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Macroeconomic PolJdes In Jordan

The Setting

Macroeconomic policies are
important in determining the
performance or agriculture.

Executive Summary

Until the mid-l980s, Jordan had enjoyed a long period of
relative macroeconomic stability, together with high
growth in real incomes and exports. This was due in part
to prudent domestic policies. In addition, it~ special geo
political position has generated a flow of resources from
both Arab and Western countries that sustained its
domestic consumption and investment at levels above
those that were feasible in the medium term. Since 1986,
external and internal cir~umstances have clanged very
rapidly for Jordan.

Because Jordan's economy is closely linked with the
economies of the Gulf states, whose robustness js heavily
dependent on movements in oil prices, the fall in the price
ofoil in 1986 had important effects on Jordan. Rc~Juan
ces from Jordanians working in the GulfSllltes and grants
from this region toJordan have droppedsignificantly. The
demand in the Gulfstates for Jordan's agricultural exports
has also decre3SCd, both because of the drop in their real
incomes accompanying the fall in oil prices and because
of an increase in domestic production in those states.
Jordan's ability to borrow from international capital
markets has come under strain, while surges in public
sector deficits have increased Jordan's need to borrow,
either internally or externally.

The performance ofthe agricultural sector depends on the
interaction of several influences. These include the
natural resource base, technologies used in the production
and distribution system, and, importantly, the incentives
facing farmers and agents in the distribution system. Both
specific sectoral policies a::~ economy-wide policies act
:ogether to form the structure of incentives. Even ~f fec
toral policies are apparently favorable, macroeconor.nic
policies can act to negate this favorable effect.

A fundamental hypothesis that is explored in this study is
that macroeconomic policies constitute a very important
part ofthe incentive structure facing aRents involved in the
production and marketing of fruits and vegetables. The
objec~ives of the study are to:
(1) document the receat performance of agricultural ex
ports;
(2) link this performance to the real exchange rate, which
is a measure that reflects ~de overall effects of macro
economic policies; and
(3) investigate some of the deterr.:~nants of tl'e real ex
change rate.
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Fruit and vegetable exports have
beendeclinmg.

A digre~:'i4ln on the meaning or the
real exchange rate.

A clue to tb.e decline in fruit and
vegetable exports is the behavior or
the real exchange rate over time•••

u

While there has been a period of overall real growth in
total exports from 1981 to 1988 of6.6 percent annually, this
gn)wth has been erratic (Table 3.4). There has been an
almost uniJlterrupted decline of about 50 percent in the
realvalue offruit and vegetable exports from 1981 through
1988. The combined effect of these two tr~nds bas
resulted in a steep drop in the share of fruits and
vegetables in total exports from nearly 18 percent in 1981
to 6 percent in 1988, a decline of 66 percent. Adverse
external market conditions cannot bear the entire blame
for this decline. External circumstances, as measured by
the relative price of exports to imports, or the terms ot'
trade, have been favorable to Jordan since 1981 (see Table
3.6 and FJgUI'e 3.1). Overall, the indexof the terms of trade
has improved from 94.2 in 1981 (1980 = 100) to an average
of 117.9 in 1988. This sccular improvement has been due
both to decreases in import prices (followicg the drop in
oil prices) and to a recent recovery in export prices.

A real c.lf~hange rate is a relative price. It measures the
numocr ofunits ofa domestic basket ofgoodsand services
that must be given up to obtain an additional unit of a
foreign basket. If the number of units of the domestic
basket required to purchase a unit of the foreign basket
rises from 1 to 2, then we s::.y that a real depreciation has
occurred; it takes more of our resources to obtain a fIXed
amount of their resources. If, on the other hand, this price
falls, say from 1 to 0.5, then the domestic economy's com
mand over foreign goods and services has increased;
whereas before it required one domestic basket to pur
ckase one foreign basket, it nowonly requires0.5 domestic
bas~ets to purchase the same for:ign basket. Alternative
ly, ont: domestic basket can purchase two foreign baskets.
In this case, a real appreciation has occurred.

Both the bilateral real rates and the trade-weighted real
exchange rates for Jordan's export markets and import
suppliers are presented in Tables 4.4a and 4.4b, respec
tively. Th~ trade-weighted real exchange rates are plotted
in Figure 4.2. Until the mid-198Os, the two rates were
similar and moved together. However, from 1985 on, the
two rates diverge sharply and, although a significant
depreciation in both rates has occurred over the past five
",uarters, the JD has depreciated more in real terms
against its import partners than it has against its export
partners.

Figure 5.2 shows the export-weighted real exchange rate
and the "vegetable-weighted" real exchange rate. This
latter is calculated by weighting the real rates for Saudi
Arabia and Kuwait by the shares ofJordan's fruit and



I

Macroecoaomlc Policies In JonWa

•_which can also explain tbe low
volume of exports to the EEC.

The EEC is now signiftcantly more
attractive to vegetable exporters.

The decline in fruit and vegetable
exports bas also renected the rela
tive strengtb of Jordan's com
petiton.

III

vegetable exports to these two countries. A sustained real
appreciati"n occurred from 1976 to 1986. The disad·
vantage for vegetable exports relative to all exports be
came more pronounced from 1986. This real appreciation
played a key part in the faV in the share of fruit and
vegetable exports within total exports (Table 3.4).

In addition to the ·vcgetable-weighted· exchange rate ap
plicable to the Gulfmarkers.Table5.1 and FJgW'e 5.1 show
a simple average of the bilateral real rates for four poten
tially imponant markets in the EEC: France, Germany,
the U. K.. and Italy. From the exporter's point of view,
based solely on the exchange rate effect, the Gulfmarkets
would have appeared more profitable up until 1986. The
EEC exchange rate lies below the vegetable-weighted rate
for everyyear in 1975-85(except for 1980,which is the base
year).

Given the significant improvement in the EEC real ex
change rate since 1986, now is an appropriate time to think
of expanding expons to Europe. This is especially truc,
given current conditions in the Gulf state markers. in
particular Saudi Arabia. With a lower level of rcal income
now and in the foreseeablc future because of lower oil
prices, Saudi Arabia will--all other things ~ing equal-·
demand less.,f Jordan's exports of fruits and vegetables.
In addition, the Saudi Arabian objective ofS1~lr-sufliciency
in food production is a potential threat fo.r the future
growth ofJordanian exports to tbis market.

From tbe perspective of the importers ofJordan's fruit and
vcgetable exports, Jordanian products have looked more
expensive, at least in terms of iu exchange rate, if not in
terms of its domestic prices. Figure S.s shows the Saudi
real exchange rates for Jordan and a major competitor in
the Saudi Arabia market, Turkey. Figure 5.6 shows the
Kuwaiti real exchange rates for these COUlltries. As buyers
of tomatoes, Saudi Arabian and Kuwaif£ importers want
to give up the smallest possible ?mount,.)f their resources
in order to acquire tomatoes. Clearl~, this desired out
come could have been achievcd by trading with Turkey
rather than with Jordan. It is only wi'h the recent real
devaluation of the JO that Jordan has regained its com
petitiveness with Turkey.
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But the real exchange ..at( !s not the
whole story...

Vegetable exports are very respon
sive to real exchange rate changes.

