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Abstract

The International competitiveness of Jordan’s manufacturing sector has
recently been of considerable concern to officials in Jordan. This study
examines Jordan’s capacity to compete successfully in foreign markets
and with imports in Jordan’s market, and the impact of the recent policies
on the price and short-run aspects of competitiveness for a period from the
mid-1970s to the early 1990s. Unlike previous studies, assessment and
analysis of Jordan’s relative competitive position are built on indicators
constructed exclusively for the manufacturing sector covering fmport,
export, and overall dimensions of competitiveness. The OECD model has
been employed using export, import and producer prices, and trade

double weights for manufactures.

The results show that Jordan’s competitiveness deteriorated until the
mid-1980s. Subsequently, competitiveness improved with the most
pronounced gains being achieved at the end of the 1980s and in the early

1990s, particularly in import and overall competitiveness.

The maintenance of a strong Jordanian dinar associated with other
unfavourable internal and external developments fn Jordan’s and
competitors’ prices before the mid-1980s, and the favourable
developments in these prices including the devaluation of the Jordanian

dinar at the end of the 1980s, may explain the initial deterioration in



compelitiveness and the subsequent improvemeﬁt. Between the mid-1970s
and the late-1980s the gains achieved in import competitiveness process
were reflected in most years in declines in the import penetration ratio;
and in the case of the export competitiveness process were translated into

higher market shares.

The Constant-Market-Share approach shows that one-third of the
expansion in Jordan’s manufactured exports was attributable to improved
competitiveness. The Commodity effect, particularly for chemicals, was
favourable to this expansion, while the concentration of exports on the
sluggish import demand of the Middle Eastern countries resulted in a

slight unfavourable market effect.
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Chapter @

| _In troduction

It 1s almost self evidently the case that the prospects for future growth in Jordan’s
manufacturing depend on an efficient import-substituting industry which is able to
compete with imports, and on competitive exports that can face the challenges in the
rapidly changing external environment and can succeed in penetrating new export

markets and in increasing market shares.

For years the International Competitiveness (IC) of Jordan’s manufacturing
industry has been a major concern of officials. This concern has been expressed
regularly in Jordan’s Economic Development Plans which have emphasised the 1impor-
tance of manufacturing to the Jordanian economy as the largest commodity producing
sector and the need to achieve full potential from manufacturing by producing goods
which are “competitive” in both domestic and foreign markets. This issue was also
raised at the beginning of the 1980s in the comprehensive study by Dar-Al-Handasah
of Jordan’s industry, and in the late 1980s in several conferences such as that held in
Amman on the Industrialisation of Jordan (1988), and in a study conducted by the
Arab Consultant Centre in 1987. Other reports in the same year were carried out by
the World Bank on Jordan’s small- and medium-scale industry and on Jordan’s
overall economy. These studies pointed to the weakness of the IC of Jordan’s manu-
facturing and the need for improvement. Such a belief has been built on the measure
ment of the IC for the overall economy. Shrinking export markets provided other

evidence. In fact, drawing conclusions on the competitiveness of Jordan’s manufactur-
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ing from such measurement may be inaccurate and unreliable, because it is not obvious
whether the loss of competitiveness of the overall economy is attributable to the
deterioration in a specific sector or to all sectors in the economy. Also, the drop in
exports may retlect the unfavourable effects of factors other than competitiveness, such
as the sluggish demand in regional economies. Thus, the view that the competitiveness
of Jordan’s manufacturing industry has been eroding needs verification and an
accurate investigation which should be based on measurement confined to
manufacturing. The macro-economic polices introduced in 1988 to counter the
economic crisis facing Jordan at that time and the measures undertaken within the
framework of the Adjustment Economic Programme adopted in 1989 to alleviate the
structural imbalances in the economy associated with some incentives and measures in
the industrial sector may have an impact on Jordan’s competitiveness. Of particular
importance were the measures to devalue the Jordanian dinar (JD) and the policies

aimed at restructuring the external trade regime.

In light of this, the primary aim of the present study is to:

¥ assess the relative position of the price and short-run aspects of the international
competitiveness of Jordan’s manufacturing and to investigate the changes in this
position. (The non-price and the long-term aspects of competitiveness are outside
the scope of this study).

¥  examune the impact of the policies introduced in the end of the 1980s on the

improvement of price competitiveness.

Since the international competitiveness of J ordan’s manufacturing has become a
major concern of officials and since previous studies suffer from certain shortcomings,
the 1importance of this study lies in the attempt to measure and analyse Jordan’s relative
competitiveness in a systematic fashion. None of the previous work on Jordan’s
competitiveness built its analysis of total manufacturing on the basis of the

measurement of the competitive process or its outcome. Hence, none of them has
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constructed separate indicators for import, export and overall competitiveness. Two
groups of studies are available. The first, has analysed the competitiveness of total
manufacturing on the basis of general information and the indicators used in the
analysis of the competitiveness of manufacturing groups and subgroups were not
sufficiently detailed, particularly with respect to exports. The second group’s interest
was in Jordan’s economy in general and the measurement of competitiveness was for
the whole economy and not specially fo.r manufacturing industry. Even the World
Bank’s Report on small and medium scale industry used measures for the whole
economy. Hence, the variables used were related to total goods and sometimes to total
goods and services, and the weights applied were in most cases simple trade bilateral

welghts based on trade in total goods and not confined to manufacturing.

In order to have a useful measure of the price aspect of IC as a basis for more
reliable results, this study has involved seeking out an appropriate model, and the
model developed by the Organisation for Economic Co-operation and Development
(OECD) was chosen. Hence, the indicators that will be used in this study have the
merit of comprehensiveness, as the import, export and overall aspects of competitive-
ness are covered, and also of being founded on the reality of Jord_an’s trade in
manufactures, since third country effects will be considered in a relatively detailed way.
Producer, import and export prices for manufactures will be used. Two separate
samples will be chosen to build the trade weights needed: 19 export markets which
absorbed 98.0% of Jordan’s total manufactured exports in the base year 1985, and 30

competitors which supplied 89.0% of Jordan’s total manufactured imports.

Measurement of the competitiveness process i1s supported by the measurement of
competitiveness outcome or result. The Constant-Market-Shares (CMS) approach is
applied to measure the outcome of the competitiveness process in Jordan’s export
markets. This method is preferred because it allows for the separation of the competi-

tiveness effect from market and commodity effects. The so-called Economic and Social
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Commission for Western Asia (ESCWA) region, comprising the Arab countries of
Western Asia in addition to Egypt, are used to represent Jordan’s “world” in the
computations built on CMS approach. This is because Jordan’s total manufactured
exports directed at the whole world were very small in international terms, and ESCWA
countries absorbed most of Jordan’s manufactured exports. The outcome of the
competitiveness process in Jordan’s home market is measured using the import
penetration ratio; and the trade balaﬁce for manufactures, in addition to the
export/import ratio, is used 1n measuring the outcome of the overall competitiveness
process. These ratios are computed for total manufacturing and for major groups and

subgroups.

The lack of readily available data on Jordan’s manufactured exports and imports
by geographic distribution requires that considerable effort be devoted to compiling the
relevant information from different sources. These data will be useful for other
researchers undertaking future studies which require such data. The CMS analysis 1s
employed for the first time in respect of Jordan, and in this case also data were not
readily available and have had to be compiled. The attempt to apply measures originally
designed for the developed countries, may indicate the possible application of these
measures to other developing countries, provided appropriate data and other
requirements are available. Furthermore, since information on the various aspects and
dimensions of IC and on measuring IC are scattered in numerous works, 1t is hoped
that this study may contribute to the literature by gathering, presenting and discussing

such material in a systematic way.

The measurement and analysis of Jordan’s IC requires general information on
Jordan and its economy and detailed information on its manufacturing industry.
Chapters @ and @ are devoted to providing such information. It also requires a
discussion of the theoretical background on IC and Chapter @) presents, therefore, the

central base of concepts and approach to measurement. That Chapter starts by
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discussing the significance, scope, definition and nature of IC. Measures of competi-
tiveness process and its outcome then follow. Non-price competitiveness and the multi-
dimensional methods are also discussed. Special attention 1s given to the possibility of
using these measures in Jordan’s case. General considerations in constructing
competitiveness indicators are then discussed before presenting the mathematical
model of the OECD. Analysis of Jordan’s export performance and relative competi-
tiveness position constitute the latter part Iof the study, comprising Chapters ©, ©, @
and ©@. Chapter @ deals with issues on thé geographic distribution of total manufac-
tures and major SITC groups, examining the role of new export commodities. Chapter
® explores two main groups of factors influencing Jordan’s competitiveness: human,
financial and natural resources; and government policies and institutions including
macro-economic policies (mainly the exchange rate), and sectoral policies (essentially
the industrial and commercial policies) in addition to special measures for export
promotion. Chapter @ computes and analysis the effects of competitiveness,
commodity composition and market structure on the expansion of Jordan’s exports.
Chapter @ examines price competitiveness in its import, export and overall aspects. It
analyses the changes in IC through discussing the various factors influencing it.
Although total manufacturing is the focus, groups and subgroups are also examined.
This is followed by Chapter @), the conclusion. Chapter @ is devoted to presenting a
discussion of the findings, and where possible, makes recommendations and sugges-
tions for Government and other groups of interest. Three appendices follow. They
provide material on the sources and data (Appendix I), and on the choice of samples
for building competitiveness indicators (AppendixII).‘AppendixIII 1s statistical in
nature and supports the Chapters on international trade, manufacturing industry,

export performance and the analysis of competitiveness.
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Jordan’s Economy: General Background

.1 LOCATION AND IMPORTANCE

Jordan is an Asian country. Its area (the East Bank only) is 91860 km®,with 80% of
this being desert. With a population of 4.152 million individuals in 1993, Jordan lies
in a strategic position in relation to its neighbours in the Middle East; a region that
mediates the continents of Asia, Africa and Europe, and is known for its importance in
various historical epochs. Great civilisations have been established in the region since
the beginning of written history, the three great monotheistic religions were first
revealed in this region, and powerful empires have invaded it. These factors have a
continuing impact on the region’s culture and civilisation. A central role was played by
the region in initiating and transferring civilisation and trade to the whole world. It had
been, and still 1s, a source of strategic natural resources and an important arena of

world events.

Jordan, one of the smaller countries of the region, has been known particularly as
a trade and pilgrimage route and as a scarred battleground. It was, successively, a part
of the Persian, Greek, Roman, Arab and Turkish Empires. These Empires and
Kingdoms established civilisations of which many sites and antiquities are still being
found. Jordan is now important as a zone of transit and land transport, in addition to

its importance as a pilgrimage route from Syria to the Islamic holy cities of Saudi-

Arabia.
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Jordan is a part of Natural Syria, known as “Bilad-Al-Sham”, the other parts
being Syria, Palestine and Lebanon. These territories were ruled by Islam for 13
centuries, beginning from the Arab Muslim conquests in the seventh century AD., and
later with the conquests of the Ottoman Turks Muslims in the sixteenth century'”. The
area had no political boundaries until after World War I, and restrictions on free
movements of persons or goods did not exist. In effect, the area enjoyed a political,
spiritual and cultural unity. Jordan now has geographical boundaries with two of the

above countries, namely, Palestine and Syria in addition to Iraq and Saudi-Arabia.

@D.2 HISTORICAL BACKGROUND"

Late Ottoman Rule

For a variety of reasons, the Ottoman Empire began to decline 1n the late seventeenth
century, and by the turn of this century its weakness extended to all parts of the

Empire. The Arab condition, in general, was not much different from that of the

)

majority of the Turks themselves'”. However, the Arabs, being mostly Muslim,

remnained loyal to the Caliphate, the only Muslim power of the time.

Efforts at reform in the Arab World"™ were initiated at the end of the 19th

century. Two trends emerged; the Islamic one, represented by Jamal Al-Din Al-Afgani

(1) In the eleventh and twelfth centuries, the European Crusaders wrested the eastern shores of
the Mediterranean from the Muslims, in their attempts to seize the Holy Land. They ruled
these shores and some other parts including Jerusalem in Palestine and Karak in
Transjordan.

(2) Even the administrative divisions were interlaced.

(3) Much of the material in this section on historical background draws on: (a) James Morris, The
Hashemite Kings (New York, 1959), (b) Zeine N. Zeine, Arab Turkish Relations and the
Emergence of Arab Nationalists (Beirut, 1958), (c) George E. Kitk, A Short History of the
Middle East (London, 1961), (d) The Hashemite Kingdom of Jordan, Ministry of Information,
Jordan (London, 1978).

(4) In fact, the Arabs attained high positions in the civil service and the army, and became
ministers, generals and governors. Their countries were represented both in the Senate and
the House of Representatives. See Zeine N. Zeine, p. 119 and Ministry of Information, p.
37.

(5) The Ottoman rulers had initiated reforms since the last quarter of the eighteenth century, but
most of these reforms did not bring real fundamental change in the Ottoman institutions and
society.
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and Mohammad Abdu; and the political trend influenced by the forces of nationalism
imported from Europe. However, this nationalist sentiment became stronger after the
emergence of the Committee of Union and Progress in Turkey. It took over the
Ottoman Government in 1908 and deposed Caliph Abdul Hamid II in 1909. This
Turkish nationalist movement expected all groups to become Turkified within a

homogenous Ottoman State.

New national societies, born secret and public, opposed to the “Turkification”
program sprang up among a group of western-orientated intellectual Arabs. These
groups desired, at first, reforms and greater Arab autonomy within the Ottoman
Empire. Months before the outbreak of the First World War, Sharif Hussain of
Mecca had been in correspondence with the British Government about the possibility
of British support if the Sharif raised a revolt against the Turks. When war broke out
in 1914, The Ottoman Empire became involved on the side of Germany against France
and Great Britain. During the war, contacts were established between the Sharif and
the Arab nationalist in Syria, and the Sharif became the leader of the Arab nationalists.
The earlier correspondence between the British and the Sharif was renewed and the
Sharif agreed to cooperate with the Allies in exchange for their support for post-war
independence of all the Arabs in Asia (excluding Aden). So, 1n 1916 the Sharif
declared the Arab Revolt, and his sons (Abdullah and Faisal) led armies to seize Hijaz

and Syria from the Ottomans.

In the same year, however, Great Britain and France concluded the secret Sykes-
Picot Agreement, in which they agreed to divide the former Ottoman dominions
between themselves and to draw artificial political borders among these territories.
Then in 1917 Great Britain issued the Balfour Declaration pledging the British
Government to establishing a national home for the Jews in Palestine. At the end of

the war and with the defeat of the Turks, the General Syrian Congress, meeting in
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Damascus in 1920, announced full independence for Syria (including Palestine) and
proclaimed Amir Faisal as king. But this announcement was not recognised by Great
Britain and France, and in the same year the Allied Supreme Court concluded the San-
Remo Conference, by which the mandates of France over (Syria and Lebanon) and

Great Britain over (Iraq and Palestine) were assigned.

Emirate of Transjordan

Jordan (called at that time Transjordan) was assigned as part of the Palestine Mandate,
but it was not incorporated into the Palestine Administration. In 1921 Great Britain
recognised, under her mandate, a local central authority in Amman, and Emir Abdullah
became the Head of the Emirate of Transjordan. In 1923 Britain recognised the
Emirate as a national state being prepared for independence. Under the Treaty of
Alliance of 1928, which regulated the relations between the two countries until after
World War 11, the Government of the Emirate was to handle internal affairs and the
British took control of foreign affairs, finance, fiscal policy and all matters affecting
foreigners. The British administrator became, in effect, the highest authority in the
country with strong powers of control and supervision. The mandate continued until

1946, when the Emirate obtained its independence, and Jordan was proclaimed a

Kingdom under King Abdullah.

Palestine and the British Mandate

Both Palestine and Transjordan came under British control at the end of the First
World War. Although Transjordan was handed over to Emir Abdullah, both countries
were governed by a British High Commissioner under the Colonial Office. In 1922
the League of Nations assigned the Palestine mandate and the British commitments
relating to establishment of a Jewish -national home in Palestine, excluding
Transjordan. Palestine was then governed by direct British administration to facilitate

the establishment of a national home for the Jewish people. The Administration
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encouraged mass immigration of the Jews to Palestine, facilitated Iand acquisition by
the Jews and the building of military force, and provided the economic facilities needed

for the growth of their economy.

The Palestinian Arabs rejected the Balfour Declaration, and protested against the
measures of the British Mandate Government. Attacks began in 1920 against the Jews
and after 1929 against both the Jews and the British Mandate. The large-scale attacks,
that began in 1936, continued, and various solutions were attempted but failed. In
1948, when Great Britain formally ended her mandate on Palestine, war broke out
between the Arabs and the Jews whose military strength had developed during the
thirty years of the Mandate. The results of that war were the establishment of the State
of Israel, the loss of most of Palestine which was seized by the Israelis (Central
Palestine was retained by the Jordanian Arab Legion and South Palestine by the
Egyptians), and the influx of hundreds of Palestinian Arab refugees to the
neighbouring Arab countries. Thus started what was known later as the “Palestinian

Refugee Problem”.

