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6

Abstract7

This study aimed to measure the effect of concentration to achieve the banking goal in each of8

(deposits and loans) on the profitability of the Jordanian commercial banks, which have been9

measured by using ratio of profitability (ROE). The study was conducted on Jordanian10

commercial banks. Also the study covered period between 1993 to 2013. The researcher used11

in this study descriptive analytical method and used statistical program (E-VIEWS) also data12

were analyzed by using simple linear regression method to test hypotheses of the study. The13

results showed that there was no statistically significant effect of the concentration of each of14

the banking (deposits and loans) on the profitability of commercial banks in Jordan. The15

study recommended the demand of Jordanian commercial banks to diversify the services16

provided by them and to rely on efficient and effective management of its reliance on more17

concentration to get market share.18

19

Index terms— concentration, deposits, loans, banks, Jordan.20

1 Introduction21

he banking sector (banks) has the most important role in any country that poses a significant economic force22
in the State. Due to the developments in the countries and cutting-edge technology very quickly, banks are23
racing with times as far as possible upgraded, so the banking industry try to be able to achieve a significant24
economic force in the market, also with these developments o increase degree of competition in the banks so as to25
enter the openness markets and the possibility of entry of all financial markets, in turn to led a large number of26
banks conducting mergers among themselves and strengthen their positions globally competitive either by taking27
advantage of the size and economic power or by reducing the risk of banking operations and further expansion28
with growth. It is known that in the event concentration number of banks which leads to alliances and control29
in the banking industry, the imposition of price competitive leads to achieve high levels of performance which is30
influencing the interest rates on deposits and loans under the structures of interest rates floating that affecting on31
savings and investment. This gives us an insight on the status of banks in any state Department of Banking and32
Finance -Faculty of Business and Finance Administration. Al al-Bayt University -Jordan. in terms of dominance33
and power in the market and its ability to compete and survive in the face of challenges, The Jordanian banks as34
part of the global banking system, it must deal with the world situation seriously and responsibility to prove its35
strength in the global market, so it had a total of incentives by the central bank for its mergers and dominance36
in the market, however, the competition Jordanian law may impose restrictions to prevent the emergence of a37
strong monopoly in the market and a negative impact on citizens and small businesses.38
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10 PREVIOUS STUDIES

2 II.39

3 Importance of the Study40

The importance of the study stems from the importance of the banking sector and its role in economic growth41
and play a pivotal role of banks that influence in the money supply and the demand for it, also its interaction42
with monetary policy which it must followed by the central bank to arrange the banking activities, which affects43
the real sector of the economy. The importance of study appears from an effect of concentration of banking on44
the effectiveness of monetary policy, as it has many pros such as economic stability and reduce the banks risk,45
which increased by focusing high of negatives such as the lack of effective competition, as well as control of the46
Price. Also, this study conceders one of few studies in this area.47

4 III.48

5 Objectives of the Study49

The study aims mainly to arrive at the extent of effect for concentration of the Jordanian banking profitability50
by calculating the concentration ratio for the top three banks in the banking sector during period 1993-2013,51
which have been studied through the following:52

1. To indicate the extent of the concentration effect of loans on banks’ profitability during the study period53
2. To indicate the extent of the concentration effect of deposits on banks’ profitability during the study period.54

IV.55

6 Problem of the Study56

The problem with the study of concentration in the banking problem and the extent of the effect of concentration57
of loans and deposits in banks on the T58
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Volume XIV Issue V Version I Year ( ) profitability of banks, this problem can be formulated through the study60
of the following questions. 1. Is an increase in the concentration of loans increases the profitability of the banks?61
2. Is an increase in the concentration of deposits increases the profitability of the banks?62

Hypotheses of the study 1. No statistically significant effect of banking concentration on profitability of loans63
for Jordanian commercial banks (1993_2012).64

2. No statistically significant effect of banking concentration on the profitability of deposits in Jordanian65
commercial banks (1993_2012).66

