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Abstract

This study aimed to examine the relationship between the compensation received by 
chief executive officers (CEOs) and the financial performance of Jordanian public 
shareholding industrial companies listed on the Amman Stock Exchange (ASE) from 
2010 to 2017. To measure the variables of interest, secondary data published on the 
ASE website were processed to become preliminary data suitable for the study. The 
study population consisted of 56 companies, 25 of which met the inclusion criteria. 
The results of the analysis of the data on these 25 companies revealed a large difference 
between the amount of financial compensation received by CEOs and the earnings 
per share (EPS) received by shareholders. The results also showed a statistically posi-
tive and significant relationship between the amount of CEO compensation and the 
financial performance of industrial companies. Furthermore, return on assets (ROA), 
EPS, and leverage have a statistically negative and significant relationship with finan-
cial performance. However, the net profit margin has a statistically positive and sig-
nificant relationship with financial performance. Besides, the results showed a positive 
and significant relationship between the age of the CEO and the amount of compensa-
tion received. On the other hand, Tobin’s Q model demonstrated that the relationship 
between CEO duality and the amount of CEO compensation is not statistically sig-
nificant. Therefore, the study recommends using more than one type of compensation 
for the CEOs of public shareholding industrial companies in Jordan and that CEO 
compensation should be related to financial performance.
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INTRODUCTION

The recruitment and appointment of a professional chief executive of-
ficer (CEO) or general manager is one of the main functions of the 
board of directors and is particularly important when one considers 
that the CEO is often also the chief operating officer and represents 
all of the employees of the organization before the board of directors 
and the shareholders. The CEO plays an important role in achieving 
the desired results in the long-term success of an organization. As a 
corollary, the board’s effectiveness depends on the effectiveness of the 
CEO appointed by the board. Therefore, the board has a fundamental 
responsibility to appoint a suitable person for this position. 

However, this responsibility does not end with the appointment of the 
CEO; to retain them, the board is also required to decide on an appro-
priate amount of compensation. In any company, the compensation 
received by a CEO is very large compared to that paid to other em-
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ployees. For example, in the United States, the Center of Chief Executive Research conducted a survey 
of 1,631 companies in 2018; the results showed that the mean amount of CEO compensation was USD 
2,152,733 (Chief Executive Research, 2019). This large salary gap between CEOs and other employees 
does not imply that the former have a higher level of academic qualifications; rather, the higher amount 
of financial compensation reflects the perception of their talent (skills and experience) and ability to 
steer an organization to success (Jung & Subramanian, 2017). 

Other reasons that might contribute to the amount of wages and incentives that a CEO receives include 
their power to determine their own wages, as well as success in achieving higher rates of productivity, 
increasing the rate of profitability, and increasing the market value of company stocks during their ten-
ure (Mishra, McConaughy, & Gobeli, 2000). Besides, there are other contributory factors in the case of 
family-owned and family-run businesses (Michiels, Voordeckers, Lybaert, & Steijvers, 2013). It has also 
been argued that the high earnings of CEOs can be attributed to an increase in economic growth, an in-
crease in the demand for a company’s products, and a decrease in the intensity of competition through 
mergers among large companies to acquire market share (Guest, 2009). In support of this last factor, 
Bugeja, Da Silva Rosa, Duong, and Izan (2012) found that CEOs receive higher compensation in the year 
in which acquisition or mergers are completed and the following year.

In light of the above, this study is important because it attempts to find answers to the following key 
questions in the context of Jordan, an emerging economy: 

1. What is the relationship between the compensation received by CEOs and the financial perfor-
mance of Jordanian public shareholding industrial companies?

2. What is the relationship between the compensation received by CEOs and the characteristics of 
CEOs in Jordanian public shareholding industrial companies?

1. LITERATURE REVIEW  

1.1. CEO compensation

In light of the acceleration in business growth 
throughout the world and the emergence of glo-
balization, company owners prefer that compe-
tent professionals manage their organizations. 
Therefore, in the context of this study, the top 
management of a company, the CEO, can be con-
sidered a business agent who serves the company 
and is given the necessary level of authority and 
delegated powers to make the best decisions in the 
interest of the company. However, differences be-
tween the interests of CEOs and the owners may 
arise, which can lead to conflict, or the so-called 
agency problem, where CEOs may choose to place 
their personal goals above those of the company.

According to the allocation theory of control, in a 
major company, a professional CEO occupies the 
best position because their salary tends to increase 
as a result of any marginal increase in the produc-

tivity of their company, thus providing a theoreti-
cal basis for the existence of a positive relationship 
between CEO compensation and the size of the 
company (Lau & Vos, 2004). 

