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Abstract

This report is regarding assessing the prevalence of misinformation and creative accounting in the financial statements
of Jordan based companies. The approach is to determine to what extent the inflation and misinformation affect the
financial results of organizations. The companies for this purpose are selected from those listed on Amman Stock
Exchange and dealing in different sectors. There has been an attempt on assessing the compliance of corporate
governance codes in these companies and also where the country is lacking. The economic variables such as the GDP
rates, inflation and exchange rates in the country are also discussed.

It has been found in the report that those companies which provided higher dividends were the ones that had least
disclosures. The companies that have transparency in their operation comparatively made more disclosure in the
financial statements. It has been discovered that inflation has been a factor that prompted companies to interfere with
the financial results. The creative accounting has been followed in companies that has suffered financial distress and
now wanted to make the financial results better through finding loopholes in the current laws. It has also been practiced
when the company is expected to be acquired or merged in the coming time.

The report concludes that one of the effective strategies to tackle the adverse impact of inflation on financial reporting
practices is formation of policies by the central bank of Jordan during the times of crisis. It has in 2007 interfered in
the market however the recession still impacted the Amman stock exchange companies. During that time the country
regulated the banks to increase scrutiny on the loans being provided to the companies. The financial crisis occurred
from the developed countries and mainly due to the unguaranteed loans provided by US based banks to private
companies which later went bankrupt.

The country should focus on locating more oil reserves. It will help it to set up a new industry and can subsequently
export to abroad and increase its earnings. The GDP will witness a push and the unemployment rate will come down.
In addition to that the country should increase the exports of agricultural based products, fertilizers and other items
that form part of its exports bulk. Currently the country is in trade deficit which must be minimized through exporting
more.

The financial statements can provide a fairer view in case the companies have sustainable growth and the need to
overstate the figures does not arise. For this purpose, the compliance with the corporate codes must be implemented
on a national level. There must be a framework within which the businesses should operate. The country’s businesses
are the proponent for its GDP growth and in case the government policies help the local businesses to prosper the
instances of creative accounting will also decrease.
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Introduction

The inflation can have huge impacts on the cost of living of the people. It results in an increment in the general price
levels. It also reduces the purchasing power of the people and makes the loans expensive. The quality of financial data
can also be impacted due to this effect of the inflation. The report establishes how the financial statements can get
affected by the inflation levels. In the years when high inflation is recorded, it usually results in high costs for the
companies. As the cost of sales is high due to higher level of inflation in the economy, the gross profits amounts are
low for the period. The operations cost also stay high as the companies need to pay more for the expenses that renders
the profits low for the company.

The report presents the scenario of financial crisis on the economy of Jordan and shows how various of its sectors
were impacted as the result of that. During this time a high recession in the market was recorded and virtually all the
stock on the Amman Stock exchange launched a downward price trend. This had severe impact for the companies and
many of these opted for creative accounting in order to hide their losses and fall in revenues. The economic and social
implications of this market crash have been discussed in the report.

The report thus provides a brief outlook on a wide range of economic implications that are caused by inflation in the
economy of Jordan. The inflation has been declining in the country for the last few years and the same can pose the
issue of economic recession. The same has been discussed in detail in the report. The effective measures that can be
taken during this time by the central bank are to adjust its public expenditures, interest rates and tax rates in the
economy. Due to the economic slowdown after the covid pandemic many countries such as the USA and Australia
has taken initiatives to cut down the tax rates so that the small businesses can re-establish in the economy and the
output can be increased.

The KPIs and ratios have been used so as to understand the implications of inflation and the misinformation on the
financial statements of the Jordan based companies. With the help of this approach, an attempt has been made to
understand their financial condition. There might be miscommunication or an approach to conceal the real facts for
the companies that has been analysed through the extensive study of news articles and other publications. The scandals
that happened in Jordan based companies are also studied in detail in the report 2.

Theoretical framework
Concept of inflation

It can be defined as the rate at which the value of the currency of the nation is falling. It leads to decline in the
purchasing power of the currency of a nation. The prices of the goods increase and the customers have to spend more
money to buys same quantity of goods. It is opposite to the deflation, which occurs when the purchasing power of the
customer increases as the prices decline. The inflation can be of three types- which are cost-push inflation, built-in
inflation and demand-pull inflation.