Variables of the study 1. Independent variables: concentration of deposits and loans. 2. Dependent variables:67
the profitability of the commercial banks represented by (ROE)68

Form (1) Variables of the study V.69

8 Methodology of the Study70

It was used descriptive and analytical method, the researcher using descriptive in exposure to literature study71
and describe the phenomenon of the study, the analytical methodology was also used to test the hypotheses of72
the study through using statistical analysis software (E-VIEWS).73

9 VI.74

10 Previous Studies75

Study Awartani (1997), entitled ”Following concentration in commercial banks on economic variables”. This study76
dealt with subject of monopolistic concentration in the banking sector that aimed to show these concentrations77
on different economic variables, he had used of static and mobile metrics to measure the evolution of the structure78
for banking market in Jordan. Also he has been used of multiple regression analysis to determine the impact79
of concentration on the variables of economic performance and profitability, in particular, with estimating80
distributional effects, the result was loss in welfare as a result of all concentration. The results showed that81
big banks and the degree of competition in the sector is strong. The study also showed that banks in Jordan82
has been able to exploit the monopoly power to achieve higher profits. Study of Muhammad Mustafa (2002),83
entitled” Structure of the banking market and the performance of Jordanian ??anks (1990 ??anks ( -2001)), the84
results showed support for both hypotheses in the Jordanian banking market, also the results showed the presence85
of effect for concentration in the banking market, on the other hand the results showed the existence of effect86
for variable banks efficiency in revenues This result was existence of concentration for evident in the Jordanian87
banking market through the influence of large banking institutions and control, in contrast, there are indications88
supporting the existence of efficiency in the banking market , the most important emergence of additional large89
size, and the solvency of banks, in addition to mergers and acquisitions witnessed by the Jordanian banking90
market.91
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Study Khryosh (2002) ,entitled ”Factors affecting the profitability of Jordanian commercial banks ”The study92
aimed to identify the factors affecting the profitability of Jordanian commercial banks for the period 1991-93
2000, and to achieve this goal the researcher collected data about banks that listed in Amman Stock Exchange94
and statistically analyzed the behavior of the dependent variable ”profitability” of commercial banks and the95
independent variables ”size of property, size of the bank as measured by assets, the total debt ratio, the proportion96
of cash surpluses and expenses of advertising and the age of the bank”. To achieve this model was built to measure97
the relationship between the independent variables and the dependent variable based on linear regression equation.98
The study found a total of results are as follows: a positive relationship statistically significant were differences99
between profitability of the commercial banks and the following factors: property rights, the debt ratio, the100
proportion of cash surpluses, cash expenses and advertising. Also the absence of a direct correlation statistically101
significant differences between profitability of the commercial banks , the total assets and the age of the bank, and102
finally the existence of a negative relationship between bank profitability and total assets. Study ??ayoumi and103
Awad (2003), entitled (”The relationship between market concentration and the performance of Jordanian banks,104
An Empirical Study”. Which aimed to examine the relationship between market concentration and performance105
in the Jordanian banking sector; where sample included 13 banks for the period from 1993 to 1999, they were106
using a regression model compound for all banks and all years, that measured market concentration of assets107
The performance measured by yield, CR for the three largest banks 3 on equity before taxes, also the study108
included a range of internal banks factors (expenses: salaries and wages , the proportion of equity to assets and109
liquidity of the bank) also a range of external economic factors as (interest rate, the growth of financial markets110
and the rate of inflation). The study results indicated a statistically significant relationship between return on111
equity and market concentration ratio, results also indicate that the size of bank was the most important factors112
that have affected on control of Jordanian banks in profitability during the study period. Study Ezzedine Alcor113
(2011), entitled ”Impact of concentration and market share on the performance of Jordanian Commercial Banks”114
The aim of this study was to test the effect of concentration of assets, according to the model of the structure-115
conduct-performance, market share of deposits, according to the efficiency hypothesis for conventional in the116
performance of Jordanian commercial banks which measured by Return on Assets (ROA) The study sample117
included fourteen commercial banks for the period 1993 -2006 , the implementation of the multi regression to test118
the hypotheses of the study, it was exclude the hypothesis of the alliance between the most banks concentrated,119
also the results do not provide support for the hypothesis of conventional efficiency, which states that more120
organizations efficiency check rates of high performance and get higher profitability. Which leads us to believe121
that the concentration market of commercial banks, mainly due to social factors and political, in addition to the122
advantage of early entry into the market, which contributed to a small number of banks to have a high market123
shares, however, and as a result legislation and laws that have worked to strengthen and raise the levels of124
competition, the most concentrated market power on the prices in Jordanian commercial banks. Study Hamdan,125
Shaheen and Anaswah ( ??011)) (”The relationship between market structure and profitability in the Jordanian126
and Palestinian” The aim of this study was to test the relationship between market structure and profitability127
for Jordanian and Palestinian banks, were represented sample of the study in all local banks operating during128
period 2005 -2010, (the number (24) banks), that included the assumption of market power, these hypotheses129
were tested using multiple linear regression, through test the relationship between the profitability for banks130
and measurements of both concentration and market share. The results showed refute the hypothesis of the131
structure -conductperformance in Jordanian banks, as well as the efficiency of conventional hypothesis, also the132
results of analysis showed general support for the hypothesis structure -conduct -performance which explained the133
relationship between market structure and profitability in Palestinian banks. The recommendation was essential134
for this study to decision makers in the banking system in Jordan and Palestine to expand operations in the135
liberalization of the market in order to reduce concentration and enhance the competitiveness. Mishan Aldvery136
study (2013), entitled ”concentration effect on the profitability of the Kuwaiti commercial banks for the period137
??1996) ??1997) ??1998) ??1999) ??2000) ??2001) ??2002) ??2003) ??2004) ??2005) ??2006) ??2007) ??2008)138
??2009) ??2010) ??2011). The study aimed to measure the effect of deposits and loans concentration on the139
profitability of Kuwaiti commercial banks .The researcher found that there was no statistically significant effect140
of the concentration on the profitability of the commercial banks in Kuwait. The researcher also recommended141
the demand to the attention of Kuwaiti banks managing to concept of efficiency and effectiveness more than142
concentration. Polius, T. and Samuel. W. study ??2000), entitled ”Banking Efficiency in the Eastern Caribbean143
Currency Union”. That progress in implementation of the model (SCP) structure-conduct-performance and144
efficiency on the premise data (44) commercial banks in the Eastern Caribbean Union (ECCU) for the period145
1990 -1999. And a model study included some independent variables which represented in the proportion of146
operating expenses to average assets, the ratio of net interest income to average assets, the ratio of interest147
earned on loans to average loans, the ratio of administrative expenses to total expenditure and market share, The148
performance of banks expressed by return on assets. and results of the study supported the affected profitability149
for commercial banks performance; where the metrics that act on behalf of efficiency in the study model were150
variables are statistically significant in its relationship with the performance of banks as opposed to the variables151
that act on behalf of market power. Laderman study (2003), entitled ”good news on twelfth district banking152
market concentration”. The paper discussed the economic developments to the Fed in san Francisco that took153
place on the concentration of banking in the United States over the past 18 years through the division of the154
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14 C) OPERATIONAL DEFINITIONS OF THE VARIABLES