On the other hand, according to agency theo-
ry, CEOs’ compensation should be positively re-
lated to the company’s performance. However, 
this theory does not provide any guidance as to 
the strength of that correlation. Therefore, many 
studies have tried to measure this relationship. 
The most notable study is that Jensen and Murphy 
(1990) found that the compensation of the CEO 
in many industries seems somewhat insensitive 
to company performance; that is to say, there is 
a statistically significant positive correlation, but 
the value of the coefficient is small.

In the current study, CEO compensation is meas-
ured using the natural logarithm (Ln) to ascer-
tain the total amount of compensation received by 
the CEOs in the study sample, namely, Jordanian 
public shareholding industrial companies. This 
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variable was adopted following previous studies 
(Banker, Darrough, Huang, & Plehn-Dujowich, 
2013; Kanapathippillai, Gul, Mihret, & Muttakin, 
2019; Nourayi & Daroca, 2008; Parthasarathy, 
Menon, & Bhattacherjee, 2006; Perry & Zenner, 
2001).

1.2. Financial performance scales 

Generally speaking, companies produce financial 
statements that contain preliminary financial results 
that are of limited informational value. Therefore, 
financial ratios are very useful tools for measuring 
and evaluating the business performance that is 
described in these financial statements. These ra-
tios can be used to understand profitability, asset 
management, liquidity, and key business trends, as 
well as assess management performance and over-
all effectiveness (Alexander, 2018). In short, finan-
cial ratios play a crucial role in the analysis of finan-
cial statements because these statements provide 
the proper basis for evaluating the financial status 
of a business entity (Knight & Bertoneche, 2000). 
The most useful of these ratios are return on assets 
(ROA), Tobin’s Q model, earnings per share (EPS), 
net profit margin (NPM), and leverage.

1.2.1. Return on assets 

Investors and managers are often more interested 
in the amount of profit derived from invested cap-
ital than the profit level as a percentage of sales. 
Companies that operate in industries that need 
large capital often have high-profit margins, but 
these companies are often less attractive when the 
amount of invested or exploited capital is taken 
into account (Knight & Bertoneche, 2000; Kato & 
Kubo, 2006; Lilling, 2006; Mitsudome, Weintrop, 
& Hwang, 2008). The following formula can repre-
sent the ROA ratio:

  ,
 

EBIAT
Return on assets

Total assets
=  

where EBIAT  denotes earnings before interest af-
ter taxes.

1.2.2. Tobin’s Q model 

Also known as the R ratio, Tobin’s Q is one of the 
most important measures used in representing 
the companies’ performance. It reflects the po-

tential growth of the company’s assets, which is 
calculated by dividing the total market value of 
the company by the total value of the company’s 
assets. The Tobin’s Q indicates whether the com-
pany’s assets’ market value is estimated at a value 
higher or lower than the book value of the com-
pany’s assets. This variable has been used in sev-
eral previous studies (e.g., Alabede & Muff, 2015; 
Cui & Mak, 2002; Dezső & Ross, 2008; Weber & 
Dudney, 2003; Chung & Pruitt, 1994). The follow-
ing formula can represent the R ratio:

   
 .’

   

Market value of firm
Q

Assets v
T

alue o
obin s

f firm
=

1.2.3. Earnings per share

The EPS can be described as a general scale of effi-
ciency reflecting how much a regular shareholder 
will earn after deducting the premium share of the 
net profit after interest and taxes. A firm’s man-
agement tends to use EPS as an indicator and a 
standard against which many decisions are meas-
ured, particularly those related to the financing 
of future company expansion (Gitman, Juchau, 
& Flanagan, 2015). This variable has been used 
in prior work (e.g., van der Laan, Van Ees, & Van 
Witteloostuijn, 2010). The following formula can 
represent the EPS ratio: 

Earnings available 

for common stockholders
Earning per share .

Number of  shares 

of  common stock outstanding

=
 

1.2.4. Net profit margin 

The NPM is used to measure the percentage val-
ue of sales revenue after deducting all costs and 
expenses, including interest, taxes, and preferred 
stock distributions. The higher the company’s 
NPM, the better. The NPM is considered a general 
scale that can be used to determine the efficiency 
of management, as reflected in the company’s pro-
duction, selling, and financing activities (Gitman 
et al., 2015; Nulla, 2013). The following formula 
can represent the NPM ratio: 

Earnings available 

for common stockholders
Net profit margin = .

Sales

 



243

Investment Management and Financial Innovations, Volume 17, Issue 2, 2020

http://dx.doi.org/10.21511/imfi.17(2).2020.19

1.2.5. Leverage 

Essentially, leverage is a ratio used to measure 
the company’s reliance on third-party funds to fi-
nance its assets. When the percentage of leverage 
rises, the financing and non-payment risks also 
rise. Conversely, the lower the percentage of lev-
erage, the stronger the indication that the compa-
ny’s owners have invested additional funds in the 
company (Brigham & Houston, 2019; Elsayed & 
Elbardan, 2018; Hall & Liedtka, 2005), which thus 
implies enhanced confidence and stability. The 
following formula can represent the leverage ratio: 

 
.

