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Abstract

This study aims to examine the effect of monetary and financial variables on share 
prices of Jordanian commercial banks for the period 2001–2018. The monetary 
variables used in the research include broad money supply, the interest rate on time 
deposits and inflation, while financial variables include both the deficit of the general 
budget and government expenditures, and the general government domestic debt. A 
multiple linear regression equation is designed using E-Views program to test this 
effect. The study shows that there is a significant positive effect of broad money supply, 
whereas a negative effect of the general budget deficit and a positive effect of the 
domestic debt on share prices of commercial banks in Jordan for the specified period. 
In contrast, there is no effect of both inflation and the interest rate on time deposits 
and government expenditures on the price of shares of Jordanian commercial banks. 
The study recommends taking into account the relationship between the variables 
mentioned in the prices of shares of commercial banks when setting monetary and 
financial policies by the central bank and the government to determine the extent 
to which these variables reflect share prices of Jordanian commercial banks. Overall, 
the regression model reached R2 = 0.63, and this means that 63% of the change in 
the share prices of Jordanian commercial banks is due to changes in the independent 
variables included in the model.
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INTRODUCTION

A large volume of national and foreign savings is traded in the financial 
markets through the sale and purchase of shares and bonds. Many 
investors rely on these markets as the main source of entry, and any 
disruptions in the markets negatively affect the returns of investors. 
It is argued that monetary and financial variables are important in 
affecting share prices. Using these variables, the central bank and the 
government can follow a monetary and financial policy to stabilize 
stock markets. In particular, these markets are affected by expected and 
unexpected changes in the money supply. In general, developments in 
the national economy are based on the efficiency and performance of 
the stock market, which positively influences economic growth. The 
index numbers of share prices play an important role in predicting 
the performance of the stock market, since the changes in share 
prices indicate ups and downs of the trend in share prices as a sign 
of the performance of the market and the national economy together. 
Many studies conducted in both developed and emerging countries 
since the 1980s have shown a strong correlation between monetary 
and financial variables and share prices of companies traded in the 
financial markets. But these studies have reached results that seem 
different and conflicting in some cases. Therefore, this study aims 
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to analyze the effect of monetary and financial variables on the index of share prices of Jordanian 
commercial banks, which many investors need to make the right decision to buy and sell shares at the 
Jordanian financial market.

1. LITERATURE REVIEW

The spread of literature linking monetary and fi-
nancial variables to stock prices dates back to the 
late 1970s. These studies included developed and 
emerging financial markets and found a relation-
ship between these variables and stock prices in 
the mentioned financial markets.

Omornyi and Osaretin (2015) have found a rela-
tionship between money supply, industrial produc-
tion index, the growth rate of oil prices and con-
sumer prices, the interest rate on time deposits for 
one month, as well as changes in the exchange rate, 
and between the share price index on the Nigerian 
stock market for the period 2001–2017. It was found 
that the inflation rate and the money supply nega-
tively affected the index in the short and long term, 
while the industrial production and oil prices had a 
positive and significant impact on the index in the 
short and long term. Menike (2006), in his study 
on the relationship between macroeconomic varia-
bles and stock market prices of shares in Sri Lanka 
for the period 1991–2001, showed that share prices 
were negatively linked to exchange rates, the rate of 
inflation and interest rates on treasury bills, while 
the impact of money supply on stock prices in the 
mentioned stock market was positive.

Chung and Ariff (2016), in their study on the re-
lationship between money supply, bank liquidity 
and returns on stock indices in Canada, Japan, 
the United Kingdom, and the USA in 1990–2013, 
found that the broader money supply positively af-
fected the stock index in the specified countries.

Bosupeng (2014) discussed the relationship be-
tween money supply and stock prices in Botswana 
in 2011–2013. The study found no positive rela-
tionship between money supply and stock pric-
es on the stock exchange mentioned, while other 
studies support the existence of a positive relation-
ship between the two variables.

