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Abstract

This study aimed to analyse the impact of macroeconomic
variables, such as inflation, economic growth and financial
soundness indicators, on net interest margin (NIM) in Jordanian
commercial banks. The autoregressive distributed lag (ARDL)
model was used to achieve the study’s objectives and test
its hypothesis. The study found a long-term equilibrium
relationship between these variables. Moreover, the results showed
a significant long-term and short-term relationship between
financial soundness indicators and NIM in Jordanian banks. While
the deposit utilisation ratio, capital adequacy ratio and non-
performing loan (NPL) ratio exhibited a positive relationship with
NIM, the analysis revealed a negative relationship between
the statutory liquidity ratio (SLR) and NIM. However, the analysis
did not show any significant impact of inflation and economic
growth on the margin in both the long and short term. This study
recommends that Jordanian banks adopt transparency policies in
disclosing information related to financial soundness,
develop advanced credit risk assessment systems and establish
a specialised unit to study, analyse and manage bank liquidity,
credit policy and NPLs.
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1. INTRODUCTION

Net interest margin (NIM) is a crucial indicator of
the efficiency and effectiveness of banks in
managing their resources and meeting the needs of
the economy (Salina et al.,, 2021). NIM refers to
the difference between the interest rates charged on
loans (IROL) and advances granted by banks and
the interest rates paid on term deposits (IROD).
An elevated margin might signal inefficiencies
within the banking sector and higher borrowing
costs, negatively impacting economic growth and
investment (Brock & Suarez, 2000). Conversely,
a low margin indicates effective intermediation by
banks, stimulating economic activity (Mohammed
et al., 2022).

Despite the remarkable achievements of
the Jordanian banking sector in its key financial
indicators, including asset size, deposits, credit
facilities and capital adequacy, the sector has faced
several criticisms. One major concern is the high
interest margin, which is perceived as reinforcing
the dominance of the banking sector over borrowers
and the wider community. This dominance
negatively affects the economy by contributing to
a decline in economic growth and a slowdown in
investment. NIM is affected by various factors,
including macroeconomic and internal banking
variables. Accordingly, the research problem
revolves around answering the following question:

RQ: To what extent do inflation, economic
growth and financial soundness indicators affect
the interest rate margin in Jordanian banks?

This study is significant because it addresses
the crucial issue of NIM, which plays a pivotal role in
the banking process. Interest margin, as the primary
variable linking surplus and deficit units within
an economy, has profound implications for domestic
development, including project establishment,
economic growth and job creation. The importance
of this study is further underscored by the period
under consideration, which is characterised by
Jordan’s transition towards privatisation. This
transition led to a significant increase in investments
by the local private sector across various domains.
Additionally, numerous investment-related laws,
such as the Jordanian Banking Law of 2000 and
the Investment Development Law of 2001, as well as
subsequent complementary laws, were enacted
during this period. These legislative changes
facilitated the establishment of new institutions,
streamlined their management and fostered
an investment environment conducive to increased
financial, productive, commercial and service activities.

This study aims to investigate the factors
influencing NIM in Jordanian banks from 2001
to 2023. It analyses the role of key economic and
financial variables, such as inflation, economic
growth and financial soundness indicators, in
explaining changes in NIM. The study also seeks
to develop an econometric model to identify
the significance of these factors and quantify
their impact.

This study contributes to the Arabic literature
by linking the relevant variables (macroeconomic
variables, financial soundness indicators, and NIM)
and providing a foundation for future research.
It offers valuable practical information about
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the NIM in Jordanian commercial banks and
highlights the potential to reduce this margin, which
may help in fostering a favourable investment
environment to enhance financial, productive,
commercial and service activities.

The remainder of this paper is structured
as follows. Section 2 reviews the related literature
and theoretical framework, while Section 3 outlines
the study methodology and data collection methods.
Section 4 describes the statistical and normative
analyses and the techniques used in the analyses.
Section 5 presents and discusses the results. Finally,
Section 6 concludes the research.

2.LITERATURE REVIEW

2.1. Empirical literature

Net interest margin refers to the difference between
IROL and IROD. The introduction of the study
discusses the development of this variable.