 

Total dept
Leverage

Total dept Equity
=

+

1.2.6. Company size

Last but not least, company size is an important 
indicator of performance. As in the current study, 
company size can be measured using the Ln for 
the company’s total assets. Companies with a large 
capital can diversify their sources of income, mak-
ing them competitive and thus less vulnerable to 
bankruptcy. Furthermore, such companies are 
less likely to borrow, and this consequently reduc-
es the cost of financing (Allen & McAllister, 2018; 
Blackwell, Dudney, & Farrell, 2007; Chen, 2005).

1.3. CEO characteristics

1.3.1. CEO duality

In the current study, CEO duality is used as a 
dummy variable. In other words, CEO duality 
is represented by giving a value of 1 to the CEO 
variable if the CEO is also a member of the board 
of directors, otherwise 0. This approach is in line 
with previous research (Fahlenbrach, 2009; Feng, 
Ghosh, & Sirmans, 2007; Saravanan, Srikanth, & 
Avabruth, 2016; Sheikh et al., 2018).

1.3.2. CEO age 

Many studies have shown that the age of the CEO 
has a positive correlation with company per-
formance (Serfling, 2014), which is reflected in 
the amount of the CEO compensation awarded 
(Nulla, 2013; Zhang & LV, 2017). However, Bhabra 
and Zhang Yu.  (2016) found a negative correlation 
between the age of the CEO and the growth and 

market value of the company, and that the sensi-
tivity of this relation decreases according to com-
pany profitability; Bhabra and Zhang Yu (2016) 
also found that there is a positive relationship be-
tween company profitability and young CEOs in 
the case of small companies, and a negative rela-
tionship between profitability and older CEOs in 
the case of large companies, which implies that 
the relationship between CEO age and company 
performance may be more nuanced.

1.4. Compensation of CEOs  

and financial performance

Financial performance is a key indicator for com-
panies because it underpins continuity and sus-
tainability. This indicator’s importance has in-
creased in recent years, as indicated by the liter-
ature in this area that has sought to determine 
the factors that are most important to improving 
financial performance and, thus, the achievement 
of company objectives. Moreover, the literature 
has shown a positive correlation between the value 
of CEO compensation and financial performance. 
Hence, financial performance is also associated 
with CEO characteristics.

Brick, Palmon, and Wald (2006) indicated that one 
of the most important reasons for the existence of 
a positive correlation between the amount of CEO 
compensation and a company’s financial perfor-
mance is the performance of the CEO because the 
talents and efforts of the CEO are reflected in the 
financial performance of the company. However, 
Gregg, Machin, and Szymanski (1993) found that 
the amount of CEO compensation is only weakly 
associated with financial performance. Moreover, 
Jenson and Meckling (1976) indicated that not all 
the activities performed by a CEO, whether paid 
or compensation-based, are necessarily in fa-
vor of the company, given that a CEO has priv-
ileged information about the company, and they 
are responsible for controlling all its activities. 
Nevertheless, a company’s financial performance 
can be defined as a measure of whether the com-
pany’s objectives have been achieved efficiently 
and effectively (Wachira, 2012). Company perfor-
mance can also be defined as the ability to main-
tain growth and income stability. Accordingly, the 
following hypotheses were formulated for the cur-
rent study: 
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H1: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the compensa-
tion of CEOs and the financial performance 
of Jordanian public shareholding industrial 
companies.

H1-a: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the amount of 
financial compensation received by CEOs 
and the return on assets of the company.

H1-b: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the amount of 
financial compensation received by CEOs 
and the earnings per share of the company.

H1-c: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the amount of 
financial compensation received by CEOs 
and the market value of the company.

H1-d: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the amount of 
financial compensation received by CEOs 
and the company’s net profit margin.

H2: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the financial 
compensation received by the CEO and the 
characteristics of the CEO in Jordanian pub-
lic shareholding industrial companies.

H2-a: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the amount of 
financial compensation received by the CEO 
and CEO duality.

H2-b: There is a statistically significant relation-
ship at sig. α ≤ 0.05 between the amount of 
financial compensation received by the CEO 
and the age of the CEO.

1.5. Previous studies

Elsayed and Elbardan (2018) aimed to determine 
whether the compensation received by CEOs 
had a significant impact on the performance of 
companies or vice versa by analyzing the data of 
FTSE 350 companies, i.e., the largest 350 compa-
nies listed on the London Stock Exchange, from 
2010 to 2014. The study concluded that there is 

a positive and important relationship between 
the compensation of CEOs and the performance 
of these companies, which is in line with agency 
theory.