Picha (2017) found a positive relationship be-
tween money supply and the S&P 500 for the in-

dustry with a 16-month slowdown in the USA; it 
was found that an increase in deposits and the 
currency in the American family sector by USD 
1 million leads to raising the mentioned index by 
0.144 points. Sirucek (2012), in his study on the 
impact of money supply on the Dow Jones for the 
American industry over the period 1967–2011, 
concluded that the presentation of the broad mon-
ey supply (M2) did not have a significant impact 
on the index mentioned, while money supply in 
the broader sense is important for influencing 
volatility of the Dow Jones Manufacturing stock 
price index. Adaramola (2011) found that the price 
of interest, exchange rate, oil prices and gross do-
mestic product (GDP) had a significant impact, at 
the level of 5%, on stock prices on the Nigerian 
Stock Exchange in 1985–2009, while money sup-
ply in the narrow sense and inflation had no signif-
icant effect on share prices.

Muhammad Ahmad Shahid, and Fareena Farheen 
Kamran (2015) found that stock prices in Pakistan 
were affected by macroeconomic variables, in-
cluding inflation rate, the price of production, the 
price of gold, exports, while prices of silver and 
imports did not affect stock prices in the stock 
market of Pakistan in 2005–2014. Hunjra, Chani, 
Shahzad, Farooq, and Khan (2014) revealed a sig-
nificant long-term relationship between inflation 
rate, GDP, price difference, interest rate, and stock 
prices on the Karachi Stock Exchange in 2001–
2011. According to J. Khan and I. Khan (2018), the 
presentation of money supply, exchange rate and 
interest rate significantly affect stock prices on 
the Karachi Stock Exchange for the long period of 
time (2001–2016). In the short term, all these var-
iables insignificantly affect stock prices, except for 
the exchange rate that negatively impacted stock 
prices on the mentioned stock exchange.

Sampath (2011) analyzed the relationship be-
tween macroeconomic variables, such as the real 
exchange rate, the wholesale price index, and the 
industrial production index, and revealed they 
had a significant impact on stock prices in India. 
Moreover, the industrial production index has 
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a significant effect on the long-term stock prices. 
Also, there was a positive relationship between 
economic growth and the share price index dur-
ing 1993–2010.

Oseni and Nwosa (2011) examined the relation-
ship between volatility of the stock market and 
variability of the macroeconomic indicators in 
Nigeria in 1986–2010. They found a relationship 
between GDP and volatility of the stock market, 
while there was no relationship between interest 
rate, inflation rate, and stock market volatility in 
this market.

Kotha and Sahu (2016) discussed the long-term 
and short-term relationship between macroeco-
nomic indicators and stock returns in India in 
2001–2015 and found a positive and significant re-
lationship between the exchange rate, money sup-
ply, consumer prices, the interest rate on treasury 
bills, and the return on the financial market, while 
they found a negative and insignificant relation-
ship between interest rate and equity returns in 
the Indian market. Kganyago and Gumba (2015) 
found a negative correlation between interest rates 
and monthly stock returns in the Zimbabwe mar-
ket for the period from April 2009 to December 
2013. El-Nader and Alraimony (2012) clarified the 
impact of macroeconomic variables on the return 
of shares on the Amman Stock Exchange over the 
period 1991–2010. The authors realized that the re-
al money supply, inflation, the real exchange rate, 
changes in the nominal interest rate negatively af-
fected the stock market returns, while an increase 
in real domestic output positively affected the 
shares of the stock exchange.

Dayyat (2006) also discussed the impact of mon-
etary policy on the capital market in Jordan over 
the period 1989–2004 and found a positive rela-
tionship between money supply and the issuance 
of treasury bills and government bonds, and also 
found that there was a positive relationship be-
tween the money supply and the index of share 
prices in the market mentioned. Al-Shubiri (2013) 
explained the relationship between macroeco-
nomic variables and the extraordinary returns 
on the Amman Stock Exchange for 500 industri-
al companies for the period 2004–2012. The study 
concluded that the consumer rate index, the size 
of fixed capital, and money supply significantly 

affected the returns of stocks, while they did not 
affect the industrial production index and interest 
rate on the mentioned returns.

The study by Al-Adayleh (2015) indicated a corre-
lation between macroeconomic variables and the 
Amman Stock Exchange index in 2001–2014 and 
showed a positive relationship between the pro-
duction index, money supply, investor confidence, 
size of the capital market and the share price index 
on the Amman Stock Exchange.