SomeCauses orChanges in the Real
Exchange Rate

Iv

In spite of this apparent lack of competitiveness with
Turkey, Jordan's share in the Saudi Arabian tomato im
port market increased from 1981 to 1983 relative to
Twkey's share (Ta~le 5.5). This may have reflected a
domestic cost advantage that Jordan enjoyed relative to
Turkey as a result of the significant investments in in
frastructure (irrigation aaals and equipment, plasticul
ture, etc.) undertaken by the Jordanian government. This
remains a hypothesis to be tested. Jordan's relative share,
however, has declined from 1984 to 1986, perhaps reflect
ing its competitive disadvantage shown in Figure 5.5.

Table 5.4 shows the cost in rivals to a Saudi Arabian
imponer ofpurchasinga kilogram oftomatoes in Amman,
as well as the volume ofJordanian expon.c; to SaudiArabia,
from 1981 to May 1989. As the cost to the Saudia buyers
increased on average from 1987 to 1988, the volume of
expons declined; when the cost decreased from 1988 to
1989, the volume of exports increased. (Note that the
increase in the nominal wholesale price from 1988 to 1989
W"~ more than offset by the depreciation in JD, so that the
overall effed was to lower the C(',,( to the Saudi buyer.)
Where did the extra tomatoes come from !n the shon run?"
They wc!'e probably diverted from the local market. In
addition, the higher quality tomatoes were exported. We
estimated the responsiveness of total Jordanian torr~lo

exports to changes in the vegetable-weighted real -:x
change rate and found an elasticity of 1.9. That;s, a 10
percent increase in the real exchange rate would I~Ad to a
19 percent increase in the "olume of tomato expons.

We explored some of the linkages between macro
economic policy an~ chaoges in the real exchange rate. In
particular, we looked at the effect of rascal poli:y (as
reflected in the public sector deficit), monetary poliq,
tariff policy (which affects the prices of iMponed goods
and services), access to capital markets, and nominal ex
chnge rate management.

In order to arrive at a meaningful measure of macro
economic policy effects on the real exchange rate, we have
to have some idea ofwhat the real exchange i:'ate ·should"
have been. That is, we need some notion of the equi
librium real exchange rate against which we can compare
the actual real e~change rate. It is this comparison that
allows us to deduce whether the exchange rate is over
valued or undervalued.

,
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One measur! or the equilibrium
rate is the purchasing power parity
(PPP) exchange rate.

Domestic policies and external cir
cum:5tances have enabled Jordan to
live beyond its long-run capacity.•.

•••and an alternative measure of the
equilibrium exchange rate account
ing for these factors conftnns the
PPP n!\ults.

v

The PPP exchange rate adjusts the nominal exchange rate
for differenc=es in inflation rates between Jordan and its
trading partners (Tables 6.2a and 6.2b). It ncgled5 chan
ges that alight have occurred in the real exchange rate
(caused, for example, by a permanent change in the price
ofoil). The PPP rate thus captur~s the effects ofmonetary
policy through its effects on the inflation rate. The devia
tions ofthe actual nominal rate and me PPP rateare shown
in Tables 6.3a and 6.3b (an overvaluation is indicated by a
negative number). Tbe deviations are weighted and
plotted in Figure 6.2

Therewas a periodofreal appreciation from 19n to about
1985, foUowed by a significant depreciation. The period
ofreal appreciation also constituted 3 periodofovervalua
tion relative to the PPP exchange rate. Note that the
recent devaluation of the JO has restored the actual cx
change rate to its PPP value for Jordan's major exporting
partners. In contrast, for Jordan's import suppliers, the
weighted PPP deviations suggest that the current ex
change rate is undervalued, thereby making imports more
expensive relative to what they would be if the PPP rate
prevailed.

Jordan has pursued exchange rate and iiscal policies and
has benefitted from external conditions (in the form of
grants. remittances, and loans) that have given it a com
mand over goods and services which exceeded the
country's productive capacity.

A conti-luous period of foreign exchange reserve losses in
the 1980s implied that the demand for foreign exchange
was greater than could be sustained in the long run. In
addition, there were flows of grants and remittances that
were above their sustainable level. These flows, combined
with an exchange rate policy to support the currency,lead
to the real appreciation of the JO.

The system oftariffs designed to protect import-substitut
ing industries has raised t!.e rost of imports that the
agricultural sector purchase~ from this sector. This con
tributes to the overvaluation of tl:e JD. A minimum es
timate comi'uted for this study showed that the average
tariff was about 9 percent.

We r:stimated that the overvaluation of the dinar ranged
between 7 and 16 percent during the 1980 to 1987 period,
when the unsustainable Central Bank reserve losses, the
unsustainable levels of grants and remittances and the
effects of the tariff structure were taken into account (see
Table 6.6). In general, there is a.remarkable convergence
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Since mid-1988, Jordan's competi
tiveness in fruit and vegetable
production has improved.

vi

of results concerning the size of the overvaluation of the
JD, particularly during the 1980 to 1982 period, when the
PPP and the equilibrium exchange rate methods are com
pared.

The decline in the real oil price decreased Saudi Arabian
incom~, reduced the demand for Jordanian labor abroad,
and decreased the now of grants from other Arab
countries. In addition, the disengagement in July 1988
from the West Bank reduceQ, I'iobably permanently, the
supply of remittances by expatriate workers from that
region. These cir.:umstances are nOilikely to be reversed
in the near future. The implication is that a real devalua
tion has occurred and that fruit and vegetable exports are
now more competitive than, say, exports of Jordanian
engineers. In short, an improvement in Jordan's competi
tiveness has occurred that will prevail in the medium 1'Wl.

Jordan will need to generate more of its foreign exchange
from exports of goods rather than relying so heavily on
grants, loans and the exports ofServices.
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1. INTRODUCTION AND OBJECTIVES

1

-

The performance of the agricultural sector in Jordan reflects the influence of several
key factors. These include the natural resource base, external events such as droughts
and changes in world markets I production and marketing techno:ogies, and access to
information. Even more important however, are the economic incentives facing
farmers and agents in the distribution system. The structure of these incentives is
moulded by the economic policies that are adopted. The incentives determine how the
economic ag~nts allocate their resources, including their time, physical and human
capital and financial resources.

These policies can apply to the agricultural sector specifically. Credit policies, agricul
tural investment policies, investment in research and extension by the government or
the private sector, and pricing policies affecting agricultural output and input markets
are all ex&mples ofsectorspecific policies. In addition, economy-wide policies can have
significant affects on the incentives facing the agricultural sector. For instance, com
mercial policies that set the level of tariffs on imports of capital goods or even prohibit
some imports, can affect the performance of the agricultural sector. So, too, can
exchange rate policy, which in part determines the attractiveness ofJordanian exports
to potential buyers, and can alter the domestic prices facirle. farmers who either supply
the export market or compete with imports.

The effects of even favorable sectoral policies however, can be negated by macro
economic policies. For exauple, the favorable impact of a subsidy on an input such as
credit or irrigation water, can be totally outweighed by an overvalued exchange rate. A
fundamental hypothesis explored in this study is that macrot~·;::··~nmic policies con
stitute a very important part of the incentive structure facing farmers and marketing
agents in the agricultural sector.