The Establishment of the Hashemite Kingdom of Jordan

In 1950 West Jordan and East Jordan were annexed. West Jordan is the area west of
the Jordan River and the Dead Sea. It comprised at that time the hill regions of Central
Palestine (including the eastern section of Jerusalem) that were not occupied by the
Israelis in the fighting of 1948. East Jordan is the land lying on the eastern side of the
Jordan River, the Dead Sea and the series of wadies from the Dead Sea to the Gulf of
Agqgaba; roughly, the former Emirate of Transjordan (which came to be called the
Hashemite Kingdom of Jordan, a term found in the 1946 Constitution but not until
then in common use). The new state was renamed the Hashemite Kingdom of Jordan
under the rule of King Abdullah. The Palestine part of the Kingdom was the West

Bank, and the old Transjordan was then known as the East Bank. This situation

10
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continued until 1967 when the West Bank (and Gaza Strip) fell under Israeli

occupation after the June War.

A.3 THE EcONOMIC BACKGROUND"

Transjordan Before 1950

Transjordan, partly agricultural and mostly desert, was affected during most of its
history by the level and extent of security (against Bedouin raids), by the level of trade
activity of the neighbouring countries, and by the trade between Europe and the Orient.

Around and during the first centuries AD., under the rule of the Arab Nabateans, the

Romans and the Omayad Arab Muslims cities were built, the cultivated area expanded,

and agricultural production increased and was exported.

During the period of Ottoman rule, Transjordan like the rest of this region, was
aftected by all the prevailing administrative, economic and social Ottoman forms, and
Jordan retained its importance as a trade and pilgrimage route. In the eighteenth
century, the weakness of the Ottoman Empire and the tribal movements out of Arabia
had great effects on the country. Settlements disappeared and most of the area reverted
to pasture for the flocks of the nomads. Even its role as a caravan route was
diminished by the discovery of the sea route around Africa. At the end of the
nineteenth and the beginning of the twentieth centuries and at the time of the

establishment of the Emirate of Transjordan in 1921, the country was poor, backward

and insecure.

(6) This section on the economic background of Jordan before the period 1976-1993 relies
mainly on (a) The Hashemite Kingdom of Jordan (Jordan), National Planning Council, Three
Year Plan (1973-1975), (b) Jordan, National Planning Council, Five Year Plan (1976-1980),
(c) Jordan, National Planning Council,” Five Year plan for Economic and Social
Development (1981-1985), (d) Jordan, Ministry of Planning, Five Year Plan for Economic
and Social Development (1986-1990), (e) Central Bank of Jordan (CBJ), Monthly
Statistical Bulletin, Difterent Volumes, (g) Michael p. Mazur, Economic Growth and
Development in Jordan (Colorado, 1979), (h) Richard F. Nyrop, Jordan- A Country Study
(Washington, D.C. 1980).

11
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After nearly three decades of the British Mandate and the rule of Emir Abdullah,
the population had grown to approximately 375, 000 individuals”. Only very modest
expansion had taken place in education and health facilities, and modest progress was
made in road building, with the best communications being between Transjordan and
Palestine. The country was still economically dependent on Great Britain which
supported two-thirds of the government revenues. Almost all of the Transjordan
government budget was intended for the upkeep of public administration and the
British commanded the Arab Legion. This Legion achieved the establishment of
security against Bedouin raids. Improved security resulted in eastward expansion of
the settled, and thus cultivated, area. Industry hardly existed apart from handicrafts and
a few processing facilities largely lacking mechanical power. No extensive development
programs or projects were implemented. Imports were three to four times as large as

exports.

The Hashemite Kingdom of Jordan ( 1950-1966)

The economic position of the Kingdom was greatly influenced by the events of 1948.
The influx of Palestinian expellees and the annexation of the two Banks in 1950 had
important economic and social impacts on the country. First, the stock of human and
physical resources increased. The increase in the former was much greater than the
increase in the latter and it is also the case that the variety of the additional resources
was greater than that of the indigenous resources. The Palestinians who were relatively
urbanised, educated and skilled (in agriculture, industry and services), provided the
country with the high level of sophisticated leadership needed in government and in
the private sector. This human capital was reinforced by the substantial amounts of
funds brought in by some of the Palestinians. The amount of arable land also

increased by about one-third, and this land was productive in fruits and vegetables.

(7) See The International Bank for Reconstruction and Development (IBRD), The Economy of
Jordan (Baltimore, 1957), The Summary Report, p.4.

12
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Furthermore, the establishments 1n industry, banks and trading were more numerous

and of better quality in the West Bank than in East Bank™.

Secondly, the almost three-fold increase in pdﬁﬁlation‘g’ and the expenditure of
the funds transferred by the newcomers greatly expanded demands for food, housing
and basic services. This created an import boom and enriched the commercial
community, especially in Amman. It also set in motion residential construction which
resulted in the building of a new modern country. Furthermore, this increase in
population and income led to an increase in the size of the previously very limited
market and had a later favourable effect on the creation and expansion of modern
establishments in various activities which required large markets to achieve economies

of scale.

Thirdly, considerable foreign aid (relative to GNP) entered the Kingdom. The
military situation and the massive increase in population within a short period of time
required urgent foreign assistance to meet the emergency relief, the weakness and
deficiencies in the basic socio-economic services, the provision of employment

opportunities and the need to maintain a relatively modern military force.

The considerable assistance from external sources, the emergence of more
efficient government and the inflow of educated manpower largely explain the marked
progress that was attained during the decades of the 1950s and the 1960s. Indeed,
Jordan succeeded in achieving high rates of growth in spite of the limitation of its
natural resource endowment and an increasing defence burden. It also succeeded in
restructuring the weak economy that had existed in the late 1940s and in developing an

Infrastructural base, as large investments were directed in the beginning to developing

(8) See Mazur, pp. 8-9.

(9) This increase was approximately 460 000 individuals from the West Bank and 350 G00
individuals from the portion of Palestine that was occupied by lsrael, while Transjordanians
were about 375000.
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and operating the road and port networks"” and basic public services. Later, however,
there was greater concentration on the development and expansion of the productive
sectors, and a number of industries were established and irrigation and agricultural
projects were implemented. Education and health services also developed and the
industrial and administrative framework for development was upgraded. These

achievements were accomplished by both the government and private sectors.

During this period Gross Domestic Product (GDP) increased at an average
annual rate of 9.1%. As the economy enjoyed relative price stability, GDP registered an
average real growth rate of about 7%. This growth was greater than in any of the
neighbouring Arab countries except Saudi-Arabia. Per capita national income 1n 1953
was probably not much more than $100, broadly comparable to the level attained at the
same time by countries such as Syria, Egypt and India. However, by 1966 per capita

income in Jordan was higher than in those countries.

At the sectoral level, agricultural growth rates were affected by climatic conditions
in the rain-fed areas, and by the expanded irrigated areas after the completion of the
East Ghor Canal Project in the Jordan Valley. The annual real growth rates averaged
about 4% over this period, 1950-1966. The industrial sector witnessed remarkable
erowth rates of more than 13% per annum on average. With domestic industry 1n its
infancy, the drive to achieve rapid industrialisation via import substitution involved a
number of new modem industries being established in the fields of petroleum refinery,
cement, vegetable oil and other small industries such as food processing, building

materials, home furniture, textiles, clothing and footwear.

(10) Before the events of 1948, Jordan’s trade and lines of communications had been directed
westward to the Palestinian modern ports, airports, highways and tele-communications
facilities. However, after the war, Jordan had no excess to those facilities and was faced
with the necessity of developing a new transport system along North-South lines instead of
the previous East-West directed to the Mediterranean. |
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In view of the weakness of the productive base, the Kingdom had to rely heavily
on imports. A deficit in the trade balance is a phenomenon which has characterised the
Jordanian economy since the foundation of the state. However, although the trade
deficit continued to increase, its ratio to GDP declined. This was due to a slight
reduction in the rate of growth of imports, and more importantly to steady expansion in
domestic exports both of which reflected an expansion in the productive capacity of the
Jordanian economy. Changes occurred 1n the composition of imports and exports.
There was a relative decline in imported consumer goods and a sizeable increase in
imports of raw materials and intermediate goods. As for exports the ratio of non-

agricultural products rose to about one-half of total domestic exports in the 1960s.

The trade deficit was financed by the surplus in the invisible services balance
and net factor income from abroad, as well as out of current and capital transfers to the
government. The expanded tourist industry built around Jerusalem and Bethlehem was
a major source of foreign currency. Another source of invisible income was
remittances sent to families living in the Kingdom by about 100,000 Jordanians

employed 1n various parts of the Arabia peninsula.

While domestic budget revenues continued to increase rapidly, they remained
heavily dependent on indirect taxes coupled with a significant increase in the
importance of government revenues from interest, dividends and property. This period
saw significant monetary developments, such as the establishment of the Central Bank
in 1964, an increase in the number of commercial banks from three to nine and the
establishment of credit institutions. Money supply grew at a rate of 9% annually, with

an increase in bank credit at a rate of 29% per annum.

With regard to social development, the number of pupils enrolled in school, for
example, increased from over 100,000 to more than 300,000 between 1950 and 1965.

This led to a corresponding decline in illiteracy from 69% to 15% among children

15



Jordan's Economy : GeneralBackground -~ . . " Chapter®

between six and fourteen years of age. This period was also characterised by internal
migration from rural to urban areas and the rapid growth of the cities of Amman and
Zarqa. Population growth increased to 3% per annum. The unemployment rate,
however, was reduced from nearly one-third of the employable male population at the

beginning of the 1950s to about a sixth by the end of the 1960s.

The impact of the June 1967 war (1967-1972)
The result of the 1967 War with Israel was the loss of the West Bank and the influx of

hundreds of thousands of Palestinian refugees to the East Bank. Although the West
Bank’s area comprised only about 6% of the total area of the Kingdom, it contained
nearly half the population. According to a UN study"” , the magnitude of the loss of
Jordan’s economic potential because of the Israeli occupation was around 38% of the
Kingdom’s total GDP, with particularly high percentages for services (55%),
transportation (47%) and wholesale and retail trade (43%). Income from tourism and
remittances from Jordanians working abroad-two major sources of foreign exchange
earnings- declined by about 85% and 50% respectively. The contribution of the West
Bank to the Kingdom’s output of some agricultural products was high (over 60% to
65% of fruits and vegetables and 80% for olives). Although the share of the West
Bank 1n total industrial output amounted only to about 20%, the number of industrial
establishments there represented about 48% of the total for the Kingdom, employing

37% of the Jordanian labour force engaged in industry.

The period that followed the June War (1967--1 972) was characterised by
economic recession resulting from regional military, political, and security
considerations. The 1867 War and the loss of the West Bank resources and markets,

the diversion of resources to military expenditure, and the civil disturbances of 1970

(11) UN, Ecosoc, Studies on Selected Development Problems in Various Countries in the
Middle East, (E/45, Summary, 15 May 1968), pp. 14-15.
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adversely affected the level of activity in most economic sectors, especially the

comimodity producing sectors which hardly achieved any real growth.

East Bank (1973-75)
By 1973 the effects of the 1967 War and subsequent events had been largely

overcome. The country began to prosper, benefiting from the Gulf States’ increases in
oil prices and in income which resulted in high levels of Arab aid and remittances sent

home by the increasing number of Jordanians working in the Gulf.

A real growth rate in GDP of about 6% annually was attained. This growth, for
the first time in Jordan, was accompanied by an increase in the general price level
which averaged 10% per annum. The growth achieved was accounted for mainly by
the large increase in the industrial sector which averaged a rate of growth of 23%
annually. Other major characteristics were the increase in the ratio of gross capital
formation to GDP to 31% and the rise in the proportion of the trade deficit to GDP to
47 %, the highest since the establishment of the state, although there was a great

increase in commodity exports.

A.4

.41 OVERVIEW

ANALYSIS OF THE ECONOMIC SETTING (1976-1993)

The Hashemite Kingdom of Jordan (The East Bank only now) is a small country with
relatively limited natural resources, but a relatively educated and hard-working people.
Its main natural resources are phosphates and potash, aﬁd virtually all of its o1l has to
be imported. The arable land is limited (about 5% of the agricultural land) and water is

an increasingly scare resource.

Economic trends are affected by Jordan’s proximity to the oil-rich Gulf States

and by 1ts narrow productive base. Jordan has relied heavily on the neighbouring
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countries for workers’ remittances, export markets and external assistance™. The
services sector is relatively large while the productive non-services base is narrow. This
structure of national income has led to reliance on external sources to face the military
and political situation in the region and to accelerate the process of socio-economic

development.

From the beginning, and in light of the above circumstances, Jordan has followed
relatively market-orientated domestic policies and pursued an economic strategy which
has been relatively liberal in respect of trade, labour migration and foreign exchange
transfers'”. This strategy has been based also on promoting free enterprise and private
initiative by creating a political climate and economic conditions suitable to stimulating
private investment. The government supports the private sector with financial
contributions, the preparation and provision of infrastructure and assistance in project

identification.

During the late 1970s and the beginning of the 1980s the economy witnessed a
sharp revival in activity caused mainly by the changes which occurred elsewhere in the
region. The increase in oil prices after 1973 and the oil shock in 1979 led to large
increases in the Gulf States’ incomes. Jordan benefited from these changes through
exports, remittances and Arab aid. There was also a boom in the Iraqgi market for transit

facilities and for Jordan’s manufactures after the outbreak of the war between Iran and

Iraq 1n 1980 and the closure of the Iraqi ports.

The above factors affected Jordan favourably. The economy grew by over 11%

per year during 1976-1982 and operated at close to full employment. Public finances

(12) Arab assistance stopped in the beginning of the 1990s, except for the oil grant from lraq
which represented three quarters of the total assistance in 1993. See Jordan, CBJ, Thirtieth
Annual Report, 1993, p.65.

(13) Some restrictions used to be imposed, with various levels, in these fields during the different
periods.
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and the balance of payments remained strong and, despite underlying instability
resulting from the widening trade deficits, external indebtedness was contained and
inflation remained low. The result of this was significant improvement in the standard

of living of the Jordanian people.

Beginning in 1983, Jordan’s economy started to be adversely affected by the
slowdown in the regional economies caused mainly by the rapid decline in oil prices.
This decreased outmigration from Jordan and, hence, reduced remittances which, along
with the emerging macro-economic instability, created unemployment within Jordan.
Also, exports of goods other than those produced by the natural-resource-based
industries declined. Furthermore, Arab inflows of grant aid dropped putting severe
strain on the Government’s budgetary operations and the balance of payments. The
recessionary trends continued through the middle of the 1980s. The Government,
however, increased its expenditures to stimulate domestic demand and the nominal

exchange rate was maintained through external borrowing and drawing down reserves.

By 1988 the overall fiscal situation had deteriorated, the balance of payments
position had worsened, large overall deficits led to a depletion of official resources, and
foreign indebtedness was increased. This crisis resulted in the stagnation of real GDP
for most of the second half of the 1980s, a sharp rise in unemployment and a
weakening of monetary stability including a falling dinar exchange rate and rising

inflation rates.

Moreover, the Jordanian economy was greatly affected by the Gulf crisis that
emerged in 1990. This resulted in further reduction of remittances and domestic
exports and in the influx of about one-third of a million individuals. Although the
immediate impact of the influx of these returnees was to add new burdens on the
infrastructures, social services and on the creation of new job opportunities, a

favourable effect emerged later as a result of the huge increase in foreign resources
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brought in by these retumnees.

To deal with the problem of foreign debt and the structural imbalances in the
economy, Jordan adopted a program of economic adjustment in 1989 in cooperation
with the IMF and World Bank. This resulted in the introduction of a set of measures
in the context of tax and trade reform; in addition to putting the dinar on a managed
floating system. This program, however, was disrupted 1n 1990 by the Gulf crisis, and
Jordan later adopted a new program for economic adjustment for 1992-1998 aimed

essentially at dealing with domestic and external financial imbalances. This was

accompanied by a five-year economic and social development plan for 1993-1997.

The Jordanian'economy has registered noticeable improvement since the second
half of 1991. It adjusted to the economic crisis of 1988 and 1989 and the Gulf crisis
of 1990: growth wés revived, financial and monetary stability was restored, the dinar
- exchange rate was stabilised, the country’s foreign reserves were built up, the budget
deficit was reduced and the balance of payments improved. The economy also achieved
real growth 1n 1ts GDP and in per capita real income. A number of factors contributed
to this growth. The most important include the implementation of the economic
adjustment and the recovery program, enhanced confidence in the national economy
and an improved investment climate. The boom in domestic demand for both
consumption and investment coincided with the inflow of foreign resources to Jordan

from Jordanian returnees from the Gulif.

Human Development

According to the 1993 UNDP Report, the Human Development Index (HDI) for
Jordan in 1990 was 0.582 which ranked Jordan ninety-ninth among all countries and
classified it as a medium human development country"?. This index is based on three

key components: longevity, education and income. Jordan’s measure of educational

(14) See United Nations, United Nations Development Programme (UNDP), Human Development
Report, 1993, (New York: Oxford University Press, 1993), Various Tables.
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attainment surpassed the measures for all the Arab countries and other neighbours
such as Turkey. Also life expectancy at birth was higher for Jordan than for all these
countries except Kuwait and the United Arab Emirates (UAE). But because Jordan’s
real GDP per capita was the lowest in the region other than Egypt, the HDI in Jordan
was lower than that in countries such as Kuwait, UAE, Saudi-Arabia, Syria and Turkey.

It was, however, higher than in Lebanon and Egypt.

