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Abstract: In this paper, we investigate the impact of earnings per share and net income on stock prices. The sample
consists of six manufacturing businesses listed on the Jordanian stock exchange (JSE) between 2011 and 2021. Using panel
data, a model was developed to assess the stock price drivers of manufacturing businesses. To determine if a link exists
between the dependent variable and the independent variable, a model utility test is used in regression. P-value hypothesis
testing is often employed in model utility testing. R2 coefficient of determination is used in this paper's model utility test
approach. A simple linear regression model with significance levels = 0.01, 0.025, and 0.05 is used to assess the usefulness
of the model utility test in determining the significance of the regression model. It is shown that findings revealed a
negative association between net income and share price, but a positive relationship between Earnings per Share (EPS) and
stock price. Investors may utilize the study's findings to make investment decisions by paying attention to the company's
financial parameters, such as earnings per share and net income. This study recommends that investors should be aware of
the factors that influence stock prices prior to making investing decisions if they want to ensure that they will receive a
reasonable return.

Keywords: Earnings per Share (EPS), Manufacturing Sector, Net Income (NI), Stock price (SP).

[7,10], it is one of the most important markers of
management success, shareholder satisfaction, investment
attractiveness, and the viability of the organization. Without
a doubt, the ultimate purpose of every company is to
maximize its sharecholders' wealth by growing the value of
its stock [10,11]. As a result, understanding efficacy
metrics is critical [12-17].

1 Introduction

Financial ratios have fascinated equity investors throughout
the years, and there is a great deal of interest in financial
ratios since they are used to anticipate stock returns [1].
Numerous macroeconomic and firm-specific factors impact
stock returns, making the valuation of stocks significantly
more difficult and complex than that of other assets [2].
Therefore, stock market investors and portfolio managers
must research the elements that affect stock price [3].
Despite the fact that [4,5] stated that empirical evidence at
the time provided strong support for the random walk
theory and that in the case of market efficiency, both
technical and fundamental analysis were ineffective for

Many researches have conducted investigations on the
primary factors of stock price [1]. The present literature
comprises financial components to capture the influences
on stock price, and numerous financial measures, such as
Earnings per Share and Net Income, have been utilized to
investigate the empirical connection with stock price. The
primary goal of this research is to look at the link between

gaining additional returns in stock markets, the relationship
between financial ratios and stock price has been
extensively studied in the financial literature.

At the moment, companies are focused heavily on revenues
in order to survive in a dynamic and uncertain environment
[2,6,7]. Managers' quality and efficiency are also dependent
on their capacity to recognize the factors that might lead to
higher profitability [8]. Profitability is defined as a
company's earnings gained from sales after subtracting all
costs made within a certain time [, 7, 9]. In the opinion of

stock price and to examine the link between stock price and
current ratio, (Earnings Per Share, and Net Income are
used). Investors need more information about the firm
(sector) in which they want to invest, thus this study aims to
help them understand the influence of net income and
profits per share on share price in the Jordanian
Pharmaceutical and Medical Industry sector.

The pharmaceutical industry in Jordan is considered one of
the most important industrial sectors that are distinguished
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by their product quality [18], so it has a good reputation
both locally and internationally. They export to more than
87 countries, the majority of which are Arab countries, with
the United Arab Emirates at the forefront of importer
destinations (Saudi Arabia, Algeria, and Iraq), Non-Arab
markets that are appealing for this sector's products include
the United States, Turkey, Ukraine, and Pakistan.

The following is how the paper is organized: Section 2
comprises a review of the literature, Section 3 documents
the data and methods, Section 4 is an analysis, and Section
5 has the results and conclusion.

2 Literature Review

2.1 Signaling Theory

Ross (1977) [19] created the signaling theory, which
explains how a corporation should alert prospective
investors. These signal notifies the user of the steps taken
by management to satisfy the desires of the owner.
According to signaling theory, it is crucial to communicate
investors' perspectives on the company's future. Investors
are supposed to use dividend announcements as a signal in
making investment decisions. Managers have information
about the company's qualities that is not available to the
market. This data is beneficial if the firm's current or
planned investments have a positive influence on its future
cash flows. If management can send a convincing message,
the public will be satisfied and information will be
believed, which will be reflected in the stock price. As a
result of asymmetric information, it is imperative that
investors and the general public get signals through
management actions.

2.2 Previous studies

Referring to previous literature reviews that interact with
earlier variables. Numerous research had been conducted to
determine the elements that influence the stock prices of
various industries and markets.

