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ABSTRACT 
 
From year to year, strong attention has been paid to the study of the problems of 

predicting firms’ bankruptcy. Bankruptcy prediction is an essential issue in finance 

especially in emerging economics. Predicting future financial situations of individual 

corporate entities is even more significant. Regression analysis is used to develop a 

prediction model on 22 bankrupt and non-bankrupt Jordanian public listed companies for 

the period 2000 until 2003. The results show that working capital to total assets, current 

asset to current liabilities, market value of equity to book value of debt, retained earnings 

to total asset, and sales to total asset are significant and good indicators of the probability 

of bankruptcy in Jordan. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



v 
 

ACKNOWLEDGMENTS 

 

 
First of all, my praise to Allah S.W.T whose blessing and guidance have helped me to complete 

my dissertation. Peace be upon our Prophet Mohammad S.A.W, who has given light to mankind. 

 

My highest and most sincere appreciation goes to my beloved parents, brothers Ammar, Ahmad, 

and Abd Alfatah, and sisters, who have always encouraged and guided me to be independent, and 

reached the highest peak of my aspirations. I will always be very grateful to my beloved father 

Dr. Yaser Mansour for providing, supporting, and advising me with great patience and attention 

in everything that I had done to complete not only this thesis but also my master program. 

Without this kind gesture, probably I would not have been satisfied with myself as I am now. 

 

I hereby want to thank my supervisor, Associate Professor Norafifah Ahmad, for her invaluable 

advice, constant guidance, great patience, understanding, insight, knowledge, attention, kindness 

and encouragement throughout my study in Universiti Utara Malaysia.  

 

I would like to thank my uncle Dr. Munqith Dagher for his advice, attention and support 

throughout my dissertation. Words alone cannot express my greatest appreciation and gratitude to 

him. I would like to express my high appreciation to my lecturers in the division of Finance and 

Banking, College of Business, and to all my friends. Thanks again to everyone including those 

who I have probably forgotten to mention here. 

 

 

 

 

 

 



vi 
 

TABLE OF CONTENTS 

 

 

 

 

                                                                                                                                   
CHAPTER 1: BACKGROUND  

1.0  Introduction …………………………………………………………………... 1 

1.1  Overview of Economy in Jordan.……………….……………………………… 6 

1.2  Jordanian Economic Performance and Prospects for 2008 and 2009…..………. 8 

1.3  Research Issues and Problem………………………………………………..….. 12 

1.4   Research Questions ….………………………………………………………… 13 

1.5   Research Objective…………………………………………………………... 14 

1.6    Significance of Study………………………………………………………… 14 

1.7    Chapter Summary……………………………………………………………. 15 

  

CHAPTER 2: LITRATURE REVIEW  

2.0    Introduction ……………………………………………………………….. 16 

2.1    Ratio Analysis Methodology ……………………………………………… 17 

2.2    Variables Selection …….……………………………………………….......... 20 

          Liquidity Ratio…………..…………………………………………………… 20 

          Profitability Ratio……….…………………………………………………… 21 

          Leverage Ratio……….……………………………………………………. 21 

          Solvency Ratio……….……………………………………………………. 22 

          Activity Ratio……………..………………………………………………….. 22 

2.3   Empirical Evidence of Bankruptcy …………………………………………... 23 

PERMISSION TO USE ……………………………………………………………. iii 

ABSTRACT …………………….…………………………………………………... iv 

ACKNOWLEDGEMENTS ……………………………… ……………………….. v 

TABLE OF CONTENTS …………………………………………………………… vi 

LIST OF TABLES ……...……………………………………………...................... viii 

LIST OF FIGURES ……………………………………………………………....... 

LIST OF ABBREVIATIONS ………………………………………………………. 

ix 
x 



vii 
 

2.2.1 Multiple Discriminant Analysis (MDA) ……………………………….......... 23 

2.3.2 Logit Model …………………………………………………………………... 27 

2.3.2 Hazard Model ………………………………………………………………. 29 

2.5    Summary ………………………………………………………….. 30 

  

CHAPTER 3: METHODOLOGY   

3.0    Introduction …………………………………………….………………….. 31 

3.1    Hypothesis Development and Variable Selection Criteria …..……………. 33 

3.1.1 Liquidity Ratios…..….……………………………………………………… 34 

3.1.2 Profitability Ratios……………………………………… …………………... 35 

3.1.3 Leverage Ratio ……………………………………………………………… 35 

3.1.4 Solvency Ratios ……………………………………………………………… 36 

3.1.5 Activity Ratio ………………………………………………………………… 37 

3.3     Data Collection ……………………………………………………………. 37 

3.4     Model……………………………………………………………………… 39 

  