Comparison of Jordan with other countries in the medium human index
development category shows that Jordan’s situation is better than the average for most
other indicators. These indicators include the percentage of people with access to
health services, 90% in Jordan; to safe water, 99% in Jordan against 73% for the
average, to sanitation, 100% in Jordan against 84% for the average. Also population
per doctor (860) and per nurse (980) were better than the average for this category of
2210 for doctors and 1270 for nurses. But real GDP per capita at purchasing power
parity (ppp) $2345 was less than the average of ppp$2710. It should be noted that
during 1992 and 1993 noticeable improvement in this regard has been registered"”.
With respect to GNP per capita, Jordan’s figure of $1340 is higher than the average of
$940. Other indicators show that Jordan’s rural population in 1991 constituted about
one-third of total population against 58% for the average, and basic services are
comparable 1n rural areas of Jordan with those in the urban areas. With regard to the
status of women, the female literacy rate of 77% is comparable to the average for
developing countries and higher than in the neighbouring countries. Female
participation in the labour force at 10% during 1980-1989 is less than the average of
39% for the developing countries but comparable to that in the Arab countries, with
14% of the temale labour force in administration and managerial staff against 11% for

the average for the average for developing countries.

(15) See Jordan, CBJ, Thirtieth Annual Report, 1993, p.15.
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Comparison of the situation in Jordan in 1990 with that of 1970 shows that the
size of the difference between the 1970 HDI values and those of 1990 was amongst the
highest values in the world which suggests that considerable improvements have taken

place.

9.4.2 ECONOMIC PLANNING

Economic planning began in the Kingdom in 1952, with a ten year program established
with the help of the World Bank. However, the experience of development planning
after 1962 was one of financial difficulties, security problems and political instability,
all of which hindered the process of development planning until 1972, when a three
year plan (1973-1975) was launched aimed at reactivating the economy. This was
followed by three successive five-year development plans. In 1992, the government
adopted two interdependent approaches: the economic adjustment program for the
period 1992-1998 and a five-year economic and social development plan for 1993-

1997. This plan was introduced to bolster the economic restructuring program.

The main objectives that usually recur in Jordan's development plans are:
attaining high rates olf growth, increasing employment opportunities, increasing the
share of the commodity producing sectors of the economy, and achieving greater self-
sufficiency by reducing the adverse foreign trade balance and the reliance of the
general budget on external revenues. In the process per capita incomes were expected
to rise, and social measures, including a better balance in'regional growth, would, it was
anticipated, help to reduce the disparities in income distribution. The priority assigned
to these objectives in tﬁe various plans has changed according to varying
circumstances. An important and central aim in the 1986-1990 plan was that of
combatting the growing rate of unemployment and reversing the trend to rural-urban

migration. In the latest plan 1993-1997 emphasis has been put on facing the structural
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imbalances in various economic sectors through concentrating on the formulation and
implementation of an integrated set of government policies, in addition to emphasising

the principle of self-reliance and the role of the private sector.

With respect to investment outlays and investing entities, the planned figures in
the third five-year plan, 1986-1990, indicate that out of JD 3115.5 million of the total
volume of investment, JD1623.4 million (representing 52.4% of the total) was directed
to the public sector, and JD 1428 million (representing 47.6%) to the private sector.
While 39.3% of total outlays was allocated to the social and services sector, and 38.3%

to the infrastructural sector, only 22.1% was directed to the other productive sectors' .

©.4.3 TRENDS OF OUTPUT AND PRICES

Growth in Output

The revival in activity during 1976-1982 was reflected in an average real rate of growth
of above 11% per year (see Table@®-1). By 1983, the regional recession affected both
the external demand for Jordanian goods through the weakness in the regional markets
and domestic demand through a loss of income resulting from a reduction in the flow
of external resources. Consequently, the rate of growth declined after 1983 to 4.5%
and 3.5% during 1982-1985 ﬁnd 1985-1988 respectively. The economy declined
sharply in late 1988 due to the economic crisis that faced Jordan at that time and the
growth rate registered in 1989 was —10.5%. Although the economy started to improve
during the first half of 1990, it was seriously set b-ack by the Gulf crisis and the
situation deteriorated further. The economy, however, started to recover and to restore
its financial and monetary stability after 1991. In 1992 unprecedented real growth of
11.2% was achieved. This growth, howevér, became 5.8% 1n 1993. These achievements

were attributed to the growing confidence in the national economy and to the

(16) Ibid., p. 97.
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improvement in investment climate. The increased inflow of foreign resources to

Jordan that accompanied the returnees and the increase in domestic demand for both

consumption and mvestment contributed to this growth. These improvements have

been reflected in per capita income in real terms which rose in 1992 and 1993 after

several years of deterioration.

Table @-1. Growth and Structure of Jordan’s Qutput

Sectors

Agriculture

Industry
Mining & Quarrying
Manufacturing
Electricity and Water

Construction

Total Commodity Producing Sectors

Total Services
Trade
Transportation
Financing and Business
Producers of Govt. Services
Other Services

Total GDP at Factor Cost

Memorandum ltem:

Changse in Cost of Living Index {1986
= 100)

Source:

Share in GDP in

Constant Prices

Average Growih Rate in

Constant Prices

1976 | 1982 | 1985 | 1988
|l U- ] U 1976 | 1982 | 1988 | 1993
1982 | 1985 | 1988 | 1993
10.6 6.5 14.5 3.7 9.9 7.0 5.0 8.0
15.0 4.8 1.5 4.7 26.0 32.3 23.6 26.2
17.1 17.5 1.5 3.7 4.7 3.9 4.3 3.3
11.1 4.8 0.2 8.9 13.2 15.8 10.4 14.7
17.2 12.3 15.4 0.3 1.0 2.2 2.7 2.4
18.0 -58 - 0.8 4.0 7.0 10.4 6.2 h.B
14.0 4.8 3.9 4.5 35.8 39.3 29.6 34.2
g.5 4.3 1.6 -0.7 64.2 0.7 70.4 65.8
9.3 5.1 -5.2 -21.0 21.2 18.0 13.5 9.3
11.0 6.3 0.4 0.3 B.6 10.6 15.5 15.3
13.9 3.6 4.0 4.0 9.7 11.0 18.3 19.0
7.3 2.9 5.9 3.9 21.6 18.7 1.8 20.9
1.3 2.0 - 3.1 -2.1 3.1 2.4 1.3 1.2
114 4.5 2.3 1.0 100.0 100.0 100.0 100.0
10.5 4.9 2.3 10.9

Computed from data given in: Jordan, Central Bank of Jordan (CBJ), Monthly Statistical

Bulletin, Vol. 22 (March 1986), Table 42; Vol. 25 (December 1989), Table 45; and Vol.
30, March 1994, Table 46. |

Note:

and 1993 are preliminary estimate.
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The Structure of the Economy

Jordan’s economy is characterised by a relatively high share of the services sector in
GDP. This share exceeds 60% in most years, see Table@®-1. Agriculture’s share, is
small less than 10%, while that of industry (in its broadest sense) ranges between one-
fourth and one-third of the total. Since the share of the services sector in GDP has not
been deClining, this indicates that the objective of increasing the contribution of the

commodity sectors in GDP has been largely unsuccessful.

Jordan tends to have a higher share of services in GDP than other economies at a
similar stage of development. According to the World Bank Development Reports,
Jordan belongs to the group of “lower-middle-income” economies. The average
contribution of the services sector in GDP in this group was 47% in 1985 against 64%
in Jordan"”. This phenomenon in Jordan can be explained by the exceptionally large
import surplus relative to the size of the economy, the large public administration and
defence sectors, and the substantial part of wholesale and retail trade in GDP. It also
reflects the other face of the coin, i.e. the narrow base of commodity producing

sectors''.

The General Price Level

The high real growth achieved in GDP during 1976-1982 was accompanied by
relatively high rates of inflation with an average rise of 10.5% per annum as measured
by the change in the cost of living index. This was attributed to a large extent to the
successive Increase in oil prices during this period which constitute a burden on
Jordanian economy since Jordan is not an oil producing country. Subsequently,

however, inflation rates declined to 4.9% and further to 2.3% during 1982-1985 and

(17) See The World Bank, World Development Report, 1987, pp. 206-207.
(18) A comprehensive analysis of this feature in Jordan, based on the idea of cross-section
studies of Chenary and kuznets and others, can be found in: Mazur, pp. 63-76.
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1985-1988 respectively as can be seen in Table @-1 ahd Figure@®-1. These declines
reflected the recessionary conditions that prevailed in Jordan during these periods. The
highest levels of inflation were registered in 1989 with 25.8% and 1990 with 16.1%
owing to the depreciation of the Jordanian dinar. Inflation rates declined later reaching

8.2%, 4.0% and 4.7% during 1991, 1992 and 1993 respectively'".

Figure @-1. Change in Prices Measured by Cost of Living Index (1986=100)
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Source: Based on Jordan, CBJ, Monthly Statistical Bulletin, Special Issue (October
1989), Table 49 and Vol. 30, (January 1994), Table 57.

(19) Inflation measured by the GDP deflator, which considers all the prices of goods and services
included in the GDP, indicates a similar trend to the change in the cost of living index. The
inflation rates registered according to this deflator were: 4.5%, 4.6% and 5.1% in the years
1991, 1992, and 1993. This indicates that relative stability in the general price levels has
been attained. An examination of the changes in the GDP deflator on the sectoral level in
1993 reveals that the main source for the increase in this deflator was the rise in services
prices. See Jordan, CBJ, Thirtieth Annual Report, 1993, pp. 31-32.
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@.4.4 OUTPUT AT THE SECTORAL LEVEL

Agriculture

Agricultural participation in Jordanian economic activity 1s small. Its share in GDP
during 1976-1993 ranged between 5.4% and 10.6%. During 1986-1992 its average
participation in total employment was 7.4%. The highést growth rates ;vere recorded
during 1976-1982 and 1985-1988. Over the 1988-1953 period this sector witnessed
large fluctuations which were reflected in the growth rates achieved. However, high
growth rates were attained in 1992 and 1993 reaching 18.0% and 10.0% respectively.
The 1mport bill for food and live animals is still high and reached JD 416 million in
1992, about 19% of the total import bill. This weak role of agriculture is because the
cultivated area is less than 5% of the whole land area of Jordan, and because of the
difficulties facing the traditional rainfall and modern irrigated agriculture. The irrigated
agricultural area, which 1s only about 8% of the total cultivated area, faces marketing
difficulties for its fruits and vegetables although huge investments have taken place in
advanced irrigation technology. Jordanian agriculture suffers from high costs and
inadequate responsiveness to changing domestic and export markets as a result of

weak marketing infrastructure®”.

Industry
The share of industry™“” (mining and manufacturing) in GDP is also small, accounting
for less than one-fifth of GDP (see Table ®-1). Its participation in employment is

small, averaging 10.4% during 1986-1992.

The manufacturing sector’s share in GDP was at its lowest in 1988, 10.4%, and

at 1ts highest, 15.9%, in 1981. However, these shares are higher than in agriculture and

(20) See the World Bank, Jordan: Responding to Changing Environment, December 1987,
p.41.

(21) In its broadest sense (mining, manufacturing electricity and construction) its contribution rises
to more than one fourth of GDP.
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mining, but less than that of some subsectors in services. The production and income
generated from manufacturing are affected by the structure of incentives and
institutions designed to foster growth””, and are affected also by the changing
conditions of the o1l producing countries in the region, which represent the traditional
export markets for Jordanian manufacturers. The Iragi market in particular was
important from 1980 until the outbreak of the Gulf crisis in 1990. The value added in
this sector had grown rapidly during 1976-1982 on the basis of import substitution in
the small domesti‘c market, but exports have participated in this growth. Production
expanded 1n 1980, 1981 and 1984, but sﬁbsequently has been affected by the regional
reccesion. After its sharp decline in 1988, it recovered later registering a real growth

rate of 14.3% in 1992 and 6% in 1993.

With respect to mining, the country has few natural resources, the two most
valuable being phosphates and potash. Although the mining sector’s share 1n GDP is
less than 5%, as shown in Table @®-1, it provides Jordan with foreign currency. Jordan
1s the World’s third largest exporter of phosphates. These exports are directed
basically to Far East Markets. Both the phosphate industry and the potash company
are primarily financed through state funding and have the backing of public sector
organisations. Phosphates are being used increasingly in counter-trade arrangements
In foreign contracts. Virtually all Jordan’s oil needs are imported. The country's only

refinery produced 2.8 million tons in 1993. Electricity generation totalled 4435.2
KWh 1n 1993.

Construction
Jordan has a sizeable construction sector. It accounted for 10.4% of GDP in 1982 and

declined to 5.8% in 1993. During 1985-1990 it averaged about 70% of gross domestic

(22) Especially for small and medium industries, being largely in the private sector.
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capital formation®”. Its contribution to employment averaged 10.1% during 1986-
1992, and it is also important because of its strong linkages to the rest of the economy.
This sector relies heavily on external resources, particularly the remittances of

Jordanians working abroad.

Services

Jordan has a large service sector accounting for more than 60% of GDP. Of this more
than 30% consists of public administration. The remainder is divided among finance
and business, transportation and trade (ordered according to their relative importance
during 1988-1993). This sector absorbs a high and increasing proportion of the
labour force. The participation of Jordanian labour force in this sector was 68% of the

total in 1981. It increased to 69% in 1985 and further to 71% 1n 1989 and 1n 1992.

Transport

Transport's contribution to GDP increased from 8.6% in 1976 to 15.3% 1n 1993.
Transport, storage and communications employ about 9% of the Jordanian labour
force. Transport is also a major foreign exchange earner. The transport system 1s
mainly road-based and extensively developed. Queen Alia International Airport was
opened in 1983. Aqaba, the only seaport in Jordan is located on the Red Sea and grew
quickly during the years of prosperity. The railway system, except for isolated tourist
trips, is used exclusively for the transportation of raw phosphates from the mining
areas to Aqaba . In 1987 gross earnings from transit traffic to Iraq, Syria and Eastern

Saudi Arabia were about JD 40 million.

Tourism
Jordan enjoys special attractions, principally its archaeological sites and desert ruins

such as the Arab Nabatean city of Petra, the Roman city of Jerash and the Muslim

(23) See Hashemite Kingdom of Jordan, Depantment of Statistics, National Accounts, Various
|ssues.
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Omayad Palaces scattered in the Jordanian nomad area. The Dead Sea and Aqaba port

attract tourists as well. Amman is important as a transit port to the occupied West

Bank, two way traffic being permitted from the Jordanian side.

Net receipts from this sector have outstripped the country’s most valuable visible

export, phosphates, in many years.

.45 AVAILABILITY AND USE OF RESOURCES

Jordan’s gross national product and disposable income are largely affected by external
sources. Increases in remittances of Jordanians working abroad and official transfers
led during 1976-1982 to a high increase in the rates of growth of gross domestic
investment. The net results of these inflows were an enhancement of gross savings, a
partial contribution to the financing of consumption and expansion of import capacity.
Gross national savings reached more than JD 500 million in 1982 constituting 38% of
GDP (see Table ®-2). Jordanians spent on consumption and investment about 64%
more than they produced within their geographical boundaries (GDP) in 1982. This
ratio, however, became about 33% in 1993 as a result of the changes 1n the regional
economic situation and the adoption of certain measures to increase reliance on

internal capabilities*".

Net factor income from abroad has fallen since 1985. Jordan adjusted to the
lower availability of resources by cutting back investment (which declined by an
average of 3% per annum during 1982-1988) rather than consumption (which grew by
7.1%). The growth in private consumption was less than that in public consumption

and also very much less than the growth of private consumption attained during 1976-

1982.

(24) See Jordan, CBJ, Monthly Statistical Bulletin, Vol. 30, (June 1994), Table 49.
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Table ©®-2. The Availability and Use of Jordan’s Resources

Share in GDP (%

100.0 100.0

Average Growth Rates (%

1976 1982 1988

|| | U 1976
1982 1988 1991
9.1 79

Gross domestic productm I 21.0 100.0

External balance® | 27 -83 52 | -586 -639 -204

Total Expenditure 21.6 46 110 158.6 163.9 127.2 1386

Consumption 20.0 7.1 123 123.0 117.0 104.1 1174
Private 22.4 59 143 86.0 92.3 773 920
Public 13.1 10.7 59 37.0 24.7 26.8 254 |

Gross investment 26.6 -3.0 5.0 35.6 46.9 23.0 212

Gross national product™ 19.9 42 64 | 1334 1267 %0 922

Memorandum items:

Gross domestic savings* 150 137 74.1 230 -—-17.0 -41 -174
Gross national savings 43.1 -8.3 43 13.8 37.9 13.3 12.0 '

sSource:  calculated from data given in Jordan, CBJ, Monthly Statistical Bulletin, (October
1989), Special Issue Table 21, Vol. 28, and (September 1992); Tables 34 and 35.
Notes; (1) At market prices.

(2) External or resource balance = goods and non-factor services.

(3) GNP is here defined as GDP plus net factor income from abroad including all

workers remittances.
* Values of external balance and gross domestic savings are negative in

each year of the period 1976-1991.