Almutair (2015) used joint integration to analyze 
the relationship between the money supply and 
the share price index in Saudi Arabia. The study 
did not prove a long- or short-term causal rela-
tionship between the supply money in the narrow 
or broad sense and the share price index in Saudi 
Arabia. On the contrary, it found that the share 
prices of the stock exchange mentioned affected 
the presentation of money supply in the narrow 
sense (M1) in the case using the annual data.

Ramadun (2016), in the study on the effect of mac-
roeconomic variables on the movements of share 
prices on the Amman Stock Exchange for the peri-
od 2000–2012, found that there was a negative and 
significance impact of interest rates and inflation 
on the movements of shares of industrial com-
panies; besides, the study found that there was a 
positive statistical effect of both money supply and 
domestic output on the movements of stock prices 
of companies mentioned.

A study by Mohamed and Ahmed (2018) on the 
effect of macroeconomic changes on stock returns 
in the Amman Stock Exchange-listed companies 
found that there was a positive and significant 
relationship between the industrial production, 
money supply and returns of shares, and a nega-
tive relationship between inflation and the price of 
imports and returns of shares mentioned.

Tawfiq and Thatamouni (2018) explored the im-
pact of monetary and financial policy on stock re-
turns in the Amman Sock Market and found a sig-
nificant relationship between money supply, infla-
tion, interest, government expenditure, revenues, 
public debt by one side and the returns of shares 
for the period 2006–2016 on the stock exchange 
mentioned.
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Shafiqul, Miah, and Karim (2016) considered the 
impact of share-to-earnings, share-to-value, re-
turn to price, gross domestic product, consumer 
price index and interest rate margin on the share 
prices in the stock market of Bangladesh in 2006–
2016. The study found that the stock share from 
the yield and the stock share from the market val-
ue of assets, and the price of the stock to the yield 
and the consumer price had a significant impact 
on share prices in the Bangladeshi financial mar-
ket, while other factors did not affect share prices.

Laith A. Qudah (2012) found a relationship be-
tween the balance of payments, the size of the 
company, the number of users, and the return of 
shares in companies listed on the Amman Stock 
Exchange in 2005–2010, while the study did not 
find any impact of the interest rate, inflation and 
deficit in the budget and GDP on the rate return 
of shares.

The study by Momani and Alsharari (2012) aimed 
to indicate the effect of the macroeconomic fac-
tors of interest rate, GDP, money supply and the 
industrial production index on the stock prices on 
the Amman Stock Exchange in 1992–2010. The 
study found a negative relationship between the 
interest rate and the shares of the banking sector 
and insurance sector, and a negative relationship 
between the industrial production index and the 
index of share prices in the industrial sector and 
services sector.

In their comparative study, Worlu and Omodero 
(2017) found a negative impact of gross domestic 
product, inflation rate and the real exchange rate 
on the performance of the Nigerian stock market 
over the period 2000–2015, while it was found that 
GDP and inflation rate had a negative and signifi-
cant impact on the stock market in South Africa, 
and the real exchange rate of the national curren-
cy has no impact on the mentioned market during 
the same period.

D. Chude, Ifurueze, and N. Chude (2015) con-
cluded that the economic growth rate had a pos-
itive and significant effect on the stock returns in 
Nigeria in 1990–2012, while inflation rate, growth 
rate and money supply had a negative and signifi-
cant impact on the returns of shares. In this con-
text, Abdulkarim (2014) examines the impact of 

macroeconomic factors on the returns of common 
shares of listed Nigerian industrial companies. 
The study did not find any effect of the inflation 
rate, interest rate, the exchange rate of the national 
economy, and gross national income on shares of 
industrial companies in 1991–2003.

Ouma and Muriu (2014) examined the effect of 
macroeconomic variables on the returns of shares 
in Kenya for the period 2003–2013. The study con-
cluded that money supply and inflation rate had 
a positive and significant impact on the returns 
of shares in Kenya, while the exchange rate nega-
tively impacted the returns of shares, and interest 
rates had no significant impact on long-term stock 
returns on the stock exchange. A study by In’airat 
(2018) indicates that share prices in the Saudi fi-
nancial market are positively sensitive to chang-
es in the distribution of shares and oil prices and 
negatively sensitive to changes in inflation rate 
over the period 2011–2015.

2. MONETARY AND 

FINANCIAL VARIABLES

Previous studies show that monetary and finan-
cial variables have affected share prices traded in 
the financial markets of emerging and develop-
ing countries. Study variables will be considered 
below.

