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Abstract 
 

The purpose of this research: The aim of this scientific work is empirically investigate the firm 

specific and macroeconomic factors that influence the financial performance of real estate 

companies in the US & UK. 

Originality of the research: The contribution of this empirical work is twofold. First of all, it is 

the first study where specific and macroeconomic variables are used to determine profitability of 

the real estate companies in US and UK, after global financial crisis period. Secondly, up to our 

best knowledge there is no study that employed political stability variable to determine 

profitability.  

Methodology: To empirically investigate the relationship between the dependent and 

independent variables, we conducted regression analysis. To correct for autocorrelation and 

heteroscedasticity, feasible generalized least square (FGLS) model is employed.   

Findings: Capital adequacy and capital structure, as well as management efficiency and 

corporate tax rate, were found to have a strong and significant impact on the financial performance 

of the real estate companies. 

Keywords: Profitability, Real Estate companies, FGLS regression, Macro variables, Firm 

specific variables. 
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1.​ Introduction 
 

The real estate industry affects the living and employment levels of residents, improves the 

development of cities and drives the rapid development of relevant enterprises, and is also an 

important source of national financial revenue. Real estate defined as an asset form with limited 

liquidity in contrast to other types of investments. Real estate activities or investments are 

categorized as follow: the purchase of property, ownership of the property, after sale management 

of rent, purchase or rent of land.  Generally real estate property covers all property classes 

comprising commercial, residential, hotel type, resort properties and so on. Real estate growth 

plays significant role in contribution into development of the country as whole. It is very crucial 

to investigate the factors that affect the financial performance of the real estate companies. The 

real estate sector has substantial influence on a nation’s economic development. The segment of 

the real estate adds significant value in the economic growth of a country by creating extensive 

investment opportunities. As it has been stated by Edison [10] that construction turn out to be the 

basic input for socio-economic development. 

 In the United States and the United Kingdom, Real estate assets account for a large 

amount of the national wealth. It is a very profitable market because it prompts governments to 

improve inbound infrastructure by infusing the economy with foreign direct investment. Investors 

are more concerned about the profitability, liquidity, solvency, and efficiency of market actors 

when they consider the major incentives for investing in real estate. Investors can receive a clear 

picture of financial performance and operational health by looking at profitability. In  this  

research,  the  profitability  of  a  company  is  determined  by  the  firm  specific determinants as 

well as macroeconomic determinants for US & UK. 

The aim of this scientific work is empirically investigate the firm specific and macroeconomic 

factors that influence the financial performance of real estate companies in the US & UK. 

The contribution of this empirical work is twofold. First of all, it is the first study where specific 

and macroeconomic variables are used to determine profitability of the real estate companies in 

US and UK, after global financial crisis period. Secondly, up to our best knowledge there is no 

study that employed political stability variable to determine profitability.  

To empirically investigate the relationship between the dependent and independent variables, we 

conducted regression analysis. To correct for autocorrelation and heteroscedasticity, feasible 

generalized least square (FGLS) model is employed.   

Capital adequacy and capital structure, as well as management efficiency and corporate tax rate, 

were found to have a strong and significant impact on the financial performance of the real estate 

companies. 
 

2.​ Literature Review 
 



There are many studies that empirically investigated the determinants of profitability of 

conventional banks, Islamic banks, manufacture companies, insurance companies and other 

industries. Up to our best of knowledge, there are few studies on profitability determinants of real 

estate sector. Most of the studies are based on static approach and ignored problems such as: 

autocorrelation, heteroscedasticity and multicollinearity. The studies are: [8], [9], [10], [11], 

[12],[13],[14], [15],[16] and so on. A company's financial performance is influenced by a variety 

of factors. These include the company's business situation, development trends, social situation, 

and policies, among other things. Firm-specific determinants that can affect a firm’s profitability 

contain firm size, capital adequacy,  liquidity,  capital  structure,  management  efficiency  and  

ROE  as  indicators  of profitability and macroeconomic variables that affect profitability are 

GDP growth, inflation, political stability, corporate tax rate and the time. 
 

2.1​ Efficient-structure theory 
According to efficient-structure theory, bigger profits come first, followed by more 

concentration, in terms of timing. In other words, better management and procedures lead to 

larger profitability, and there is a positive relationship between management efficiency and 

profitability. [7] 
 

2.2​ Dependent variable 
When it comes to evaluating a company's profitability, there are numerous factors to 

consider.  Ratio  analysis  created  from  financial  data  are  critical  for  accurately  assessing  a 

company's profitability. According to the literature, the profitability indicators ROA and ROE are 

extensively utilized financial measures by investors to evaluate a company's profitability. [3] 

 

Independent variables 

2.2.1​ Firm-specific determinants 
 

Firm size: The size of a firm is an essential indicator of its profitability. Devi, A. & Devi,S. 

and Khaled,M.J.& Samman.H predict a positive relationship between company size and 

profitability because bigger companies have better access to resources, resulting in higher profits 

in accordance with literature show the significant and positive relationships of profitability and 

firm size). However, Mang’ong’o,N.M., Githui,T. & Omurwa showed the opposite result and 

found insignificant relationship between size and profitability.[1][2][5] 
 