Academic research has shown an increasing
interest in the factors influencing NIM, as this
margin is a critical indicator of the efficiency and
effectiveness of banks in managing their resources.
The study by Ho and Saunders (1981) was among
the first to highlight the factors affecting interest
margins in the banking sector. It concluded that
factors such as managerial risk, average transaction
size and structure of the banking market can
significantly impact interest margins in the U.S.
banking sector.

Since then, numerous theoretical and empirical
studies have been conducted to identify the factors
affecting interest margins, particularly those related
to the internal environment of banks and
the macroeconomic environment. These studies have
covered various countries and time periods.
For instance, Naceur and Goaied (2008) examined
the impact of macroeconomic factors and internal
bank factors on the interest margins of Tunisian
banks. Their findings indicated a strong influence of
internal bank factors on the interest margins and
profitability of these banks. The study also showed
a positive relationship between the inflation rate and
interest margins, while the growth rate did not affect
the interest margins.

Additionally, Khrawish et al. (2010) investigated
the determinants of NIM for commercial banks in
the Jordanian banking industry. The study revealed
that the interest margin is related to banks’ ability
to reduce their debt and extend more loans
to customers. It also showed that bank size has
a statistical significance on interest margins,
whereas macroeconomic factors had a minimal
impact on them. According to Ben-Hichem et al.
(2013), a positive relationship exists between
the operating cost index and the size of interest
margins. The study also indicated a negative
relationship between the stock index and interest
margins, noting that macroeconomic factors did not
affect interest margins.

The study by Tarus et al. (2012) also found
a positive relationship between operating expenses,
credit risk and NIM in the Kenyan banking sector.
It suggested that inflation positively affects
the margin, while economic growth and market
concentration negatively impact it. In their study,
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Al-Ali  (2012) concluded that internal bank
characteristics, represented by operating expenses
and the loan index, have a positive effect on
the interest margins of some Syrian commercial
banks, while equity has a negative effect on interest
margins. Additionally, the exchange rate was
observed to have a positive impact on interest
margins, whereas growth and inflation rates had
a weak negative effect on interest margins.

Umraugh (2015) concluded that operating
costs and the participation of foreign banks were
among the main reasons for the increase in interest
margins for banks in Jamaica. Liquidity, credit and
financing risks, as well as changes in the size of
financial institutions, negatively affected interest
margins. Regarding macroeconomic variables,
interest margins were negatively associated with
exchange rate fluctuations. The study by An and
Loan (2016), conducted in Vietnam, found lending,
credit risk and capital to have a positive impact on
NIM. Conversely, the study showed a negative
impact of managerial efficiency on NIM. The study
likewise indicated that bank size and the loan-to-
deposit ratio did not have statistical significance for
NIM. Moreover, Nassar et al. (2014) indicated
a negative relationship between the cash-to-assets
ratio and interest margins for banks in Honduras,
while the loan-to-assets ratio had a positive effect
on interest margins. Their results also indicated
a significant positive relationship between
the microfinance ratio, the loan-to-deposit ratio
and interest margins.

Kirimi et al. (2022) demonstrated that
the relationship between financial soundness and
financial performance in Kenyan banks is moderated
by bank size, where size acts as a reinforcing factor.
Larger banks showed greater capacity to convert
financial soundness indicators (such as capital
adequacy and asset quality) into better financial
performance compared to smaller banks. The study
also found that internal factors like operational
efficiency had a more significant impact on larger
banks. These findings emphasize the importance of
considering bank size when designing financial
supervision policies to enhance banking stability.

Wulandari’s (2023) study revealed that bank
soundness indicators (capital adequacy, asset
quality) and branch network expansion significantly
drive deposit growth. The research showed that
banks with stronger financial indicators attract more
customers, particularly when branches are located in
strategic areas. The results confirm the importance
of strengthening financial health and implementing
well-planned geographic expansion to increase
deposits.

Emonena’s (2025) theoretical review examined
the relationship between financial soundness and
bank performance, confirming that indicators like
capital adequacy, asset quality, and liquidity directly
impact profitability and financial stability.
The analysis demonstrated that banks maintaining
higher financial soundness standards achieve better
long-term performance. The study concluded by
stressing the need for a comprehensive regulatory
framework to enhance financial soundness and
support banking sector efficiency.