This report has three objectives. First, it documents the recent performance of fruit
and vegetable exports. Second, it explains this performance with reference to various
measures of the real exchange rate and to domestic price behaviour. Third, it inves
tigates some of the determinants of the real exchange rate.

In Chapter 2, some salient macroeconomic aspects are highlighted, while Chapter 3
focuses on the foreign trade sector in general, and Jordan's hQrticultural exports in
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particular. Various measures of the real exchange rate are derived in Chapter 4, and
these form a key element in exploring Jordan's ability to compete in export markets
(Chapter 5). The report concludes with a preliminary analysis of the determinants of
the real exchange rate (Chapter 6). Particular attention is given to the effect ofgrants,
loans and remittances from the Gulf States on the flow of foreign excha~.dc;., md hence
on the price of the Jordanian dinar.

..

r
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2. MACROECONOMIC TRENDS: GROWING IMBALANCES

3

Until the mid-1980s, Jordan had enjoyed a long period of relative macroeconomic
stability. This had been due in part to prudent domestic policies. However, its special
geo-political position resulted in a flow of resources from both Arab and Western
countries that has sustai~ed its domestic consumption and inv:;stment at levels above
those that are feasible in the medium term.

Its connection with the Gulf economies has four important dimensions:
• the GulPs demand for exports;
• flow of gra.~ts and concessionary loans;
• demand for loans and flow of remittances; and
• acting as guarantor for Jordanian loans.

Both external and internal circumstances have changed very rapidly fl)r Jordan. The
fortunes of Jordan's economy are closely linked to thos~ of the Gulf states, and, by
implication, oil prices. With the fall in the price of oil in 1986, remittances from,
Jordanians working in the Gulf stati~s together with grants from this region have
dropped significantly. The demand by the Gulf States for Jordan's agricultural exports
has also decreased, both because of the drop in real incomes accompanying the fail in
oil prices, and because of an increase in domestic production in lhose states. Jordan's
ability to borrow from international capital markets is also declining. These fac,ors play
a cruciai role in determining the flow of foreign exchange available: to Jordan, with
consequences for the price of the dinar, and hence the country's competitive position
in international markets. These issues are further developed in Ci1apter~ 5 and 6 of this
report.

2.1 Characteristics of the Jordanian Economy

Jordan's economy has become highly vulnerable to changes in both the international
climate and the economic conditions in the Arab oil-rich cm:Dtries. Until 1983 impor
tant factors contributing to real growth in Jordan includel3 political stability (encourag
ing private sector investment); adequate internatioIl.~1 reserves (built up partly as a
result of the substantial flow ofremittances); and grants from the Arab states. D~clines

in these remittances and grants have contributed to much slower growth since 1983.
As a consequence, Jordan will need to adjust its economic structure, reduce its l(lvel of
spending and improve the incentives facing the tradable goods sec~or.
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Table 2.1 shows both gross domestic
and gross national produet5 from
1979 to 1987. Following a period
high real growth in the late 1970s,
annual growth rates peaked in 1980.
In this year, real GDP grew at 14.9
percent and real GNP grew by 13.9
percent. However, as & conse
quence of the recessionary wave
which hit the world economy and
the oil-rich Arab states, Jordan's
real economic growth subsequently
declined very sharply. From 1983 to
1987, real GNP fell at an average annual rate of0.8 percent. This was in sharp contrast
to a growth rate ot 10.8 percent per year from 1980 to 1982. Real GNP per capita fell
by 18 percent, fromJD ..62 in 1982 to JD 380 in 1987 (see Figure 2.1).

-
I

-I _

2.3 Public Sector Finances

Jordan'~government finances have been characterized by awidening gap between total
expenditures and domestic revenues (Table 2.2). This table shows the gross deficit,
foreign grants which are received in the form of budget support from Arab countries,
and the budget deficit, net of foreign grants.

Until 1983, the budget deficit was relatively stable. Table 2.3 shows the annual growth
rates of expenditure, domestic revenue and the deficit for the period 1980 to 1988.
From 1979 to 1983 the deficit actually declined at a modl:st annual rate of 1.7 percent.
This arC,5e from a healthy grtiWlh of domestic revenue of 18.0 percent per year, while
expenditures grew at 7.8 percent annually.

From 1984 to 1988, the position changed drastically. The budget deficit grew at an
annual rate of 10.3 percent. The growth of the deficit reflected a mu~h slower growth
in domestic revenues combined with an increase in th~ growth of government expen-
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ditures. In particular. capital expenditures grew at the rate of 12.3 percent annually.
From 1979 to 1983. the budget deficit net of foreign grants averaged 9.3 percent of
GNP. This rose by nearly a half to 13.4 percent for the years 1984 to 1987.

The diminishing importaI!~e of foreign grants as a source of deficit fina.rtcing is ckarly
seen in Table 2.4. While until 1983, over 60 percent of the gross publi(; ddicii: was
financed by Arab grants. this contribution fell to around 30 percent fol\owing the fall
in oil prices in 1986. Foreign loans did not rise sufficiently to compensate for the
decline in the flow ofgrants from Arab states. As a consequence. domestic borrowing
had to increase sharply.

2.4 Monetary Trends

Since 1980, the Central Bank of Jordan has followed a relatively prudent policy of
monetary expansion aimed at maintaining the country's relatively low rates ofinflation.
The rate ofgrowth of M2 fell from 21.5 percent in 1980 to 8.1 percent by 1984 and has
heen maintained around this level since that time (Table 2.5).

In 1987 the Central Bank did allow the money supply to increase in an attempt to
stimulate domestic investment by providing additional liquidity. Furthermore, domes
tic credit extended to the government to finance its net budget deficit is leading to
increased pressure to expand the money supply.
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3. FOREIGN TRADE: A STRUcrURAL DEFICIT

3.1 Overall Trade Position

6

The major exporting sectors of the economy are mining, manufacturing (including
chemicals) and agriculture. The commodity composition of domestic exports is given
in Table 3.1. Raw material exports have assumed increasing importance since 1984
with the advent of potash exports. The predominant export markets for agricultural
products. are the Gulf states, particularly Saudi Arabia and Kuwait. Throughout the
19805, the main export markets for potash and phosphate and light manufactures have
included Indi~ Indonesi~ I:aq and Syria.

Major imports ccnsist of fuels and raw materials, food, manufactures and machinery
(Table 3.2). Leading import suppliers throughout the 19805 have included Saudi
Arabia, West Germany, the U. S., Japan, Iraq, Italy, and the U. K. Iraq was the largest
export market during the 19805 and became a h~ading imp(lrt supplier (,of oil) during.
the latter half of the 19805.

Asubstantial merchandise tra~~ deficit has persisted throughlJut the 1980s (Table 3.3).
The deficit has tended to decline since 1984, retlecting tht. greater scarcity of foreign
exchange with which to finance imports. In fact, imports have remained constant (in
nominal terms) or even declined since the early 19805. The economy's ability to import
capital goods and raw materials has been significantly curtailed.

The countries constituting Jordan's major export markets are different from Jordan's
main import suppliers. Because of these features of Jordan's economy, changes in
jordan's competitiveness needs to be analyzed at adisaggregated levp.l. For this reason,
this study will focus on bilateral trade conditions and on differences between impDrt
and export markets in attempting to explain the effe.:ts of macroeconomic policies on
the performance of fruit and vegetable exports.