The inflation can be challenging for a country but it is also an indicator of growth. A country with very low inflation
will be perceived as growing with a very low rate. The inflation however should not increase in excess as this would
amount to high volatility in the market. In case of high inflation the burden is on the customers and their purchasing
power is reduced to the lowest extent. Prices in general increase and the cost of living increases drastically.

a) Cost-push inflation

This inflation is caused as the result of increase in prices of the inputs used in the production process. It is caused by
increase in prices of the key commodities which also results in increase in prices for intermediate goods. Overall due
to high price of inputs, the final product costs more as well. It reduces the purchasing power of the customers and
hence, is a source of inflation.

2 Airout, R.M., 2017. The Role of the Global Financial Crisis on Foreign Investment in Jordan.
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b) Built-in inflation

It results as per general expectation of the public or the adaptive expectations that the inflation will increase in the
future period. As the costs of goods and services in the economy increase the workers expect that the same trend will
continue for a long time and in order to maintain their standard of living, more wages are demanded by the employees.
Here increase in either of these leads to the increase in other and vice versa. For example when wages are increased,
the employers have to add up more costs in the products that lead to higher prices °.

c) Demand-pull inflation

This inflation in this type occurs when the money supply increases in the market. The increased credit stimulates the
prices of goods and services. Here the prices increase more than the existing production capacity of the economy.
Here the prices increase as the demand for goods increase in the market but the purchasing power of the customers
keeps reducing.

The root cause of inflation is a sudden increase in the supply of money in the economy. Since the production and
presence of resources are limited, a large stream of money supply vest people with more cash and hence the value of
per unit of money starts declining. The money if being lent to the individuals tends to reduce the value of the legal
tender. Therefore whenever the money supply increases, it tends to decrease the purchasing power of the public
(Zaefarian et al. 2017).

Effects of inflation and misinformation on financial statements

The inflation has a critical impact over the financial statements with the most prominent being increase in general
level of expenditures. It also increases the financial requirements for the company as when the inflation increases the
input material becomes expensive and company has to incur more expenses on its daily operations. In the years of
high inflation, the financials of the company get negatively affected. The costs increase and the profits come down.
However it is also an opportunity to increase the sales as when prices are high and the products are distinguished, the
customers have to spend more to acquire its products (Kim, Batten and Ryu 2020).

One issue that the inflation can cause is of the overstatement of the financial figures of the company. The business can
show a high increase in the revenues however which might not be true. Also within the veil of inflation there can be
overstatement of costs of the company which can deter the other investors to take interest in the company and the
finance can be procured to favourite parties at terms and conditions which further put interest payment burdens on the
company.

Due to the effect of inflation the Price/ Earnings ratio drops for the companies. This ratio depends on the following
factors-

a) The prospects for the future earnings for the company
b) The risk variable attached with the prospects of earnings for the company

The ratio is used to represent the optimism or the growth in the company’s business. As due to the inflation there is
an overstatement of ROE, the P/E ratio might not reflect the right picture.

The inflation tend to increase the misinformation practices in the preparation of financials statements since during this
time the key figures can be inflated; however the rise might not be as steep as presented in the statements. The
misinformation can cause serious damage to the reliability of the financial data presented in the statements and the

3 Anouze, A.L.M. and Alamro, A.S., 2019. Factors affecting intention to use e-banking in Jordan. International Journal
of Bank Marketing.
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stakeholders might not be able to take their decisions on misinformed statements. This practice is however limited
since the statements are first under the lens of auditors and any practice which cause overstatements of figures or the
use of misinformation can be pre-detected and a qualified report can be issued to the company *.

Findings and recommendations

In this section of the report the findings and recommendations of the whole report are studied. It will be analyzed
based on the above discussions, the impacts of inflation on the financial information of the private sector companies.
In addition to that the recommendations are also added regarding what the country should do; the measures to take
when there is a financial crisis. The role of central bank of Jordan in tackling the financial crisis and the strategies to
deal with such crisis will be discussed and recommendations will be made. It is essential that the country make
evaluations of economic conditions from time to time and take effective measures to deal with the issues such as high
inflation, low GDP growth and unemployment rates etc.