Xia and Meng-Lei (2017) looked at the structure 
of the financial compensation offered to CEOs 
of non-financial U.S. companies and the impact 
that CEOs have on company performance. The 
study was conducted on a sample of 828 compa-
nies based in the United States, and it conclud-
ed that the level of compensation as a whole has 
a positive impact on financial performance, ac-
cording to Tobin’s Q model and the ROA scale. It 
also concluded that equity-based compensation 
acts as a positive incentive that pushes CEOs to 
improve their performance. However, it should 
be noted that restricted stocks represented equi-
ty-based compensation because it has been argued 
that stock options have no impact on corporate 
performance. Hence, the result reported by Xia 
and Meng-Lei (2017) differs from those reported 
in most previous studies. Moreover, the study also 
stated that while salary accounted for only 27.6% 
of the total compensation package received by 
CEOs in the sample, it seems to have been award-
ed by using methods that have a negative impact 
on company performance. 

Choi and Kim (2017) attempted to ascertain 
whether equity-based compensation impacted the 
market’s ability to predict future returns by inves-
tigating the data on a sample of 1,500 companies 
listed on the S&P 1500 from 1995 to 2007. The 
study concluded that equity-based compensation 
enhances the relationship between current and 
future returns. This indicates that an increase in 
information about future earnings is reflected in 
current stock prices.

Meanwhile, Fallatah (2015) indicated a significant 
relationship between CEO compensation and per-
formance measures in Saudi Arabian companies. 
The study also found that using the compensation 
contract to align the actions of the CEOs with the 
success of the company through the idea of “pay 
for performance” is the strategy used by most 
companies in the sample.

In a larger study covering several countries, 
Yang, Dolar, and Mo (2014) explored the impact 
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of CEO compensation on performance before 
and after the global financial crisis of 2007–
2008 by studying the data on 3,286 different 
companies and 6,224 CEOs. The study conclud-
ed that the relationship between CEO compen-
sation and company performance exhibits dif-
ferent patterns in the periods before and after 
the global financial crisis. The incentive-based 
contracts that were given to CEOs did not con-
stitute an effective tool in improving the finan-
cial results of companies in the wake of the cri-
sis. The study also found a positive, statistical-
ly significant impact on CEO compensation on 
performance before and after the crisis.

On the other hand, Conyon and He (2012) ex-
amined CEOs’ compensation in Chinese com-
panies by focusing on three main questions: (i) 
Are CEOs compensated based on company per-
formance? (ii) Is CEO compensation important 
to the company? and (iii) Does corporate gov-
ernance affect CEO compensation? The study 
relied on data on the compensation of the CEOs 
of the Chinese companies listed on the Chinese 
Stock Exchange from 2000 to 2010. The study 
concluded that CEO compensation is positively 
related to accounting performance, as represent-
ed by ROA and the market performance of the 
companies’ stock in the study sample. The study 
also found that CEO equity and stock granting 
are affected by the structure of the board of di-
rectors and the structure of equity.

In a different vein, Bugeja et al. (2012) looked at 
the compensation received by the CEOs of 177 
Australian companies that underwent a merger 
and/or acquisition from 2000 to 2007. The study 
found that CEOs receive higher compensation 
in the year in which the acquisition/merger is 
completed, as well as in the following year. The 
study also concluded that there is a positive cor-
relation between CEO compensation and com-
pany performance, as well as between some of 
the measures of CEO effort and skill in com-
pleting the merger/acquisition transaction. 
Nevertheless, it was also revealed that CEOs re-
ceive less reward and compensation if they have 
more administrative authority (i.e. if the CEO is 
a member of the board of directors or a member 
of a board committee such as the nominations 
committee).

Also, in the Australian context, Matolcsy and 
Wright (2011) estimated a model of the CEO 
compensation structure in order to try to iden-
tify an “efficient structure” based on company 
characteristics and to develop a test to assess 
the performance outcomes that would result 
from a deviation from the effective CEO com-
pensation structure. To achieve these objectives, 
the study examined 3,503 firm years covering 
the period 1999–2005. The study concluded that 
a company whose CEO receives compensation 
that is inconsistent with the company’s perfor-
mance shows poorer performance than a com-
pany whose CEO compensation level is consist-
ent with the company’s characteristics.

Finally, Elsaid, Davidson, and Wang (2011) com-
pared the negotiating power of internally and 
externally appointed CEOs. To achieve this ob-
jective, the results of 99 CEOs appointed from 
outside the company were compared with those 
of 99 CEOs appointed from within the compa-
ny for the period 1992–2003. The study found 
that a CEO from outside the company has great-
er bargaining power than a CEO from within 
the company, and therefore the CEO from out-
side the company enjoys greater compensation 
than a CEO from within the company. Besides, 
the study found that the appointment of a CEO 
from abroad poses a greater risk than the CEO 
appointed from within the company because of 
information asymmetry when hiring an outsider. 