3.2 Horticultural Exports

While there has been a period of overall growth in total expDr~s from 1981 to 1988 of
6.6 percent annually, this gmwth has been erratic (Table 3.4). For example, if the 1988
figures are excluded, then growth in total exports drops to 5.5 perce.nt annually. There
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has been an almost uninterrupted decline ofalmost 50 percent in the real value of fruit
and vegetable impons beginning in 1981 and continuing through 1988. Thus, the
absolute contribution to Jordan's comm~ld over foreign goods and services afforded
it by exports offruits and vegetables has fallen. The combined effect ofthese two trends
has resulted in a steep drop in the share of fruits and vegetables in total exports from
nearly 18 percent in 1981 to 6 percent in 1988.

..

The major horticultural exports from Jordan are tomatoes, cucumbers, eggplant ami
squash. For each of these commodities, the quantitie;; produced and exported are
shown in Table 3.5. Acrude indicator ofproduction and expons is formed by summing
the tonnages ofeach commodity and then converting the result into an index with 1980
as a base year. Physical quantities were used, as reliable datJ on values, which would
have been preferable, were not available.

The production index increases steadily from 1976 through 1983 and then falls offfrom
its peak of Id4 in 1983 to 117 in 1988. Exports generally increase until 1982 and then
falloff. By weight, the prcportion of produc.~tion that is exported increased to about SO
percent in 1980 and then dropped to between 30 and 40 percent. It is only in 1988 that
the proportion rose to its level of the early 19805.
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Afactor that is sometimes important
in explaining export performance is Fig. 1.1. External Term. of Trade
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ports, also known as the external
130 -

terms of trade.. Declining terms of
trade can be a partial explanation for 120 - ,

deteriorating exports. However,
110 - ,

these have been favorable to Jordan
since 1981 (see Table 3.6 and Figure lOll -

3.1). Overall, the terms of trade
have improved since 1981, moving
from 94.2 to an average of 117.9 in
1988. This secular improvement has
generally been due to decreases in import prices, rather than increases in export prices.
Nevertheless, the fall in import prices has prevented asignificantworsening ofthe trade
deficit in recent years. The explanation for the secular decline in ihe real value of
Jordan's fruit and vegetable exports has to lie elsewhere. TJ:1e following Chapter
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examines a factor that is of prime importance in explaining movements in trade
aggregate~ namely the real exchange rate.



MacroecoDomlc Polldes fa Jordan

4. REAL EXCHANGE RATES: COMPETITIVENESS REGAINED?

4.1 Exchange Rate Policies

9

Until 1988, exchange rate policy had remained essentially unchanged since the mid
19705. In 1975, the Jordanian dinar was pegged to the SDR at a rate of SDR1 =JD
0.387754 and allowed to fluctuate within a band around this rate ofplus and minus 2.25
percent. The U. S. dollar is the intervention currency. That is, if the SUS/SDR rate,
which is monitored daily by the Central Bank of Jordan (CBJ), moves so that the
JD/SDR rate would be greater than JD0.396478 or less than JD 0.379030, then the CBJ
adjusts the JD/SUS rate to keep the JD/SDR rate within the band. The exchange rates
of the dinar with respect to other currencies in the SDR basket would then be adjusted
using the appropriate cross rates in international financial markets (IMF, Exchange
A"angements).

The following example illustrates the operation of this system. For simplicity, assume .
that it is CBJ policy to maintain a rigid peg of 0.387754 dinars per SDR, denoted
EJD,SDR. If the SUS/SDR rate, ESUS,SDR, is 1.015 (its average value in 1985), then the
JD exchange rate for U. S. dollars, measured in dinars and denoted by EJD,SUS, would
be set at JD 0.382, as determined by the following formula:

(ESUS,SDR)(EJD,SUS) = EJD,SDR = JD 0.387754

Then if ESUS,SDR rose to 1.344 (its average value in 1988), EJD,SUS would have to be
revalued toJDO.289 in order to maintain the peg to the SDR. Once the doller exchange
rate, EJD,SUS, has been determined, the exchange rate with respect to other major
currencies, including Belgian francs, Deutschmarks, French francs, Italian lire,
Japanese yen, Dutch guilders, Swedish kronor, and Swiss francs. For example, in the
case of the Deutschmark, the rate is determined by the following formula:

(EJD,sus)(ESUS,DM) = EJD,DM

where ESUS,DM is determined in an international market and observed by the CBJ.
Thus, in setting Jordan's exchange rates with respect to currencies other than the U. S.
dollar in the SDR basket, the CBJ has to monitor movements in the dollar exchange
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rates of these currencies and convert them to JD exchange rates using the previuusly
determined JD exchange rate for U. S. dollars, EJD,SUS.

In practice, as the CBJ's reserve positicn began to deteriorate, the JD was allowed to
move within a wider band since late 1984 (IMF,1989). In February 1986, financial
institutions were allowed to quote their own exchange rates using the CBJ rate as a
guide. No transactions were taking place at the CBJ rate. In May and June of 1988,
the dinar came under speculative attack; on June 6 the CBJ required all financial
institutions to quote t:-te CBJ rate, then at JD 0.34. July 1988 saw the disengagement
ofJordan from the West Bank, effectively drying up remittance flows from expatriates
ofthe West Bank. With increasingpressure on the dinar and acontinuing loss offoreign
reserves, the Central Bank was forced to let the dinar float on October 16, 1988.

The dinar depreciated fromJD 0.41 per dollar in October toJD 0.49 by January 1989.
On February 8, 1989, the Central Bank declared a unification of the CBJ and commer
cial bank exchange rates at JD 0.54 per dollar and dosed down the exchange houses.
In July 1989, the CBJ announced the permanent closing of the exchange houses. While
the Central Bank continues to announce the exchange rate in accordance with the
formula described above, in actuality the CBJ does not transact at this rate. Exporters
and importers are forced to tum to the parallel market for their foreign exchange needs,
a practice that is neither commented upon, nor officially condoned by the CBJ.

Foreign exchange proceeds from exports must be collected and surrendered to
authorized banks in Jordan within six months of shipment. Important exceptions to
this requirement are exports of goods to Arab countries and exports of fruits and
vegetables to all countries. The lack of a surrender requirement means that fruit and
vegetable exporters are free to convert their earnings into dinars at the best rate they
can obtain, rather than at the official rate.

Jordaniansworking abroadwere allowed to open and maintain interest-bearing foreign
currency accounts with authorized banks; the interest rates on these accounts reflected
those prevailing in international markets. AJordanian expatriate returning home after
a stay of more than three years could open a foreign currency account in any amount
for up to five years after his return. After five years, the account value was restricted
to JD30,000. In addition, Jordanian residents were allowed to maintain foreign cur
rency accounts up to J030,000, as long as the foreign currency did not come from the

.'
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banking system. That is, a resident could not simply convert dinars to dollars at his
commercial bank and then open an account with those dollars.