©.4.6 EXTERNALSECTOR

Overview

The external sector in Jordan occupies a special position. The size of this sector
(domestic exports and imports of goods) has accounted for 104.0%, 100.4%, 60.1%
and 87.4% of GDP (at market prices) in 1976, 1982, 1988 and 1993 respectively (see
Table ®-3). The ratio of imports and exports of goods and services to GDP was
207.0% in 1982 and became 172.3% in 1993, In;ports of goods in particular,
constitute a high proportion of GDP, reaching 86.4% in 1882. This ratio declined to
63.1% in 1993. The current account deficit to GDP is very large and Jordan’s balance
of payments continued to suffer from structural weaknesses such as a narrow export

base and a heavy dependence on grants and remittances.

(25) Jordan, CBJ, Thirtieth Annual Report, 1993, Table 3.
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Table ®@-3. Balance of Payments / Selected Years
Million JD
1976 1980 1082 1985 1986 1688 | 1989 1990

Trade Balance 2699 5434  -8765 -7636 5042 -5998 6385 -5853 -10086 -934.6

Exports of goods 68.8 171.4 2646 3109 2560 3157 381.5 6376 706.1 770.8

Domestic Exports of goods 49.6 120.1 185.6 2553 2956 2488 3248 5341 6123 5986

Imports of goods 338.7 714.8 1141.1 10744 8500 9155 10200 12229 17147 17053
Net non-factor services 28 514 326 738 61.6 895 1377  234.1 3086  351.0
Net factor services 213 - 8.1 8.6 877 -945 832 -1390 -1273 -1489 -1897

. . 4
Factor receipts (of which)? | 260 61.4 110.3 79.9 76.4 63.6 488 53.9 85.3 157.5
Labour income 13.0 237 38.2 110.3 415 31.8 336 35.8 20.6 79.6
Factor payments 47 69.5 101.7 1676 1709 1568 1878 1862 2342 3472
1

Net transfers (of which)!" 1204 2209 3532 3865 3899 2823 3248 X399 3846 7307

Workers remittances 1165 213.0 3437 3826 3731 2859 3021 3224 3657  716.1
Current account ~1054  -2792  -4821 3910 2372 <3212 3151 =1394 -4542  -425
Foreign grants 1228 3909 3637 2912 2213 2029 2096 3536 3905 3225
Current account plus grants 174 1117  -1184 -1005 -159 -1183 -1055 2142 -73.7 2800
Capital account

Govemment (net) -11.3 228 29.6 1280 436 628 233 1247 2336  201.6

Private / short and long 3.4 9.3 208 9.7 7.1 13.1 95 ~113 458 —17.4

term (net)
Overall balance 2.7 143.8 5.0 37.7 348 424  -T27 3276 2057 4642
Change in reserves 109 -111.2 624  -185 -183 366 1203 -3227 -2551 7532
Net errors & omissions ~13.6 237 -57.5 -192 -167 58  -47.6 49 494  289.0
Memorandum items:

Current account/ GDP 250 ~28 4 365 243 -145 190  -14.1 -5.8 -17.7 -1.5

Foreign grants / GDP 29.1 397 275 181 135 120 94 147 149 11.5

Current account after

grants/ GDP 4.1 11.3 5.0 62 -10 - -70 4.7 8.9 28 10.0

Current account/ GNP -23.8 -23.0 ~36.3 258 -153 203  -=15.1 6.1 -198 -1.6

GDP (market Price 421.6 0B43 13212 16059 16399 16863 22350 24032 26184 28055

urce: Based on data given in Jordan, CBJ, Monthly Statistical Bulletin, Various Issues.

Notes: (1)
transters.

Ten percent of declared workers’ remittances is labour income; the balance is

See the World Bank, Jordan: Responding to Changing Environment, December 1987,

p.11.
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Current Account

Jordan’s balance of payments shows a large current account deficit (before grants)

accounting for 37% of GDP in 1982 and 19.6% in 1993"". This resulted from a very
high dependence on imports, on the one hand, and a paucity of natural resources, small
manufacturing base and a net food importing requirement, on the other. However,
more than three-quarters of this deficit was financed in 1982 and 1985 by grants, but

this ratio declined to about one-third in 1992.

27
Trade Balance®”

Jordan suffers from a chronic trade deficit which grew at a fast rate until 1983. Since
then the growth in this deficit has declined and in some years the deficit itself dropped.
The trade balance, however, increased later reéching its highest value of JD 1585

million 1n 1993.

Jordanian external trade is characterised by a narrow export base. Domestic
exports finance only a small, albeit increasing, proportion of imports reaching 28.6%
in 1992. Exports grew by high rates during 1976-1982 with an average rate of 24.6%
per year. This growth declined later reaching 9.8% a year during 1982-1988. The
value of exports dropped in 1990 but has increased since then. Export growth for
manufactured and agricultural products depend mainly on demand in the regional Arab
countries, while exports of phosphates, potash and fertilisers rely basically on the
Eastern European countries as well as India and the Far East countries. Recently,
however, Jordan’s exports has witnessed more diversification in goods exported and 1n

export markets.

The Jordanian economy is highly import-intensive. During 1976-1982 1mports

of goods increased steadily reaching their peak in the early 1980s, constituting 90% of

(26) Jordan, CBJ, Monthly Statistical Bulletin, Vol. 30, (June 1994), Table 33.
(27) A more detailed treatment of merchandise trade will be discussed in Chapter ® °“Analysis
of Jordan’s External Manufacturing Trade”.
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GDP in 1981 and growing by an average rate of 22.4% per year. Over the 1982-1988
period, the value of imports decreased by an average of 4.8% annually. Between 1989
and 1993 the value of imports doubled, reaching JD2450 million or 68% of GDP.
With respect td geographical distribution of 1imports, the European Community states

are the most important, but their share in total imports is declining.

Non - Factor Services

Non-factor services grew at an average annual rate of 34% during 1976-1982 but this
rate has declined to 27.5% over 1983-1988. Improvements in exports, especially
during 1976-1982, are due to the development of tourism and transportation which was
made possible by improvements in infrastructure in addition to the expanded tourist
trade through the port of Aqaba. Imports, although increasing steadily during the first
period, declined subsequently. This decline reflects the economic recession after 1983
which resulted in slackening growth of demand abroad. Moreover, reduced commodity
imports contributed to a corresponding reduction in transport services. This item has

increased in the last years and stood at JD 351 million in 1991.

Workers’ Remittances

Another component of the current account is workers’ remittances.These remittances,
in addition to official grants and export earnings have helped in the financing of capital
formation in Jordan. In 1985, for example, around two-thirds of the recorded workers’
remittances were used in the private sector, and especially in housing, equity

28 .
2% Remittances from

shareholding and projects in manufacturing and agriculture
Jordanians working abroad, mainly in the Gulf States, are the major component of

invisible receipts. They reached JD475 million in 1984 constituting 50% of the

(28) See United Nations (UN), Economic and Social Commission for Western Asia (ESCWA),
Growth of Development Finance Institutions and Financial Resources Needs of

Selected ESCWA Countries (E/ESCWA/DPD/86/6), 1988, p.25.
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receipts for services. These remittances declined in 1990 and 1991 owing to the return
of large numbers of Jordanians living in the Gulif region. However, improvement in
this regard has been registered in 1992 as these remittances reached JD 514.6 million.
Although remittances from Jordanians have been important to the Jordanian economy

(29)

for a long time™”, remittances abroad by Arabs and foreign workers working in Jordan

are a relatively new development which appeared after 1977. These remittances
reached JD 62.4 million in 1987, but declined in 1990 and 1991 before they rose again
in 1992,

Aid

Unrequited transfers are an important item in Jordan’s balance of payments despite the
decline in their magnitude in the last years. They were mostly important in 1979 and
1980 when their proportion to the deficit on balance of goods and services reached
99% and 139% respectively. Arab aid transferred to the government constitutes the
major part of these grants. It was promised to the kingdom as one of the Frontline
States at an Arab summit in Baghdad in 1978. This involved JD 376.4 mullion per
annum. By 1984, however, that figure was down to JD 232.2 million financing only
73% of the deficit on the balance of goods and services. This proportion witnessed a

general downward trend despite the increase in these transters in some years such as

1990 and became 56%, 35% and 45% 1n 1991, 1992 and 1993 respectively.

External Indebtedness

Until 1988 the size of Jordan’s debt remained manageable. The increase in the Current

Account Deficit (CAD) (after grants) during 1982-1984 sharply increased Jordan's

(29) The inflow of remittances has begun since the 1950s, as relatively large numbers of
Palestinians who settled temporary in the Kingdom and were given Jordanian citizenship
worked in the Gulf states (especially Kuwait and Saudi-Arabia). Outmigration has rosen and
thus remittances have increased in the 1960s as a result of the 1967 war and the recession
that has followed in the country. The number of Jordanians working abroad continued to
increase during the 1970s and 1980s. However, their number decreased later due to the
compulsory return of a large number of these workers following the Gulf War in 1990. Later,
these remittances continued their increases with some fluctuations.
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external indebtedness. After 1984, as aresult of a reduction in the CAD after grants,

the rate at which new debt is being contracted has slowed down.

From 1985 to 1987 the proportion of public and publicly-guaranteed foreign
debt to GNP rose from 71.8% to 75.4%. Total _external debt as a percentage of
exports of goods and services increased from 89.3% to 109.1% during the same
period. In the 1989 budget 20% of total estimated expenditure had to be set aside for
servicing the Kingdom's civilian debt. This constituted a structural imbalance and a
major factor in the economic crisis of the late 1980s. In the Spring of 1989 the IMF
was called in to assist with the rescheduling of these payments. Efforts in the last
years to reschedule these debts were reflected on the outstanding debt figures which
dropped during the last two years from JD 5409.4 million in 1989 to JD 5203.1
million and JD 4803.9 million'in 1992 and 1993 respectively. Despite this improve-

ment, this problem 1s still considered a major 1mbalance 1n the economym).

Reserves

In the past Jordan’s foreign exchanges reserves were healthy, and have been one of the
sources of confidence in the economy. Before 1980, these reserves were nearly
equivalent to more than 5 months of imports as shown in Table @-4 below. Since
1981 the reserves of the Central Bank of Jordan have fallen, especially in 1984, and
1985. In 1988, 1989 and 1990 the Central Bank of Jordan reserves were almost less
than 2 months of 1mports of goods and services. This, accompanied with other

imbalances required urgent action to face the economic crisis. Luxury imports were

banned and the exchange rate of the dinar was depreciated. Later the ratio rose,

reaching 6.5 months in 1993.

(30) See Jordan, CBJ, Monthly Statistical Bulletin, Difterent Issues.
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Table @-4. Foreign Exchange Reserves

Total Reserves Including Gold | 201.7
Reserves of Central Bank 182.3
Commercial Banks 19.2
Financial Institutions —
Imports of Goods and Services| 4416

Central Bank Reserves as 50
Months of Imports

370.8

£0.1

863.2

52

433.6

233.3

4.8

14324

3.5

740.9

387.5

330.5

229

1640.8

28

781.4

373.0

384.9

17.5

1836.5

2.8

g1.9

4014

403.3

172

1334.6

3.6

870.5

391.1

452.0

27.4

1408.6

3.3

927.6 1209.1

218.5

€72.0

37.2

1519.7

1.7

Source: Jordan, CBJ, Monthly Statistical Bulletin, Several lssues.

330.1

858.2

20.8

1804.4

2.2

~ Chapter @

o e o

14292

370.8

1045.7

12.6

24743

1.8

2961.8 33302 32499

849.1 1001.1 16896

20070 23248 15603

o.7 4.3 C.0

23626

48

Notes: * Effective December 1993, data were reclassified according to new definitions of

monetary sectors.

®.4.7 PuBLIC FINANCE

Jordan’s budgetary operations have shown a very large overall deficit. The proportion

of the deficit (before financing) to GDP at current market prices was 13.2% in 1976

(see Table ®-5). However, an improvement in this ratio, which may be used as an

indicator of financial performance, was registered until 1984. This can be explé.ined by

increases in domestic revenges and by the decline in capital expenditures. Since 1984

the budget deficit has increased steadily because the government has made an etfort to

accelerate project implementation, relying on borrowing from abroad to substitute for

falling grants. Consequently, by 1988 capital expenditures were pushed up to about

12% of GDP. This increased the budget deficit (before financing) to 9.2% of GDP,

and, accompanied with imbalances in the balance of payments and the dwindling of

foreign resources, called for adoption of a comprehensive adjustment program to face

this crisis. The measures adopted and the change in the economic circumstances

reduced the fiscal deficit in 1989 and 1990 and turned it into surplus (when assistance

is not considered) in 1992 and (with assistance) 1n 1993.
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Table ®-5. Main Public Finance Indicators in Jordan

(Percentage of GDP)
1976 1198011983 11984 11985 | 1986 {1987 {1988 {1989 | 199011991 119982 | 1993
Public Revenus® 412 442 347 281 333 V2 317 325 367 359 400 420 3813
Public Expenditures 623 526 372 342 391 396 410 417 426 395 396 364 373
Pre-financing Deficit / Surplus -132 -83 -~-25 -2 -58 ~74 =93 -92 -59 -36 04 56 07

Deficit / Surplus (Post Financing) [-101 -16 15 -09 20 -36 -45 -45 -08 19 78 105 00

Outstanding Internal Public Debt | 212 201 182 181 131 139 239 416 427 397 382 3R2 305

Qutstanding External Public Debt | c- ' v = e e o 1730 2322 2317 1985 1609 1336

Source: Calculated from: Jordan, CBJ, Monthly Statistical Bulletin, Ditterent Issues.
Notes: * Public Revenues = Domestic revenues + External aid + Loans repaid.

These results were the outcome of a fall in net lending and of the increase in
public revenues. Domestic revenues’ role in attaining the goal of self-reliance 1s
increasing. The ratio of domestic revenues to total revenues rose from 20% in 1976 to
55% in 1982 and to 86% in 1993. Components of domestic revenues indicate that
indirect taxes, particularly import duties, constitute a large proportion, albeit declining,
of the total. Income and profits tax in addition to consumption tax have increased
substantially in the last few years constituting 15.3% of the total in 1990 for the former

and 12.1% for the latter against 15.6% for import duties.

©.4.8 MONEY AND BANKING

By the end of 1993 the number of licensed banks operating in Jordan totalled 21, nine
of which were commercial national banks, including the Housing Bank, five branches
of foreign banks, one Islamic bank and six investment banks, which together had 385
branches. The Central Bank tries to promote innovation and variety. Despite the slow

change in this regard, banks have proved amenable to some innovation, particularly, in
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areas of portfolio management and equity financing. Returns on commercial banks
capital has been more than 20% in most years and became 32% and 35% in 1992 and

1993 respectively.

Commercial banks’ deposits increased considerably at the end of the 1970s and
the beginning of the 1980s, reaching JD808 million in 1980, with an average rate of
growth exceeding 25% per year (see Table @-6). After 1983 this growth slowed down
to an average of 10% a year before it stagnated in 1990. The growth 1n 1991 of 52%

was remarkable and in 1993 these deposits were around double the figure in 1990.

Table ®-6. Some Monetary Indicators (JD million)

I 1980 1585 1988 1989 1990 1991 1992 1993
Currency in circulation 351.6 531.8 8112 g71.1 10062 9324 10039 10479
Demand deposits 243.1 3164 3702 4554 4266 6080 7122 7896
Money supply (M1) 5348 8482 11814 13265 14328 16004 17161 18375
Money supply (M2) gg48 18748 26468 29711 31226 37175 41930 4516.1
Money Supply (M2) as % of GDP 85.5 96.6 119.3 127.5 1195 133.8 129.6 125.6
Commercial Banks
Deposits 8085 17472 23461 26254 26426 4021 47490 49535
Loans and advances 4597 4937 5215 6286 720 8509 9203 11188
|  Foreign assets 2052 4124 7026 8582 10457 20070 23248 15603
| Rediscount rate (%) 6.0 6.3 7.0 8.5 8.5 8.5 8.5 85

Source: Jordan, CBJ, Monthly Statistical Bulletin, Vol. 30 (June 1994), Table 1.

Money supply (M2) has grown over the period 1982-1987 by an annual average
of 11.1%, but inflation has averaged only 2.3%. This has been made possible by credit
controls on the commercial banks, the high level of investment which has transformed
money supply into assets, and the high level of indirect taxation which has taken the
edge off an explosion in demand for consumer goods. In 1990 the growth rate
registered 1in money supply was 5%, lower than in any year during the 1980s decade.

In 1991 the rate of growth in money supply (domestic liquidity) jumped by over 19%.
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Net foreign assets was the most important factor behind this increase. The flow of

savings from Gulf returnees, foreign aid receipts and the rescheduling of a

considerable portion of external debt were most responsible for this increase®".

.49 EMPLOYMENT

A position of near full employment was reached in Jordan in the 1970s and the
beginning of the 1980s, owing to the implementation of extensive projects in Jordan
and to the out-migration of Jordanians to the Gulf States which were also witnessing a
period of economic boom. Unemployment started to rise subsequently and particularly
after the mid-1980s due to the slowdown in both the regional and Jordanian
economies. Also, the labour supply exhibited characteristics of a structural mismatch
between the skill mix of the labour force produced by Jordan’s education and training
systems and the pattern of labour needed in the economy. The unemployment rate was
estimated at 8% in 1986°?, but due to the economic crisis that faced Jordan in late
1988 unemployment rose to 15%. The compulsory return of approximate 300,000
Jordanians from Kuwait and other Gulf States at the time of the Gulf crisis exacerbated
this problem and unemployment totalled more than 18% in 1991. Government
measures to confront this problem®™ coincided with the 1992 and 1993 economic
growth momenta and resulted in a drop in the unemployment rate to 15% and 13%

respectively.