2. METHODOLOGY

2.1. Study population and sample

In the current study, the financial data of all 25 
Jordanian public shareholding industrial compa-
nies listed on the ASE is included in the analysis. 
The data covered eight years from 2010 to 2017 and 
were downloaded from the ASE website. The peri-
od 2010–2017 was chosen to avoid the impact of 
the global financial crisis and was also based on 
the availability of relevant information on these 
companies. The data were in the form of a bal-
anced panel dataset consisting of 200 observa-
tions. Table 1 shows the companies’ distribution 
in the study sample according to the nature of 
their industrial activity.
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Table 1. Distribution of companies by industry

Activity No. of companies
Chemical 6

Electrical 2

Engineering 5

Food 5

Mining 4

Pharmaceutical 2

Textile 1

Total 25

2.2. Study models 

To achieve the study objectives, a multiple linear 
regression model was used as represented by the 
following formulas:

( )

( )

1

2 3 4

5 6

’  

 ,

itit

it it it

it itit
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Tobin s Q EPS NPM

Leverage Ln Total assets
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CEO Age

α β
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+

+
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 (2)

where ( )Ln Compensation  – Logarithm for com-
pensation, ROA  – Return on assets, ’  Tobin s Q  

– Tobin’s Q model, EPS  – Earnings per share. 
NPM  – Net profit margin, Leverage  – Financial 
leverage, ( ) Ln Total assets  – Logarithm for to-
tal assets,  CEO Duality  – The duality of the 
CEO,  CEO Age  – The age of the CEO.

2.3. Data analysis  

and hypotheses testing

2.3.1. Descriptive statistics

Table 2 provides the summary statistics for the 
study variables, as reported previously. The mone-
tary value is given in Jordanian dinar (JOD).

Referring to Table 2, the analysis of the data re-
vealed the following key points:

• CEO compensation: The mean amount of CEO 
compensation was JOD 107,971, with a stand-
ard deviation of JOD 73,130. The compensa-
tion ranged from JOD 8,272 to JOD 338,165. 
This reveals that there is a significant dispar-
ity in the amount of compensation received 
by CEOs in Jordanian public shareholding in-
dustrial companies. This discrepancy may be 
attributed to the companies’ performance that 
is correlated to the amount of compensation.

• Return on assets: The mean ROA was 3.2%, 
with a standard deviation of approx. 7.1%. The 
mean ranged from -28.3% and 38.4%. This 
indicates that there is a significant disparity 
in the ROA of Jordanian public sharehold-
ing industrial companies. This disparity may 
be due to the type of industrial activity en-
gaged in by the companies in addition to their 
performance.

• Tobin’s Q model: The mean of Tobin’s Q mod-
el was 69.4%, with a standard deviation of ap-
prox. 56.5%. The mean ranged from a min. 
of approx. 2.9% to a max. of approx. 359.5%. 
This indicates that some companies have a 
very high market value because of their high 
performance. However, there are also some 
companies that have a very low market val-
ue compared to the value of the underlying 
investment.

• Earnings per share: The mean EPS was 18.0%, 
with a standard deviation of 49.4%. The mean 
ranged from a min. of approx. –107.7% to a 
max. of approx. 359.7%. This shows that there 
is a significant disparity in the EPS among 

Table 2. Summary statistics of the variables

Variable Mean Median Maximum Minimum Std. Dev.
Compensation JOD 107,971 JOD 84,386 JOD 338,165 JOD 8,272 JOD 73,130

ROA 3.2% 2.8% 38.4% –28.3% 7.1%

Tobin’s Q 69.4% 52.6% 359.5% 2.9% 56.5%

EPS 18.0% 6.7% 359.7% –107.7% 49.4%

NPM 4.7% 3.8% 65.1% –64.7% 16.9%

Leverage 30.9% 27.8% 94.5% 2.5% 20.2%

Total assets JOD 161,000,000 JOD 19,037,049 JOD 1,800,000,000 JOD 3,658,872 JOD 377,000,000

Age 57 57 81 36 9

CEO Duality (Dummy Variable) 64.5% 1 1 0 48.0%
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the Jordanian public shareholding industrial 
companies.

• Net profit margin: The mean of the NPM was 
4.7%, with a standard deviation of 16.9%. The 
mean ranged from a min. of approx. –64.7% 
to a max. of approx. 65.1%. 

• Leverage: The mean leverage rate was 30.9%, 
with a standard deviation of approx. 20.2%. 
The rate ranged from a min. of approx. 2.5% 
to a max. of approx. 94.5%. This indicates 
that companies rely on equity to finance their 
assets. 