Earnings per Share, Price to Book Value, and Dividend
Payout Ratio have a considerable impact on stock prices, as
demonstrated by ten studies. In the meantime, the Net
Profit Margin has little impact on stock prices. These
findings suggest that EPS, PBV, DPR, and NPM ratio
information can be evaluated by anyone when making
investment decisions.

Similar result was by [20] that earnings per share affects
stock prices positively. While Debt to Equity Ratio and
Return on Assets have no effect on the price of a company's
stock. According to the findings of this study, Earnings Per
Share, Debt to Equity Ratio, and Return on Assets have an
impact on the Stock Price.

Moreover, [8] demonstrated that there are positive
connections between net profit or Net Profit Margin and
stock price, and that the same holds true for the adjusted
anticipated profit. The research reported in [11] revealed

that the share price has a considerable impact on net income
and comprehensive income, but a negligible impact on
profit  volatility. Consequently, net income and
comprehensive income are crucial to the share price, and
investors may utilize both variables for additional
fundamental analysis.

A significant study discovered a favorable association
between earnings per share and share price [10, 21-26] in
service firms and [20, 27-31] in manufacturing companies
[10,21-26,27-31].

While [32-34] discovered a negative link between stock
price and the relationship between the two variables, their
explanation for the stock price was inadequate. [35] book
value is more significant than earnings per share in
determining the influence of a company's stock price. [36] a
positive association exists between the financial and
industrial sectors.

While [37, 38] revealed that profitability ratios (return on
assets, return on equity, gross profit margin, and net income
margin) have no effect on the market value of shares, [11]
demonstrated a strong correlation between dividends per
share and stock price. According to [37], share return,
profitability multiplier, economic growth, and inflation rate
have a substantial impact on stock price, although deposit
interest and cash supply do not. There are positive links
between net operating cash flow and its efficacy, and the
investor in the (JSE) is unconcerned with the adequacy and
effectiveness of net operating cash flow while making an
investment decision based on the stock price, as
demonstrated by [39, 40].

3 Method

For the goal of conducting research, the study used six of
the manufacturing companies that were listed on the
Jordanian Stock Exchange (JSE) over the course of the
period 2011-2021, (table 1) in order to evaluate the
relationship between earnings per share, net income, and
stock price.

Table 1. Sample of the stud

Company Founding

1. | Dar Al Dawa Co. 1975

2. | Arab Center: 1983

3. | Middle East Pharma.. 1993

4. | The Jordanian Pharmaceutical | 1978
Manufacturing:

5. | Hayat Pharmaceutical | 1994
Industries Co:

6. | Philadelphia Pharmaceuticals: 1993

The stock price is the current price of a listed/traded share
on the stock exchange, as determined by market
participants and the supply and demand for the relevant
shares on the capital market. A business's stock price shows
its worth to investors; hence, high stock prices motivate
investors to invest cash in the company [8].

© 2022 NSP
Natural Sciences Publishing Cor.



Appl. Math. Inf. Sci. 16, No. 5, 673-679 (2022)/ http://www.naturalspublishing.com/Journals.asp

e o

675

Net income -is a vital indicator for analyzing the health of a
firm and denotes the profit a company receives after the
total of all deductions and expenses are removed from total
revenue. The net profit represents the enterprise's core
profitability. "It consists of the activity's revenues minus its
expenses" [41].

Earnings per share is among the most important financial
factors to help investors choose a company to invest in. To
conduct this function, all companies must compute it using
the same methods so that the results may be compared
accurately. As a result, the IASB (International Accounting
Standards Board) developed a unique standard that strictly
governs its computation and presentation in financial
statements. In December 2003, International Accounting
Standard 33 - Earnings per Share was issued. It was
originally introduced for financial statements generated
after January 1, 2005. One revision of the standard occurred
in 2008 [42]. Earnings per share (EPS) is one of the most
influential factors in deciding the share price of a firm. A
corporation with a high EPS is profitable and has more
profit to distribute to shareholders (Bankrate.com, 2021).

Analysis Techniques

In order to find solutions to the issues raised by this study,
the following tasks will need to be completed as part of this
study:

1. doing the calculations necessary to determine the ratio of
banks financial statements in accordance with the
operational definition of variables.

2. Carry out the regression based on the analytical model,
determine the importance of each coefficient, and carry out
the analysis.