(31) Jordan, CBJ, Twenty Eighth Annual Report, 1991, p.17.

(32) Jordan, Ministry of Labour, Annual Report, 1991.

(33) Government measures to face the problem of unemployment include giving the priority in
the government capital expenditure to the labour intensive projects, providing soft loans to
small enterprises to enable them to start their own business through a small loans
guarantee programme (the Development and Employment Fund) and expanding training
programs offered to the labour force. In addition, the government signed in 1992 agreements
with Libya and Yemen to expont specialised Jordanian labour. Furthermore, the rules for the
employment of non-Jordanians were stiffened. See Jordan, CBJ, Twenty Ninth Annual

Report, 1992, p.27 and CBJ Thirtieth Annual Report, 1993, pp. 32-34.
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Net foreign assets was the most important factor behind this increase. The tlow of

savings from Gulf returnees, foreign aid receipts and the rescheduling of a

considerable portion of external debt were most responsible for this increase®".

.49 EMPLOYMENT

A position of near full employment was reached in Jordan in the 1970s and the
beginning of the 1980s, owing to the implementation of extensive projects in Jordan
and to the out-tnigration of Jordanians to the Gulf States which were also witnessing a
period of ecortomic boom. Unemployment started to rise subsequently and particularly
after the mid-1980s due to the slowdown in both the regional and Jordanian
econornies. Also, the labour supply exhibited characteristics of a structural mismatch
between the skill mix of the labour force produced by Jordan’s education and training
systems and the pattern of labour needed in the economy. The unemployment rate was

(32)

estimated at 8% in 19867, but due to the economic crisis that faced Jordan in late

1988 unemployment rose to 15%. The compulsory return of approximate 300,000
Jordanians from Kuwait and other Gulf States at the time of the Gulf crisis exacerbated
this problem and unemployment totalled more than 18% in 1991. Government
measures to confront this problem® coincided with the 1992 and 1993 economic
growth momenta and resulted in a drop in the unemployment rate to 15% and 13%

respectively.

(31) Jordan, CBJ, Twenty Eighth Annual Report, 1991, p.17.

(32) Jordan, Ministry of Labour, Annual Report, 1991.

(33) Government measures to face the problem of unemployment include giving the priority in
the government capital expenditure to the labour intensive projects, providing soft loans to
small enterprises to enable them to start their own business through a small loans
guarantee programme (the Development and Employment Fund) and expanding training
programs offered to the labour force. In addition, the government signed in 1992 agreements
with Libya and Yemen to expont specialised Jordanian labour. Furthermore, the rules for the
employment of non-Jordanians were stiffened. See Jordan, CBJ, Twenty Ninth Annual
Report, 1992, p.27 and CBJ Thirtieth Annual Report, 1993, pp. 32-34.
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The largest part (48.7%) of the Jordanian labour force in 1992 was engaged in
government and social services, followed by trade, restaurant and hotels (10.5%) and
mining & manufacturing (10.3%), and then by construction (10%), transport &

communication (8.7%) and agriculture (7.4%).

With respect to the skilled labour force in Jordan, it was believed at the beginning
of the 1980s that Jordan was facing skill scarcities in some areas. At present, given
that vocational training programs in Jordan have been expanded fairly rapidly and that
a large number of returnees from the Gulf States at the beginning of the 1990s are
fairly skilled, we can assume that the scarcity in skilled labour has been reduced to a

large extent.
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Manufacturing Industry in Jordan

©.1 INTRODUCTION

The aim of this Chapter is to provide a general overview of manufacturing industry in
Jordan before turning at a later stage to analysing its international competitiveness.
Two major sections make up this Chapter. The first concerns the structure of
Jordanian manufacturing and the sector’s importance in the Jordanian economy.
Included in this section is an examination 6f size, ownership and location, and invest-
ment 1n manufacturing is also discussed. The second section deals with the perfor-
mance of manufacturing with l:egard to the growth in output and employment. The
impact of this growth on the structure of the economy is then discussed. The sector’s
performance with respect to exports and the contribution of both domestic output and
imports to domestic supply will be examined in the later Chapter on international
competitiveness. Othér factors, including government policies, that influence the

manufacturing sector and its competitiveness will be discussed in Chapter ©.

€.2 THE STRUCTURE OF MANUFACTURING

©.2.1 MANUFACTURING AND THE ECONOMY

Jordan 1s a small country with relatively limited resources and a narrow productive

base. Its gross domestic product in 1992 was only $4.8 billion'”. The industrial sector

(manufacturing and mining) constitutes a small proportion of the economy. In

(1)  This is at producers’ prices, which is equivalent to JD 3257 million. At factor cost, GDP
equals $4.1billion (or JD 2782 million). See Jordan, Central Bank of Jordan (CBJ), Monthly
Statistical Bulletin, Vol.29 (October 1993), P. 76.
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1992, its value added contribution to GDP was around $800 million (1.e.19.5% at
factor cost current prices)”. Around 38% of this originated from a small number of

natural-resource-based, relatively large industries (phosphates, potash and fertilisers in

addition to petroleum refining and cement)®.

Over the last four decades, Jordan has undertaken major efforts to build up the
industrial sector as a source of national income, and the role of this sector in the
economy has been increasing. The production index for the industrial sector has
doubled five times during the last twenty years, and industry's share in GDP has
increased by 1.9 fold”. But the sector’s contribution to total employment has risen
only slowly reaching 61,800 workers in 1992 (10.3% of total Jordanian employment),
as may be seen from Table ©-1. However, its participation in exports has been more
pronounced. As presented in Table €©-1, the proportion of industrial exports to total
exports rose from 70% in 1975 to more than 83% in 1992 (i.e. $795 million in
1992)”.

With respect to manufacturing alone, it may be seen from Table ®-1 that manu-
facturing accounts for around three-quarters of the industrial sector’s value added™,
accounts for more employment than mining and has been generating an
Increasing proportion of total export earnings. The value added in manufacturing was
$626 million (JD 426 million) in 1992, or 78% of the industrial value added.
Manufacturing's share in total value added ranged between 62% and 82% during the
1975-1992 period. As for employment, 87% of the total number of employees in the

industrial sector in 1984 were employed in manufacturing. This ratio rose to 90.2% in

(2)  This is equivalent to $617 million at factor cost constant 1985 prices (or 16.4% of GDP). See:
Ibid., p. 76.

(3) See Jordan, Department of Statistics, Industrial Survey, 1992.

(4) Computed from: Jordan, CBJ, Monthly Statistical Bulletin, Vol.29 (October 1993), pp. 76,
84 and 85.

(5)  This proportion reached 90% in 1988.

(6) Manufacturing share in “industry" defined widely as: (mining & quarrying + manufacturing +
electricity & water + construction) was 44% to 56% during 1975-1992 (at current prices).
These shares decreased to 38%-48% at constant prices.
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1992, with 64361 workers. The share of manufacturing exports in total exports rose

from 20% to 49.7% during 1975-1992, while that of minijng dropped from 50.5% to

34% during the same period".

Table ®-1. Structure of Jordan’s Industry (Shares in Total)

Manutacturing Industry

(%0)

1975 1980 | 1985 | 1986 | 1987 | 1988 | 1989 1990‘1991 1992

Value added"(current prices) 109 | 117

Value added!V (constant prices) 1.1 | 110

Gross Fixed Capital Forrmation 2.2 8.9

Exports™® | %64 | 478

Imports 544 | 57.1

Employment | e | e | e | e ] e

Total Industry®

Value added"” (current prices) 148 | 153

Valua added (constant prices) 152 | 15.1

‘Gross Fixed Capital Formation 2.6 10.1

Exports™® 796 | 845

Imports 705 | 762

Employment'® 107 | 105

Manufacturing value added as a

(%) of total industry (current 709 { 761 | 752 | 740 | 76.1

prices)

Source:  For value added and gross fixed capital formation: Jordan, Central Bank of Jordan (CBJ),
Monthly Statistical Bulletin, Various Issues. For exports and imports: UN, Commodity
Trade Statistics, Series D, Various Issues and UN, International Trade Statistics,
Vol. 1, 1991.
FFor employment: Jordan, Ministry of Labour, Annual Reports, Difterent Issues.
Notes: (1)- Share in G.D.P. at factor cost.

(2)- Preliminary.

(3)- Estimated figures.

(4)- Exports refer to "domestic exports”.

(6)- Total industry defined as "Mining & Quarrying and Manufacturing”.
(6)- Actually employed.

(7)-  eoee = not available.

(7)  The increase in the manufacturing share was not only at the expense of the mining sector,

but also at the expense of agriculture which dropped from about 30% to only 16% during
the same period. The deterioration in the mining share was attributed to the relatively low
increase in the value of its products in comparison with that of manufacturing. It is also
due (at least in 1990, 1991) to the absolute decline in their volumes. This in turn was mainly
attributed to the lower prices of these materials on the world markets resulting from
contraction of world demand due to the underwent recession.
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The performance of manufacturing in Jordan is affected by several general
factors such as: overall economic conditions in the Jordanian economy, linkages with
agriculture and construction, and regional economic conditions. Government policies to
promote the growth of manufacturing are important. The Government offers protection
to manufacturing enterprises, creates and maintains infrastructure in the support of

manufacturing and encourages manufactured exports.

The manufacturing industry has backward and forward linkages with the agricul-
tural sector. It processes the agricultural output, making tomato paste and fruit juice,
and provides agriculture with fertilisers, greenhouses, drip irrigation systems and
rubber pipes. The dependence of the manufacturing industry on construction activity
is large, not only in the home market but also in export markets. It supplies the
construction sector with various inputs such as paints, aluminium profile, doors,

windows and tiles.

The close links between Jordan and the neighbouring oil exporting countries
affect the economy through various channels: financial assistance, employment
opportunities, remittances and trade. Changes in economic conditions in the region
affect external demand for Jordanian products and also affect the size of the transfer
payments and foreign aid, which, in turn, affect capital formation and domestic demand
in Jordan. The flow of these funds affects the domestic demand for manufactures from
both the consumer and business sectors. Given the linkages with other productive
sectors in the economy, the dependence of manufacturing on these flows becomes
more important. This is obvious, in particular, in the construction sector which

depends heavily on remittances from Jordanians working abroad.

On the other side, demand in the Gulf states, which depends largely on oil
resources, is important for manufacturing in Jordan not only because these countries

constitute Jordan’s main export markets for manufactures, but also because they are
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the major markets for the main exports for Jordan's agricultural sector (fruits and
vegetables). Demand for these agricultural products affects the manufacturing sector

through the forward linkages between the two sectors.

€.2.2 SIZE, OWNERSHIP AND LOCATION

SIZE

Despite the small number of large enterprises in Jordan's manufacturing industry, their
contribution to output and employment is very much greater than that of the small
enterprises. The number of enterprises employing 20 persons or more is limited; the
largest enterprise, a petroleum refinery, had 3544 employees in 1992"”. According to
the 1984 Industrial Census, only 25.6% of the total number of establishments were
classified as large. However, they accounted for 78.1% of the total number of
employees, paid 92.1% of total wages and contributed 93.6% of total value added.
Value added and wages per employee were considerably higher in the large enterprises.
The average wage in 1984 was JD 1726 in the large establishments in contrast with JD
531 in the small ones; while value added per employee was JD 6245 for the former and
JD 1539 for the latter.

OWNERSHIP

Most of the small- and medium-sized enterprises in the manufacturing sector are
privately owned and operated. Some medium and large establishments have public
shareholding with different levels of government participation. A relatively recent report
prepared for the World Bank on 100 medium-sized enterprises" showed that 8
enterprises were 100%-owned by the government, 34 had no government equity

participation and 58 had equity participation by one or more of the four public financial

(8) See: Jordan, Industrial Survey, 1992.
(9) See The World Bank, Polices and Prospects for Small and Medium Scale Manufacturing
Industries (June 1987), P.6.
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institutions''”. The study concluded that there were few “purely private” medium-sized

firms.

According to the 1992 Industrial Survey, 12 out of 56 industries (at the 4 digit
level) had government participation constituting 17.1% of the total paid capital''”,
foreign participation was 6.5%, and the rest (76.4%) was non-governmental national
capital. Most of the total capital accounted for by the government in manufacturing in
1992 was 1n the engineering and construction materials sector (67.7%) and in the food
industry (28.6%). Government participation constituted one-fourth of the capital paid

1n the engineering sector while that in the food industry was over one-third.

With respect to legal type, more than three-quarters of the registered industrial

" in recent years, 1988-1992, were general partnerships, followed by the

companies
private shareholdings with limited liability (8.9% to 13.4% of the total) and then limited
partnerships which constituted 6.4% to 11.4% of the total. Registered public
companies were very few in number. Only 7 out of 813 companies which registered in
1992 were public shareholdings and these formed less than 1% of the total number of

companies, but their share was 33% of the total capital".

The non-Jordanian share in the manufacturing sector constituted 13.5%"" of the
authorised capital"® in 1984. This participation declined in the late 1980, owing to the

recessionary conditions, the economic crises that faced Jordan in 1988 and 1989, and

(10) These are: the Industrial Bank, Pension Fund, Housing Bank, Social and Postal Banks.

(11) The government participation in the total industry defined -according to the industrial surveys
as (mining & quarrying + manufacturing + electricity + industrial services) was 33.9%. This
share Is higher than that in manufacturing alone because of the high participation of
government in electricity (89% of the total capital in electricity ) and in mining (55.7% of the
total).

(12) In both mining and manufacturing.

(13) See Jordan, CBJ, Twenty Ninth Annual Report, 1992, p.119.

(14) This contribution rises to 35% in the mining sector. One of the reasons for this relatively
high ratio is the high participation of the Arabs in the Arab Potash Company, which was
established to be a common Arab company.

(15) The percentage ratio of the paid capital to the authorised capital in 1984 was 99.4% . See
the Industrial Census of 1984.

47



Manufacturing Industry in Jordan B o | | : Chapter ©

the adverse effects of the Gulf War in 1990 on the Jordanian economy. During the
three years, 1990, 1991 and 1992, the capital registered in new industrial companies by
non-Jordanians was about 10% of the overall capital"'®. Two-thirds of it was registered
in 1992, owing to renewed confidence in the prospects for the Jordanian economy
among foreign investors. This might also reflect the effectiveness of the latest

amendments mtroduced in 1991 to the incentives offered to foreign capital.

Distribution of the total registered capital by foreigners during 1990, 1991 and
1992 by nationality showed that most of the foreign investors were Iraqis (62.1%)
followed by Syrians (12.9%) and then by Egyptians (5.9%) and Lebanese (2.1%).
Non-Arab investors’ participation was limited. The Russian share reached 2.6% while
that of the British was 2%, that of Americans was 1.8%, and the rest (10.6%) was
divided among 14 other nationalities'”. The large contribution of the Iragis reflects
their capacity to benefit fromllordan’s “Encouragement of Investment Laws”,
especially in the light of the weak investment opportunities available in their home

country as a result of the sanctions imposed and the other consequences of the Gulf

War.

With respect to the distribution of foreign capital by major industry groups, the
Industrial Survey of 1992 showed that the chemical industry was ranked first (47.4%,
with 41% of this in petroleum refinery), followed by the engineering and construction
materials sector (26.6%, with 33% of this in cement), the non-food intermediate and
consumer 1ndustries (18.8% with 33% of this in spinnin‘g & textiles) and last the food
industry (7.1%). These figures show that foreign capital concentrates on larger
industries where companies are publicly-owned with relatively larger government

participation to guarantee security.

(16) See Jordan, Ministry of Industry and Trade, Companies Department.
(17) lbid.
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Comparison with previous years indicates that nearly the same pattern has
prevailed over time. But some important changes have occurred recently, especially in
1992"%. First, there seems to be more flexibility in the movement of capital among
industries. For example, there was a 50% decrease in participation in the food industry,
and an increase of 217% in the spinning & textiles industry, which raised the
participation of the non-food sector from 10.4% in 1991 to 18.8% 1n 1992. Secondly,
significant changes occurred in the engineering & construction materials sector. A
drop of 46% in the cement industry was more than compensated for by large

involvement in new opportunities in metallic products and professional equipment.

LOCATION

Examination of the geographic distribution of enterprises in the manufacturing
industry reveals that they are heavily concentrated in Amman Governorate. More than
70% of the total number of enterprises according to the 1979 Censuses were ldcated in
this Governorate, and they accounted for 82.6% of the total value added, 82.2% of
employment and 81.9% of wages. By 1984, although nearly the same percentage of
enterprises was found in this Governorate, their shares in employment, wages and
salaries, and value added had decreased to 70%, 64% and 63% respectively. This
reflects the increases in the shares of other Governorates owing to the establishment of
large enterprises such as the glass factory in Ma’an Governorate and the second

cement company in Rashadiya.

The recent figures for the years 1991 and 1992 showed that there is still heavy
concentration of industrial companies in Amman Governorate. More than three

quarters of the number of companies registered were there, followed by Zarqa and by
Balga (about 8% _for each), then by Irbid (4.7%) while the shares of Ma'an, Kerak and

Tafilah were even lower.