Certain classes of imports are prohibited, induding carbonic acid, some non-alcoholic
beverages, cigarettes, secondhand vehicles more than 5years old and military l1niforms,
although some exceptions are granted for imports from Arab Common Market
countrie' All imports from South Africa and Israel are banned. Imports that are not
prohibit J require an import license from the Ministry of Industry and Trade; the
licensing fee is 5 percent of the cif value of the import, payable at the time the license
is issued. In addition, a 2.5 percent surcharge is levied. Thus, a 7.5 percent tax is levied
on all permitted imports.

Most of the imported inputs used in agriculture, such as fertilizers, pesticides and
herbicides, and machinery, do not have an additional tariff imposed. Imports subject
to duties must also pay 13 percent of the duty-paid value, plus the 7.5 percent licensing;
the 13 percent surcharge is used to finance social welfare and certain public facilities,
such as universities (IMF, 1988). Once an importer has an exchange permit, which is
automatically granted for a nominal fee when the import license has been obtained, .
the importer can open a letter of credit or pay against documents.

4.2 Nominal Exchange Rates

I
J

~ ...~_ ..~.
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Bilateral nominal exchange rates,
measured as the JD price of foreign Fig. 4.1. Nominal Exchang. Rate Index.s
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main export markets (Table 4.1a)
and its main import suppliers ISO -

(Table 4.1b). Indexes of the rates I~ - / :

for Saudi Arabd, Germany, and the 130-,...'_---1
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results give us the first inkling of the 100 ;:,---'~--t=.~ .....
importance of examining several of 10 - •
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Jordan's bilateral trade relations, 70 ~~-:-::-

rather than focusing only on the 1117' 11177 111711 111I' 111I3 11185 111I7 ll11Q2 11l1104

dollar exchange rate. While the = saud.. • 0Itmany ,u. s.

devaluation in October 1988 appears clearly in all three rates, there is an appreciable
difference between the price of Deutschmarks and the price of.U.S. dollars or Saudi
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riyals. Tb~m was appreciating against the mark between 1980 and 1985, while it was
depreciating against the dollar and the riyal over the same period.

4.3 Rw Exchange Rates

Movements in nominal rates do not convey much information concerning real
economic forces. A more meaningful measure of exchange rate movements can be
calCUlated by appropriately deflating the nominal exchange rates, and computing real
bilateral exchange rates.

Abilateral real exchange rate (RBER) is a relative price. It is the price offoreign goods
and services measured in terms ofdomestic goods and services. Formally, it is given by:

..
RBERJo,x = Em,x/(CPlJ/CPIx)

If the number ofunits of the domestic basket required to purchase a unit of the foreign
hasket rises from 1 to 2, then we say that a real depreciation has occurred. If, on the .
other hand, this price falls, say from 1 to 0.5, then the domestic economy's command
over foreign goods and services has increased; whereas before it required one domestic
basket to purchase one foreign basket, it now only requires 0.5 domestic baskets to
purchase a foreign basket. In this case, a real appreciation has occurred.

It is for this reason that a real exchange rate is more meaningful than a nominal
exchange rate does. A nominal exchange rate conveys no information about the
domestic economy's command over real resources.

The bilateral real rates were computed by defladng the nominal rates in Tables 4.1a
and 4.tb by an appropriate ratio formed from the Consumer Price Indices (CPIs) in
Tables 4.2a and 4.2b. In each case, the nominal exchange rate in JD for country Xwas
divided by the ratio of the Jordanian CPI to the CPI of country X.

The countries constituting Jordan's main export markets and import suppliers are
shown in Tables 4.3a and 4.3b, respectively, along with the trade weights. The export
weights represent the share of Jordan's total exports (by value) going to each country,
with the shares being normalized so that they sum to one. The import weights represent
the share of each import supplier in Jordan's total imports (by value). It should be
emphasized that Iraq, an important trading partner in both the ~xport and import
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markets, is not represented, because adequate data were not available. This constitutes
il ~riousdrawback to the analysis that follows, since Iraq is big enough to alter the time
paths of the weighted real exchange rates. In addition, export credits granted to Iraq by
the CBJ obscure the true foreign exchange reserves held by Jordan (see Chapter 6).

.'J _

Both the bilateral real rates and the trade-weighted real exchange rates for export
partners and import partners are presented in Tables 4.4a and 4.4b, respe~tively. The
bilateral real rates are expr~ssed as an index with 1980 = 100.00. This is a necessary step
inorder to compute the trade-weighted real exchange rates, as it is not possible to form
a meaningful average ofexchange rates whose absolute magnitudes are determined by
the arbitrary selection of currency units. The "trade-weighted" real exchange rate is a
weighted average of the bilateral real exchange rates. For example, the export
weighted real exchange rate was formed by multiplying each real bilateral exchange
rate by its corresponding normalized trade share and summing the results.
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The export- and import-weighted
real exchange rates are plotted in
Figure 4.2. In the early 19805, the
two rates were similar and moved
together. However, from the fin,t

quarter of 1988 on, the two rates
diverge sharply and, although a sig
nificant depreciation in both rates
has occurred over the past five
quarters, the JD has depreciated
more in real terms against its import
partners than it has against its export
partners.

These data would suggest, then, that there has been some upward pressure on import
prices; to the extent that these imports constitute agricultural inputs, we would expect
to find a real increase in the cost of imported inputs used in agricultural production.
Jordanian producers now have to give up more domestic resources to acquire an
additional unit of foreign inputs d.dll they did in, say, 1985. Note, however, that the
export-weighted real exchange rate has also depreciated significantly, so that Jordanian
suppliers of exports have more command over domestic goods and services than they
did in 1985. For example, every (rea1) riyal they receive for expor~ing. tomatoes to Saudi
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....

Arabia can currp,ntly be transformed into more domestic goods and services (real JDs)
than was the case in 1985.
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s. VEGETABLE EXPORTS: JORDAN'S COMPETITIVE POSITION

5.1 Ability to Compete in Key 'Markets

.~

."'
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Fig. 5.1. Trade·wtd Real Exchange Rates
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In this section we examine the ability ofJordarJan exports to compete in the GulfStates
and European markets. Table 5.1
and Figure 5.1 illustrate an alterna
tive weighting of the bilateral real

1~ ---------------
exchange rates, a weighting that ;

140 -
highlights the role of Saudi Arabia
and Kuwait as major markets for 130 - ........",

Jordanian fruits and vegetables. 120 ~i

The bilateral real exchange rates for 110 1.
Saudi Arabia and Kuwait were muI- 100 ., \. 1 '~.""~~"'~.,....'-""""""--.-.."... . .;

tiplied by .64 and .36, respectively; IlO i'~_~z
"

these weights represented the 1987 80 '--~

(normalized) shares of Jordan's
fruit and vegetable exports to these
countries. Also shown is a simple
average of the bilateral real rates for four potentially important markets in the EEC:
France, Germany, the U.K. and Italy. The figure shows how the incentives to export
to the Gulf states have improved over the last few quarters.