Regression Analysis

All of the variables included in the research have been
deemed stationary at degree 0, which means that these
variables may be utilized unmodified in the regression
equation. The findings of the research variables are
presented in Table 4.

This study's primary purpose is to determine if there is a
statistically significant positive correlation between share
price (stock) (SP) and the financial performance in the
Jordanian pharmaceutical manufacturing industry, as
assessed by Net income (NI) and earnings per share (EPS).

This study examined the impact of certain profitability
factors (NI) and (EPS) on the stock (share) price of the
Pharmaceutical segment of manufacturing businesses listed
on the JSE throughout the study period (2011-2021). We
illustrate panel data models; panel data comprise data
temporal and spatial dimensions.

1- The formula regression model of panel data as follows:
Yit= BO+B1Xit,1+B2Xit,2+BkXit, k +Vit,i

We are using regression models in three types:

1) The OLS model:
Y=B0+B1XI+....BkXk+V

This model is applied from Bevan and Danbolt, which
examined the determinant of capital structure of UK
corporations for period (1991-1997).

2) The fixed effect model:

In the fixed effect model, unobserved heterogeneity is
supposed to be linked to the explanatory variable (Xitk),
whereas idiosyncratic error (Uit) is believed to be
independent of the explanatory variable (Xitk) [43].

3) Randomized effect model:

The random effect is acceptable when cross-sectional units
are chosen at random from a large population [44].

[45] investigates the Lagrange multiplier (LM) test for
random effects.

The Hausman test is used to determine whether the fixed
effects model or the random effects model should be
utilized.

If the null-hypothesis is not rejected, random effects are
used because they provide more accurate estimators [46].

To quantify the effects of the two parameters, we develop a
regression model using EViews. The Jordanian
Pharmaceutical and Medical Industries sectors' stock price
is determined by the following two hypotheses:

Hypothesis

HO1: There is no statistically significant association
between share (stock) price and Net income.

HO02: There is no statistically significant association
between share (stock) price and earnings per share.

Earnings Per Share

Stock Price

Net Income

Fig.1: Research framework

Descriptive statistics

The mean stock price is 1.58, and its standard deviation is
1.33. Maximum value is 8.09, skewness is 2.47, and
kurtosis is 8.74.

The average rise in net income is -0.69, with a standard
deviation of 2.63.

Maximum value is 4.24, skewness is -2.81, and kurtosis is
11.
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The adjusted earnings per share have a mean of 0.49 and a
standard deviation of 0.28.

The highest value is 1.51, skewness is 0.79, and the kurtosis
is 1.50.

In regression analysis, we employ three distinct methods:
(OLS) ordinary least square, the fixed effect, and the
random effect.

OLS analysis is used to analyze the direct impacts of the
independent variable (net income growth) on the dependent
variable (adjusted earnings per share) (stock price). Fixed
effect is an estimator model applicable to panel data
analysis.

This strategy prevents the lag of the dependent variable
(stock price) from being included in the model as an
explanatory variable.

Fixed effects estimate is used to demonstrate homogeneity
in positions where the firm's own (time-invariant)
characteristics are associated with the independent variable.

variance
whose

Random effect models, often known as
components models, are statistical models
parameters are random variables.

In panel data analysis, random effect models are used.
When assuming the lack of fixed effects.

To choose between the two models of fixed and random
effects, we do a Hausman test with the null hypothesis HO:
the preferred model is random effect. In contrast, fixed
effect is the alternative.

The preferable model is the fixed effect model.

This test ensures that the model's regressors are linked with
the unique mistakes.

The null hypothesis suggests that they are not.

The primary result indicated that the Hausman test based on
Chi-square 0.28122 P-value: 0.8688 df= 2 was significant.
We do not thus reject the null-hypothesis HO: the model is
random effect.

The rationale refer to the P-value is more than 5%:

Table 2: Shows descriptive statics.

Correlation

The coefficient of partial correlation found in the
correlation matrix refers to the positive link that exists
between stock price and earnings per share (EPS), as well
as the negative relationship that exists between stock price
and the rate of increase in net income.

Since the partial correlation between independent variables
is low, equivalent to 0.16, we do not have an issue with
multicollinearity between independent variables.

Table 3: Correlation.

Table (3) Correlation
SP G in NI EPS Adjusted
Stock Price 1 -0.225 0.593
G in NI 1 0.161
EPS Adjusted 1

4 Results

This section NO 4 comprises the results of the report,
according to the random effect regression result, there is a
lack of statistical parameter according to (Z) test, that the
growth in net income with negative sign to reflect that there
is a negative relationship between growth in net income and
the share price for Jordanian industrial companies in the
pharmaceutical sector during the study period, which
corresponds to [33, 35, 36].