(18) Compare, for example, the Industrial Censuses of 1984, 1989 and 1992.
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The Government provides a package of incentives to encourage regional
dispersal''”. This includes:

s providing tax incentives under the “Encouragement of Investment Law”.

o3

creating industrial estates and/or free trade zones and
s  providing electricity power and credit at preferential rates. But, in spite of this and
although there has been some slight improvement in other regions, the capital,

Aminan, seems to remain an attractive and preferred location.

€©.2.3 INVESTMENT

Considerable resources were attracted by industry during the five years of the 1976-80
plan. They reached JD 527 million (or 22.7% of the total gross fixed capital formation)
in comparison with JD 253.4 million (or 29.8% of the total) during the five years of
the 1981-85 plan. The total gross fixed capital formation in the 1ndustrial sector during
the five years of the 1986-90 period was o;ﬂy JD 154.3 million (that 1s 5.9% of the

total). Manufacturing accounted for JD 101.3 million or 65.7% of that of the

industrial sector and about 4% of the total®®.

As a result of the widespread economic recession during the second half of the
1980s, not only manufacturing suffered, but also agriculture and construction. These
sectors rely heavily on the private sector for investment and the regional economies for
markets. The share of the mining sector, which has relatively large government
participation, also declined. Most probably this was due to the decline in public

investment since most of the profitable investment opportunities had already been

exploited.

For the beginning of the 1990s, the total amount of investment in the economy

started to rise, with a substantial increase (61.2%) in 1992 reaching JD 980 million.

(19) This can easily be seen in the various Encouragement of Investment Laws.
(20) See Jordan, CBJ, Monthly Statistical Bulletin, Vol. 30 (March 1994), p. 83.
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This may be attributed not only to the restoration of confidence in the Jordanian
economy, but also to the relatively large amounts of money brought back by returnees
after the Gulf War. The distribution of the capital of new companies registered by
economic activity shows that industry has become the most attractive activity for
Investors, since its share in the total capital reached 62.1% in 1992 against 17.1% in

1991%".

Table ©®-2 shows the sectoral distribution of fixed capital formation in
manufacturing. The chemicals industry has attracted the largest amount of investment.
This resulted from the relatively large and technologically advanced machinery used by
the companies 1n this sector. Also, as an increasingly successful industry, it attracts

more and more investment.

Table ©®-2. Fixed Capital Formation of Jordan’s Manufacturing

Industry by Subsector.
| ISIC Code | Subsectors ™ Average value (Thousand JD)
1976 = 1984 1984 —1988 1988 —1992
311-314 | Food processing and related industries 3595 3344 2206
321-342 | Non-Food consumer and intermediate goods 3620 2760 3352
351-356 | Chemicals 5065 4959 11668
Engineering and construction materials 3998 9164 5704

Total manufacturing

oo | v

Source: Computed from: Jordan, Deparntment of Statistics, /ndustrial Survey, Issues of 1975-1992.

Although during the first period both the food and non-food industries have
nearly the same average amount of investment (Zable ©-2), the non-food group
attracted only about half the amount of investment in the food industry in the last

period. This can be explained in the case of the food industry in that its potential is

(21) See: CBJ, Twenty Ninth Annual Report, 1992, P.119,
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relatively limited owing to the weak opportunities available, as most profitable
industries based on agricultural domestic raw materials have already been exploited.
Secondly, the non-food intermediate and consumer goods group consists of a large
number of 1ndustries such as textiles and spinning, leather, footwear, wood & wood
products, paper & paper products, printing and publishing. These industries with more

income-elastic products have, in general, more potential to grow as incomes rise.

©.24 EMPLOYMENT

The number of workers employed in manufacturing has increased over time. The
average number of employees doubled between the first period 1976-1984 and the
third period 1988-1992, (see Table ©-3 below). According to the 1992 Industrial
Survey the number of total employees in manufacturing stood at 93092 employees.
The engineering and construction materials sector absorbed the largest proportion of
workers 1n each period (about 28%). This is followed by the non-food consumer and
intermediate goods sector (around 24%). Food manufacturing and chemicals each

have nearly the same share in total manufacturing of around 16%.

Table ©®-3. Employment in Jordan’s Manufacturing Industry

Subgroup

Average (number) Share in total (%) Average annual growth rate
(%)

|- 1988 | 1976 | 1984 |- 1968
R 20 R 0 N 2 B
1992 | 1964

11755 | 17.6

A. Food processing and related
industries

B. Non-food consumer and inter-
mediate goods

C. Chemicals

D. Engineering and construction
materials

17201 | 24.8
11153 | 15.0

18876 | 28.6

E. Handicraft and miscellaneous 215 0.7
. Repairs and maintenance 13164 { 13.3
Total manufacturing 12356 | 100.0

Source: Jordan, Department of Statistics, Industrial Surveys, Issues of 1975-1992.
Notes:  -«ee. = not available.
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The average annual growth rate of employmenf 1n manufacturing was highest
during 1988-1992, when it reached 12.1% against 8.7% for the whole period 1976-
1992. The high growth rate may be ascribed to the increase in industrial activity and to
the relatively low wages prevailing during this period owing to the high unemployment
rates. The growth rates in employment were the lowest during 1984-1988 due to the

general slowdown in the economy.

©.3 PERFORMANCE OF MANUFACTURING

©.3.1 GROWTHIN OUTPUT

In this section we will trace the trends in gross value added and in the industrial
production index (see Tables €-4 and €-5 below). The period studied is divided into
three subperiods depending on salient changes (positive or negative) in the growth of

value added. These subperiods are; 1976-1984, 1984-1988 and 1988-1992. Analysis

of growth is at both the overall and the sectoral level (major groups).

1976-1984

Due to the economic boom that prevailed in the Middle East in the 1970s and the
beginning of the 1980s, foliowing the sharp increases in oil prices in 1973 and 1979,
Jordan’s economy achieved high growth rates. Growth in manufacturing was also
considerable, especially until 1981. It was a continuation of the previous remarkable
growth that had begun in the first third of the 1970s. High rates of growth were
attained between 1976 and 1981. In 1982 and 19823 the growth rates contracted
slightly. Although in 1984 the growth attained was high, the average for the second
part of the period (1981-1984) was only moderate. Thus, the average annual growth for
the whole period 1976-1984 was 22.1% (see Table ©@-4 below). In real terms this

(22)

growth was 10.4%

(22) See Jordan, CBJ, Monthly Statistical Bulletin, Vol. 29 (1993), pp. 82-83 and 94-95.
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Table ©-4. Value Added in Jordan’s Manufacturing Industry by Subsector

Average Share in total (%) Average annual
|ISIC Subsector o
(thousand JD) growth rate (%)
code
1976 | 1984 | 1988 | 1976 | 1984 | 1988 | 1976 1988 | 1976
4 U U U I ! {4 | i
1984 | 1988 | 1992 | 1984 | 1988 | 1992 | 1984 1992 | 1992
311 - 314 | Food processing and related 30943 68497 103289 23.9 250 24.5 25.5 7.8 122 175
industries!?
321 - 342 | Non-food consumer and 19210 31063 56483| 149 113 134 | 107 92 17.5 120
intermediate goods
361 - 385 | Engineering and construct- 40004 77123 119676 31.1 281 285 { 200 9.0 17.2 16.5
ion materials®
351 - 356 | Chemicals® 30890 87102 121201] 24.0 317 288 | 208 241 -20 20.1
3511 Industrial chemical 9033 23760 64931| 7.7 86 154 | 351 157 200 26.2
3512 Basic chemicals 2194 3208 5828 1.7 1.2 14} 352 -—-75 222 199
3513 Fertilisers -32 41683 22689 — 1.5 S S A il 0.5 -
3521 Synthetes | .. 659 2150} ‘- — 0.5 | e e e e
3522 Paints 1617 2510 2550 1.3 09 0.6 | 352 -156
3523 Pharmaceuticals 2326 7570 19930 26 28 47 | 352 107
3529 Scap 2828 5118 9990| 2.2 1.9 24 | 352 -5.1
3530 Othes | ... 1766 1796 ..... 0.4 0.4 | v e
355 Petroleum refineries 17453 56980 44453 135 20.7 106 | 30.1 318
356 Rubber products 144 181 572 0.1 0.1 0.1 |-140 1215
Plastic products 3393 6180 11246 2.6 23 27| 242 6.1
951 | Industrial services 6506 6745 19351| 5.1 25 46 | ... 8.3
Total manufacturing® 128825 274521 420630 (100.0 100.0 100.0 | 22.1 13.3

Source:
Notes:
(1)

(2)

Computed from data given in Industrial Surveys of 1976-1992.
According to the “International Standard Industrial Classification”, I1SIC;

tood processing and related industries include: Food manutacturing, beverage
industries (alcoholic and soft), and tobacco manufactures.

Non-food consumer and intermediate industries include: textiles, wearing apparel,
leather & leather products, footwear, wood & furniture, paper & paper products,
printing and publishing.

Engineering and construction materials include: non-metallic mineral products, basic
metal industries, fabricated metal products, non-electrical machinery, electrical
machinery, transport equipment and professional & scientific goods.

chemicals include: industrial chemicals (basic chemicals, fertilisers, synthetics, paints,
pharmaceuticals, soap, others), petroleum refiners, rubber products, and plastic
products (n.e.c.). |

Total manufacturing includes; “handicrafts and other manufacturing industries’. The
magnitude of this item is generally not significant. It's average share in_total
manufacturing was only 1%,1.4% and 0.2% during the previous periods, respectively.

(3)
(4)

()

..« = NOt available.
— = nil or negligible.
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With respect to sectoral growth, the perfonnanée of most groups was striking,
especially during 1976-1981. In the second part of the period, the food industry
contracted, the non-food group remained nearly the same, the chemicals group grew
moderately and engineering and construction materials expanded considerably. During
the whole period 1976-1984, Table ©®-4 shows that engineering and construction
materials, which had a relative importance of 31.1% in tbtal manufacturing, grew by an
average of 20% per annum, chemicals, with a 24% share 1n the total manufacturing,
grew at an even higher rate of 30.8%. All components of this group achieved good
performance except rubber products which contracted. Food processing and related
industries group was as important as chemicals (around 24% of the total), but the
growth attained of 25.5% was less than that in chemicals, although greater than that in
the non-food consumer and intermediate goods group. This last group was the least

important and attained the lowest growth rates.

Table -5 presents the value based industrial production index (1979=100). It
showed marked increases, rising from 66.5 in 1976 to 139.2 in 1981 and to 173.1 in
1984. The growth in the value of output was due to increases in both quantity and
prices as is clear from examining the quantities produced and the wholesale price

. 23
index*®®.

The performance of the food industries was healthy as the production index
doubled for most of its components. In the non-food industries, the performance of
textiles & spinning and paper & cardboard was also very good (the index for the latter
grew by 233%). In contrast, the leather industry’s growth was weak. As for chemicals,
the index increased by 2.5 fold. All the components of the overall index
increased, with the increase in quantity being greater than that in prices. For example,

prices of soap & detergents increased by 28% as against a 416% increase in the

(23) Jordan, CBJ, Monthly Statistical Bulletin, Vol. 25 (December 1989), p.71.
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Table ®-5. Industrial Production Index (1979=100)

Industnal production

Chapter ©

Weight Year
1981 | 1984 | 1985 | 1986 | 1987 l 1988 - 1990I 1991
General revised Index 66.5 139.2 181.2 1852 187.8 2052 188.5 1979 2058 1899 212.3
100.0 | General Index 66.5 139.2 173.0 173.6 178.0 200.2 181.2 1915 189.8 1925 209.1
2.9 | Fooditems 68.5 111.1 136.0 1422 979 1028 1175 1128 119.0 998 162.5
3.0 | Soft drinks 466 1186 869 781 690 773 875 894 89.6 108.2 128.2
1.1 Alcoholic drinks 88.1 1432 1356 896 732 67.9 650 674 837 860 88.2
3.1 | Fodder 98.6 108.0 1189 ©90.3 878 857 958 999 919 934 105.3
12.2 | Cigarettes and matches 65.8 1404 1318 1070 100.1 1259 1153 863 97.3 1136 91.6
2.6 |Clothes and textiles 64.6 94.3 1264 167.3 148.2 167.3 1759 1498 1596 1383 118.9
1.6 | Footwear and leather 88.5 1026 107.6 108.7 118.7 1136 121.0 98,7 107.8 113.6 131.6
1.7 | Plastic and sponge 496 1029 926 89.1 1141 107.8 122.2 92.7 102.9 113.2 132.3
Chemicals
6.7 | General 56.0 1415 193.2 1845 217.3 226.8 193.1 266.7 271.7 2450 219.2
(2.3) | Pharmaceuticals 764 1720 291.3 3411 338.2 377.1 345.1 4984 4497 327.1 295.2
(1.2) {Paints 45.1 103.6 1209 113.7 956 1059 99.2 898 109.7 1012 117.0
(3.2) | Detergents and soar 454 133.7 1490 985 1753 1641 1192 1664 204.5 239.9 203.0
Construction materials
18.9 | General 82.0 164.1 177.8 1913 182.2 201.6 176.2 174.7 207.7 212.7 239.9
(12.6) | Iron 77.1 169.0 139.1 1655 173.7 183.3 1629 1475 1466 1638 1953
(3.5) | Cement 93.5 154.7 325.1 3246 287.9 3805 2852 309.7 48941 487.9 487.0
(1.5) | Wood products (na.) 142.1 1346 1284 650 369 851 101.3 742 373 55.6
1.3) | Other (na.) 164.6 205.8 1556 1150 86.9 1175 1594 185.1 147.7 219.2
13.0 ] Petroleum products 72.4 126.9 1449 1411 1342 140.0 137.7 140.7 154.9 140.1 1869.0
17.8 | Phosphate ' 62.5 150.1 219.7 2146 221.0 242.1 199.0 2347 203.3 157.8 152.0
1.6 | Paper and cardboard 73.4 162.1 160.8 200.0 170.5 2453 208.0 263.0 274.8 2555 2495.3
1.0 | Batteries 118.1 90.1 664 658 723 733 845 919 782 1128 113.6
12.8 | Electricit 6§2.2 1350 240.6 263.5 323.7 381.8 353.0 3753 401.7 4153 496.9

Source: Jordan, CBJ, Monthly Statistical Bulletin, Various Issues.

quantity produced. The fuel price index (1979=100) grew considerably from 68 in
1976 to around 300 in 1984, while the quantity of petroleum products increased by
119%. The engineering and construction materials group also achieved good growth
rates. The production index for construction materials, for example, increased between
1976 and 1984 by 116.8%, while the price index grew by §8.9% only. In particular,
the cement production index increased to 3.5 fold as a result of increases in quantity
(247.9%) and in prices (130.2%). Indeed, owing to the huge increase in construction

activity, Jordan was obliged first to increase its imports of cement from JD 4.4 million
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in 1978 to JD 22.8 million in 1981, and then to open a second cement company in
order to increase domestic production to satisfy the increasing demand. Consequently,
imports in 1984 decreased to only JD 3.6 million although the surface area of

construction increased by 19%" .

1984 - 1988

The recessionary conditions that began in the region in 1982 as a consequence of the
drop in oil prices affected the performance of manufacturing industry in Jordan. The
growth in value added nearly stagnated in 1982 and 1983, although it grew
considerably in 1984. After that, as these conditions still prevailed, this sector did not
recover to previous growth rates although a moderate real growth rate of 3.3% was
achieved in 1887. In 1988 Jordan faced an acute economic crisis which resulted in
stagnation in GDP. The manufacturing sector was seriously affected and registered a
drop of 19.1% in the real value added. For the whole period 1984-1988 Table ©-4
shows that the average annual growth in manufacturing value added was 13.3%, while

(25)

it registered negative growth of 4.3% in real terms™". While the drop in the value of
manufacturing output was exclusively due to the decline in quantities, the wholesale
price index moved up for all the items in the index (except manufacture of food). The
general wholesale price index increased by 9.3% in 1988 and 33.8% in 1989 as a

result of the depreciation of the dinar™.

Table ©-4 shows that during this period the relative importance of chemicals
value added in total manufacturing value added increased to 31.7% as against 24% in
the previous period. This is due to the increase in the value of most subgroups of

chemicals (except soap & detergents, paints and basic chemicals). Synthetics emerged

-

(24) Jordan, CBJ, Monthly Statistical Bulletin, Vol. 29 (October 1993}, pp. 86- 87.

(25) Real growth rates in 1987, 1988 and the period 1984-1988 were computed from data given
in Jordan, CBJ, Monthly Statistical Bulletin, Vol. 28 (September 1992), p.77 and Jordan,
CBJ, Monthly Statistical Bulletin, Vol. 29 (October 1993), pp. 80-81.

(26) See Jordan, CBJ, Monthly Statistical Bulletin, Vol. 29 (October 1993), pp.94-95.
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as a new subgroup, and fertilisers value added changed from negative to relatively high
positive figures, owing to the increase in exports which grew by 62% between 1987
and 1988“" as a result of favourable world conditions. The performance of the food
industries was the worst among the four groups, and the production index decreased
considerably. The non-food group was able to maintain its position since 1t 1S
composed of different industries and decreases in some groups were compensated for
by Increases in others such as clothing & spinning and paper. The most obvious
feature of the engineering and construction materials sector was the high increase in the
prices of some items. The cement production index decreased due to a reduction in the
quantities produced, while prices were fixed, owing to the contraction in the surface

area of construction by 30% during this period.