2.1. Money supply

Money supply is a set of tools of payment availa-
ble in the national economy. The studies have ex-
panded to clarify the relationship between mon-
ey supply and stock prices; most studies indicate 
a positive relationship between them because the 
expansion in money supply increases the liquidity 
of the national economy, and part of this liquidi-
ty moves directly towards the purchase of shares, 
an increase in profitability of companies and the 
rise in the prices of shares. Indirectly, an increase 
in the money supply leads to lower interest rates, 
stimulates economic growth and is reflected in in-
creased incomes of individuals and increased in-
vestment in shares and high prices. This confirms 
the hypothesis that an increase in money supply 
will cause inflation and lead to an increase in cash 
flow in the future and, thus, increase share prices.
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2.2. Interest rate

Economic theory indicates that there is a nega-
tive relationship between the rate of interest and 
stock prices; high-interest rates can lead to the 
recent inflow of foreign capital inward and to 
an increase in the foreign exchange rate of the 
national currency, thus, less increase in imports 
and exports, which is reflected in the decline 
in the share prices of industrial companies. In 
this context, some studies on developed finan-
cial markets argue that rising interest rates on 
government securities are prompting investors 
to shift from investing in stocks to investing in 
government bonds and deposits in commercial 
banks, causing stock prices to fall.

2.3. Inflation

Fama (1981) noted that the period following 1953 
reflected the existence of a negative relationship 
between inflation and stock prices. This is because 
share prices are linked to real factors such as in-
vestment, production and return on investment, 
and an increase in the amount of money occurs 
due to excess liquidity, forcing the authorities, fol-
lowers of the monetary policy of deflation to ab-
sorb the surplus mentioned, resulting in higher in-
terest rates and, as a result, lower current value of 
cash flows and falling stock prices.

2.4. Government debt

The size of the government public debt is an im-
portant tool to finance budget deficit. In the case 
of the government borrowing from the central 
bank, this policy can be reflected in increased de-
mand for shares and high prices. When the gov-
ernment borrows from the public and commercial 
banks through issuing government bonds, the 
adoption of this policy can lead to a drop in de-
mand for shares and the public’s tendency to buy 
bonds, which is reflected in decline in share prices.

2.5. Government expenditure 

Government expenditure affects the performance 
of the financial market through the impact of 
government expenditure on economic activity 
and the business sector and the family sector on 
spending behavior. The prosperity of the firms’ 

sector leads to more profitability and distributions 
to shareholders, which leads to increased demand 
for shares and the rise in their prices (Mutulis & 
Olweny, 2018). According to Maskay (2007) and 
Sellin (2002), the government can contribute to 
the increase in stock prices through an expanded 
financial policy reflected in high GDP and lower 
unemployment.

2.6. Budget deficit

Budget deficit means that the government’s ex-
penditure is greater than its revenues. The theory 
of inflation led by Friedman has confirmed that 
the government’s borrowing from the banking 
system to finance budget deficit is a strong rea-
son for increasing inflation. Ofori, Danquah, and 
Zhang (2017) conclude that budget deficit has a 
negative impact on stock prices as a result of in-
creased financial burden on the government in 
the future, which leads to a decline in the role of 
the government in increasing income and, thus, 
lowering the demand for shares and their prices. 
While Dayyatt (2016) points out that there is a pos-
itive relationship between money supply and the 
issuance of treasury bills and government bonds 
to finance budget deficit, resulting in a positive ef-
fect of the budget deficit on stock prices. In con-
trast, Kimathi and Muturi (2016) argued that the 
issuance of treasury bills and government bonds 
negatively affected the performance of stock pric-
es in Nigeria’s financial market in 2009–2015.