The figure also suggests a reason for the relatively small volume of fruit and vegetable
exports to the EEC relative to exports to the Gulf states. The steep appreciation of the
EEC-weighted real exchange rate relative to the vegetable-weighted real exchange rate
(all other things being equal) made exports to the EEC much less attractive to
Jordanian exporters than exports to Saudi Arabia and Kuwait. Why? Because export
ing tomatoes to an EEC market and receiving payments in French francs, say, would
have given an exporter less claim over Jordanian goods and services than exporting the
same tomatoes to Saudi Arabia or Kuwait and getting paid in riyals or Kuwaiti dinars.
In 1984, for example, an exporter who acquired a claim on an "average" EEC basket
would be able to transform that basket into 0.8 domestic baskets (Table 5.1) while an
expelter with a claim on an "average" Gulf state basket could transform those it into
1.04 domestic baskets. Relative price differentials like these could be an important
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reason why fruit and vegetable exports to the EEC were (and are) small relative to
exports to the Gulf states.

However, in recent years this situation has reversed. Exports to the "average" EEC
country should now be much more attractive to Jordanian exporters as shown by the
sharp depn~ciation of the EEC-weighted JD. The size of the differential between the
EEC-weighted and the Gulf-state-weighted real exchange rates indicates that fruit and
vegetable exporters should be looking to the EEe as potential markets. This is
especially true in light of current r.onditions in the Gulf state markets, in particular
Saudi Arahia. With a lower level of real income now and in the foreseeable future
because of lower oil prices, Saudi Arabia will (all other things being equal) demand
less of Jordan's exports (If fruits and vegetables. In addition, the Saudi objective of
self-suffic:iency in food production is a bad omen for the future growth of Jordanian
exports to this market.

Fig. 5,2. Trade-wtd Real Exchange Rates
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An additnonal comparison is made in
Figure 5.2, which juxtaposes the
vegetabl,,:-weighted and the export
weighted real exchange rates (from
Figures 5.1 and 4.2, respectively).
This reveals a disadvantage for
vegetab1e exports relative to all ex
ports from 1986. This could have
contribr:lted to the fall in the share of
fruit and vegetable exports within
total exports observed in Table 3.1.

5.2 A",iew from the Export Markets

Up to this 'point, we have been looking at markets for Jordanian exports and at markets
that supply Jordan with imports from the Jordanian point ofview. This perspective led
us to calculate the nominal and real exchange rates in terms of the Jordanian dinar.
Additional insight into Jordan's horticultural export performance can be gleaned by
looking at the problem from the customer's perspective, in particular that of buyers in
Sandi Arabia and Kuwait.
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Fig. 5.3. Saudla ~al Exchange Rates
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Figure 5.3 shows the Saudi real ex
.change rates for Jordan and an
average of Jordan's major com
petitors in the Saudi market, Cyprus,
Greece and Turkey. That is, we are
now taking the Saudi perspective

110 -

and computing the real riyal price of

foreign exchange for Jordan and its
competitors in the Saudi market.
This is done by dividing the nominal

80-------~-:...------exchange rates for Jordan, Cyprus, Ill80Ql 1&8101 lll82Ql 19l13Ql 1984Ql 1~1 Ill86Ql 198701 198801 1981X11

Greece and Turkey (all measured in ::: Jordan - Oth.rSuppli.,..

riY"lls per foreign currency unit, since we are looking at markets from the Saudi
pe'cspective) by the ratio of the CPI for Saudi to the CPI of the appropriate trading
partner.

The fi~re shows that until the third quarter of 1988 a S~uJi importer would have had
to give up more riyals to acquire Jordanian vegetables than he would have had to give

up on average to acquire vegetables from Cyprus, Greece or Turkey. That is, from the

perspective of the importers ofJordan's fruit and vegetable exports, Jordan has looked

more expensive, at least in terms of its exchange rate, if not in terms of its domestic

prices. However, in the third quarter of 1988, Jordan became more competitive
vis-a-vis Cyprus, Greece and Turkey because of the strong appreciation of the Saudi
real exchange rate with respect to obvrdan. 111e reason for this was the significant

exchange rate regime changes in Jordan in the second half of 1988.

ee ~---------------
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Fig. 5.4. Kuwaiti Real ~l(change Rates
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Figure 5.4 plots the same informa

tion from the Kuwaiti point ofview,

that is, all exchange rates are calcu

lated in terms of Kuwaiti dinars per

foreign currency unit. Again, Jor

dan is much less t;ompetitive from

the Kuwaiti point of view than are

Jordan's competitors on average.
However Jordan again becomes

mere competitive in the last three
quarters of the period.
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Figure 5.5 presents the Saudi real
exchange rates for J orda.l and
Turkey and Figure 5.6 shows the
Kuwaiti real exchange rates for these
countries. As buyers of tomatoes,
Saudi Arabian and Kuwaiti im
porters want to give up the smallest
possible amount of their resources in
order to acquire tomatoes. Clearly,
this desired outcome could have
be~n achieved by trading with
Turkey rather than with Jordan. It is

only with the recent real devaluation
oftheJD that Jonlan has regained its
competitiveness relative to Turkey.

Fig. 5.6. Kuwaiti Real Exchange Rates
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Jordan's Market Share5.3

Thus far, the discussion has con

centrated on the effects on competi

tiveness of changes in the real ex

change rate. It has ignored other im

portant influences on competitive

ness, for instance, the level ofdomes

tic prices relative to those ofJordan's
competitors. This section attempts
to illustrate the importance of these factors using tomato exports as an example. The
domestic price of tomatoes is represented by the wholesale price of tomatoes in
Amman (Table 5.2).

Quarterlyvalues of the Saudi riyal nominal exchange rate, real wholesale tomato prices

and total tom~to exports are shown in Table 5.3. Fourth quarter values for 1986-88 and
first quarter ~~lues for 1987-89 are presented. Both sets of quarterly data clearly show

the nominal devaluation of the Jordanian dinar against the Saudi riyal that took place

in 1988. Given this devaluatiO:l, we would expect an increase in demand by exporters
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for tomatoes, since the foreign exchange they acquire for each kilogram of tomatoes
sold gives them a greater command over Jordanian goods and services. Compare the
90 fils which each riyal bought in the first quarter of 1988 with the 141 fils each riyal
bought one year later. This outward shift in the demand for tomatoes by Jordania:'l
exporters should increase the price of tomatoes in Amman, all other thing~:.being equal.

The tab~e confirms that this indeed occurred. Furthermore, the devaluation of the
Jordanian dinar should lower the cost to importers of Jordanian tomatoes and lead to

an increase in the volume of tomatoes exported fmm Jordan. Again, the table shows
that this occurred: tomato exports were almost 22,000 tonnes in the first quarter of 1989

compared with 11,000 tonnes a year earlier.

From toe perspective of a Saudi Arabian importer, Jordanian tomatoes have become
significantly cheaper since the devaluation of the Jordanian dinar. Although the
nominal wholesale price of a kilogram of tomatoes in Amman has risen on average
from 1987 to 1989 (Table 5.4), the depreciating dinar has more than offset this price

rise, so that the cost to the importer, measured in riyals per kilogram, fell from an ,
:werage of 1.29 in the five-month period January-May 1988 to 1.01 in the same period

in 1939. Tomato imports from Jordan accordingly rose from 2200 tonnes to 4200

tonnes. It is interesting to contrast this result with an eari:~;r period (January-May
1987), when the dinar/riyal exchange rate was fairly constant. Between this period in

1987 and the same period in 1988, the exchange rate was constant, but the wholesale

price oftomatoes in Amman increased, with the result that the cost to th~ ~audiArabian

importer increased from 1.20 riyals per kilogram to 1.29 riyals. Imports from Jordan
dropped from 3600 tonnes to 2200 tonnes. These results are depicted in Figure 5.7.