VIRTUS

Previous studies have generally shown that
a variety of economic and financial factors influence
NIM, including internal bank-specific and external
macroeconomic  factors.  This study  aims
to contribute to the academic literature by
combining financial soundness indicators, which
represent the internal environment of the bank,
with inflation and economic growth, which
represent the macroeconomic environment. Prior
research has not examined the combined impact
of these variables on NIM. The present study
seeks to address this gap, potentially offering
a more comprehensive understanding of
the factors affecting NIM. It also focuses specifically
on the Jordanian context, providing results
that contribute to a deeper understanding of
the factors affecting NIM in Jordanian banks and
enabling researchers and policymakers to develop
more effective financial policies regarding interest
margins.

Based on the theoretical frameworks and
relevant studies, and to achieve the objectives of this
study, the following hypotheses are formulated:

HI: A statistically significant positive relationship
exists between inflation and the net interest margin.

H2: A statistically significant positive
relationship exists between economic growth and
the net interest margin.

H3: A statistically significant positive relationship
exists between the loan-to-deposit ratio and the net
interest margin.

H4: A statistically significant positive relationship
exists between the capital adequacy ratio and the net
interest margin.

H5: A statistically significant positive
relationship exists between the non-performing loan
(NPL) ratio and the net interest margin.

HG6: A statistically significant positive relationship
exists between the legal liquidity ratio and the net
interest margin.

2.2. Development of study variables in Jordan
2.2.1. The reality of net interest margin in Jordan

The preliminary analysis of NIM data for Jordanian
commercial banks (see Figure 1) reveals significant
fluctuations between 2001 and 2023. The margin
experienced a notable increase at the beginning of
the study period, peaking in 2003 at 6.2%, followed
by a decline to its lowest level during the study
period at 3.3% in 2007. Subsequently, it stabilised at
an average level of approximately 4.8% between
2008 and 2018, before gradually declining again
to reach 3.4% by the end of the study period in 2023.
These fluctuations could be attributed to
a combination of factors, including developments in
macroeconomic variables and changes in financial
soundness indicators, which will be discussed in
this study.
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Figure 1. Evolution of the interest rate margin in Jordan (2001-2023)
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

2.2.2. Reality of macroeconomic and financial
variables in the Jordanian economy

The study is limited to these variables due to their
potential direct impact on the NIM.

Jordan’s economic growth (gross domestic
product — GDP) fluctuated during the study

period (see Figure 2). It reached its peak in 2004
and fell rapidly after 2010, mainly because of
the Arab Spring revolutions in Egypt, Syria
and Iragq. The worst year was 2020, when
the economy shrank by 1.1% due to the COVID-19
pandemic.

Figure 2. Evolution of economic growth in Jordan (2001-2023)
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

Jordan’s inflation rate exhibited significant
fluctuations throughout the study period (see
Figure 3). It peaked at 14% in 2008, primarily due to
the surge in global oil prices that affected
the domestic market and an acute cold spell that
adversely impacted agricultural output. Conversely,

2009, 2015 and 2016 recorded negative inflation
rates, indicating deflationary pressures. These
fluctuations in the inflation rate can be attributed to
several factors, including monetary policies, external
shocks, weather conditions and changes in
commodity prices, particularly imported goods.

Figure 3. Evolution of the inflation rate in Jordan (2001-2023)
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

Deposit utilisation ratio (DUR) reflects
the ability of banks to convert deposits into loans.
It is considered an indicator of the extent to which
the bank uses bank deposits to meet the credit
needs of customers (Abu Hamad, 2002). DUR can be
measured according to Eq. (1).

DUR = Net credit facilities 0
" Total bank deposit

VIRTUS
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This ratio showed a steady increase
during the study period (see Figure 4), indicating
a growth in Dbank lending. This increase
could be attributed to the growing demand
for financing from businesses and individuals

and the incentive policies adopted by banks to
encourage lending.
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Figure 4. Evolution of the deposit utilisation ratio (2001-2023)
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

Capital adequacy ratio (CAR) is an important The Jordanian banking sector is characterised
performance measure of a bank’s solvency and by a strong capital base, with the CAR consistently
ability to face the risks of future losses. exceeding the minimum requirement of 10.5% set by

It can be measured according to the following BaselII. On average, the CAR for the study
equation: period (2001-2023) stood at approximately 17.6%.