2.7. Features of commercial  
banks in Jordan

At the end of 2018, the number of commercial 
banks in Jordan reached 25, of which 16 were 
Jordanian banks, 3 of them were Islamic, and 
9 were foreign banks. Jordanian banks conduct 
banking activities through 806 branches and 79 
offices spread throughout the country. At the end 
of 2017, the total number of population to the to-
tal working bank branches in Jordan was 12,470 
per branch, compared to one branch for every 
13,000 in the USA, which is the most developed 
and largest, where banks conduct their bank-
ing activities in light of a large and sophisticat-
ed monetary and financial market, unlike com-
mercial banks in Jordan (Association of Banks in 
Jordan, 2017).
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Total assets of Jordanian commercial banks 
reached 35.4 billion dinars, or 76.3% of total assets 
of banks in Jordan for 2017 (Association of Banks 
in Jordan, 2018), while total balance of deposits in 
banks operating in Jordan amounted to 117% of 
GDP, the credit facilities provided by these banks 
amounted to 87% of GDP. The proceeds of these 
banks’ investments in the form of treasury bills 
and bonds amounted to 6.6 billion dinars, rep-
resenting 23% of GDP (Association of Banks in 
Jordan, 2019).

Jordanian banks are small banking units in terms 
of their capital and banking activities, except for 
three commercial banks and one Islamic bank. In 
2017, foreign deposits are held at 6.799 million dinars, 
constituting 23.7% of total deposits (Central Bank of 
Jordan, 2018). This is often not independent enough 
and leads to directing these deposits to foreign in-
vestment abroad, since the private sector moves in 
the face of mistrust in the local economy and fears of 
the instability of the domestic currency to maintain 
savings in US dollars despite the low-interest rate 
compared to Jordanian dinar, so these balances re-
main outside the control of the central bank.

The banking market is monopolistic, with five 
banks accounting for 80% of their total assets and 
liabilities. The commercial securities market is 
limited to easy borrowers to borrow directly from 
banks, and there is no developed market for bank-
ing acceptances. Certificates of deposit were issued 
in 1993, and the central bank created auctions for 
selling to commercial banks and insurance com-
panies and since 2000 reduced its issuance and 
replaced them with commercial tools such as re-
purchase agreements and overnight loans and de-
posits (AlSayed, 2001).

2.8. Share index

The share index of Jordanian commercial banks 
is weighted by the free market value of 13 banks, 
whose assets constitute 76% of the total assets of 
banks operating in Jordan. This reflects the high 
representation of a sample for the Jordanian bank-
ing market (Association of Banks in Jordan, 2019). 
Free shares mean the number of shares of banks 
actually traded on the stock exchange, where the 
weight of banks is given in this index based on 
the weighted market value of free shares listed for 

trading, and not on the number of total shares, 
and does not include shares owned by the board 
of directors and the parent companies or the al-
ly. This index is more representative of changes 
in share prices of commercial banks. Many inter-
national institutions use this approach to calcu-
late the standard index, such as Standard & Poor 
(S&Ps) and the two companies of Dow Jones and 
STOXX (ASE, 2018). The banking sector affect-
ed the Amman Stock Exchange. In 2017, the vol-
ume of trading in the financial and banking sector 
dominated 65% of turnover. The banking sector 
index doubled that of the Amman Stock Exchange. 
The banking sector also contributes 83.8% to the 
financial sector index in 2017. (ASE, 2017).

3. AIMS AND HYPOTHESES

This study aims to determine the effect of mon-
etary and financial variables on share prices of 
Jordanian commercial banks during the period 
(2001–2018), identifying the most important fac-
tors affecting these prices, and providing informa-
tion to investors in the financial market in order 
to ensure prudent decisions about trading in com-
mercial banks’ shares.

To determine whether the monetary and financial 
variables have an effect on the prices of shares of 
Jordanian commercial banks, the study is based 
on the following questions:

I. Is there a statistical significance of monetary 
variables represented by M2 money supply, 
the interest rate on time deposits, and infla-
tion on the price of shares of commercial 
banks in Jordan for the period 2001–2018?

II. Is there a statistical significance of financial 
variables represented by budget deficit, do-
mestic public debt, and government expendi-
tures on the prices of shares of commercial 
banks in Jordan for the period 2001–2018?

To answer the study questions, the following hy-
potheses were formulated:

H1: There is a statistically significant positive ef-
fect of the M2 money supply on the price of 
shares of Jordanian commercial banks.
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H2: There is a statistically significant positive 
effect of inflation on the price of shares of 
Jordanian commercial banks.

H3: There is a statistically significant positive ef-
fect of interest rate on the price of shares of 
Jordanian commercial banks.

H4: There is a statistically significant positive 
effect of budget on the price of shares of 
Jordanian commercial banks.

H5: There is a statistically significant posi-
tive effect of debt on the price of shares of 
Jordanian commercial banks.

