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ABSTRACT

Issue that revolves around risks and bank performance has always been an essential and
critical element for banking sector in Jordan. Indeed, this study examines the impact of
risks on bank performance in Jordan. Data of this study were retrieved from the Data
Stream and annual reports of listed banks in Amman Stock Exchange (ASE). The sample
of study comprises of 15 banks in Jordan and the period of study is confined to 2010-
2014 which involved 75 observations. The dependent variable of this study is bank
performance which was measured by using ROA while risks’ hypotheses variables are
operational risk, credit risk, and liquidity risk. The results show that operational risk and
credit risk have a negative significant relationship with ROA while liquidity risk is found
to have a positive insignificant relationship with ROA. Also, the study discovers that the
relationship between firm size and ROA is negatively significant while the relationship
between bank age and ROA is found to be positively significant. Finally, the result of the
relationship between management change and ROA is positively insignificant. Hence,
hypotheses of significant relationship between operational risk and credit risk with bank
performance are supported while hypothesis of significant relationship between liquidity
risk and bank performance is not. Moreover, the study provides suggestions and

recommendations for future research work.

Keywords: Operational Risk, Credit Risk, Liquidity Risk, Return on Assets, Bank

Institution.



ABSTRAK

Isu berkaitan risiko dan prestasi bank di Jordon adalah kritikal dan menjadi elemen yang
penting untuk dikaji. Oleh itu, kajian ini mengkaji kesan risiko terhadap prestasi bank di
Jordon. Data kajian ini diperolehi daripada Data Stream dan laporan tahunan bank yang
disenaraikan di Bursa Saham Amman (ASE). Sampel kajian adalah terdiri daripada 15
buah bank di Jordon dan tempoh kajian adalah terhad kepada tahun 2010 sehingga 2014
yang membentuk 75 pemerhatian. Pemboleh ubah bersandar dalam kajian ini adalah
prestasi bank yang diukur dengan menggunakan pulangan atas aset (ROA). Manakala
pemboleh ubah hipotesis risiko ialah risiko operasi, risiko kredit dan risiko kecairan.
Dapatan kajian menunjukkan bahawa risiko operasi dan risiko kredit menpunyai
hubungan yang negatif dan signifikan dengan ROA, manakala risiko kecairan didapati
mempunyai hubungan yang positif dan tidak signifikan terhadap ROA. Kajian ini juga
mendapati bahawa hubungan saiz firma dan ROA adalah negatif dan signifikan,
manakala hubungan antara umur bank dan ROA didapati positif dan signifikan. Akhir
sekali, terdapat hubungan yang positif dan tidak signifikan antara perubahan pengurusan
dengan ROA. Justeru itu, hipotesis kajian menunjukkan bahawa terdapat hubungan yang
signifikan antara risiko operasi dan risiko kredit terhadap prestasi bank. Manakala risiko
kecairan tidak menunjukkan hubungan yang signifikan ternadap prestasi bank. Tambahan
lagi, kajian ini turut menyediakan cadangan untuk penyelidikan pada masa hadapan.

Kata Kunci: Risiko Operasi, Risiko Kredit, Risiko Kecairan, Pulangan atas Aset,

Institusi Bank.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction

The banking sector is the backbone and major component of the financial system. Thus, it
will give impact to the stability of an economy. Any problem and interference that
happens in the banking system will give implications for the economic conditions of a
country (Akkizidis & Khandelwal, 2007). It means the good economic conditions have
resulted from good strategies and good management in handling and controlling any

problems that occur around the country.

According to Ayub (2009) the word ‘bank’ is derived from an Italian word ‘banco’ which
means shelf or bench. It is used to display coins and for trading money. Therefore, a bank
IS an institution authorized to take deposits from customers for their financial purposes in
expanding their short term and long term finance facilities. He also described that the role
of a bank is to keep money which is received from ordinary people, organizations, state
or surplus units which are in circulation of the economy in a country. Then, the bank will
use this pooled money for making advances to others to get a return. The return can be in

the form of interests, dividends or others.

Since the bank is a very important component between surplus and deficit units in the
economy, it needs to maintain and perform their services efficiently (Igbal & Molyneux,
2016). Banks with efficient performance can attract many customers in order to maintain

the economic condition in the country (Igbal & Molyneux, 2016).
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Appendix A

List of Banks in Jordan and Their Websites

S/N | Bank Name Websites
1. | Jordan Islamic Bank http://www.jordanislamicbank.com
2. | Jordan Kuwait Bank http://www.jkb.com
3. | Jordan Commercial Bank http://www.jcbank.com.jo
4. | The Housing Bank for Trade and Finance http://www.hbtf.com
5. | Arab Jordan Investment Bank http://www.ajib.com
6. | Bank Al Etihad http://www.bankaletihad.com
7. | Arab Banking Corporation https://www.bank-abc.com
8. | Invest Bank http://www.investbank.jo
9. | Capital Bank of Jordan http://www.capitalbank.jo
10/ Societe Generale de Banque Jordanie http://www.sgbj.com.jo
11 Cairo Amman Bank http://www.cab.jo
12| Bank of Jordan http://www.bankofjordan.com
13| Jordan Ahli Bank http://www.ahli.com
14| Islamic International Arab Bank http://www.iiabank.com.jo
15/ Arab Bank http://www.arabbank.jo

Source: Central Bank of Jordan (CBJ) annual report, 2015.
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