CHAPTER 4: Data Analysis and Finding  

4.0     Introduction …………………………………………………….…………….. 41 

4.1     Descriptive Analysis ………………………………………………………. 41 

4.2     Correlation Analysis ………………………………………………………… 44 

4.3     Regression Analysis………………………………………………………...  47 

4.5     Application of the Prediction Model ………………………………. 52 

  

CHAPTER 5: CONCLUSION   

5.0     Introduction ………………………………………………………………… 54 

5.1     Interpretations……………………………………………………………. 54 

5.2     Suggestion for Future Research …………………………………….. 56 

  

REFERENCES……………………………………………………………………… 58 

 

 

 

 



viii 
 

LIST OF TABLES 

 

 
 3.1 Summary of Ratios (Independent Variables) Used in Study……………………… 38 

4.1 Descriptive Analysis for the Dependant Variable and Independent Variables ….… 42 

4.2 Correlation Matrix Among the Independent Variables………………………….… 45 

4.3 Model Summary ……………………………………………………………..…….. 47 

4.4 Regression Analysis for All Observations………………………………...……….. 47 

4.5 Model Summary Except WCTA Ratio…………………………………..………… 48 

4.6 Regression Analysis for All Observations Except WCTA Ratio.............................. 49 

4.7 Model Summary Except NITA Ratio…………….……………………..…………. 50 

4.8 Regression Analysis for All Observations Except NITA Ratio……….…………… 50 

4.9 Estimated Coefficients for the Participation Model……...…………………………... 53 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



ix 
 

LIST OF FIGURES 

 
Figure 1.1 Real GDP Growth Rate 8 

Figure 1.2 Contribution to GDP Growth by Sector, Percentage 9 

Figure 1.3 Budget Deficit (% of GDP) 10 

Figure 1.4 Current Account Performances (% GDP) 11 

Figure 3.1 Study Framework 32 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



x 
 

LIST OF ABBREVIATIONS 

 
 

AID     Agency for International Development 

ARM     Adjustable Rate Mortgages 

CA / CL    Current Assets / Current Liabilities 

C / CL    Cash / Current Liabilities 

CFFO     Cash Flow from Operations 

CPA    Conditional Probability Analysis 

EBIT / I    Earnings before Interest and Tax / Interest 

EBIT / TA    Earnings before Interest and Tax / Total Assets 

EU     European Union 

FCM    Failing Company Model 

FDI     Foreign Direct Investment 

GDP     General Domestic Product   

IMF     International Monetary Fund 

JD     Jordanian Dinar   

MDA     Multiple Discriminant Analysis  

MVE / BVOD   Market Value Equity / Book Value of Total Debt 

NI / S     Net Income / Sales 

NI / TA    Net Income / Total Assets 

RE / TA    Retained Earnings / Total assets 

S / TA     Sales / Total Assets 

TA / TE   Total Assets / Total Equity 

TD / TE    Total Debt / Total Equity 



xi 
 

US$     United States Dollar 

WC / TA    Working Capital / Total Assets 



1 

 

Chapter 1 

Background 

 

1.0 Introduction  

A business core aim is to generate profit and by extension, maximization of 

wealth. In the course of operations, however, a firm might experience financial 

problems caused by both internal and external environmental factors. These financial 

factors lead to what we refer to as financial distress. 

 

The failure or bankruptcy of financially distressed companies often results in 

significant direct and indirect costs to many stakeholders; including shareholders, 

managers, employees, lenders and clients. Significant cost reductions through failure 

prevention may arise if financially distressed companies are identified well before 

failure and estimates then made of their survival probability for a given time frame. 

 

Banks, in operation, have many departments and one of their most important 

departments is that of credit-risk management because this department makes profits by 

granting loans. The credit-risk management department needs to make decisions on 

whether or not they could give loans to their customers. This department normally 

operates on important procedures based on certain criteria that have been systematized, 

for example, the extent of customers’ credit worthiness prior to getting loans. It is 

obvious that supporting evidence of credit worthiness will ensure customers’ future 

repayment of loans and therefore critically influence the final decision of the 
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