H6: There is a statistically significant positive ef-
fect of government expenditure on the price 
of shares of Jordanian commercial banks.

4. METHODOLOGY

This study is mainly based on the secondary da-
ta issued by official institutes. Share prices data of 
Jordanian commercial banks were collected from 
the reports issued by the Amman Stock Exchange 
for the annual securities. The data related to money 
supply, inflation, budget deficit, and government 
expenditure have been obtained from the annual 
reports issued by the Central Bank of Jordan and 
the Association of Jordanian Banks over the peri-
od (2000–2018).

4.1. Study model

To illustrate the effect of independent variables 
on the prices of shares of Jordanian commercial 

banks, the multiple linear regression equation is 
developed, depending on the E-Views program to 
test this effect, taking the annual rate of change in 
the mentioned variables as follows:

2 1 

2 2 3

4 ,

SPT BoM B Inf

B Int B DB B GDE

B GE

α

ε

= + + +
+ + + +
+ +

where M2 = Money supply in the broader sense, 
INF = Consumer price index, INT = Interest 
rate on deposits, DB = Budget deficit, GDE = 
Government debt, GE = Government expenditure, 
and B0 – B4 = Volatility in stock prices caused by 
the effect of independent variables. 

4.2. Results

Table 1 shows the results of the regression analysis 
between the share prices of Jordanian commercial 
banks and independent variables that influence 
them as follows:

1 – There is a significant positive effect of M2 on 
the shares of Jordanian commercial banks at a lev-
el of significance of less than 5%, which is 0.0232, 
and the value of the money supply factor (B) is 
5.232. This means that rising money supply by 
1% leads to an increase in prices of securities of 
Jordanian commercial banks at a rate of 5.232%, 
and it is a strong impact of money supply on the 
shares of commercial banks.

On this basis, the first hypothesis is rejected, in-
dicating the absence of a significant and positive 
effect of the presentation of money supply on the 
share prices of commercial banks, and an alter-
native hypothesis is accepted about a positive and 

Table 1. Hypothesis testing and results

Variables Coefficients T-statistics Probability Std. error
A –0.0278 –0.1821 0.8591 0.1531

M2 5.232 2.678 0.0232 1.9536

Inf 0.00036 0.7454 0.4731 0.000486

Int –0.0418 –0.1366 0.8940 0.3057

DB –0.0938 –2.592 0.0269 0.0362

DD –1.8276 –2.7189 0.0216 0.6721

GE 0.875 0.6886 0.50671 1.2707

R2 0.63 – – –

Adjusted R2 0.402 – – –

F.s (statistic) 02.65 – – –

Prob. (F. statistic) 0.072 – – –

D.W. 1.71 – – –
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significant impact of the presentation of money 
supply on the share prices of commercial banks 
for the period 2001–2018.

This result is in line with the studies by Ramadun 
(2016), Sirucek (2012), Maskay (2007), J. Khan 
and I. Khan (2018), Tawfiq and Tahtamoun 
(2018), Mohammed and Ahmed (2018), Al-
Shubiri (2013), Menike (2006), Momani and 
Alsharari (2012) which found a positive and sig-
nificant effect of money supply on the returns 
of shares, and agreed that there is a positive ef-
fect of money supply on the share prices using 
the Keynes structural model that an increase 
in money supply leads to a decrease in interest 
rates and an increase in both investment and to-
tal output, which has a positive effect on stock 
returns and high prices in financial markets.

However, this positive effect of money supply on 
the share prices of Jordanian commercial banks 
is inconsistent with the study by Tawfiq and 
Tahtamoun (2018), who argue that there is no im-
pact of money supply on the stock exchange on the 
Amman Stock Exchange for the period 2006–2016, 
and with El-Nader and Alraimony (2012), who 
found that increased money supply had a negative 
impact on returns of shares on the Amman Stock 
Exchange in 1991–2010.