American banking market to 12 branches follow the Federal Reserve System. The paper raised the question of155
whether there is concentration in banking activity depending on the quality of the States, the different levels156
of economic activity, population growth and the amount of urbanization in these states. The researcher also157
discussed the total of other factors that affect the concentration of banks such as financial crises which occurred158
during the period of the eighties and an increasing in demand for banking services in the single market, compared159
with other markets. He also discussed factors of self-correction for the American market occurred as a result of160
concentration of banking so that the concentration theoretically lead to higher profits and thus tempted many161
investors to enter the162
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Volume XIV Issue V Version I Year ( ) market, which means necessarily attract a number of customers from other164
banks and thus reduce the market share of banks earlier. ??ogan study (2004), entitled ”Banking Concentration165
In The UK” The aim of this study is to measure the concentration banking within a range of banking activities166
in the United Kingdom, where the study sample included a total of commercial banks in the United Kingdom167
accredited researcher on the data available in the database of the England Banks , he was wondering about the168
impact of the merger on the concentration of banking particular in United Kingdom and Europe through a big169
wave of mergers in the nineties of the last century, where the study was divided into five parts, the first part of170
the study focused on using of statistical data to determine the amount of concentration in banks while the second171
part of the study, the amount of concentration in loans and deposits in the small banks and changes amount172
concentration in the banking business during the last 15 years, while taking third part of the study concentrated173
banking across various economic sectors, especially small banks compared to large banks. The study found a174
total of results where it appears that most of the deposits of non-financial private sector in the possession of a175
small number of banks in British banks while enjoying the largest share of deposits in the United Kingdom.176

