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DOES BANKING SECTOR
PERFORMANCE PROMOTE
ECONOMIC GROWTH?

CASE STUDY OF JORDANIAN
COMMERCIAL BANKS

Abstract

Spurred by the need to evade possible parameter bias associated with earlier works,
this study intended to address the subject of whether performance of commercial
banking contributes to economic growth. With the aim of answering this question, the
present review concentrates on analyzing the association between profitability, deposit
and credit facilities as proxy for performance of commercial banks while gross domes-
tic product proxies economic growth. The population of the study is characterized by
the Jordanian banking industry; the study enclosed a period of six years from 2010 to
2015 constructed on the annual report of thirteen chosen banks. Using Ordinary Least
Square, the regression outcomes found a significant positive association between mea-
sures of bank performance and economic growth. Findings demonstrate that measures
of bank performance in particular profitability deposits credits have positive relation-
ship with economic growth as measured by GDP. The empirical results suggest that the
policy creators should make arrangements to augment and prompt the banking sector
in Jordan on account of its key significance in making and advancing development of
the economy. It additionally can be inferred that not only commercial banking perfor-
mance but also other movables such as political stability and technology may assume
essential part in the economic prosperity in Jordan.

Keywords banking performance, economic growth, credit facilities,

gross domestic product

JEL Classification  G21,Co1, E44, 016

INTRODUCTION

Economic growth is one of the significant destinations of macroeconomic
strategy. It is the crucial means of elevating expectations for living com-
forts and standards, as well as accomplishing economic development.
Economic experts define economic growth from numerous perspectives.
A number of economists see that it is a rise in the domestic income or
the size of production of goods and services by a country over a specific
timeframe. In general economic growth is characterized as an expansion
in total national output. Consequently, gross domestic product (GDP) is
considered as proxy of economic growth.

It is perfectly clear that countries that have great monetary and finan-
cial system tend to build up its economic development all more rapidly.
Banking is a standout amongst the most basic organizations everywhere
throughout the world as banks assume principal part in the economy of
a nation, where they provide financial assistance to both government and
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private sectors, however at the same time this sector also confronts incapacity because of non-performing
credits and failed in recovery of given advances. In finance standings performance of the bank means profit
and soundness in economic exercises. On the off chance that profitability of the bank is increasing continu-
ously it implies that bank performance is growing. The solvency of the bank means capability to encounter
its liabilities, if the bank is in the solid solvency situation it states the bank performance is good. There is no
suspicion that the provision of money to investors in the financial markets, attempting to prepare these mar-
kets both in terms of size and prices, as it adds to an effective contribution to the creation of new economic
projects and extension of existing projects, which implies support the economy for the better represented by
increasing the standard of living, and expanded per capita income and corporate income and returns for the
state through taxes and dues, as well of decreasing the unemployment rates through employing new workers
in the new activities.

With reference to Rehman (2011) empirical work on financial restructurings considers in the formula of
inflation, savings, deposit schedule, lending schedule and own spread rate. Later problem was not explored
sufficiently about the performance meters of banking industry signified in the form of profitability, credit
facilities and investments of banking industry. This study attempts to find out the association between fac-
tors which are included directly in the efficiency and performance of banking sector and boost the economic
growth of Jordan. There are numerous views about the causality association between banks performance and
the growth of any economy. Various clarifications have been presented empirically for this causality associa-
tion and its causality direction. There has been a rising anxiety on banking industry for survival in Jordanian
economy lately, even with the fact that the government set out on several procedures aimed at enhancing
capital base and capacity employment of the sector to protect deposits. Besides, there are numerous literary
works that bantered on the intermediary role of banks in the growth of economic. Be that as it may, there ap-
pear to be a general agreement that the role of intermediation of banks helps in boosting economic growth.
Yakubu and Affoi (2014) recognized banks’ conventional roles to incorporate financing of agriculture, manu-
facturing and syndicating of credit to gainful segments of the economy, in which profit is also realized by the
banks within the economy.