1988-1993

During 1989 and up to the outbreak of the Gulf crisis in August 1990 Jordan was able
to restore stability and to achieve noticeable improvement. However, the Jordanian
economy was severely affected by the Gulf crisis. Manufacturing was atfected by the
loss of its traditional export markets and by the decline in domestic demand owing to
the fall in workers’ remittances from Jordanians working abroad and in grant aid.
Consequently, manufactures registered a real negative growth rate of 2.5% in 1991
against a positive growth of 9.6% in 1990. In 1992, however, a high growth of 14.3%
was attained for the first time in several years, followed by a 6.0% growth rate in 1993.
This improvement was due, among other factors, to the growing confidence in the
economy among consumers and investors and to the re-bpening of traditional markets,

In addition to the opening of new export markets. Thus the real annual growth rate

averaged 9.9% during the whole period 1988-1993%”.

(27) Figures are computed from data given in Jordan, CBJ, Monthly Statistical Bulletin, Vol. 29

(October 1993), p.60.
(28) Growth rates are calculated from data given in Jordan, CBJ, Monthly Statistical Bulletin,

Vol. 30 (March 1994), p.79.
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Examination of Table €-4 above shows that all ﬁlanufacturing groups achieved
relatively high growth rates except chemicals which registered a small decline. Within
the chemicals group, all of its components recorded high growth rates except petroleum
refining. Exclusion of this item from chemicals results in a 20.0% annual growth rate,

the best among the other groups.

In summary, the trends in manufactﬁring indicates that value added has exhibited
an increasing trend despite declines in some years. This growth, however, has mostly
been achieved through import substitution and later on through export expansion also.
The best growth performance in manufacturin g was achieved during the 1970s and the
beginning of the 1980s. The high growth rates attained were not maintained later on

and high negative rates were registered in 1988. The good performance has been

restored since the beginning of the 199057,

The performance of J ordan in the manufacturing industry compares favourably
with the international standards presented in the World Bank’s Development Reports.
The average growth per annum of 13.8% achieved during 1976-1981 is substantial
when compared to the rate of 7.3% achieved overall by the group of countries to which
Jordan belongs, “the lower middle-income” economies. Even during the period of
lower growth rates of 1980-1985, Jordan’s performance of 5.6% was better than the

3.2% achieved on average by that group in the same period””. Despite this Jordan’s

(29) it is worth mentioning that the ratio of the gross value added to gross output of Jordan's
manufacturing is low. According to the industrial surveys this ratio was only 27% in 1992
(against 31% in 1991). The low ratio of the chemicals’ subsector, particularly petroleum
refinery and fertilisers, has a substantial impact on this result. This ratio was only 8.4% in
petroleum refineries and 6.9% in fertilisers. Exclusion of these two items from the total
raises such ratio for total manufactures to 35%. This ratio is highest in the group of food
manutactures (40.7%), followed by engineering and construction materials (38.4%), then
comes non-food consumer and intermediate goods (33.2%) and chemicals (14.7%).
Exclusion of fertilisers and petroleum refiners from chemicals raise this ratio for chemicals to
31.0% which is close to that of the construction and engineering group.

(30) See World Bank, World Development Report, 1987, pp. 204-205.
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manufacturing has suffered from some structural weaknesses such as the excessive
dependence 1in 1ts growth in both import substitution and exports on the construction
activity, and its reliance on limited export neighbouring markets. Recent developments

in these regards indicates considerable improvements.

€©.3.2 CHANGES IN THE STRUCTURE OF THE ECONOMY

One of the important roles of manufacturing in developing countries is that of
changing the structure of the economy. Various indicators have been developed to
assess such change. A frequently used indicator is the share of manufacturing in
GDP.

In analysing this share, it is preferable to extend our period of study a little bit
more, to 20 years, i.e. since 1972. Considerable change occurred within the short
period of 1972-1975. The share of manufacturing in GDP jumped from around 8% in
1972 to more than 13% in 1975°". This was mainly due to the considerable expansion
in total manufacturing output in both absolute terms and relative to the changes in
other sectors in the economy. This expansion, in turn, was an outcome of exploiting
unutilised capacity and of the large new investments directed at this sector. The wide
variations witnessed during 1972-1975 did not continue during the 1976-1984 period.
Although the changes registered in these shares were favourable, but they were small,

and the shares ranged between 13.3% and 15.3%.

During 1985-1988, successive decreases were registered in the ratio, reaching the
lowest proportion of 8.9% in 1988, while during 1989-1992, the high growth rates
achieved were reflected in the share of manufacturing which increased from 1989

(except in 1991) to reach 13.5% in 1992.

(31) At factor constant cost.
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(32)

Analysis of the above information suggests that:‘

The low share of manufacturing in GDP in the beginning of the 1970s was
mainly due to the very limited industrial base of Jordan. It is also attributed to
the slowdown in the economy owing to the economic and political conditions at
that time.

No obvious structural change could be observed during the last twenty years, or
precisely during the last 17 years; as we started with a share equals to 13.1% in
1975 and ended with 13.5% in 1992. The change which occurred in the first
half of the 1970s was remarkable, and that registered during the second half of
the 1970s and the beginning of the 1980s has been limited. The reason for this
slow change might be that Jordan, before its formation in 1950, was a relatively
backward country in almost all fields. Modern industry and agriculture hardly
existed. The development efforts, which had accelerated since the mid-1970s
resulted, in general, in an expansion in all the sectors of the economy and not
only 1n manufacturing. However, it seems that the expansion in the
manufacturing sector, although remarkable and generally above the average in
similar countries, was not enough to cause a tangible structural change™.

The share of Jordan’s manufacturing in GDP was low and is still low 1n com-
parison with other countries. According to the World Bank’s Developments
Reports Jordan’s share was below the average attained in the group of “lower-

middle-income” economies as it reached in 1985, for example, 12% against

17% 1n that group.

Comparison with the structural changes that has been taking place in the successful
economies of East and South Asia indicates that the experience of South Korea, for
example, had resulted in a steady rise in the share of manufacturing in GDP. This share
have nearly doubled between 1954 and 1971 (as it rose from 10% to 18%); it continued its
rising and doubled again in 1987 (after another 16 to 17 years) reaching 35%. See Chungsoo
Kim, “The Industrialisation of Korea: Export Promotion Versus Import Substitution®, in
Matthes Buhbe and Sami Zreigat, eds., The Industrialization of Jordan: Proceedings of a
Conference held in Amman, Jordan, on July 2-3, 1988 (Amman: Friedrich Ebert, 1989), pp.
26 and 27.
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@ The low share of Jordan’s manufacturing in GDP is not only due to the limited
productive base, but it is also a reflection of the domination of the services
sector which contributes more than 60% of GDP in most years®”. The average
contribution of this sector to GDP in the “lower-middle-income” economies in

1985 was only 47% against 64% in Jordan“".

In conclusion, manufacturing in Jordan has not played the anticipated role in
restructuring the economy. In spite of this, manufacturing 1s an important sector in
Jordan especially because its share in GDP and role in the economy is the largest

among the commodity producing sectors®".

(33) See in this study Chapter @, the section on the Structure of the Economy.

(34) See The World Bank, World Development Report, 1987, pp 206-207.

(35) The contribution of other commaodity producing sectors in GDP during 1976-1992
ranged between (4.7% - 10.6%) for agriculture, (2.6%-7.5%) for mining, (1.0% - 2.7%)
for electricity & water and (5.0%-12.2%) for construction.
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International Com p'etiti veness: Conceplts and Measurements

0.1 INTRODUCTION

This Chapter is organised into two main sections. The first 1s on the concepts of
International Competitiveness (IC). It explores the significance, scope, definition and
nature of IC. The second focuses on the measurement of IC. Three types of
measurement are presented with emphasis on the first two, namely, measures of the
process and of the result of IC. Price (cost) and non-price meastres used to assess the
IC process are discussed first. Export-market shares and import-penetration ratios
used to assess the result of IC come next. A third type of measure, multidimensional
in nature, follows. In the last subsection, also on measurement, general considerations
in constructing the indicators of price-competitiveness are discussed. These are
followed by the OECD mathematical model for the measurement of import, export and
overall competitiveness. This model is presented in some detail since it will be used in a

later chapter to measure Jordan’s IC.

0.2 CONCEPTS

0.2.1 SIGNIFICANCE

International Competitiveness refers to the ability of a country to compete successfully
in world markets and with imports in its own domestic market. It 1s considered
nowadays an important international economié issue; and for some national economies,
it is a more enduring problem than many other economic problems. It has become a

major concern and a much discussed topic since the late 1970s and early 1980s. Back
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in the 1950s and 1960s neither economists nor policy makers expressed as much
concern over IC as has been the case recently. With the dramatic increase in worldwide
competition resulting from unprecedented changes in the international economy,

economuists and social scientists began to pay more professional attention to IC during

the 1980s.

Official concern over the long-term competitiveness of national economies has
arisen 1n some advanced Western countries from a general feeling that these countries

. . 1
are in danger of “losing the race””

. This concern was expressed in 1985 in the USA
Report of the President's Committee on Industrial Competitiveness™, in the UK Report
of the House of Lords Select Committee on Overseas Trade'®, and also in
“Competitiveness of Community Industry”, a Report prepared in 1982 at the request

of the European Parliament’s Committee on Economic and Monetary Affairs".

Evidence of practical concern could be seen in the growing support for
protectionism in Europe and the USA®. Indeed, huge trade deficits in the USA and
other countries have increased the recent attention to IC. However, these worries are
likely to continue as long as Japan and some other East Asian and other New

Industrialised Countries (NICs) continue to increase their shares in Western markets.

(1) International Competitiveness (IC) of the United States of America has deteriorated in the
mid-1980s, but the general trend since then showed improvement. This situation is,
however, different in the United Kingdom where IC deteriorated in the beginning of the
1980s, improved in 1986 and 1987 but deteriorated again at the late of the 1980s and the
beginning of the 1990s. The situation in other industrial countries differes from country to
country.

See International Monetary Fund (IMF), International Fmancral Statistics YearBook, 1993
(Washington, D.C.: IMF, 1993).

(2) U.S. Government Printing Office (GPO), The Report of the President’s Commission on
Industrial Competitiveness: Vol. 11, Global Competition, the New Reality (Washington,
D.C.: U.S. GPO, 1985).

(3) Her Majesty's Stationary Office (HMSQ), Report from the Select Committee of the
House of Lords on Overseas Trade, “The Aldington Report” (London: HMSO, 1985).

(4) Commission of the European Communities, The Competitiveness of the Community
and Industry (Luxembourg: Ofifice for Official Publications of the European Communities,
1982).

(5) Protectionist pressures established in industrial countries over the past two decades remain
strong. There has been little progress in dismantling the managed trade agreements and
other non-tariff barriers. See The IMF, World Economic Outlook, QOctober 1893
(Washington, D.C.: IMF, 1993) p.1.

64



International Competitiveness: Concepts and Measurements =~~~ ChapterQ®

Not only the Western developed countries are interested in this issue. There is
also growing concern in other parts of the world. The interest of the former Socialist
Countries stems from their internal economic problems, in addition to the erosion of
their competitive standing over the past two decades. Developing countries, which are
facing different internal and external problems, express their concern in part by trying
to imitate the successful experiment of the NICs who enjoy shares in important

segments 1n the markets of both the developing and the Western countries.

It should be noted that this concern with IC is due to its important influence on a
nation’s domestic economy. This role is well expressed in the following quotation
from the USA Report of the President’s Commission: “An internationally competitive
US economy is a prerequisite for the national goals to which we aspire... a rising
standard of living for all Americans, our position as leader of the free world, and our

15(6)

national security’". These goals could be attained through improved competitiveness

as 1t enables the national economy to raise the nation’s standard of living, to expand

employment opportunities, and to meet its international obligations"".

Academic interest in conceptualising IC and in presenting empirical evidence
intensified during the 1980s and the beginning of the 1990s"®. However, some, albeit
more limited, debate on this topic could also be found in earlier studies. Fleming’s
study, published by the IMF in 1956, is an example of the early studies". In the early
1960s official, but indirect, interest in IC was found in Balassa’s work where the initial

concern was with the US balance of payments, and US international competitiveness

(6) US GPO, p.6.

(7) |bid., p.5.

(8) Studies that were carried on during the 1980s and the beginning of the 1990s which
emphasised the main conceptual issues of IC will be examined in the relavant position in
this Chapter. However, the most important earlier work will also be discussed.

(9) J.M. Fleming and S.C. Tsiang, “Changes in Competitive Strength and Export Shares of
Major Industrial Countries®, International Monetary Fund, Staff Papers, Vol. V (1956), pp.
218-248.
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was just one of the factors affecting that balance'”. Relevant debate on British IC
could be found in the mid-1960s in Ray""” and NEDC"® among others. Also during
the 1960s other studies that had some relation to IC were conducted. These studies

were on issues such as export shares, export performance and comparative

. . N . . . 13
international prices, and also on export trends and prospects of specific industries’”.

During the 1970s, the concern over conceptualising and conducting empirical
investigation of IC continued. Examples are Stout’s"” study which set out some of the
major definitional 1ssues of IC, particularly the price (cost) measures, before examining

the IC of the OECD countries'”. Junz and Rhomberg focused on price

(16

competitiveness''”, whereas Armington was concerned with the non-price aspect of

| (N

0.2.2 ScopPE
Basically, IC at the national level should cover all traded goods and services, with as
detailed a breakdown as possible. This will give a comprehensive picture of the

competitiveness of a country.

(1) Balassa’s study was one of the studies prepared for the “Subcommittee on International
Exchange and Payments of Joint Economic Committee Congress of the United States’.
See Bela Balassa, “Recent Developments in the Competitiveness of American Industry and
Prospects for the Future”, in US Congress, Joint Economic Committee, Factors Affecting
the United States Balance of Payments (Washington: US Government Printing Office,
1962), pp. 27-54.

(11) G.F. Ray, The Competitiveness of British Industrial Products: A Round Up. London:
Woolwich Politechnic, 1966.

(12) The National Economic Development Council (NEDC), Imported Manufactures, An
Inquiring into Competitiveness (London: H.M.S5.0., 1965).

(13} For a detailed presentation and discussion of studies on IC before the 1970s see Joy.M.
McGeeham, “Competitiveness: A survey of Recent Literature”, The Economic Journal, Vol
LXXVII (June 1968).

(14) David Stout, International Price Competitiveness, Non-Price Factors and Export
Performance (London: National Economic Development Council ,1977).

(15) Organisation for Economic Co-operation and Development (OECD), “The International
Competitiveness of Selected OECD Countries”, Occasional Studies (July 1978), pp. 35-
50. |

(16) Helen B. Junz and Rudolf R. Rhomberg, “Price Competitiveness in Export Trade Among
Industrial Countries”, International Trade, Vol. 63 (May 1973), pp. 412-418.

(17) Paul S. Armington, “The Role of ‘Non-Price Competitiveness’ in Exporting”, The Banker,
Vol. 127 (August 1977), pp. 39-43.
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In practice, most of regularly published measures, both cost-and price- based
relate to manufacturing industry only. Services are excluded and not all goods are
included, the reasons being data availability and the influences of pricing policies:

%  Services: although many services are traded, they are excluded on the grounds
that service prices are not available for a sufficient number of countries, and even
1f they are available they are not always reliable.

% Agricultural products: prices of agri-cultural goods are to a large extent distorted
through support and subsidy programs.

*  Raw materials and energy products: these goods are priced on world markets
where price differentials are arbitraged away so that price-based measures of IC
might not give useful information (the same argument also applies to some
agricultural products).

¥  Manufacturing output: data for manufactured goods are generally available for a
large number of countries, particularly the developed. Also these data (as
compared to those for other sectors) are to some extent homogenous, comparable
and reliable. Moreover, price differentials are often more indicative of the
importance of price competitiveness than is the case for other sectors of the

economy' .

Trade 1n manufactures may be considered the primary arena of competition
because manufacturing seems to show greater signs of external benefits and of
economies of scale, especially in technology-intensive areas, than the rest of the
economy. Thus, 1t 1s possible that nations can grow faster than others by aggressively
promoting manufactures””. Moreover, it is believed that “a healthy manufacturing

sector 1s a key both to international competitiveness and to a rising standard of

(18) For a more discussion of the reason behind the choice of manufacturing see Martine Durand
and Cloude Giorno, “Indicators of International Competitiveness: Conceptual Aspects and
Evaluation”, OECD Economic Studies, No. 7 (Autumn 1987), pp. 148-151.

(19) For a detailed discussion of this point see Peter H. Lindert, International Economies
(Homewood: Irwin, Ninth Edition, 1991), p.201.
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“We can say that a country has become more or less competitive if, as a

result of a cost-and-price developments or other factors, her ability to sell

. . . . é)
on foreign and domestic markets has improved or deteriorated”*”.

This definition has been criticised for being not operational®”, because it does not
specitfy the criteria to be used in the measurement of a country’s IC, and does not

enable one to say whether any one country has become more or less competitive.