Al-Jarrah study (2010),entitled ”The Relationship between Market Structure-Profit in Jordanian Banking177
Industry” Which aimed to test the relationship between market structure and profitability of Jordanian banks for178
the period 2001 -2005 .The study results were supportive of the hypothesis structure -conductperformance (SCP),179
hypothesis explained the relationship between market structure and profitability, and provided limited support180
for the efficiency hypothesis (MS), and then try the surgeon to provide support for the results of the previous181
study, so the study of competitiveness in the Jordanian banking sector during his studies, which showed that the182
market for Jordanian banks cannot be described competitive nor monopoly; In other words, the Jordanian banks183
operating in conditions of monopolistic competition; and then reap profits conditions similar to the conditions184
of monopolistic competition, also the study showed that large banks operating in competitive conditions higher185
of the circumstances in which they operate their counterparts from small banks. Ahmad study, (2012), study186
”Market Concentration and Profitability in Indian Banks: Does Size Matter in the Impact of Bad Loans and187
Bank Capital?” This study examined the raised market concentration and the determinants of profitability for188
the Indian banking sector for the period 2004-2011, he had usined of model behavior performance, traditional189
hypothesis that aimed of assessing the extent which performance of the bank market structure, also the study190
examined whether the effect of credit risk and capital adequacy on profitability linked to the size of banks or191
not, the results indicated that the concentration of the market has a positive effect on the performance of Indian192
banks, which indicates that the big banks still dominate the whole banking industry and earn higher profits than193
normal through the settings price non-competitive, also the study found that the size of the bank reduces the194
negative impact of bad loans on profitability.195

12 a) Society and the Study Sample196

The community and the study sample represents the Jordanian banking sector (Jordanian commercial banks),197
also includes the study period (1993-2012).198

13 b) Methods of Data Collection199

The researcher has been relying on data collection for this study on two main sources: Secondary Data: to200
determine the theoretical framework for this study were obtained through previous studies represented by Arab201
and foreign books , periodicals and articles related to the subject of study. The analysis of budgets and records202
of the banking sector through the statistical data posted on the Central Bank, Amman Stock Exchange Website.203
and Primary data: refers to people with experience and competence.204

14 c) Operational Definitions of The Variables205

To clarify the meaning of variables in the hypotheses of the study, it has been the definition of procedural variables206
as follows:207

First, the dependent variable .The goal of any financial institution is to maximize the value of its stock and208
to achieve profits usually measured the ability of the institution to achieve profits as a whole lineage of socalled209
(profitability ratios). This is the lineage of the most important groups in the financial analysis ratios being210
confirms the results of the business, and profitability ratios measure the level of returns that achieved by the211
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company in a given year compared to asset sales and capital. Profitability ratios are divided into a total of212
percentages are as follows:213