In former studies many scholars establish negative impact (Fadare, 2010) on economy growth owing
to restructuring in determining factor of financial performance and some discovered no or bad re-
sponse compared to different sorts of financial sectors comprising banking sectors. In the best of knowl-
edge there is a few evidences accessible on this theme all around the world, however in the event that
we glance around in Jordan setting, couldn’t discover enough reviews particularly in connection with
banking performance determinants. There is a need of research in this casing of work to investigate
the effect of profitability, deposit, investments, and credit. The banking sector is the backbone of the
economy of any country, but, as stated by the current scenario, the banking sector is facing some dif-
ficulties. The central bank has enough reserves, but foreign currency reserve is decreased in last years.
In Jordan the policies are very firm so that Jordan facing the problems of the trade shortfall, unemploy-
ment and inflation are increasing day by day. As a result of political instability and economic issues, the
banking sector is passing from real issues due to which financial performance of our banking sector is
greatly affected. Economic condition of the country is very poor that most of the industries transferred
their operations in another country. FDI investor is not attracted in Jordan. Banks earning face some
bad situations due to withdrawal of capital. This study attempts to contribute to the existing body of lit-
erature on the relationship between banking performance and economic growth in Jordan by address-
ing shortcomings of previous works. Therefore, the main objective of this paper is to provide evidence
on whether banking performance reasons economic growth. Moreover, the study aimed to determine
the efficiency of performing indicators of banking industries and its relation on economic growth. The
rest of the paper is organized as follows. Section 1 reviews the empirical literature on the relationship
of banking sector and economic growth. Section 2 discusses the empirical strategy for examining the
relationship. Section 3 shows the model’s estimation results. Final section concludes the study, provides
some policy implications and sets directions for further research.
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1. LITERATURE REVIEW

1.1. Theoretical background

1.1.1. Economic growth

The model of economic growth is regarded as an
increase in the net national production in a given
period of time (Dewett, 2005). This study eluci-
dated that economic growth is in general referred
to as a quantitative alteration in economic vari-
ables, normally persevering over successive peri-
ods. Todaro and Smith (2006) distinct economic
growth as a sound process by which the productive
volume of the economy is augmented over time to
bring about rising levels of national production
and income. Jhingan (2006) considers economic
growth as rise in output and clarifies further that
it is associated to a quantitative sustained rise in
the country’s per capita income or production es-
corted by increase in its labor force, consumption,
capital and size of trade. The key features of eco-
nomic growth are great rate of growth of per capi-
ta income or, high rate of yield, high rate of struc-
tural transformation, international flows of re-
sources such as labor, goods and capital (Ochejele,
2007). Economic growth can also be expressed in

terms of gross domestic product (GDP) and Index
of Human Development (HDI), which is an index
that gauges national growth based on measures of
life expectation at birth, education accomplish-
ment, literacy and adjusted real per capita income.
Following the above definition we can draw that
economic growth is went there is a sustained in-
crease in the real production of goods and services

per head. The gross domestic product is one of the

most significant economic signs used by econom-
ic decision creators and government in prepara-
tion and formulates the policies. Gross domestic

product (GDP) is the most imperative economic

indicator that reflects overall health of the econ-
omy. If by growth you intend the increase of out-
put of goods and services, then real GDP which

measures growth without the effects of inflation

is hardly acceptable (Lequiller, 2001). It has been

put up for this purpose. Gross Domestic Product

is clear as the totality of all goods and services cre-
ated in a country over time, without double count-
ing yields used in other output. It is a broad mea-
sure, casing the production of consumer goods

and services, even government facilities.
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1.1.2. GDP and profitability

Profitability and performance of banks is key to
economic growth; the strength of most industries
relies on the availability of finance provided within
the economy by the banks to facilitate transaction.
It is on this premise that this research is carried
on to determine how profitability in the banking
industry plays role in economic growth in Jordan.
Profitability is calculated by return on total assets.
It stands for the ratio which measures earnings
before interest and tax expenses against its total
assets. This ratio shows the firm’s effectiveness of
using its assets to generate earnings. Investor fol-
lows this ratio to make decision whether or not to
invest in the company. This ratio shows how prof-
itable a company is relative to its total assets. The
return on assets (ROA) ratio explains how man-
agement is using the company’s total assets mak-
ing a profit. The higher the return, the better or-
ganized management is in utilizing its asset base
(Francis, LaFond, Olsson, & Schipper, 2005).

1.1.3. GDP and deposits

Deposits are the money which people offer to
banks and obtain interest as profit. Without hav-
ing deposits banks are by able to invest and lend
anywhere. There are different types of deposits
like call deposits, saving deposits, current depos-
its, and fixed deposits.