This negative link exists because the majority of
pharmaceutical businesses (almost one-third) suffered
continuous losses during the research period, and 40
percent of their output is dependent on foreign companies'
franchising rights, while 60 percent is dependent on
licensing.

Which means that a rise in successive income loss leads to
a fall in share price! It should be mentioned that because
JSE is inefficient, stock prices do not represent the true
financial status of pharmaceutical businesses. It is
highlighted that these firms suffer from consistent losses,
and several of them are in financial distress. However, the
EPS metric has a positive association with stock price,
which means that when EPS increases by 1%, the stock
price increases by 3.12%. According to the (Z) score test,
the precise probability value of the test is less than 5%,
which corresponds to the research by [10, 23, 24, 26, 29-
31].

According to the coefficient of determination R2, and the
modified coefficient of determination R2, the model's
overall explanatory power was satisfactory. It is obvious
that the independent variables analyzed explain 43 percent
of the variations in the share price (interpretive variables).

When we used the Chi-square test to analyze the overall
significant statistics for the model, the result was 52.1688
with a P-value less than 5%.

N | M Max | Mean . .| Skewness Kurtosis
Devi
SP 66 | 0.14 8.09 | 1381 [1332 247 0295|874 |0.382
NI 66 | -13.288 424 |-0690 |2.627 | -2.815 | 020511 0.582
EP.S 66 | 0.004 | 1518|0491 [0277 |0.789 |0.295 | 1.508 | 0.382
Adjusted
© 2022 NSP
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Except for the intercept parameter, the regression model
result revealed that the explanatory model was statistically
significant according to the Z — test.

To do that, Study utilized the Basic Linear Regression
Analysis, as shown below.:

Table 4: Indicates Regression.

Variables OLS
T-test

Fixed effect Random effect
Coefficient | T- P- Coefficient | Z-value | P-
test | value value
Intercept -0.59 <0228 | -082 - - -0.066 -0.248
-0.166 -3.49 | 0.0008 -0.611 -3.06 | 0.034 -0.166 3477

Coefficient P-value

Giall 0005
67929 | 0.001

EPS 3.103 6.87
Adjusted
Observation 66 66 66

R-square 0.457 0417 0.452
Adjusted R- | 0.439 0.285 0435
square
F - statistic 26.53 0.004 18.98 0.000
Chi-sq
P-value

0.0000 330 3.617 | 0.0000 312

R - - - - - 52.166
0.0004 0.000 0.000

5 Conclusions

A few would argue that EPS is the most well-known, yet
also the most contentious, financial performance statistic
accessible. EPS, although being a perennial favorite of
financial specialists and laypeople alike, is prone to
egregious distortion and incorrect interpretation. This study
looked at the impact of Earnings per Share and Net Income
on stock prices in Jordanian manufacturing businesses
listed on the Jordanian Stock Exchange (JDX) from 2011 to
2021.

A variety of variables influence pharmaceutical company
share prices, some of which are connected to the success of
pharmaceutical businesses in the sector and others to the
economic and legislative environment (tax breaks and
investment incentives). Political factors in the region, as
well as shocks relating to raw material pricing and
manufacturing requirements, as well as abrupt shocks such
as the Covid 19 outbreaks, all have an influence on stock
values.

This study recommended: first, further research to
determine why this significant area of the industrial sector
is experiencing financial difficulties, since (16.6 percent) is
not experiencing losses, and 50 percent did not pay any
dividends throughout the study period and yet persisted.
Second, more research is needed to determine the
likelihood of these companies going bankrupt. Third,
investigations are being conducted with the cooperation of
JSE to increase the transparency and detail of the data
supplied by the JSE bulletin. Future research might build on
the current study by including additional firms over longer
periods of time. Furthermore, comparisons of EPS growth
analyses across sectors may be made, and some
assumptions, such as the assumption of no new share
issuance, can be modified in order to tweak the model and
verify its conclusions. Hopefully, this study will lead to a
better understanding of the elements that influence EPS

growth, as well as allow analysts and other financial
statement users to apply a more nuanced interpretation of
reported EPS growth. The study has significant limitations,
such as the exclusion of some factors from the analysis
(capital expenditures, company size, and dividends) due to
the low statistical relevance of these variables with stock
price in earlier studies.
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