Capital adequacy: Capital adequacy was tested in the study of Mang’ong’o,N.M. which 

examine the impact of capital adequacy on KPDA-registered real estate enterprises using the 

sales to equity ratio. The results reveal that increasing the sales to equity ratio by one unit leads to 

an increase in registered company profitability, showing a positive relationship between capital 

adequacy and profitability.[5] 



 
Liquidity: The relationships between liquidity and firm profitability was examined by 

several studies. They all confirmed that the liquidity is insignificant connection with 

profitability.[3][4][5] 
 

Capital structure:  Devi, A. & Devi,S., estimated firm profitability using OLS technique to 

collect and assess panel data in Pakistan. The study implies that a company's capital structure, as 

defined by debt ratio, has a significant negative impact on its financial profitability.[1] 

Management efficiency: Better management and processes result in more profits, there is a 

positive correlation between management efficiency and profitability as examined in an earlier 

study.[7] 
 

2.2.2​ Macroeconomic determinants 
 

GDP growth: Some possible determinants influencing firm profitability are 

macroeconomic variables including GDP growth, inflation, government debt and time. 

Surveying Muscat securities market Khaled,M.J.& Samman.H was found that GDP growth 

positively affects profitability. Similarly, other studies Pervan,M., Pervan,I. & Ćurak,M. 

observed positive association between profitability and GDP growth. Favorable economic 

conditions increase demand for a company's products, resulting in more sales and, ultimately, 

improved profitability.[2][4] 



Inflation: Inflation has been noted to have a positive and statistically significant impact on 

profitability. To increase revenues by adjusting product prices, as well as to take steps to ensure 

that operational costs are kept below the firm's income, resulting in improved profitability.[4] 
 

Political stability: Political stability has a significant impact on the profitability of firms as 

it was found in a study of banks in Yemen. According to the findings of the study, political 

instability had a positive impact on the profitability (ROE) of banks.[6] 

Corporate Tax: Corporate tax rates also have a potential effect on profitability as 

examined by a study that looked at the impact of tax rate variable effect on profitability in 

companies of Tehran Stock Exchange from 2004 to 2010. The result shows that tax has 

significant negative impact on profitability.[7] 
 
 
 
 

2.3​ Hypotheses of the study 
Based on the aforementioned literature, the following hypotheses are proposed in order to 

analyze the relationships between the dependent and independent variables: 
 

H1: Total assets have positive impact on probability of real estate firms. 
 

H2: Capital adequacy has positive influence on the probability of real estate firms. 

H3: Liquidity has negative impact on probability of real estate firms. 
 

H4: Capital structure has significant negatve influence on the probability of real estate 

firms. 
 

H5: Management efficiency has positive impact on probability of real estate firms. 
 

H6: GDP growth has positive influence on the probability of real estate firms. 
 

H7: Inflation has positive influence on the probability of real estate firms. 

H8: Political statistic has negative impact on the probability of real estate firms . 



H9: Corporate tax has negative influence on the probability of real estate firms. 

H10: Time dummy has positive influence on the probability of real estate firms. 
 

3.​ Data and Methodology 

3.1​ The Data 
This study makes use of financial statements from market beat-listed companies as well as 

data from The World Bank. The information was gathered from four companies for a ten-year 

period between 2011 and 2020. We used firm-specific and macroeconomic determinants of firm 

profitability in this study. A model was created with the goal of examining the correlations 

between the dependent and independent variables, as well as possible relationships between and 

among the variables. Panel data statistics was used to obtain a result due to the data's series 

format. 
 

3.2​ Methodology 
We utilized FGLS (feasible generalized least square) to conduct the regression because it 

corrects for autocorrelation, heteroscedasticity, and cross sectional dependency. We utilize this 

model if (N<T), as we used four companies (N) over a 10-year period (T). The regression model 

used is as follows: 
 

ROE = β0 + β(TA) + β(TETA) + β(LIQ) + β(D/E) + β(DTI) + β(GDP) + β(INF) + β(PS) + β(TAX)+ β(DUMMY) 
 
Where, 

 
ROE: Return on equity as measure of profitability of firm 

TA: Total assets as measure of the size of firm 

TETA: Total equity to total assets as a proxy of capital adequacy. 
 

LIQ: Current Assets/Current Liabilities as measure of liquidity of firm 

D/E: Total debt/Total equity as measure of capital structure 

DTI: Cost to income ratio as a measure of management efficiency 

GDP: GDP growth 

INF: Annul inflation rate 

PS: Political statistic index 

TAX: Corporate tax rate 



DUMMY: crisis year (2020) 
 

3.3​ Theoretical test 
Efficient-structure theory, accordin  to  previous  literature,  shows  that  management 

efficiency and profitability are positively correlated. In this study, we performed a theoretical test 

to see if the results were consistent with previous research. 
 