1.1.4. GDP and credit facilities

A loan or collection of loans taken on by a corpon
ration. These loans can be various different types,
reliant upon the necessities of the company, and
can diverge from letters of credit to term loans,
and can be committed or uncommitted. After re-
ceiving deposits banks give loan to needy people
and obtain interest.

1.2. Previous studies

Most scholars have agreed that there is associa-
tion between bank lending and economic growth.
However, researchers have differed on the direc-
tion of causality between bank lending and eco-
nomic growth (Oluitan, 2009). Similarly, Oluitan
(2009) is of the view that policy makers should
concentrate less on measures leading to rise in
bank lending and concentrate more on legal, reg-
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ulatory and policy reforms that boost the func-
tioning of markets and banks. Moreover, Neba
Cynthia (2008), conducted a study on evaluating
the role of micro finance institutions (MFIs) in
the growth of Cameroon’s economy. One of the
key reasons of this study was to help government
and other agents involved in the growth of the
economy to develop a good developmental strat-
egy and policies. The work also intended to help
micro financial institutions to improve on their
services or to implement advanced measures, so
as to enhance economic growth in the economy.
She made use of time-series experiment design
in the collected data on two variables, loans pro-
vided by micro finance institutions and GDP per
capital from 1996 to 2007. Loans provided by
MFI were taken to be the independent variable
while GDP was the dependent variable. Using
both descriptive method of data analysis me-
dian, standard deviation and inferential tools
of data analysis such as the F-test, R2, t-test and
Durbin-Watson statistics to test her null hypoth-
esis, which was ‘there is no relationship between
loans given to the economy by MFIs and the GDP
per capital’ she concluded that credit granted by
MFIs has a significant effect on the growth of
the GDP per capita, hence she rejected her null
hypothesis.

Ahmad and Malik (2009) inspected role of the fi-
nancial development on the growth of economy
covering thirty five developing nations done us-
ing GMM approach, and concluded if the local
bank credit to the private segment amplified this
will lead growing per workers productivity and
subsequently in the long increasing the growth.
Adamopoulos (2010) studied the connection be-
tween financial development represented by the
stock market index and the local banking credits
to private sector, and economic growth for the pe-
riod 1965-2007 for Ireland utilizing a vector error
correction model, Johansen Cointegration test.
By using Granger causality tests the study speci-
fied that economic growth effects credit market
development, while there is a joint causal associa-
tion between development of stock market and
economic growth. Consequently, it can be con-
cluded that economic growth has a direct effect
on stock market and credit market development
considering the positive influence of growth of
industrial production on economic growth.
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Fidelis, Ogwumike and Salisu (2010) observed the
relationship between bank deposit liability, credit
to private sector, real discount rate and stock mar-
ket capitalization (elements of financial develop-
ment) and economic growth of Nigeria expressed
by real gross domestic product for the period
1975 to 2008 and the study used the Bound test
Autoregressive Distributed Lag (ARDL) approach.
The outcomes demonstrated that there is a unique
long run association between financial progress
and economic growth. Furthermore, Egbetunde
and Mobolaji (2010) looked at the causality and
the long-run connection between financial devel-
opment represented by private credit, bank credit,
liquid liabilities and broad money and per capita
real GDP as a measure of economic growth for
ten Sub-Saharan African economies for the pe-
riod 1970-2005. They used different tools, such
as unit root test, Cointegration test, Granger cau-
sality test and Vector Error Correction Model
(VECM) to inspect the hypotheses. The VECM
and Cointegration consequences displayed that fi-
nancial development and economic growth have
a long-run association. Granger causality test il-
lustrated that financial development Granger rea-
sons economic growth for Burundi, Cameroon,
Mali and Nigeria. While the economic growth
reasons financial development for Benin, Burkina
Faso, Madagascar and Malawi. Besides, there was
bidirectional causality between financial develop-
ment and economic growth for Cote d’Ivoire and
Ghana.