It can be noted that the use of corporate governance is highly beneficial for Jordan companies to restrict themselves
from unfair practices such as misrepresentation of financial figures. In addition to that the internal control system must
be fair so that the external auditors can count on these. The efforts must arrive primarily from the private players. In
case these are implemented on a larger scale, naturally the private sector will be an attractive option for the investors
who can take their decisions based on the financial data provided by these entities®.

Throughout the report the focus is on assessing the prevalence of issues in financial statements prepared by Jordan
businesses. It can be said that too much of the extent the triggers for this behavior are economic variables increased
inflation and interest rates and the misinformation while preparing the statements. To save the companies to display
unfavorable financial positions, the executives opt for interfering with the figures and use creative accounting. The
stakeholders and the new investors can be easily misled into conveying a favorable picture while the disclosures made
by the companies are not adequate.

The corporate compliance codes or the governance policies are not in favor of the creative accounting practices. In
order to stop the companies to follow such practices, the private players must be provided compulsion for following
the codes. The government should put more weight to improve economic variables such as the inflation and the GDP
and favorable economic progress deter the companies to interfere with the financial results. The companies must also
follow a corporate compliance framework which pushes it towards achievement of its financial objectives. By
following the codes of the framework the companies can track where these are lacking towards achievement of their
financial and non-financial objectives. The use of balance score cards should be stressed on by the authorities so that
the companies can follow corporate governance duties in a proper way.

The country also has some proven reserves of oil. The current production capacity is 403 barrels of oil per day. The
daily consumption of the country is 114,000 barrels, which makes is 75" country in terms of daily oil consumption.
The daily deficit is 113,597 barrels of oil. The country is required to improve its oil production capacities. Notable it
has 1 million barrels of oil reserves, which could last for several years. It should set up oil extraction businesses and
export the stock of oil to increase export revenues. This measure will also help it to acquire foreign exchange, push
up the revenues for the local businesses and increase the GDP growth. With increased revenues the instances of
misinformation in the financial statements can be prevented 3.

Result
The result of this report is in favour of the fact that the factors of inflation and misinformation affect the quality of
financial reporting of Jordan based companies. It has been observed through the analysis of collected data that the

4 Adayleh, R.M., 2018. Determinants of inflation in Jordanian economy: Fmols approach. Journal of Internet
Banking and Commerce, 23(2), pp.1-19.

5 Osadchy, E.A., Akhmetshin, E.M., Amirova, E.F., Bochkareva, T.N., Gazizyanova, Y. and Yumashev, A.V., 2018.
Financial statements of a company as an information base for decision-making in a transforming economy.
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likelihood for creative accounting increases with the higher level of inflation in the market. These are the time when
the companies can commit for misrepresentation to show the results more favourable.

As per the research work of Al Attar, which consists of studies on listed commercial banks on Amman stock exchange,
there exists a high and stable level of compliance with corporate governance in the commercial banks of Jordan ©.

Corporate governance reforms in Jordan

In the year 2005 there has been an agreement between the ABJ- the operator of all the banks in the country and the
International Financial Corporation (IFC). Notably the IFC is a part of World Bank which has the main purpose of
rehabilitation of private sector banks in developing countries.

The reforms have initiated in order to provide technical assistance to the banks provided these all comply with the
corporate governance codes. The central bank of Jordan in this regard has issued a booklet that lists rules and
guidelines which are to be followed by the banking companies. The booklet provides the vision statements of the
central bank and the codes on how the rules and regulations must be followed in order to stay committed to
international standards.

Results of correlation between Unemployment and GDP growth rates

There exists a negative correlation between the variables unemployment and the GDP rates. It has been noticed in
Jordan economy that when the unemployment rates decrease, it means the country is having high GDP rates. However
when the GDP is low for a year it would imply that the unemployment rate is likely to be high for the year.

The country must strive to improve the GDP as with the increased production across the sectors more people will be
absorbed by the market which will decrease the unemployment rates in Jordan. The country must work for obtaining
absolute advantage in increasing the exports of the products which are produced in less cost or more abundantly in the
country. The major export goods for the country are textiles, vegetables, pharmaceuticals products, potash and
fertilisers. The total exports as per the data of 2017, amounted to be $7.51 billion for the year.