2 – There is no statistical significant effect of infla-
tion on the prices of securities of Jordanian com-
mercial banks, where the statistical significance 
level (Sig) is 0.473 and is not statistically significant 
at the level of significance 5%. This result indicates 
that there is no positive effect of inflation on the 
share prices of Jordanian commercial banks, thus, 
the second hypothesis is accepted, which indicates 
that there is no positive effect of inflation on the 
prices of shares of Jordanian commercial banks. 
This means that there are other factors than the 
inflation rate effect on share prices of Jordanian 
banks – the expected return on alternative invest-
ment. This result is in line with J. Khan and I. Khan 
(2018), Oseni and Nwosa (2011), Garba (2014), and 
inconsistent with Shafiqul, Miah, and Karim (2016), 
In’airat (2018), Mohammed and Ahmed (2018), 
Ramadun (2016), Duy (2016), D. Chude, Ifurueze, 
and N. Chude (2015), Omornyi and Osaretin (2015), 
who indicated a negative impact of inflation on se-
curities prices. Also, this result is not consistent 

with the findings that indicated a positive effect of 
inflation on the prices of securities such as Tawfiq 
and Tahtamoun (2018), Ouma and Muriu (2014), 
and Al-Shubiri (2013).

3 – There is a negative but not statistically sig-
nificant effect of interest rate on the share pric-
es of Jordanian commercial banks for the peri-
od 2001–2018, where the statistical level reached 
0.4731, which is not statistically significant at the 
5% level of significance. Therefore, the third hy-
pothesis is accepted that indicates no effect of the 
interest rate on the share prices of commercial 
banks in Jordan. This refers to the decision of 
investors on the demand for shares of Jordanian 
commercial banks, which is not affected by the 
change in the interest rate on timed deposits, but 
due to the interest of investors in the potential 
profit on shares of commercial banks. This is 
inconsistent with the economic theory that in-
dicates that the rise in the interest rate on time 
deposits encourages investors to deposit in com-
mercial banks and reduce the demand for shares 
of commercial banks.

Also, an increase in interest rates leads to an in-
crease in the cost of borrowing to purchase se-
curities, which reduces the demand for shares 
of commercial banks and reduces their value. 
This result is not consistent with the studies that 
indicated the negative impact of interest rates 
on the returns of shares on different stock ex-
changes. In contrast, this result is in line with 
Manike (2016), Duy (2016), Ramadun (2016), 
J. Khan and I. Khan (2018), Shafiqul et al. (2016). 
Momani and Alsharari (2012), Ligocká, Pražák, 
and Stavárek (2016), Tawfiq and Thatamouni 
(2018), who indicate that there is no impact of 
interest rates on the returns of shares on the 
Amman Stock Exchange.

4 – There is a negative and statistically signif-
icant effect of budget deficit on share prices of 
Jordanian commercial banks, where the level of 
significance reached 0.0269. This means that a 
1% increase in budget deficit leads to a decline 
in share prices of commercial banks by 2.6%, 
which is statistically significant at the level of 
5%. Thus, the fourth hypothesis is rejected and 
the alternative hypothesis is accepted that indi-
cates a statistically significant negative impact 
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of budget deficit on share prices of Jordanian 
commercial banks. The negative impact can be 
explained by the inability of budgetary meas-
ures for the future burden of the government 
to pay off the government debt burden, result-
ing in a future decline in incomes and a lack of 
demand for bank shares and lower their pric-
es. This finding is inconsistent with the study 
of Laith A. Qudah (2012), which found that the 
budget deficit had no significant effect on share 
returns on the Amman Stock Exchange for the 
period 2005–2010.

5 – There is a positive and statistically signifi-
cant effect of domestic debt (DD) on securities 
prices of Jordanian commercial banks at a level 
of significance 0.0216. This means that an in-
crease in the general government debt by 1% 
leads to an increase in share prices of commer-
cial banks by 2.2%. Thus, the fifth hypothesis is 
refused and the alternative hypothesis is accept-
ed, which indicates the impact of domestic pub-
lic debt on the shares of Jordanian commercial 
banks.

This result is consistent with the study of 
Mutulis and Olweny (2018), which indicates 
that domestic debt has a positive effect on the 
performance of the stock market on the Nairobi 
Stock market. The internal government debt is 
direct and present in increased expenditure and 
income, thus increasing the demand for com-
mercial bank shares, in addition to the fact that 
domestic debt burdens are less than those of ex-
ternal debt. This effect is considered a spot ef-
fect, which in the future can lead to a negative 
impact on the demand for bank shares, when 
the government pays debts, especially if the in-
ternal debt burden is heavy for the government. 
But this result is inconsistent with that reached 
by Kimathi and Muturi (2016), who indicated 
that treasury bills and government bonds neg-

atively affected the performance of stock prices 
in the Nigerian market.