The inverse relatio~ 'lip between costs (includhlg both domestic price changes and
exchange rate changes) and export volumes is c1e~rly seen in this figure. While the

wholesale price in Amman is not the actual t-:ansactions price for export quality
tomatoes, the price movements were similar and the wholesale prices do illustrate the

impct"tance of accounting for domestic price changes in evaluating the competitiveness

of Jnrc'anian exports.

S.4 Initial Estimate or Demand for Jordanian Tomatoes

In an attempt to estimate the responsiveness of the export demand for Jordanian
tomatoes, the following preliminary model was estimated. This model explores the
relation between total tomato exports to two key prices. The- fi~st is ti',e weighted
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average real exchange rate facing importers in the Gulf states. The second is the real
wholesale price of tomatoes in the Amman market. The variables used are defined as
follows:

LTOMX = total Jordanian tomato exports in thousands of tons
(see Table 3.5)

D = a dummy variable which takes the value of zero for 1975-82
and the value of one for 1983-88 and is intended to capture
the effect on tomato production (and hence exports)
of a period of major investment in research, technology
and infrastructure

LRER = vegetable-weighted rea! exchange rates for the Gulf states
(see Table 5.1)

LPW = real wholesale price of tomatoes in constant 1980 fils per kilogram
(from unpublished AMO data).

A prefix L denotes the natural logarithm of the variable.
The following regression equation was estimated using annual data from 1975-88:

LTOMX = 18.6 - 21.8*D - 2.8*LRER + 4.7(D*LRER) - 0.2*LPW
(6.9)** (0.8)** (1.5)** (0.5)

where n = 14 observations, R squared = 0.70 and numbers in parentheses below the
coeWcients are the standard errors of the estimates. Two asterisks denote significance
at the 99 percent level.

This simple model explains 70 percent of the variation in Jordanian tomato exports.
The dummy variable is significant as is the real exchange rate and the term reflecting
the interaction of the dummyvariable and the exchange rate. These preliminary results
suggest that the real exchange rate is itself a more powerful determinant of tomato
exports than the wholesale price in Amman.

For 1983 to 1988 when D= 1, the equation is given by:

LTOMX = -3.2 + 1.9*LRER - O.2*LPW

From this result it follows that the elasticity of tomato exports with respect to the real
exchange rate is 1.9. In other words, a 10 percent depreciation of the Jordanian dinar
with respect to the currencies of Kuwait and Saudi Arabia woulp l~ad to a 19 percent
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increase iii the real volume of tomato exports. This result provides tentative support
for the central hypothesis th~t Jordanian exports are in fact governed at least in part by
the real price of foreign exchange.

A richer specification of the export demand relationship would involve using a measure
of Jordan's share of a pcuticular export market relative to that of its competitors. This
would then be related to the cost of tomatoes from Jordan relative to the cost from

competing suppliers. The effect of real iI!come in the export market should also be
explored. This task awaits the development ofmore detailed data series on the volumes
and prices of exports from Jordan and competing suppliers to the principal markets.
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6. MACROECONOMIC POLICY: A KEY ELEMENT

6.1 Key Linkages

22

The real exchange rate has been a focal point of this analysis. It is the key price
determining the profitability of exporting fruits and vegetables. In this section, we
explore some of the key linkages between macroeconomic policy and changes in the
real exchange rate. Elements of macroeconomic policy that matter in this regard are
fiscal policy, through its effects on the public sector deficit, commercial policy, through
its effects on the imports ofgoodsand services, and monetaryand exchange rate policies
through their effects on capital flows and the balance of payments.

An important feature of an open economy's macroeconomic accounts, the current
account balance, is highlighted in Table 6.1. The first line ofthe table shows the current
account balance from 1980 to 1987. A positive number indicates that Jordan is
acquiring claims on the rest ofthe world; Jordan acquired JO112 million worth in 1980.
A negative balance on current account means that the rest of the world is acquiring' .
claims on the domestic economy; as the table shows, this was the case for Jordan from
1981 through 1987, when current account deficits of more than J0100 million were
common.

The current account balance can be decomposed into the balance of trade in goods and
services, where services include factor services, plus the net balance on unrequited
transfers (e. g., foreign assistance). This breakdown is shown in the first panel ofTable
6.1. Exports and imports of goods and nonfactor selVices clearly show the large
recurring deficit in this aspect (if Jordan's international trade; this deficit has been
around J0700 .lnillion. This deficit is offset to a substantial degree by inflows from two
sources, remittances ofJordanians working abroad and unrequited transfers. Obvious
ly, without these two sources of income, profound changes in the Jordanian economy
would have to take pla':e in response to the huge deficits in the balance of trade in goods
and services, for insulnce, a large real devaluation.

Another breakdown of the current account balance is to view it as the sum of public
sector and private sector net saving (second panel of Table 6.1 and Figure 6.1). This
view clearly highlights the current account balance as a country's net claims on the rest
of the world. That is, a positive current account balance implies that the country is
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spending less than it earns; it is
saving. Net public saving has
generally been negative for most of
the period, so the public sector has
been dissaving, or borrowing, for all
but two years. After 1980 and 1981,
net saving by the private sector has
also generally been negative. This
overall pattern of dissaving by both
the public and private sectors has
resulted in a negative balance on
current account for much of the
19805.

Fig. 6.1. Public and Private Saving
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How has this excess of spending over income been financed? As shown in the third
panel of Table 6.1, it has been financed partly by borrowing (see the entries for net
change in capital account) and partly by running down foreign exchange reserves at the.
Central Bank of Jordan (see the entries for net change in reserves). There have been
capital inflows from 1980 to 1987 as shown by the entries for "Net Change in Capital
Account" where a positive sign on net change in capital account indicates a net capital
inflow, or net borrowing. Except for 1982 and 1987, the Central Bank has had to run
down its foreign exchange reserves to help fill the gap between an excess of spending
over income, as shown by the entries next to "Foreign Exchange, etc." where a negative
sign indicates a reserve outflow.

Net changes in reserves are shown as the sum of two components: credits to Iraq and
Syria, and foreign exchange. It is movements in this latter amount that are used as one
measure of the sustainability of the current account imbalance (Chapter 6.3).

This chronic imbalance in Jordan's current account and the ways this imbalance have
traditionally been financed have important implications for Jordan's international
competitiveness vja the effects on the real exchange rate. The next two sections explore
the influence of macrc.economic policies on two measures of international competi
tiveness. In section 6.2, the effects of monetary policy are measured by looking at
movements in the purchasing power parity (PPP) exchange rate. The effects of fiscal
and commercial policy on the bilateral real exchange rates are analyzed in section 6.3.
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6.2 Purchasing Power Parity Exchange Rates
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To the extent that monetary policy affects the domestic inflation rate, it can alter a
country's international competitiveness. Other things being equal, ifJordan's inflation
rate exceeds the inflation rates ofits trading partners, Jordan will become less competi
tive as its exchange rate appreciates. A measure that captures the effects of monetary
and ,fxchange rate policy on international competitiveness is the deviations of the
nominal exchange rate from its purchasing power parity (PPP) level.