• Total assets: The mean of the total assets was 
JOD 161,000,00, with a standard deviation 
of approx. JOD 377,000,000. The rate ranged 
from a min. of approx. JOD3,658,872 to a max. 
of approx. JOD 1,800,000. 

• CEO age: The mean age of the CEOs was 57 
years, which indicates that most CEOs have 
very long working experience.

2.3.2. Multicollinearity test

A correlation coefficient of up to 70% is consid-
ered to indicate multiple linear correlation prob-
lems. Thus, a high Pearson’s correlation coeffi-
cient indicates a strong and almost complete re-
lationship among the variables. When this occurs, 
it makes the values of the coefficient of interpre-
tation unreal (Sekaran & Bougie, 2016). Table 3 
shows the relationships between the independent 
variables according to Pearson’s correlation coef-
ficient value.

Referring to Table 3, all the correlation coefficient 
values were less than 0.70. Therefore, it was con-
cluded that there was no problem with multiple 
linear correlations among the study variables, and 

there were no complete linear relationships among 
the independent variables of the study. Besides, 
further collinearity test was performed to deter-
mine whether linear duality was present among 
the variables used in the analysis. Table 4 shows 
the results of this test.

Table 4. Tolerance and Variance Inflation Factor 
(VIF) test

Model
Collinearity statistics

Tolerance VIF

ROA .315 3.172

Tobin’s Q .436 2.295

EPS .340 2.938

NPM .468 2.135

Leverage .728 1.374

Ln(Total Assets) .581 1.721

Referring to Table 4, the test results revealed that 
there was no linear duality among the variables be-
cause the variation inflation factor for each of the 
independent variables was less than 10 (ranging be-
tween 1.374 and 3.172). Furthermore, the value of the 
variance that was allowed for all the variables was 
greater than 0.05 (ranging between 0.340 and 0.728). 
Therefore, it was concluded that the correlation 
among the variables was not high, indicating a lack 
of linear duality among the variables (Miles, 2014).

2.3.3. Hausman test results

After confirming that linear duality and homo-
geneity were not present, the data were subjected 
to a regression analysis using the ordinary least 
squares method. Besides, the fixed effect model 
was used for the Hausman test value. Table 5 pro-
vides the results of the Hausman test. 

Table 5. Correlated random effects – Hausman test

Test summary Chi-sq. 
statistic

Chi-sq. 
d.f.

Prob.

Random cross-section 30.660734 6 0.0000

Table 3. Pearson’s correlation coefficient values for the relationships between the variables

ROA Tobin’s Q EPS PMR Leverage Ln(Total Assets)
ROA 1 0.66069 0.65679 0.69726 –0.26459 0.18961

Tobin’s Q 0.66069 1 0.64174 0.48533 –0.36506 0.18681

EPS 0.65679 0.64174 1 0.47611 –0.10446 0.52434

NPM 0.69726 0.48533 0.47611 1 –0.29404 0.25598

Leverage –0.26459 –0.36506 –0.10446 –0.29404 1 0.23570

Ln(Total Assets) 0.18961 0.18681 0.52434 0.25598 0.23570 1
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3. RESULTS 

The first main hypothesis (H1) states that there 
would be a positive relationship between the com-
pensation of the CEO and the financial perfor-
mance of Jordanian public shareholding indus-
trial companies was tested by using the following 
general linear model: 

( )

( )

1

2 3 4

5 6

’  

 ,
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it it it

itit it

Ln Compensation ROA
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where financial performance was represented by 
the independent variables ,ROA  ’  Tobin s Q  
model, ,EPS  ,NPM  ,Leverage  and the Ln  of 
the company’s total assets as a control variable. 

The model was estimated by using the panel least 
squares method. The estimation is shown in Table 6, 
in which the results of the regression are shown based 
on using the Ln for the amount of CEO compensa-
tion (Ln compensation) as the dependent variable.

Referring to Table 6, ROA, Tobin’s Q, EPS, NPM, 
leverage, and company size (total assets) as the 

model had a statistically significant relation-
ship with the compensation received by CEOs in 
Jordanian public shareholding industrial compa-
nies. The calculated value of F was 18.65652 at sig./
Prob. = 0.000, where the probability value (p-value) 
was less than α ≤ 0.05. Hence, this result confirmed 
the hypothesis that there would be a relationship 
between the amount of the compensation received 
by CEOs and the performance of Jordanian public 
shareholding industrial companies. 

The regression equation in Table 6 also shows a 
high illustrative value, where the value of the se-
lection coefficient (R2) and the adjusted selection 
coefficient (adjusted R2) were 76.80% and 72.69%, 
respectively, i.e., the independent variables (per-
formance) had an impact on the dependent varia-
ble (the amount of CEO compensation) of 76.80%.