Bangake and Eggoh (2011) surveyed the causal-
ity connection between financial development
and economic growth for seventy one developing
economies over the period 1960-2004. The em-
pirical analysis used both the Panel Cointegration
tests and the Panel Cointegration assessment
(Dynamic OLS and panel VECM approach). The
work showed that together financial development
and economic growth have impact on one another,
on the other hand proposes that a long run policy
approach possibly will evidence valuable among
the developing economies. Moreover, by Utilizing
sample represented by countries from Middle East
and North Africa over the period 1980-2007, Kar,
Nazliogu, and Agir (2011) explored the causal as-
sociation between the ratio of narrow money to
income, broad money to income, quasi money to
income, deposit money bank liabilities to income,



domestic credit to income, and ratio of private sec-
tor credit to income. Additionally, the growth rep-
resented by real income. The simple linear model
was employed in this study. The Granger Causality
test was engaged to found the causal association
between financial development and economic
growth. The work concluded bidirectional causal-
ity. The study proposes that a significant relation
may be present between financial development
and the real sector.

Akpansung and Babalola (2012) inspected the as-
sociation between credit in banking sector and
economic growth in Nigeria for the period from
1970 to 2008 utilizing the least squares approach
(two-stage). The study establishes evidence that
credit in private sector positively affected on eco-
nomic growth while lending rate slows down eco-
nomic growth. In addition, in Nigeria and for the
period 1970-2010 Shittu (2012) deliberated the
association between the ratio of broad money
supply (M2) to nominal gross domestic product
(NGDP) as a measure of financial intermediation
and the ratio of domestic credit to the private sec-
tor (CPS) to the nominal gross domestic product
(NDGP). As well as economic growth measured
by the growth rate of the real gross domestic prod-
uct. The study utilized unit root test Johansen-
Cointegration test and error correction model to
observe the hypotheses. The study discovered that
financial intermediation has direct effect on eco-
nomic growth.

Ben Salem and Trabelsi (2012) experienced the as-
sociation for the same issue in seven economies
from Southern Mediterranean region during the
period from 1970 to 2006. The study put on the
Pedroni panel cointegration analysis for seven fac-
tors represented financial developments. The out-
come of this study approved the presence of as-
sociation with a long-run base between the finan-
cial improvement and the rate of growth. Reliant
upon the consequences of earlier literatures re-
view, the contribution or the importance of study
came from many facts. Firstly it investigated the
association between banking credit at the sectoral
country-level which enclosed five sectors (agricul-
ture, industry, construction, and tourism). What is
more the study engaged more advanced economet-
ric methods for example Vector autoregressive ap-
proach (VAR) model, and Granger Causality test.
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Onuorah and Ozurumba (2013) disaggregated
total bank credit to components such as Total
Production Bank Credits (TPTBKC), Total Ge-
neral Commerce Bank Credits (TGCBKC), Total
Services Bank Credit (TSCBKC), and Other Banks
Credit (OTHBKC) and also established that none
of the components granger caused RGDP, while
RGDP applied noteworthy influence on the differ-
ent components. In contrast, Oluitan (2012) de-
tected that credit granger caused output.

For India, Ray (2013) studied the causal dynamic
associations between the degree of financial devel-
opment gauged by gross domestic capital forma-
tion to GDP, gross domestic savings to GDP and
the ratio of outstanding debt to GDP. Labor force
growth proxied by Population growth and an-
nual growing of exports as a measure of the level
of trade openness and the economic growth mea-
sured by annual growing of GDP for the period
from 1990 to 2010. The study used Granger cau-
sality to examine the causality between variables;
it found that financial growth measures granger
affected economic growth as there was a unidi-
rectional causality running from gross domestic
capital formation and gross domestic savings to
economic growth. The study did not find a causal-
ity running from exports progress and population
growth to economic growth.

