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THE RELATIONSHIP BETWEEN EARNINGS-PRICE RATIO
AND MACROECONOMIC VARIABLES: AN EMPIRICAL
STUDY ON JORDANIAN SHAREHOLDING COMPANIES

BY
Ahmad Hamdan AL - Shawabkeh

Supervisor
Dr. Mahmoud AL —Khalialeh, Prof.

ABSTRACT

This study aims at testing the relationship between the Earning-Price ratio
(E/P) and a number of macroeconomic variables such as inflation, rate of
change in the gross domestic product, interest rate and the rate of change
in money supply, and the ability of these variables to explain fluctuations

in the Earning-Price ratio (E/P).

The study is applied on a sample of (1) public companies listed on
Amman Bourse of which (¢9) are industrial companies, and (VV) are
service companies, during the period Y3A-Y ..V The above mentioned
relationship is examined and hypotheses of the study are tested using
correlation analysis, simple regression analysis and multilateral
surveillance.

In order to investigate whether the relationship between the Earning-Price
ratio and the macroeconomic variables vary according to sector of these
companies, the study’s hypotheses were tested on industry and services
companies both separately.
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The study found a reverse correlation between the Earning-Price ratio and
the inflation rate, rate of change in GDP, and rate of change in the Money
Supply. And a positive correlation between the Earning-Price ratio and
interest rate, the decline in the ability of combined macroeconomic
variables to explain the fluctuation in the Earning-Price ratio, these
combined variables which explain only (Y,Y%) of the changes in the
Earning-Price ratio.

Further more, the study also found that there are differences in results
between the industrial and service sectors in terms of the relationship
between the Earning-Price ratio and macroeconomic variables. The results
show that the impact of these variables on Earning-Price ratio of industrial
companies is higher than for service companies, in addition to the
relationship between the Earning-Price ratio and macroeconomic variables
were statistically significant for the industrial sector, while not statistically
significant for the services sector.

The weakness of the explanatory power of macroeconomic variables in
explaining changes in the Earning-Price ratio leads us to expect that the
internal factors of the company may have more impact on determining the
Earning-Price ratio than the macroeconomic variables.

The study suggests the following: The most important are both investors
and financial analysts are interested for the Earning-Price ratio when they
evaluating stocks as an indicator of return on shares of companies, and to
create an effective information system for investors to access the
information of economic variables so they can directly reverse it on the
companies’ shares, as well as the need of Amman Stock Change organizers
to calculating the Earning-Price ratio of the whole market and for each
sector, the researcher also recommends doing more research and studies on
this subject.

www.manaraa.com