Moreover, the regression coefficient values re-
vealed the following relationships between the in-
dependent variables and CEO compensation:

1. Return on assets had a negative and significant 
relationship with the amount of CEO com-
pensation, where the t-statistic was –2.094082 
at sig./Prob. = 0.0377, which was below the sta-

Table 6. Results of the regression equation (first model)

Dependent Variable: Ln(Compensation)
Method: Panel Least Squares

Date: 01/26/20 Time: 03:09

Sample: 2010–2017

Periods included: 8

Cross-sections included: 25
Total panel (balanced) observations: 200

Variable Coefficient Std. Error t-statistic Prob.

ROA –0.856944 0.409222 –2.094082 0.0377

Tobin’s Q 0.007694 0.044937 0.171220 0.8643

EPS –0.097300 0.046731 –2.082134 0.0388

NPM 1.066826 0.189041 5.643373 0.0000

LEVERAGE –0.632454 0.174594 –3.622424 0.0004

Ln(Total Assets) 0.345363 0.132149 2.613427 0.0098

C 2.527904 0.971638 2.601692 0.0101

Effects specification
Cross-section fixed (dummy variables)

R-squared 0.768079 Mean dependent var 4.934858

Adjusted R-squared 0.726909 S.D. dependent var 0.305555

S.E. of regression 0.159677 Akaike info criterion -0.689745

Sum squared resid 4.308956 Schwarz criterion -0.178506

Log likelihood 99.97447 Hannan-Quinn criterion -0.482854

F-statistic 18.65652 Durbin-Watson stat 1.750328

Prob (F-statistic) 0.000000
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tistical significance level of 0.05. This means 
that ROA negatively affects the compensation 
received by the CEOs in the public sharehold-
ing industrial companies in Jordan.

2. Tobin’s Q had a positive but not statistically sig-
nificant relationship with the amount of CEO 
compensation, where the calculated t-statistic 
was 0.171220 at sig./Prob. = 0.8643, which was 
greater than the significance level of 0.05. This 
means that there is a positive but insignificant 
relationship between Tobin’s Q model and the 
compensation received by the CEOs.

3. Earnings per share had a statistically signifi-
cant negative relationship with the amount of 
CEO compensation, where the value of the cal-
culated t-statistic was −2.082134 at sig./Prob. = 
0.0388, which was below the statistical level of 
significance of 0.05. This means that there is a 
negative and significant relationship between 
EPS and the compensation of the CEOs.

4. Net profit margin had a statistically positive rela-
tionship with the amount of CEO compensation, 
where the calculated value of the t-statistic was 

5.643 at sig./Prob. = 0.0000, which was below the 
p-value of 0.05. This means that there is a posi-
tive, significant relationship between NPM and 
the amount of CEO compensation.

5. Leverage had a statistically negative relation-
ship with the amount of CEO compensation, 
where the calculated value of the t-statistic 
was –3.622424 at Prob. = 0.0004, which was 
below the significance level set at p = 0.05. 
This confirms that there is a negative and sig-
nificant relationship between leverage and 
CEO compensation. 

The second main hypothesis (H2) states that there 
would be positive effects of the age of the CEO 
and the duality of the CEO on CEO compensa-
tion in Jordanian public shareholding industrial 
companies was tested by using the following gen-
eral linear model: 
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This model was estimated using the panel least 
squares method. Table 7 shows the results of the 

Table 7. Results of the regression equation (second model)

Dependent Variable: Ln(Compensation)
Method: Panel EGLS (Cross-section random effects)
Date: 02/12/20 Time: 01:55

Sample: 2010−2017
Periods included: 8

Cross-sections included: 25
Total panel (balanced) observations: 200
Swamy and Arora estimator of component variances

Variable Coefficient Std. Error t-statistic Prob.

CEO Duality 0.035436 0.056103 0.631637 0.5284

CEO Age 0.007085 0.002742 2.583741 0.0105

C 4.506114 0.155415 28.99411 0.0000

Effects specification
S.D. Rho

Cross-section random 0.257868 0.6667

Idiosyncratic random 0.182320 0.3333

Weighted statistics
R-squared 0.048985 Mean dependent var 1.196759

Adjusted R-squared 0.039330 S.D. dependent var 0.185684

S.E. of regression 0.181996 Sum squared resid 6.525111

F-statistic 5.073593 Durbin-Watson stat 1.000115

Prob(F-statistic) 0.007103

Unweighted statistics
R-squared −0.014370 Mean dependent var 4.934858

Sum squared resid 18.84638 Durbin-Watson stat 0.346266
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regression obtained using the Ln for the amount 
of CEO compensation (Ln Compensation) as the 
dependent variable. The results in Table 7 were ob-
tained using EViews.