Recently and for instance, Emecheta and Ibe
(2014) employed the reduced Vector Autoregresion
approach utilizing data from Nigeria for the time
period 1960-2011 to examine the association be-
tween banking credit and economic growth.
Among some methodological inadequacies, such
as his failure to harmonise the different base pe-
riods for the real Gross Domestic Product data
used and the fact that he ignored the possibility
of structural breaks effects in his modelling ap-
proach, the study established a significant direct
relationship between banking credit and econom-
ic growth. Studies with similar findings, but sus-
ceptible to the methodological flaws observed in
Emecheta and Ibe (2014) include Akpansung and
Babalola (2012) using annual data for the time
span 1970-2008, Oluitan (2012) using data for the
time period 1970-2005, Onuorah and Ozurumba
(2013) utilizing data for 1980-2011, and Yakubu
and Affoi (2014) used annual data for 1992-2012.
In the same context, Balago (2014) empirically
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inspected the relationship between Development
in Financial Sector measured by bank credits, total
market capitalization and foreign direct investment
and economic growth. To examine the hypotheses
the study utilized data for the period 1990-2009
and used various econometric techniques for exam-
ple Augmented Dickey Fuller (ADF) test, Johansen
Multivariate Co-integration Test, Ordinary Least
Square Regression and Vector Error Correction
Model (VEC). The study discovered that the finan-
cial development has a significant and positive im-
pact on economic growth. Olowofeso, E. O., Adeleke,
A. O, & Udoji, A. O. in their study (2015) deliberated
the impact of credit in private sector on economic
growth in Nigeria. The study examined the impacts
using the Gregory and Hansen (1996) cointegration
test that accounted for structural breaks and endoge-
neity problems. The technique was applied to quar-
terly data across 2000:Q1 to 2014:Q4, while the fully
modified ordinary least squares procedure was en-
gaged to estimate the model coefficients. The results
found a cointegrating association between output
and its selected determinants, albeit, with a struc-
tural break in 2012:Q1. Amongst others, discoveries
from the error correction model established a posi-
tive and significant effect of credit on output, while
increased prime lending rate was impeding growth.
In view of the financial intermediation roles of de-
posit-money banks, the research backings the ongo-
ing efforts of the Central Bank of Nigeria in endors-
ing a rigorous and real sector-friendly financial sys-
tem. Similarly, the commitment of the CBN to the
gradual lessening in interest rates is significant for
the country’s growth goals.

Utilizing annual data for the time span 2006-2012,
Korkmaz, S. (2015) explored the influence of bank-
ing credits on economic growth and inflation. The
study illustrated economic functioning would be
realized non-problematically to a degree that coun-
tries could reach financial deepening. Financial
deepening would deliver a crucial role for particu-
larly moving funds that were generated by banks to
real sector. Whether local credits created by banks
had any impact on macroeconomic variables such
as economic growth and inflation for ten selected
European economies via panel data analysis was
verified. As a consequence of panel data analysis, it
was evidenced that local credits generated by bank-
ing sector for ten European countries did not impact
inflation but did influence economic growth.
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In context of Kosovo, Mazelliu, M., & Zogjani, J.
(2015) examined the impact of financial segment on
economic growth. The study points out that finan-
cial sector was world-wide reflected by the core com-
ponent of the economic growth (Greenwood, 2013).
This study intended to present the effect of financial
sector on economic growth during the period span
from 2008 until 2014. The focal theoretical argu-
ments for discussion and analysis concentrated on
the difficulties and challenges of financial segment
in Kosovo under former Yugoslavia, the main pro-
cess of establishment of financial sector in Kosovo
in post war period, overall structure of financial
sector in Kosovo, the effect of financial global crisis
on financial sector particularly on foreign capital /
investors in banking system and other factors that
have impacted lessening of the annual rate of finan-
cial sector in 2010 and 2011. This research used sec-
ondary data, which are computing through STATA
program and as the main analyses in the paper are
descriptive statistic, OLS method and correlation
matrix. The outcomes of analyses have revealed that
financial sector has direct impact and positive cor-
relation with economic growth, inflation rate has
positive effect and positive significance on economic
growth and exchange rate has adverse impact and
insignificance in economic growth. As a result the
research closes that financial sector should play a
critical role in Kosovo’s economy because its con-
tribution in GDP is too great, where together with
FDI and remittance they contribute about 60% of
Kosovo’s GDP. Irrespective of decline of financial
sector in last few years (as result of reflection of glob-
al crisis in Kosovo), it is very essential for the finan-
cial sector to continue to rise further its contribution
in overall economy of Kosovo.