6 – There is a positive but not statistically sig-
nificant effect of government expenditure on 
share prices of Jordanian commercial banks, 
where the statistical level reached 0.5067, which 
is not statistically significant at the 5% level. 
The lack of inf luence of government expendi-
ture on stock prices may be due to the fact that 
these expenditures are mainly current govern-
ment expenditures, and not investments, which 
is not ref lected in the increase in gross domes-
tic production. This result is not consistent with 
the economic theory that suggests that the gov-
ernment can contribute to the increase in stock 
prices when pursuing an expansionary fiscal 
policy. This leads to increased income and re-
duced unemployment rate, or the role of gov-
ernment expenditure on stock prices comes 
through its effect on income and distributions.

This result is inconsistent with studies by 
Kimathi and Muturi (2016) and Ouma and 
Muriu (2001) about the performance of the fi-
nancial market in Kenya, and the study by 
Mutulis and Olweny (2018) about the perfor-
mance of the financial market in Nairobi, which 
indicated that government expenditure had a 
significant impact on the performance of the 
stock market in these markets. Also, this result 
is not consistent with a study by Namini and 
Nasab (2015), which indicated that government 
spending had a negative impact on the share 
prices in Iran.

Finally, the regression model reached R2 = 0.63, 
and this means that 63% of changes in share 
prices of Jordanian commercial banks is due to 
changes in the independent variables included 
in the model. Moreover, the model is significant 
at the 0.07 level.

CONCLUSION

This study has concluded that monetary and financial variables have an impact on share prices 
of Jordanian commercial banks for the period 2001–2018. The results show that the share prices 
of commercial banks in Jordan interact strongly with the money supply in the broad sense (M2), 
where an increase in the money supply is ref lected positively in the rising prices of shares. Also, 
there is a significant and negative effect of budget deficit on the share prices; an increase in defi-



156

Banks and Bank Systems, Volume 15, Issue 3, 2020

http://dx.doi.org/10.21511/bbs.15(3).2020.13

cit leads to a decline in the prices of shares of commercial banks and may be associated with an 
increase in the size of the burden on the government to repay its debts, which leads to a drop in 
income and a lack of demand for shares of banks. In addition, there is a positive effect of domestic 
debt on banks’ share prices; an increase in the internal debt will lead to an increase in spending and 
income, and a part of this increase will be directed towards buying shares in Jordanian commercial 
banks, which will drive up share prices, although this positive impact could turn into a negative 
impact in the future when the government pays its debt obligations. Also, there is no effect of both 
inf lation and interest rate on the share prices of banks during the mentioned period. This means 
that there are factors other than inf lation and interest rate that affect share prices of banks, such as 
the investors’ expectations about the rate of return on other assets, as well as moderate and not ex-
cessive inf lation in Jordan. Finally, there is no significant statistical effect of government expendi-
tures on the share prices of banks. In general, government expenditures are mostly current and not 
capital expenditures, therefore, they do not contribute to an increase in the growth rates required 
for domestic product and banks share prices.

RECOMMENDATIONS

Based on the above conclusions, the study recommends the following:

1) Since the money supply has a positive effect on share prices of commercial banks, monetary author-
ities must achieve harmony between changes in the money supply and changes in share prices of 
commercial banks and choose appropriate monetary policies to help investors make the right deci-
sions on the sale and purchase of shares in the financial market.

2) The results also show a positive impact of the domestic government debt on share prices of 
Jordanian commercial banks. Therefore, the focus should be on financing the budget deficit 
through internal debt because of low burden it bears compared to external debt, which is paid in 
foreign currency.

3) Financial authorities should reduce the budget deficit to reasonable levels of up to 3% of GDP in 
order to reduce the burden on the central government and avoid the negative impact of the budget 
deficit on share prices of Jordanian commercial banks considered in the study.

4) Financial authorities should consider increasing the share of capital expenditures compared to the 
current expenses and its role in increasing production and reducing unemployment.

5) Monetary policymakers must provide investors with monetary and financial statements and show 
their impact on stock prices in order to help investors make more accurate and effective decisions 
when investing in securities.
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