Referring to Table 7, CEO duality and CEO age 
as models had a statistically significant relation-
ship with the amount of compensation received by 
the CEOs. The calculated value of F was 5.073593, 
with a significance of Prob. = 0.007103. Hence the 
p-value was less than α ≤ 0.05. Therefore, hypoth-
esis H2 was supported. 

The regression equation in Table 7 shows an illus-
trative value for the selection coefficient (R2) and 
the adjusted selection coefficient (adjusted R2), 
which were 4.89% and 3.93%, respectively. This 
means that the independent variables (CEO dual-
ity and CEO age) as a model affect the dependent 
variable (amount of CEO compensation) by 3.93%.

The regression coefficients’ values showed that 
the independent variable CEO duality had a pos-
itive but insignificant relationship with CEO 
compensation, where the value of the t-statistic 
was 0.631637 at Prob. = 0.5284, which was great-
er than the level of statistical significance (0.05). 
This means that CEO duality does not affect the 
amount of compensation received by CEOs.

On the other hand, CEO age had a positive and sta-
tistically significant relationship with CEO com-
pensation, where the value of the t-statistic was 
2.583741 at Prob. = 0.0105, which was below the sta-
tistical level of significance (0.05). This means that 
there is a statistically positive relationship between 
CEO age and the amount of CEO compensation.

4. DISCUSSION

There is a large disparity in the amount of com-
pensation received by the CEOs in Jordanian pub-
lic shareholding industrial companies.

The compensation of CEOs has a statistically sig-
nificant impact on the financial performance of 
Jordanian public shareholding industrial compa-
nies. This result is consistent with Conyon and 
He (2012), Elsayed and Elbardan (2018), Fallatah 
(2015), and Xia and Meng-Lei (2017).

Return on assets has a negative impact on the 
amount of compensation received by the CEOs 
in Jordanian public shareholding industrial com-
panies. This means that the larger the amount of 
CEO compensation, the greater the effect on ROA 
because such compensation reduces net profit and 
thus negatively affects ROA. This result is consistent 
with Lilling (2006) and Xia and Meng-Lei (2017).

The amount of CEO compensation has a nega-
tive impact on EPS. This result can be explained if 
CEOs’ compensation reflects the ROA of Jordanian 
public shareholding industrial companies. This re-
sult is consistent with van der Laan et al. (2010).

Net profit margin has a positive impact on the fi-
nancial performance of Jordanian public share-
holding industrial companies. This could be attrib-
uted to the fact that the top management in these 
companies, including the CEO, plays an important 
role in enhancing sales volume, and therefore this is 
reflected in the amount of CEO compensation. This 
result is consistent with Nulla (2013).

There is a statistically negative relationship between 
leverage and the amount of CEO compensation. 
In other words, the higher the company’s indebt-
edness, the lower the amount of CEO compensa-
tion. This result is consistent with Bebchuk and 
Spamann (2009) and Elsayed and Elbardan (2018).

The size of the company plays a key role in deter-
mining the amount of compensation received by 
the CEOs in Jordanian public shareholding in-
dustrial companies. This is consistent with Allen 
and McAllister (2018), Blackwell et al. (2007), 
and Chen (2005).

The mean age of the CEOs was 57 years, which 
implies that most of the CEOs had a high level of 
working experience and which, in turn, suggests 
that this wealth of expertise would be reflected in 
the financial performance of the companies they 
managed as well as in the compensation received. 
This result is consistent with Nulla (2013), Serfling 
(2014), and Zhang and LV (2017). 

Tobin’s Q model had a positive but statistical-
ly insignificant relationship with the amount of 
compensation given to CEOs in Jordanian public 
shareholding industrial companies.
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CEO duality has a positive but statistically insignificant relationship with the compensation received 
by CEOs in Jordanian public shareholding industrial companies. This may be because most CEOs hold 
executive positions in these companies (i.e., the CEOs are also members of the board of directors). This 
result is consistent with Elsaid et al. (2011) and implies that governance in these companies is to be 
strengthened.

CONCLUSION

Based on the results obtained regarding the relationship between the amount of compensation received 
by CEOs and the financial performance of Jordanian public shareholding industrial companies, the fol-
lowing five key recommendations are made concerning enhancing the performance of these companies:

1. Motivate CEOs by giving them equity tools as a mechanism by which to relate their own perfor-
mance to the financial performance of the company in which they hold a position.

2. Work on attracting highly qualified CEOs from outside the company to strengthen governance 
within the company.

3. Retain CEOs whose companies achieve high financial performance by awarding them appropriate 
compensation will enhance their productivity and, in turn, will be reflected in the company’s im-
proved performance.

4. Use leverage as a tool to relate the company’s financial performance with the compensation received 
by the CEO to take advantage of the tax advantage.

5. Conduct further studies on the compensation of CEOs in companies to identify the determinants 
of and methods used in awarding compensation in the Jordanian context. 
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