4.​ Empirical Results 

Table 4.1.  Descriptive Statist 
 
 

 

 

Table  4.1  contains  information  on  descriptive  statistics  including observation,  means, 

minimum, maximum, and standard deviations. The standard deviation, which gauges a variable's 

variability, can be used to assess fluctuation. The profitability of real estate companies are 

relatively stable, as can be observed from the descriptive statistics table, because the standard 

deviation of ROE (0.076) is lower than the mean (0.143). At the same time, because their 

standard deviations are below the mean, the total asset, capital adequacy, liquidity ratio, capital 

structure, inflation rate, tax ratio and political stability, it can be assumed that the volatility is not 

particularly high. The cost to income ratio and GDP growth rate, on the other hand, has a high 

volatility standard deviation (4.76) and (0.028), which is higher than the mean (4.712) and 

(0.012). The descriptive statistics table shows that all variables have a positive mean value over 

the study period, ranging from -0.098 for GDP growth rate to 14.92 for management efficiency 

ratio. 



Table 4.2. Correlations among Variables 
 

 

 

The table 4.2 above shows high correlation between capital structure and ROE, capital 

structure and capital adequacy, management efficiency and total asset (firm size), management 

efficiency and capital adequacy, management efficiency and capital structure, inflation and GDP 

growth, tax rate and total asset (firm size), tax rate and capital adequacy, tax rate and 

management efficiency. Correlation between other variables is very modest. In addition, there is a 

negative correlation between variables, as shown in the table. 
 

Table 4.3 Variance Inflationary Factor (VIF) 
 

 

 

We use the variance inflation factor (VIF) to detect multicollinearity. If mean VIF less than 

10, then it is acceptable. We obtained mean VIF=9.22 in our model, indicating that there is 

normal correlation between the independent variables that does not necessitate further 

corrections. 



Table 4.4 OLS regression 
 

 
 
 

Table 4.5 FGLS regression 
 

 
 

Comparing the two regression findings above, we can see that the FGLS regression model 
provides more significant values and is more reliable. For FGLS regression analysis, we need to 



pay attention to coefficient and P-value parts. We can determine whether the variables are  



positively or negatively associated using the coefficient, and the significance can be determined 

using the P-value, which will be less than [0.01, 0.05, or 0.10]. The P-value of four variables 

TETA (0.050), TDTE (0.000), CTI (0.002),TAX (0.032) are less than 0.05, indicating a significant 

relationship with profitability determinant (ROE). 
 

The results of the  FGLS regression are summarized in Table 4.5 above which shows that 
firms with large number of assets do not necessarily have high profitability, it means firm size 
(TA) affecting negatively ROE and opposite to the findings in an earlier study by [1] and [17]. 
Capital adequacy (TETA) has strong significant positive correlation with ROE, well capitalized 
firms will have more money invested in projects and at the end of the day ROE will go up [5]. 
Liquidity (LIQ) has a negative impact on ROE. This may be due to the fact that the higher the 
level of liquidity, the less opportunities a company has to invest in new projects [18], [7], [5]. 
Capital structure (TDTE) has significant positive impact on ROE, this means that companies with 
high equity have better financial performance than businesses with low equity, but opposite to 
[4]. Management efficiency (CTI) has a negative and significant effect on the profitability of 
firms in this sector. Therefore, we can see that a company's management efficiency is inversely 
related to its profitability.  Therefore, it is concluded in this study that the cost-income ratio has 
significant negative impact on the profitability of real estate companies statistically. This result is 
consistent with the findings of [3] but opposite to [8], it means efficient-structure theory is not 
supported. A positive link between profitability and GDP growth is preferable in general. 
Al-Jafari1 & Al Samman (2015) findings support the idea of a positive association between GDP 
growth rate and profitability. The increase in the inflation rate makes the housing price rise, 
which increases the income by adjusting the housing price, thus improving the performance of 
enterprises. Pervan et al. (2019), also shown that inflation (INF) has a positive effect on the 
profitability of companies.  Political stability (PS) in the result indicate a negative relationship 
wih ROE, and not having a significant influence on profitability of firms in this industry, it is 
different with [19]. The tax has a negative significant effect on the ROE, Perhaps due to the 
company's development stage and limited employment opportunities, some tax situations may 
have a negative impact on the company's profitability, which is consistent with study findings [8]. 
Time dummy indicator shows a positive relationship with ROE, but is not much correlate. Time 
variable (dummy) has positive impact on profitability but not a significant influence, which 
means the financial crisis caused by 2020 COVID-19 has not had a negative 



impact on the profitability of the four companies we studied but has increased the profitability of 

companies. 
 

5.​ Conclusion 

The impact of firm specific, macroeconomic on the profitability of real estate companies in 

US & UK were investigated in this paper. For this analysis, we employed the panel data approach 

with World Bank data for four real estate companies between 2011 and 2020. We discovered that 

capital adequacy  (TETA)  and  capital  structure  (TDTE)  have  significant  positive  relationship  

with profitability of real estate companies. Management efficiency (CTI) and corporate tax rate 

(TAX) have significant and negative impact on profitability of real estate companies. 

As practical implications, the findings are expected to help managers, investors, academics, 

and policymakers gain a better understanding of real estate industry. Policymakers can use the 

aforementioned relationships for forecasting and stress testing purposes to prevent any potential 

financial turmoil. 
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