The lowest level during this period was recorded
_ Total equity > in 2003 at 15.9%, while the highest was in 2006
CAR = Total risky assets @) at21.4% (see Figure 5). These values indicate

the banks’ capacity to absorb potential losses

Khrioush et al. (2004) define risky assets as all ~and maintain the stability of the Jordanian
assets except liquid assets (cash and balances with banking system.
the central bank and financial institutions).

Figure 5. Evolution of the capital adequacy ratio in Jordanian banks (2001-2023)
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

NPL ratio is loans that no longer earn bank in the present study is measured by the ratio
interest or loans that a bank may find itself obliged of bad credit to the total credit.
to schedule based on the current conditions of Jordanian banks have successfully maintained
borrowers. According to the current banking legislation a low NPL ratio. As illustrated in Figure 6,
in Jordan, a loan is considered non-performing if the average NPL ratio during the study period
the maturity of any of its payments exceeds more was 7.1%, indicating a high-quality loan portfolio and
than 90 days (Qwader, 2019). The variable of NPLs low credit risk.

Figure 6. Evolution of the non-performing loan ratio to total debt (2001-2023).
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

Statutory liquidity ratio (SLR) is a legal ratio _ Primary reserve + Secondary reserve
monitored by the central bank, often monthly. It SLR = Deposits and deposit liabilities 3)
represents the proportion of a bank’s total deposits
that must be held as liquid assets to meet Figure 7 illustrates a notable increase in

its financial ~obligations promptly under all the liquidity ratio throughout the study period.
circumstances and cases. This includes both primary  Since 2003, the SLR has consistently exceeded
and secondary reserves. SLR is calculated based on  the 100% minimum requirement set by the Central

the following formula: Bank of Jordan, with an average of 142%
” ®
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during the study period. This increase can be
attributed to the positive correlation between
the capital adequacy and liquidity ratios,

meet cash
obligations

bank’s ability
and fulfil

to
its

indicating the
withdrawal demands
to depositors.

Figure 7. Evolution of the statutory liquidity ratio (2001-2023)
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Source: Authors’ elaboration based on the Central Bank of Jordan (n.d.).

2.3. Theoretical relation between macroeconomic
and financial variables and net interest margin

Net interest margin represents a fundamental
indicator of the profitability level of financial
institutions (Saksonova, 2014). Various interconnected
economic and financial factors influence this ratio.

A prominent factor is inflation. When
the inflation rate rises, the purchasing power of
currency diminishes, driving individuals and
institutions to demand more goods and services.
This outcome, in turn, boosts the demand for loans,
empowering financial institutions to raise interest
rates and increase profit margins. The heightened
demand for loans grants financial institutions
greater bargaining power, allowing them to increase
interest rates without losing significant customers
(Zachary, 2013).

The literature presents conflicting views regarding
the impact of inflation on NIM. While Naceur and
Goaied (2008) and Tarus et al. (2012) found
a positive relationship between inflation and margin,
Al-Ali (2012) concluded a weak negative relationship.

Additionally, economic growth, as measured by
GDP growth, is a crucial factor affecting interest
rate spreads. In periods of economic expansion,
higher demand for loans allows banks to lend more
and charge higher interest rates. A robust economy
generally leads to lower default rates as well, boosting
bank profitability and, consequently, widening their
interest rate spread (Khrawish et al., 2010).

Furthermore, the financial soundness indicators
of banks play a significant role in influencing
interest margins. The relationships can be
summarised as follows:

Firstly, the potential relationship between DUR
and NIM can be positive but not straightforward.
As the ratio of loans to deposits increases, the profit
margin of a bank tends to expand (Berrios, 2013).
However, higher lending exposes banks to greater
credit risk, prompting them to raise interest rates

to compensate. Therefore, banks must strike
a delicate balance between profitability and risk
management.