In the graph in 2.2 (see appendix) the trend can be seen for GDP growth for the country. Ever since the year 2004, it
has been steadily declining. The growth rate of country was 17% in 2004 which in 2015, had come down to -15%. In
2010 it again restored back to the level of 10%. In 2019 it has remained only 5%. The country has not yet recovered
from the financial crisis of 2007-08.

The total exports have been $8.31 billion for the year 2019 and the imports during this period has been $19.36 billion.
Overall, the trade deficits had been $11.02 billion for the year. Out of the total GDP, the exports of the goods amounted
to be 23.72% and the imports have been 41.65%.

In the table below the country’s top importers and exporters are listed. The country must facilitate more international
trade so that the trade balance can be made favourable and the local businesses can prosper.

It can be seen from the above table that the major export partners of the company are US, Saudi Arabia, India and
Irag. The country can work for improving trade relations with these countries and set up treaties and arrangements to
facilitate easy flow of goods across borders. The table below represents the major exports and imports of the country-

The major export of the country includes Fertilizers, Apparel: Knit, Pharmaceutical, inorganic chemicals and Aircraft.
With US alone the trade deficit has been $574 million in the year 2019. The Jordan also specialises in agricultural

6 Alawin, M. and Ogqaily, M., 2017. Current account balance, inflation, industry and sustainable development in
Jordan. Revista galega de economia: Publicacidn Interdisciplinar da Facultade de Ciencias Econémicas e
Empresariais, 26(3), pp.45-56.

IJETRM (http://ijetrm.com/) [74]


http://ijetrm.com/

Vol-06 Issue 02, February -2022 ISSN: 2456-9348

Impact Factor: 5.004

International Journal of Engineering Technology Research & Management

products such as virgin olive ail, strawberries, baby cucumbers and green beans. The country needs an agricultural
revolution so that the total output can be increased and be exported to foreign countries. This will increase country’s
GDP and with better figures the managers are not required to opt for creative accounting practices (Table 2.3).

The country is required to follow the policies of international trade to improve its trade relations with major trading
partners. It has established efficiency in some of its production areas and can produce labour intensive products at
much cheaper rates than the global counterparts. The country must invest in these areas and especially improve its
stance at the agriculture and farming products. The service sector comprises a large share of country’s GDP and
providing boost this sector will be highly favourable. The country has long been a settlement for tax consultancy
business firms which provide services to businesses internationally’.

The country suffers from several structural problems. It has a lack of natural resources and the population has also
gone beyond 10 million. The unemployment rate is too high which is largely because of fewer women involved in
economic activities. The refugee wave from the countries of Iraq and Syria also posed some problems for the country.
It will push up the financial woes for the country as it has to handle the additional burden of high population.

The hardest hit has been the covid induced economic recessions which have derailed many small businesses. The
measures of the government to revive these enterprises are not sufficient.

The country is required to promote robust economic growth which can bring back the businesses in shape. The country
is expected to receive a support of $1.5 billion from Washington after the IMF came ahead and appraised its economic
reforms.

The main challenges for the country are hunger, unemployment and the poverty. The key strategy to solve these issues
is through forming strategies by the authorities that aim at driving the economic growth as it has been discussed, that
the main propeller to increasing financial misconduct has been the unfavourable state of businesses in the country,
which must be addressed by the policy makers.

Therefore the result from the above analysis is that the country has to focus on eradicating the root causes that work
as trigger for the companies to constitute misconducts. When these are addressed the misconducts in the financial
statements can be avoided. In addition to that the central bank of the country must create effective monetary policies
to control the flow of cash in the market. In the times of inflation the interest rates can be increased which will make
the cost of raising new finance to climb high, while at the same time promoting the people to save more money in the
banks as the higher interest will be provided. It will help in absorbing the excess cash in the market and consequently
reduce the level of inflation which is needed for high economic growth.

Based on the overall GDP of USD $44.4 billion, the country ranks 89™ in the world as per the data of 2019. The
country needs to swiftly build its corporations and markets so that the level of GDP can be increased. With proper
regulations in place and the use of effective policy formations the businesses can be sustainable. The companies must
follow a professional code of conduct and be following corporate governance norms. It will create an atmosphere of
trust and the foreign parties might be tempted to invest in the country?,
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