Kenza, M., & Eddine, G. N. S. (2016) experienced
the effect of the development of financial sector on
growth for the case of the MENA economies. This re-
search is designed to observe the impact of financial
development on economic growth in the context of
the MENA region. The study adopted a number of
measures of financial development such as private
credit to GDP, M2/GDP, the ratio of commercial bank
assets to the total of commercial bank assets and cen-
tral bank assets. It also has considered growth rate of
real GDP as dependent variable and few core control
variables of economic growth. This study engaged
also panel time series data during the time span of
1980-2012 for each indicator for a split sample of elev-



en MENA countries. With the aim of measuring the

impact, this study analyzed the data by applying pan-
el autoregressive distributed lag (ARDL) framework
of pooled mean group (PMG), mean group (MG) and

Dynamic fixed effect (DFE) estimators. The end re-
sult obtained from PMG estimators revealed that the

financial intermediary has an adverse effect on the

growth rate in the MENA countries in the short and

long run. The paper concluded by pointing out direc-
tions to improve financial development in the MENA
economies by applying more financial reforms to en-
dorse competition in the financial sector and finan-
cial structure expansion that mirrors in the progress

of the quality and quantity of financial services.

2. CONCEPTUAL FRAMEWORK

2.1. Methodology

This study relies purely on secondary data collected
from the different official publications of respected
banks and the Central bank of Jordan. The validi-
ty and reliability of the data collected was based on
similarity and sameness of the facts and figures from
the multiple sources. Similarly, in this study; it is pre-
sumed that the level of performance of the Jordanian
economy (represented by GDP) is dependent (depen-
dent variable) on profitability, deposits, credit facili-
ties (independent variables). Profitability (profit after
tax) is in the income statement; the study has taken
from income statement, which shows the profits of
banks. The deposit is on the liability side of the bal-
ance sheet and these are deposits of customers main-
tained by banks in customer accounts. Credit facili-
ties are on the assets side of the balance sheet. Credit
facilities are the assets of the bank through which
bank earns profit by lending it to borrow at some
interest rate. In this study we have used the data of
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thirteen banks from the period of 2010 to 2015. In
addition, in order to examine the impact of banks
performance economic growth proxy by GDP in
Jordan, multiple regression model was used to ana-
lyze the data gathered for this study. Accordingly, the
multiple regression model is specified thus:

GDP = a + 1 PRF + 32 DEP + B3CF +¢,

where:

GDP - economic growth as measured
by GDP growth (estimated val-
ue of the dependent variable);

o - Dbase constant;

P1— 3 - coeflicients of the independent
variables.

Explanatory variables:
PRF - Profitability;
DEP - Deposits;
CF - Credit facilities;
& — error term.

The statistical significance of the regression coef-
ficient is based on the appropriateness of the sign
of the coefficient of determination. This research
is based on the following hypothesis that clearly
defines the research criterion.

HI: Profitability has no significant impact on
Economic Growth.

H2: Deposit has no significant impact on
Economic Growth.

H3: Credit Facilities has no significant impact on

Economic Growth.

Source: author’s design.

4 INDEPENDENT VARIABLES ) DEPENDENT VARIABLE )
BANKS PERFORMANCE ECONOMIC GROWTH
PRE - Profitability >
DEP - Deposits - Gross Domestic Product
CF - Credit Facilities >
- J - J

Figure 1. Conceptual Framework
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3. RESULTS ANALYSIS

3.1. Descriptive statistics

Table 1 represents the descriptive statistics of the
model. In the above table GDP is a dependent vari-
able and PRF, DEP and CF are independent vari-
ables. The sample size comprises of 78 observa-
tions from the period of 2010 to 2015 of thirteen
banks. The minimum and maximum value of GDP
(18762.625) & (26625.819) respectively, whereas the
mean value is (22854.302) and standard deviation
is (3934.854). The minimum and maximum value
of PRF (531.029) & (703.811) respectively, where-
as the mean value is (616.625) and standard de-
viation is (86.394). DEP having minimum value
(30242.469), maximum value (41819.378), mean val-
ue (35505.052) and standard deviation (5812.293).
CF having minimum value (20580.288), maxi-
mum value (24570.104), mean value (22385.104)
and standard deviation (2003.944).