Secondly, an inverse relationship exists

between SLR and NIM. When banks are required to
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hold more liquid assets, they have fewer funds
available for lending, which can lead to higher
interest rates. Conversely, a decrease in funds
available for lending may necessitate higher interest
rates on deposits to attract funds, thereby
compressing the margin (Shim, 2013).

Thirdly, the relationship between NPLs and NIM
can be positive. A higher NPL ratio indicates
increased expected losses for the bank. To
compensate for these losses, banks tend to raise
interest rates on new loans. Regulators may also
impose higher capital requirements on banks with
high NPL ratios, reducing their profitability and
putting upward pressure on interest margins to
offset these provisions (Nikolopoulos & Tsalas, 2017).

Upon reviewing the literature regarding
the relationship between NPLs and interest margins,
we observed contradictory results. On the one hand,
several studies indicate a positive relationship
between NPLs and interest margins (Flamini et al.,
2009; Messai & Jouini, 2013; Ozurumba, 2016;
Apergis, 2014). On the other hand, some literature
supports a negative relationship between NPLs and
interest margins (Manz, 2019; Kjosevski et al., 2019;
Panta, 2018).

Lastly, economic theory indicates a positive
relationship between capital adequacy and NIM.
Banks with higher capital ratios have greater ability
to absorb potential losses, allowing them to expand
lending and increase interest rates (Bitar et al.,
2018). In addition, banks that comply with capital
adequacy requirements have more flexibility in
setting interest rates, which contributes to higher
NIM. However, this relationship can be affected by
other factors, such as business cycles, competition
and monetary policies. Several studies have agreed
that capital adequacy has a positive impact on
the interest margin and bank profits (Hannan
& Berger, 1997; Angbazo, 1997; Meghyreh &
Shammout, 2004; Pasiouras & Kosmidou, 2007).

In conclusion, financial soundness indicators
and NIM of banks have a complex relationship.
Understanding these relationships helps banks and
financial institutions manage risks and improve
financial performance, as well as enables regulators
to assess the stability of the banking system.
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3. RESEARCH METHODOLOGY

The study period spanned 2001 to 2018 and
included all 13 Jordanian commercial banks listed
on the Amman Stock Exchange. The quantitative
approach was used to analyse the study variables
during the study period, and these variables were
examined to provide a theoretical description.
To clarify the expected effects on the variables

NIM; = Sy + B1INF; + B,GDP; + B3DUR; + B,CAR; + BsNPL, + S¢SLR; + ¢

where,

e NIM; — net interest margin of the banks
at time ¢

e INF, — inflation rate (consumer price index)
at time ¢

e GDP, — economic growth at time

e DUR; — deposit utilisation ratio at time ¢

e CAR, — capital adequacy ratio at time §

e NPL, — ratio of non-performing loans to total
loans at time ¢

e SLR, — statutory liquidity ratio at time ¢

e B, — intercept of the regression;

e B1-Bs — coefficients of the variables;

e u; — error term;

e { — time period (2001-2023).

Annual data were used to analyse all study
variables. Data on financial soundness indicators
were obtained from the annual reports of
Jordanian banks for the study period. Data on
the inflation rate and economic growth were
obtained from the annual reports of the Central
Bank of Jordan for the study period. EViews9
software was used to analyse the annual time series
data from 2001 to 2018. The study results were
presented based on the analysis and processing of
the study hypotheses.

Based on economic theory, B4, B2, B3, B4, Bs, and
Be are expected to be positive, that is, greater than 0.

The vector autoregression (VAR) model and
structural vector autoregression (SVAR) model offer
two effective alternative approaches for estimating
the model.

4. ESTIMATION RESULTS

Before estimating the regression model, a unit root
test was conducted using the augmented Dickey-
Fuller (ADF) test to ensure the stationarity of
the time series variables. The test results (see
Table 1) indicate that NIM, DUR, SLR, GDP and NPL
were stationary at levels (i.e,, not integrated),
while the CAR and INF required first differencing to
become stationary.

under study, a standard analytical method was used
to calculate the statistical significance values, which
illustrate the impact of macroeconomic variables
and financial soundness indicators on NIM in
Jordanian banks. This was achieved by estimating
the standard economic models for these variables.

