, there seems to 
be a difference in the magnitude of the relationship 
between the impact of the independent variables 
and NIM. With a computed F-statistic value of 3.625, 
we conclude that once bank heterogeneity is 
accounted for, there appear to be significant 
differences in the determinants of NIM between the 
two sets of banks. In other words, the differences in 
the determinants of NIM between banks in Jordan 
and Palestine are not due to country-specific factors 
but due to bank-specific factors. 
 

5. CONCLUSION 
 

Within the context of the banking literature in 
general, and bank performance in particular, banks 
in Jordan and Palestine provide us with 
an interesting research issue. Even though banks in 
Jordan (Palestine) operate under relatively stable 
(unstable) political and economic circumstances, 
eight of the thirteen banks in Palestine are 
Jordanian. This is why this paper’s main objectives 
are not only to examine the determinants of 
performance for both sets of banks but also to 
examine whether the differences in their 
determinants are due to bank-specific and country-
specific factors. 

Using the financial statements of all thirteen 
Jordanian banks and the thirteen Palestinian banks 
(eight of which are Jordanian) over the time period 
2009–2017 and suitable panel data methods, we can 
report three main conclusions. 

First, on average, banks in Jordan lend a higher 
proportion of their deposits to customers. For our 
sets of Jordanian and Palestinian banks, this 
proportion is equal to 63.4 percent and 48.3 percent 
respectively. The lower proportion that prevails in 
Palestine is really what one would expect. Indeed, 
political and economic circumstances in Palestine 
are not as stable as in Jordan. 

Second, operating expenses are the largest 
factor in terms of their impact on bank profitability 
and net interest margin. In addition, the impact of 
operating expenses on bank profitability is negative 
in both sets of banks. However, while this result is 
what one might expect, Jordanian banks only pass 
on this expense to their customers by widening their 
net interest margins. This observation is not true in 
the case of banks in Palestine. 

Third, while there are no differences in 
the structure of the relationship between ROA and 
its determinants across the banks in Jordan and 
Palestine. However, there are differences in 
the structure of the relationship between NIM and its 
determinants across the banks in Jordan and 
Palestine. Within this context, it is also concluded 
that this difference is due to country-specific and 
not bank-specific factors. Again, this result is not 
surprising given the relatively stable (unstable) 
circumstances that Jordan (Palestine) enjoys (does 
not enjoy). 

Within the context of the findings of this paper, 
one should note, as in many developing countries, 
the number of our sample if banks is limited. 

Relative to the subject matter of this paper, and 
its findings, while one can recommend a myriad of 
issues for future research, the most relevant is to 
investigate the difference, if any, between Jordanian 
and Palestinian banks in terms of the sectoral 
distribution of their credit and the impact of this 
issue on their respective performance. 
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