Table 1. Descriptive statistics

Variables . GDP @ PRF = DEP = CR
Mean  22854.302  616.625 35505.052 22385.104
Maximum  26625.819  703.811  41819.378 24570.104
Minimum ~ $18762.625  531.029 30242469 20580.288
Std. dev. © 3934.854 = 86.394  5812.293 = 2003.944
Observations 78 : 78 : 78 : 78
3.2. Multicollinearity test using

variance inflation factor
Table 2. Variance Inflation Factor Test
Variable VIF ; 1/VIF

PRF 1.425 L 0.6247

DEP 1.589 © 03824

CF 2154 : 0.1846

Mean VIF 1.723

VIF is the test of multicollinearity among the
variables (Excessively high correlation among the
independent variables). The rule of thumb de-
scribes that VIF is greater than 10 and 1/VIF is
less than 0.10 indicates the presence of multicol-
linearity. The result shows that no multicollinear-
ity problem since VIF is less than 10 and 1/VIF is
greater than 0.1. Moreover, if VIF5 < no problem
of Muticollinearity (Gujarati, 2005).
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3.3. Results of OLS
Table 3. Results of OLS

Variables ;Coefficienté t-Statistic Probability

C 0.923 7.451 0.000
PVRVF V 0037 0286 0.046
DEP V 0536 3007 0.028
CF V 0012 4955 0.007
R-squared 075

Watson 1.869

F Statistic 6028

(Probability) (0.000)

Table 3 above shows the result of OLS regression.
R-Square is called the coefficient of determina-
tion and it gives the adequacy of the model. Here
the value of R-square is 0.735; p-value is less that
0.05 that implies the independent variable in the
model can predict 73.5% of the variance in depen-
dent variable. On the overall, this study discov-
ered that there exists a 0.735% degree of variation
between bank profitability, deposit, lending and
economic growth in Jordan for the period 2010-
2015, which implied that aggregate bank lending
account for 73.5% variation in the growth of the
Jordanian economy. The implication of this out-
come is that for the Jordanian economy to grow
it depends to a greater extent on the banking sec-
tor to finance the activity sectors in Jordan. The
values of Durbin-Watson statistics for dependent
variables in our case is very near to 2.00, this
specifies that there is no autocorrelation and the
regression models assume that the error devia-
tions are uncorrelated. In the results PRF (0.037,
P <0.05), DEP (0.536, P < 0.05) and CF (0.012, P <
0.01), the coeflicients showed that change in bank
profitability, deposit and credits will cause a sig-
nificant positive change in gross domestic prod-
uct, which represents the economic growth in the
current study.

GDP =0.923+0.037- PRF +
+0.536-DEP +0.012-CF.

Overall significance of regression model is identi-
fied by F-value. It is actually the described vari-
ance divided by unexplained variance (mean er-
ror). F-stat shows the value (60.28) and it’s prob-
ability (0.000) that shows the panel regression end
result is statistically significant at the 5% level.
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CONCLUSION AND RECOMMENDATIONS

The study was carried on to investigate the contributions of banking sector performance in economic

growth of Jordan represented by the gross domestic product. The gathered data have covered the time pe-
riod from 2010 to 2015 of 13 banks, whereas multiple regression models have been used for analyzing the

data. The findings posit that any change in banks’ performance represented by profitability (ROA), depos-
its, and credit facilities will significantly cause a change in the economic growth. This was confirmed by
the regression results which indicate that profitability, deposits and credit facilities have significant posi-
tive impact on economic growth. It is to be suggested that in Jordan banking sector is contributing a major
role in economic development, so from the foregoing, Government policies should be channel towards

adopting efficient policies that enhance the performance of banking sector in other to increase aggregate

output as this enhances economic growth because banks are important in stimulating economic growth.
Moreover, the regulatory authority should focus attention to ensure that the gains of the banking reforms

processes are sustained, the CB should take more decisive measures aimed at tightening the risk manage-
ment framework of the Jordanian banking sector as this will have a positive effect on the their profitability.
Based on the area and findings of the study, banks’ profitability has a significant effect on economic growth

in Jordan. However, economic growth also has its effect on banks’ profitability, which other researchers

can embark upon to find out the relationship if any that exists between economic growth and banks prof-
itability. It also can be concluded that not only commercial banking performance but also other variables

such as political stability and technology may play important role in the economic credits in Jordan.

SUGGESTIONS FOR FURTHER RESEARCH

Since this work is concentrated on the function of commercial banks on economic growth, a further research
can be conducted on the role of financial system as a whole on economic growth, in this case information will
not only be composed on commercial bank, but also on other financial institutions, such as micro finance in-
stitutions, insurance companies, money market institutions and capital market institutions. Again research
can still be done on the same topic that is assessing role of commercial bank on economic growth. However,
the research can rely on more variables such as: amount of money of these financial institutions (commercial
banks) invest in the acquisition of financial assets such as bonds and shares.
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