The definition provided by the European Management Forum (EMF) (1984) has
some similarities with Balassa’s with respect to covering both price and non-price
factors and both foreign and domestic markets. According to the EMF, industrial

competitiveness is:
“The immediate and future ability of, and opportunities for,
entrepreneurs to design, produce and market goods within their respective
environment whose price and non-price qualities form a more attractive

package than those of competitors abroad or in domestic markets”*”.

Refinements of the concept and definition of IC resulted in subsequent Reports
adopting a definition of IC in general terms (and not only industrial competitiveness)

that covers goods and services'".

Much of the current conceptualising of IC, especially by American writers,
depends on the definition provided in the USA Report of the President’s Commission
on Industrial Competitiveness. This definition begins by defining competitiveness at

the firm level:

(25) Bela Balassa, “Recent Development in the Competitiveness of American Industry and
Prospects tor the future”, pp. 27-54.

(26) Frohlich, p.22. |

(27) European Management Forum (EMF), Report on International Industrial
Competitiveness, (Geneva: EMF Foundation, January 1984), p.6.

(28) See, for example, IMD and World Economic Forum, The World Competitiveness Report,

1990 (Geneva: IMD, June 1990), p.8.
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“A firm is competitive if it can produce products or services of superior
quality or lower costs than its domestic and international competitors.
Competitiveness is then synonymous with a firm’s long-run profit
performance and its ability to compensate its employees and provide

. . (29
superior retrns 1o s owners” }.

“The definition of competitiveness for a nation’, the Report goes on to recognise
“must similarly be tied to its ability to generate the resources needed to meet its

goals”. So,
“Competitiveness for a nation is the degree to which it can, under free and
fair world conditions, produce goods and services that meet the test of

international markets while simultaneously maintaining and expanding the

. . " 30
real incomes of its citizens”™.

The Report argues that IC for a nation is much more complex than that for a firm,
although there are parallels between them, since success in one industry can reduce
competitiveness in others as wages and factor costs are bid up; thus, not all sectors of a

nation’s economy will be equally competitive in world markets.

Two aspects of IC with regard to time horizon may be derived from the above
USA Report definitions. The short-term aspect which concerns the ability of the nation
to meet the test of international markets and the long-term aspect which refers to real
income per capita®”. The time horizon was explicitly expressed in the EMF Report
definition mentioned above and it was considered in formulating the main factors

affecting IC. Also real incomes were considered among the criteria used to assess IC.

(29) US GPO, p.6.

(30) Ibid.

(31) In the case of the shont-term aspect of IC, a country will be uncompetitive on world markets
if its unit production cost becomes higher than those of other nations. This iIs due to
increases in wages and other costs of production which are not compenstated for by
productivity growth. With respect to the long-term, a country is considered to be competitive
it it can maintain or extend the standard of living of its citizens.
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However, emphasis in that Report was put on the short-term aspect as it was stated:

"G No direct

“The final judge of industrial competitiveness is the market place
reference is made in the definition in this Report or the 1990 Report to the real returns

to the firm or to the standard of living of the citizens of the nation.

The definition of the Report of the President has been considered unsatisfactory
by Francis for two reasons. First, it does not pay enough attention to the concept of
national comparative advantage, which should be discussed adequately in relation to
international trade® before moving on to discussion of national competitiveness.
Secondly, there must be a clear distinction between the concepts of economic growth,

efficiency and competitiveness, as they are not necessarily related.

Recently, Lenz has also criticised the above Report’s definition for being
incomplete®”. He argues that it is not only absolute gains that should be considered,

but also relative performance. So, he adjusted the Report's definition as follows:

"Competitiveness is the ability of a nation to maintain a rough cumulative
balance in its external accounts over the long term while making gains in
its standards of living that compare favourably with other nations at

comparable stages of development'”.

This definition requires that for a nation to be competitive it must not only achieve
increases in its living standards, but also continue to match or exceed the increase in its
peers’. Definitions by American writers reflect their concern with the economic

leadership of America.

(32) European Management Forum Report, p.6.

(33) That is, how advantages are shifting, and whether they are reflected in the operation of the
market, including exchange rate adjustments. See Francis, p.17.

(34) Lenz, p.4.

(35) Ibid., p.6.
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In the World Competitiveness Report of 1990 1t is argued that the final word on
competitiveness remains elusive and that, despite the attention national competitive
analysis has received, the perfect synthesis of the many issues involved has not been
made™®. This deficiency in conceptualising IC is, according to Frohlich, because of the
lack of specific theory about IC in the standard economic texts, because economists are
not well equipped to handle this issue, and because matters of IC are related to many

fields of knowledge including management and engineering"”.

Frances, however,
suggests that the very nature of the concept is the cause of this deficiency. The

“Nature of IC” will be discussed below.

0.24 NATURE

IC 1s not a simple, uni-dimensional notion: it has more than one aspect (price, non-
price), has influences upon many sectors in the economy (industry, foreign trade, etc.),
and is affected by different factors (cultural, economic, social and political). IC is also a
complex concept with a global nature, especially, when compared with competitiveness
at the firm level. For IC is not merely affected by domestic factors but also by factors
such as technology transfers, the international diviston of labour, and the management

38
of natural resources on a world scale®.

In fact, the competitive position of one country, indicated basically by its share 1n
world markets, 1s affected negatively by growing protectionism in other countries and
by the procedures undertaken to maintain or increase the rates of their exports growth.
Does this mean that IC is a zero-sum game, 1n which one country can gain only at the
expense of others? Many"™ suggest that the struggle among nations for international
markets and the competition to increase economic power need not necessarily be so.

All nations could benefit from and depend on the economic growth of other nations.

]

(36) IMD and World Economic Forum, p.10.

(37) Frohlich, p.21.

(38) European Mangement Forum Report, p.6.

(39) See, for example, US GPO, p.6; Lenz, p.5 and Fréhlich, p.27 among others.
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“Y argues that the adoption of policies to enhance

In explaining this point, Toyson
competitiveness in one country, through accelerating productivity growth and
quickening the pace of technological innovation and diffusion, need not affect its
trading partners negatively, because this strategy will lead to, for example, improvement
In quality standards, development of new products and production processes, and
adoption of modern technology. Partners may benefit from these developments, and at
the aggregate level world welfare may incfease. Tyson suggests that the way in which
industrial nations share in the benefits over time depends on cooperative rather than
competitive efforts among nations to shape rules for the international economic

4
system" .

Frohlich™, on the other hand, though sharing Toyson's opinion about the
importance of innovation strategy in benefiting all nations, analyses this point in a
different way. He argues that the increasing growth in productivity leads to growth in
income, which, in turn, stimulates import demand and, thus, trading partners benefit
through larger export markets. The end result of this process is more production and

higher real incomes in all countries.

From these arguments one can make two observations regarding the nature of
IC. First, competitiveness is not an end in itself. "It is a way to eamn rising standards of
11(43)

living and to generate the wealth to pay for domestic and international community™ *.

This same point is also obvious in the Report of the President®”. The second is that in

(40) Laura D'Andrea Tyson, "Making Policy for National Competitiveness in a Changing World", in
Antonio Furino (ed.), Coorporation and Competition in the Global Economy: Issues and
Strategies (Cambridge, Mass.: Ballinger, 1988), p.22.

(41) The share in benefits depends on what professor Klaus Schwab called “Cooperative
Competition" in the Preface of the "EMF's Report on International Industrial
Competitiveness.

(42) Frohlich, p.28. -

(43) Bruce R.Scott and George C. Lodge “Introduction” in Bruce R. Scott and George C. Lodge
(eds.), U.S. Competitiveness in the World Economy (Bosten: Harvard Busines School
Press, 1985), p.4.

(44) The Report considers an internationally competitive US economy a prerequisite to attaining
national goals.
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assessing IC in one country we are not confined to the domestic conditions of this
country. Consideration of the factors that determine .the IC position and the change of
this position over time in other competitors’ countries is necessary. SO competitiveness
is not an absolute but a relative concept. "There is no race from ‘A to B’. The question
1s a matter of relative position in terms of resources and products and the change in
relative positions over time"*®. In fact, by definition, one can state that IC is relative.
Most definitions of IC reveal this point exblicitly, when they compare the performance
of one country with that of other competitors abroad or in domestic markets"*®. Also,
one caﬁ, by commonsense, judge that changes in IC of one country are not only a
consequence of the changes in the position of this country's IC but also changes in the
position of other countries"”. Industrialisation of the NICs, for instance, has led to
relative decline in the developed countries in terms of percentage shares in world
markets. Actually, this characteristic of IC is quite obvious in the Report of the
European Management Forum™ and the World Competitiveness Report which did not
or could not give levels relating to the competitive positions of the countries surveyed,

but ranked countries according to ten Principal Indicators.

Dealing with relative concepts requires comparative analysis; which s not
confined in this context to comparisons with other countries, but also comparisons with
the past. Thus, competitiveness is related to another characteristic, namely, dynamism.
As a dynamic concept the relative position of countries in the future 1s affected by the
factors determining present levels and trends and by changes in the factors

themselves™. Since the different factors and elements of IC need numerous years or

(45) Commission of the European Communities, The Competitiveness of the Community
Industry, p.16.

(46) See, for example, the definition of European Management Forum of 1984, p.6.

(47) In fact, the absolute position of this country may not change at all, but the change in other
countries’ positions will lead to relative change in this country’s position.

(48) See the introduction of the “European Management Forum Report of 1984” and “IMD and
World Economic Forum”, p.9.

(49) Commission of the European Communities, Competitiveness of the Community
Industry, p.16.

74



International Competitiveness: Concepts and Measurements ~ Chapter ®

even decades to play their roles adequately, we can conclude that IC is essentially a

long-term concept™.

In sum, IC is a composite, multi-dimensional, complex, global, relative, dynamic
and long-term concept. Accordingly, the process of measuring IC is not easy because
there 1s no single measure that can cover all these characteristics. Moreover, different
measures give different results as we can see in the following section about

measurement and evaluation of IC.

0.3 A FRAMEWORK FOR ANALYSING IC

Analysis of IC for any one country requires establishing a comprehensive analytical
framework. Since theory provides the substance of the framework, evaluation needs an
excursion into economic theory to specify what and how we assess 1n addition to why
we assess. Therefore, we need first to address a clear definition of IC and to specify
the aspect of IC on which we are concentrating. Measurement of IC position comes
next. This is followed by analysis of the role of the various determinants of IC that can
maintain or improve it. Finally, action to be taken to ensure future IC should be

suggested.

While a theoretical framework does not exist in a systematic form, one can find
some isolated treatment of these issues. However, we can start with the definition of IC
which may be at the nation’s level, or at the firm’s or sector’s level. Also, two aspects
may be considered. The short-term and the long-term. The goals aspired at the
nation’s level refer in the short-term to maintaining or increasing the ability of this
nation to compete in international markets. While 1n the long-term the goals are related
to maintaining or expanding the real incomes of the country’s citizens. Success in

achieving the goals in the short run leads, in general, to attaining long-run goals.

(60) Scott, p.15.
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Measurement of IC enables one to make objective judgements about the
country’s current and future prospects, which in turn helps in formulating and
undertaking appropriate policy action. Indeed, systematic verification is necessary in
the light of the increasing concern about this issue on a world-scale, particularly in
some countries where this concern has not been built on specific economic indicators,
but rather on a general fear or impression that their IC is in danger. Measurement
begins by determining what to measure aﬁd by what method or measures. Both IC as
“process” and the result of this process should be measured using appropriate
measures, as discussed in the next section. Measuring the process involves assessing
price and non-price competitiveness, while measuring the result is to some extent
complicated because it depends on what we mean by results. In other words, it
depends on the short-term or long-term aspects or objectives which are specified in
relation to this process. In any case, the measures applied should be consistent with the
adopted goals. So, in the first case variables such as export unit values and unit labour
costs used to assess price competitiveness are employed. Whereas in the second case
we use measures such as market shares (to assess the short-term) and changes in

productivity and in real wages & return to capital (to assess the long-term).

This theoretical framework should also help in establishing the bases of
evaluation and measurement and the standards used in determining adequacy. These
bases or dimensions stem basically from the nature of IC as a relative dynamic
concept. Therefore, the dimensions of measurement for any o'-r’le country are:

®  Comparison with the past performance of that country.

€  Comparisons today with the performance of competitors®".

A third dimension has been suggested by some analysts and has been considered

implicitly by others. This dimension involves comparisons with the country's

(1) New York Stock Exchange, U.S. International Competitiveness: Perception and Reality
(New York: New York Stock Exchange, August 1984), p.9.
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potential®® and with what the position “ought to be”**.

The results should be interpreted through careful analysis of the various factors
that determine competitiveness, and cause its strength or weakness.These determinants
include: first, competitive resources such as human resources, technological capa‘city,
capital, infrastructure and natural resources; secondly, efficient allocation of these
resources as reflected in productivity aﬁd in' foreign trade performance; thirdly
innovation, flexibility of 'adjustment to changing internal and external conditions; and
fourthly, the international economic environment™. Finally, the result of measuring the
competitiveness position and assessing the future prospects determine the extent and
the kind of government action needed to build on competitive strength and to mitigate

shortcomings.

0.4 MEASUREMENT OF IC

0.4.1 BASIC CONSIDERATIONS

The suggested measures of IC should be derived from and be consistent with the IC

definition, nature and dimensions. The following points regarding these measures

should be noted:

@  There is no single measure of competitiveness and there is no unique way of
measuring competitiveness. This stems from the composite multi-dimensional
nature of IC. As a relative concept, the significant measures are also relative not
absolute.

@  Specific measures are designed to assess specific aspects of IC, but none of them

1s ideal. Each one has some theoretical or practical shortcomings.

(52) Lenz, p.5.

(53) Commission of European Communities, The Competivieness of the Community
Industry, p.6.

(64) For a discussion of the various determinents of IC see US GPO, pp. 55-133; Lenz, Ch.2;
Wojciech Bienkowski; “The Applicability of Western Measurement Methods to Assess East
European Competitivenss”, Comparative Economic Studies, Vol. XXX (Fall 1988), pp.
33-50.
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®  Not all measures could be used in assessing IC in all countries. The applicability
of IC measures depends on many factors to be discussed later.

@  More than one measure is required for useful competitiveness assessment.

©

The shortcomings of every measure should be considered when used.

0.4.2 MEASURES OF THE PROCESS OF IC

Measuring IC, as has been stated before, requires measuring the process of IC and also
its effects. We shall begin by measuring the IC process. Such process has two
components or aspects: price and non-price, each of them will be discussed below in

some detail.

0.4.21 Price (Cost) Competitiveness
Price (Cost) Competitiveness is defined as “the behaviour of costs, prices or profits of

19(55)

a given country relative to those of its competitors”™ . It indicates the position of a

particular country relative to its competitions on the basis of price™.

The influence of price on competitiveness has been explained 1n Frohlich®”, who
stated that a country's sales performance, like the case of an individual producer,
depends largely on its ability to meet demand at low prices. However, many
researchers > have conducted various empirical studies dealing with variable such as:
prices of imports and exports, changes in these prices, the volume of imports and
exports, and export performance. They have found (in addition to other results) that
there 1s generally an association between the changes in export prices and the volume

of exports. More precise evidence about competitiveness has been presented in an

(65) QECD, “The international Competitiveness of Selected OECD Countries”, p.35.

(66) Nigel Piercy, Export Strategy: Markets and Competition (London: George Allen & Unwin,
1982), p.112. -

(57) Frdhlich, p.23.

(68) See, for example, J.R. Parkinson “The Progress of United Kingdom Exports®, Scottish
Journal of Political Economy, Vols.13 (1966), p.11; Paul S. Armington, p.43 and G.J.
Hooly & J.R. Newcomb “Ailing British Exports: Symptoms, Causes and Cases®, The
Quarterly Review of Marketing, Vol. 8 (1983), p.16.
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earlier study carried out by Junz and Rhomberg(sg’; It indicates that 43% of the
variation in export share can be attributed to relative export prices. Accordingly, price
is an important element in competitiveness. However, its relative power depends

basically on the type of competition which predominates.

Before discussing relative output prices and relative unit labour costs, it seems
appropriate to identify the main characteristics of the ‘1deal’ measure with respect to
competitiveness.

The ‘ideal’ measure of the competitive position should"":

&  Take into account developments in all sectors of actual or potential competitors
among countries without, however, including 1n its coverage sections of the
economy which do not compete with those of other economies, 1.e. it should
cover all traded or tradable goods and services but nothing beyond that.

&  Be based on data which are comparable in various countries.

However, in practice, the researcher is faced with technical difficulties in
compiling these measures because not all the relevant data are available, even 1n the
advanced countries. Therefore, relative and not absolute prices and costs are used
expressed as indexes. Also, sometimes proxies and not the suggested measures are

(6

used to reflect competitiveness" . Moreover, even these proxies are plagued by a

variety of statistical problems.

Relative Output Prices
Output price changes over time can reflect price competitiveness. Since comparisons
with other countries are essential in evaluating IC, the appropriate measure involves

comparing relative output prices in a common currency, which requires, in turn, taking

(59) Helen B Junz and Rudolf R. Rhomberg, pp. 243-262.
(60) OECD, “International Developments: Foreign Trade and Current Balances”, Economic

Outlook, No. 23 (July 1978), pp 33-43.
(61) Commission of the European Communities, The Competitiveness of the Community

Industry, pp. 42 and 43.
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