Gross margin: This ratio is measured by dividing sales minus the cost of goods sold to sales. Operating Profit214
Margin: This ratio is measured by dividing operating profit (profit before interest and taxes), on sales. Net215
profit margin: this ratio is measured by dividing the net profit after tax and interest on sales. Earnings per216
share: measured by dividing the net profit after tax and interest on the number of shares. Return on Total217
Assets: measured by dividing the net profit after interest and taxes to total assets. Return on Equity: measured218
by dividing the net profit after interest and taxes on property rights. ratio of dividends per share: measured219
by dividing the dividend on the actual number of shares. The independent variable (concentration ratio) which220
Refers to what represents the proportion of the largest number of banks for the total market share that could221
take a larger share of three banks for the total market (CR3) or can take a greater proportion of four institutions222
(CR4) which indicate this percentage to the market shape, for example: when there is a single bank take the entire223
market share, it means that the (CR = 100%) and this is called a complete market monopoly. The concentration224
ratio of the banks are the percentage of market share for the largest banks in the banking sector. n CR m =? Si225
: i=1226

Where: CR m : The concentration ratio of the banking Si = market share of the facility and deposit for bank227
i Thus:228

? Concentration of deposits is measured by dividing the total deposits of the three largest banks in terms of229
liabilities to total deposits of the banking system.230

? Concentration of loans is measured by dividing the total loans of the three largest banks in terms of assets231
on the total loans of the banking system.232

Data analysis and hypothesis testing Methods of statistical analysis of the data: To test hypotheses program233
(Eviews 7) was used by the following statistical treatments: -Averages and standard deviations for each of the234
financial ratios for study during the period (1993-2012). -Use simple regression analysis (Linear Regression) to235
focus the impact of each of the loans and deposits on profitability.236

View Results. This section contains analytical presentation of the results of the study, which aimed to identify237
the impact of the concentration on the banking profitability for Jordanian commercial banks (ROE) during the238
period 1993-2012, the results will be depending on the hypotheses of the study. In Table (1) ? The arithmetic239
mean concentration of loans in commercial banks of Jordan during the period ??1993) ??1994) ??1995) ??1996)240
??1997) ??1998) ??1999) ??2000) ??2001) ??2002) ??2003) ??2004) ??2005) ??2006) ??2007) ??2008) ??2009)241
??2010) ??2011) ??2012) ranged between (0.61-0.78), where it was the highest concentration of loans in the year242
(1993), followed by years of ??1998) ??1999) ??2000), where (0.77), it was the lowest concentration of loans243
in the year (2012). The results also showed that there was a decrease in the volume of loans in the Jordanian244
commercial banks with advancing years and this is a positive indicator. ? The arithmetic mean concentration245
of deposits in commercial banks during the period ??1993) ??1994) ??1995) ??1996) ??1997) ??1998) ??1999)246
??2000) ??2001) ??2002) ??2003) ??2004) ??2005) ??2006) ??2007) ??2008) ??2009) ??2010) ??2011) ??2012)247
ranged between (0.66-0.80), where it was the highest concentration of deposits in year (1997), followed by years248
of ??1998) ??1999) ??2000), where (0.79), it was the lowest concentration of deposits in the year (2011). The249
results also showed that there was a250

15 Loans251
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Volume XIV Issue V Version I Year ( ) ?? (2) Shown:253
Table 2 is a summary of the results of the descriptive analysis of the study, where views can be seen from the254

table that the standard deviation of views concerning the dependent variable (profitability ROE) amounted to255
0.04 while the independent variable (focusing deposits) 0.05, while the independent variable focus loans 0.06.256

It is known that the greater the amount of the standard deviation of the greater dispersion of data about the257
middle of the arithmetic and if the size of the views down whenever the effect of outliers large, and therefore258
the impact on the value of the standard deviation, and statistical data used by the researcher to note that the259
size of the standard deviation reached its highest value in concentration of loans in the banks, and this shows260
the size difference of the lending process between the bank and the last while was less for focusing deposits, and261
explains the researcher that relatively to the degree of loyalty among depositors in banks are the biggest ones to262
borrowers who are trying mostly to get the best deals for the financing needs cash regardless of which bank they263
deal with him.264