Building upon previous studies conducted by
Umraugh (2015) and Nassar et al. (2014), we developed
a statistical model to evaluate these variables:

4)

Table 1. Results of the time series stability test
(Unit root test)

Levels First deference
Variable Al.) F Result A.D F Result
Sstatistics Sstatistics

NIM -3.982* Stationary - -

CAR -1.931 Non -2.531* Stationary
DUR -3.872%* Stationary - -

SLR -8.170* Stationary - -

NPL -8.179* Stationary - -

GDP -2.389*** | Stationary - -

INF -2.614 Non -3.859* Stationary

Note: *, **, and *** significant at the 1%, 5% and 10% levels.
Source: Authors’ elaboration.

Given that the variables in this study do not
possess the same order of integration, other
cointegration techniques, such as those that require
variables to have the same integration order, cannot
be employed. Therefore, the autoregressive distributed
lag (ARDL) model (Pesaran et al., 2001) was utilised
in this study. After model estimation, the results of
the cointegration test among the variables were
obtained.

The cointegration test was conducted using
the ARDL bounds test. The null hypothesis (H,)
states that there is no cointegration (no long-run
equilibrium relationship) among the variables:

Ho:b1=b2=b3=b4=b5=b6=0 (5)

H1:by # by # by = by # bs #+ bg # 0 (6)
where, by, b,, bs;, b,, bs and by are the model’s
parameters.

As shown in Table?2, the results of
the cointegration test indicate that the calculated
F-statistic (8.462) is greater than both the upper
and lower critical values at the 1% significance level.
This result leads to the rejection of H, and
the acceptance of the alternative hypothesis,
suggesting a cointegration among the variables.
In other words, a long-run equilibrium relationship
exists between the variables.

Table 2. Cointegration test using the ARDL bounds test

Panel A: ARDL bounds test results

Equation F-statistic [ Result [ Prop.
NIM (CAR, DUR, NPL, SLR, INF, GDP) 0.00456 [ 8.462 — | Existence of common integration
Panel B: Critical value bounds
Significance 1(0) Bound I(1) Bound
10% 2.36 3.12
5.0% 2.74 3.81
2.5% 2.98 4.23
1.0% 3.25 4.65

Source: Authors’ elaboration.

To ensure the robustness of the proposed
model over the long term, the cumulative sum
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pre-specified critical bounds. If these values exceed
the critical bounds, it suggests the presence of
structural breaks in the data. However, the test
results in Figure 8 reveal that the CUSUM plot remains

within the critical bounds at the 5% significance
level, indicating the stability of the estimated
economic relationship and the absence of significant
changes in the data.

Figure 8. CUSUM of the square stability test

0.8 -

0.4 -

0.0

Source: Authors’ elaboration.

Following the confirmation of cointegration
among the variables, a long-run relationship was
estimated using the ARDL model. The optimal lag
structure was selected based on the Akaike
information criterion (AIC). Table3 presents
the estimated long-run coefficients.

The long-run cointegration test results (Table 3)
reveal a significant positive relationship between
DUR and NPL with NIM at the 5% level, as well as
a positive relationship between CAR and NIM at
the 10% level. Conversely, a significant negative
relationship is observed between SLR and NIM at
the 5% level. The results confirm our hypotheses
regarding the relationship between financial
soundness indicators and interest rate margin, as
detailed in the theoretical framework of this study.
However, GDP and INF were found to have no
significant impact on NIM. The dominance of a few
large banks (e.g., Arab Bank and Housing Bank for
Trade and Finance) in the Jordanian banking sector
(Qwader, 2022) may be the reason why changes in
inflation and economic growth have not significantly
affected NIM. This high concentration gives these
banks the power to set interest rates independently
of broader economic trends.

The ARDL model demonstrates a high degree of
explanatory power for the dependent variable (NIM),
with an R-square of 93.8%. Furthermore, the Durbin-
Watson statistic (DW) of 1.92, which is close to 2,
suggests the absence of autocorrelation in
the model. The F-test confirms the overall statistical
significance of the model at the 1% level.