17 Test Hypotheses Of the Study265

There are two main hypotheses concentration of the impact of banks’ deposits and loans focused on the266
performance:267

a) The first hypothesis H01: No statistically significant effect of concentration on the profitability of loans268
(ROE)of Jordanian commercial banks for period ??1993) ??1994) ??1995) ??1996) ??1997) ??1998) ??1999)269
??2000) ??2001) ??2002) ??2003) ??2004) ??2005) ??2006) ??2007) ??2008) ??2009) ??2010) ??2011) ??2012).270
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To examine this hypothesis, the correlation coefficient between the concentration of loans and profitability271
(ROE), the researcher used the simple regression analysis (Linear Regression) to detect the effect of concentration272
of loans on the profitability for Jordanian commercial banks (ROE) period (1993-2012), and the tables below273
illustrates this. ??) Shown that the correlation coefficient between the concentration of loans and profitability274
(ROE) in Jordanian commercial banks for period (1993_2012) has reached (0.062) in terms of the statistical275
(0.27), which is a very low value and not statistically significant, there is no correlation deposits concentration276
contributes only by 0.001 of change in the revenues of banks, this percentage is very low, according to the277
coefficient of determination by R2. Even after adding some variables control remains the relationship is278
statistically significant very weak, and this supports the results of a test of the correlation coefficient, which279
showed a lack of correlation relationship between the concentration of deposits and profitability index in Jordan,280
and this is due as I mentioned earlier that banks in Jordan do not operate in monopolistic environment. The281
legislation and Jordanian laws played a major role in the interpretation of these results as they contribute to282
the promotion of competition in the banking market of Jordan, this is consistent with the study Ezzedine ??lcor283
(2011).284

In a study researcher Logan, 2004)) researcher stressed that although the concentration of bank loans was285
larger than concentration of deposits in commercial banks slightly British, however, that profitability was not286
affected by concentration during the 15-year study period. The study confirmed Mishan (2013), that there is no287
effect of the concentration of loans and deposits in Kuwaiti commercial banks.288

18 VIII.289

19 Results290

? The results indicate the presence of a high concentration ratio of the three largest banks in Jordan during291
the study period, and this shows that more than half of the banking business managed by a slice of big banks.292
? The results showed that the concentration ratios tended to decrease with advancing years during the study293
period and this shows an increase in the banks’ response to other segments of the threats resulting from the294
depth of the gaps between them and the major banks in the slides. ? The lack of effect for concentration of295
loans on the profitability (ROE) for Jordanian commercial banks (1993_2012), as a result of Jordanian banking296
legislation which works to increase competition and prevent monopoly by banks to the most concentrated. ?297
The lack of concentration effect on the profitability (ROE) by deposits for Jordanian commercial banks for the298
period (1993_2012). The researcher attributed this to Jordanian banking legislation which working to increase299
competition and prevent monopoly by the banks to the most concentrated.300

20 IX.301

Recommendations ? Paying more attention on managing of the Jordanian commercial banks to be their resources302
more efficiently and effectively from its dependence concentration to get the market share to minimize operating303
expenses, such as ease of working to increase their profits.304

? Take care of services diversification that provided by banks and the expansion of these services in order to305
serve the public and works to maintain the market share of banks. ? The requirement to study and constant306
follow-up by the Jordanian banks of the economy nature in order to increase growth and to take advantage of307
market trends to maintain its market share. ? The importance role of the central bank and relevant government308
agencies to help small banks to attract deposits and increase its credit. ? Further studies to identify the effect309
of concentration on the profitability.310
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Figure 1: ROE Concentration of deposits and loans 2 Global

1

Arithmetic means and Standard deviation

Figure 2: Table 1 :

2

Variable Standard deviation Arithmetic means
Conc. Of Loans 0.06 0.72
Conc.of Dep. 0.05 0.74
ROE 0.04 0.11

Figure 3: Table 2 :

Figure 4: Table
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Year
2 92
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statistically significant Correlation

coefficients
Independent
variable

0.27 0.06 Concentration of
loans

Figure 5: Table 4 :

(

Figure 6: Table (
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