Table 3. Long-run coefficients

Variable | Coefficient | Std. error T-statistic Prob.
DUR 1.2452 0.6128 2.032 0.0171
CAR 1.0969 0.3213 34131 0.0791
NPL 3.1125 0.7451 4.1778 0.0312
SLR -3.2547 0.4984 -6.5303 0.0213
GDP 1.2989 0.3147 4.1274 0.2161
INF 0.4867 0.4015 1.2122 0.6121
C 0.09867 0.0321 3.0738 0.0073
R-squared = 93.8% Adjusted R-squared = 87.9%
F-statistic = 14.98 DW-statistic = 1.92

Prob = 0.001

Source: Authors’ elaboration.
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The results of the test showed that
the coefficient of the speed of adjustment
in the interest rate equation (see Table 4) was
significant at the 1% level and had the expected
negative sign. This confirms the existence of a long-
run equilibrium relationship between the interest
rate in Jordanian banks and the other variables used
in the model. This coefficient indicates that
approximately 92% of any disequilibrium is adjusted
in the coming periods.

The short-run cointegration test results showed
a positive relationship between DUR and NPL
with NIM at the 5% significance level, and
a positive relationship between CAR and NIM at
the 10% significance level. The results also showed
a negative relationship between SLR and NIM at
the 5% significance level. On the other hand, GDP
and INF did not have a significant impact on NIM in
the short run.

Table 4. Results of estimating the model parameters
in the short run

Variable Coefficient ef};'%r T-statistic | Prob.
D(NIM(-1)) 2.1232 0.7493 2.8336 0.2990
D(DUR) 0.1602 0.0677 2.3663 0.0223
D(CAR) 0.2981 0.1758 1.6956 0.0819
D(NPL) 0.2102 0.0921 2.2816 0.0337
D(SLR) -0.0891 0.0395 -2.2557 0.0281
D(GDP) 0.0971 0.0495 1.9616 0.2276
D(INF) 0.0209 0.0187 1.1176 0.6130
CointEg(-1) -0.6867 0.1764 -3.8929 0.0002

Source: Authors’ elaboration.

5. DISCUSSION

The results of the unit root tests indicated that not
all study variables were stationary at the same level.
The overall analysis results likewise suggest
the existence of a long-term equilibrium relationship
between the NIM in Jordanian banks and
the independent variables included in the model.
Cointegration tests revealed a significant
relationship between financial soundness indicators
and NIM in Jordanian banks, both in the short
and long term. While the DUR, CAR and NPL ratios
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showed a positive relationship with NIM, the results
indicated a negative relationship between the liquidity
coverage ratio and NIM, which is consistent with
the theoretical relationship between financial
soundness indicators and the interest margin.

Conversely, the results did not show any
significant impact of inflation and economic growth
on the NIM, which is consistent with Khrawish et al.
(2010) and Naceur and Goaied (2008) but contradicts
Al-Ali (2012).

Conversely, the results did not show any
significant impact of inflation and economic growth
on the NIM. The dominance of a few large banks,
such as Arab Bank and Housing Bank for Trade and
Finance, in the Jordanian banking sector (Qwader,
2022) may be the reason why changes in inflation
and economic growth have not significantly affected
NIM. This high concentration gives these banks the
power to set interest rates independently of broader
economic trends.

6. CONCLUSION

This study aimed to analyse the determinants of
the NIM in Jordanian banks from 2001 to 2023,
focusing on the role of two main variable categories:
macroeconomic variables — specifically, inflation
rate and GDP —and financial soundness indicators,
including the DUR, CAR, NPL, and SLR.

To achieve this aim, the study employed
a standard econometric methodology utilising
ordinary least squares (OLS) regression models to
determine the nature, direction, and magnitude
of the relationships between these variables
and the NIM.

Concurrently, it is important to note that
research analyzing fluctuations in the NIM within
the Jordanian banking sector remains limited,
despite the indicator’s significant theoretical
and practical importance for assessing bank
performance and its contribution to financial sector
stability. Consequently, this study seeks to address
this research gap by investigating the causes of NIM
volatility in Jordanian commercial banks. Preliminary
analyses revealed significant fluctuations in this
margin, indicating its sensitivity to various economic
and financial factors. Accordingly, this research aims
to identify the underlying drivers of these
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