A PPP exchange rate adjusts the nominal exchange rate in some base year to offset the
effects of differential inflation rates, thereby keeping the real exchange rate constant.
The b~e year is supposed to be one in which the nominal exchange rate was in
equilibrium. Note that because the exchange rate and the price indices are indexed to
the same base year, the nominal and PPP rat~s are the same in the base year.

The equation below ca1<.:ulates the PPP exchange rate, assuming a base year of 1975: ..

EP(t) := E75 {P75(t)IP*75(t)}

E75 is the dinar price of foreign exchange for any given country in year t;
P75(t) is the Jordanian consumer price index for year t (1975 = 100); and
P*75(t) is the foreign country's consumer price index.

The PPP exchange rates for Jordan's main export markets and main import suppliers
are presented in Tables 6.2a and 6.2b. The deviations of the actual nominal exchange
rates (Table!> 4.1a and 4.lb) from the PPP rates are one measure of the change in
Jordan's competitiveness vis-a-vis its trading partners. That is, the deviations are
computed as

% Deviation from PPP = {(E- EP)fEP} *100

and shown in Tables 6.3a (Jordan's export markets) and 6.3b (Jordan's import sup
pliers). In these tables are shown both the bilateral deviations as well as the trade
weighted deviations, where the export and import weights are from Tables 4.3a and
4.3b, respectively. The trade-weighted deviations from PPP are also plotted in Figure
6.2.
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In picking 1975 as the base year for
our ~lculations, we were implicitly
assuming that the foreign exchange
market in which Jordanian dinars
were traded for other currencies was
in equilibrium, that is, that the
nominal exchange rates for 1975
were equilibrium rates. If there had
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measured in dinars moved ·~xactly as = &port Partnera - Import Partners

did the differential inflation rates, then the real exchange rate would havt remained
constant. For example, if the difference between Jordan's inflation rate and that of the
USA were to be 10 percent, then the dinar would depreciate against the US dollar by
an equal amount. in that case, we would have expected no deviations of the actual
exchange rate from its PPP value.

Ifon the other hand the realized nominal rate remained nearly constant in the presence
ofsignificant domestic inflation, then the actual ratc would be below its PPP value and
a calculation of the deviation using the formula above would yield a negative value. In
this case, we say that the nominal exchange rate is overvalued relative to its PPP
(equilibrium) value. An overvalued exchange rate amounts to a tax on exports and a
subsidy to imports by the amount of the overvaluation. An exporter would have
received more (in dinars) for each unit of foreign currency earned at the PPP rate than
he received at the prevailing nominal exchange rate. Since he received less at the
prevailing rate, he has in effect been taxed by the amount of the overvaluation.
Similarly, an importer has to give up fewer dinars at the prevailing rate than he would
at the PPP rate in order to acquire a unit offoreign currency; he in effect enjoys a subsidy
equivalent to the amount of the overvaluation.

II'

Figure 6.2 shows distinctive differences in the pattern ofdeviations from PPP that faced
importers and exporters. From 1978 to 1986 both import- and export-weighted devia
tions were negative. Thus, on average importers were receiving a subsidy and exporters
were being taxed by the amount of the exchange rate overvaluation. From the first
quarter vf 1988 to the first quarter of 1989, however, the picture changes. Import
weighted deviations ofPPP became highly positive, implying that imports are now being



26Macroeconomic Polldes In Jordan--------....;;.--------------------_._-

taxed instead of subsidized. The export-weighted 1eviations become increasingly less
negative until the first quarter of 1989, when the weighted deviations were nearly zero.
That is, with respect to its major export markets, Jordanian exporters are facing a more

neutral structure of incentives with respect to exchange rate policy, when the policy
effects are measured in a purchasing power parity sense.

6.3 Equilibrium Exchange Rates

In recent years, Jordan has had a command over goods and services that has exceeded

its productive capacity. This excess of absorption over income has been financed in

part by Arab grants and loans and remittances from Jordanians working abroad and in

part by the exchange rate and fiscal policies the government ofJordan has pursued. As

a result, the real value of the Jordanian dinar has been greater than that which would

have prevailed if absorption and income had been more nearly in balance. In other
words, the Jordanian dinar has been overvalued for several years, leading to a decline

in the relative importance of the traded goods sector, including a slow down in the

growth of fruit and vegetable exports, and a boom in the nontraded goods sector, such .

as construction and public works.

In this section, we argue that grants and remittances and foreign reserve flows from the

Central Bank were not sustainable at their historical levels and that these "unsus

tainable" flows led to an appreciation of the dinar. We estimate the magnitude of the

unsustainable flows and the amount of the resulting overvaluation using a methodology

developed by Krueger, Schiff and Valdes (1989).

Fig, 6.3. Supply and Demand for Foreign Exchange
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FigLre 6.3 depicts supply and demand conditions in the foreign exchange market. The
vertical axis measures the exchange rate denominated as the dinar price ofU. S. dollars.
The horizontal axis measures the quantity ofdollars available peryear. An initial supply
function for foreign exchange, denoted So in the figure, measures the amount ofdollars
forthcoming at each exchange rate from export earnings and grants and remittances.
The intersection of this supply function with the demand function for foreign exchange
yields an equilibrium value of the exchange rate, Eo, and the quantity of dollars, Qo.
Estimates of the total supply of foreign exchange available from current account
transactions are presented in Table 6.4 for 1980-87.

This supply consists of the change in foreign exchange reserves (foreign currency
reserves and gold) at the Central Bank plus all current account credits (exports ofgoods
and nonfactor services, unrequited transfers into Jordan, remittances from Jordanians
working abroad, etc.). In order to give a more accurate picture of Jordan's true
reserves, Jordanian credits to Iraq and Syria which are included as assets in the balance
sheet of the CBJ have been excluded. It is argued that these are not sufficiently liquid
to include as part of the mltion's command over foreign goods and services, at least in
the medium term.

Let us suppose that grants from other Arab countries suffer a permanent decline
because of a fall in oil prices. In that case, the supply function would shift back to S1.
If the exchange rate were free to move to clear the market, it would depreciate to E1.
If the CBJ chooses to defend the current exchange rate, Eo, then at that exchange rate
only 01 dollars per year will be supplied, whereas Qo dollars will continue to be
demanded. In other words, there will be an excess demand for dollars of Qo-01,
denoted dO. If transactions are to occur at the exchange rate Eo, that excess demand
has to be filled. In the model described below, that excess demand is filled by
unsustainable reserve flows from the CBJ and by unsustainable flows of grants and
remittances. That is, our model can be represented by the following equation:

dOt = (dRt - dR*t) + (ORt - GR*t>
where:

Rt = the actual level of reserves at time t;
dRt - the change in reserves (i.e., Rt-Rt-l);
R*t - the desired level of reserves;
dR*t - the change in desired reserves (i.e., R*t-R*t-l);
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GRt = the actual flows of grants and remittances; and
GR*t = the sustainable flows ofgrants and remittances.

To implement the model, we need estimates of the desired reserves and estimates of
the sustainable flows ofgrants and remittanc~s. The level of desired reserves in period
twas assumed to be a constant proportion of the imports ofgoods and services in period
t, denoted by Mt; i.e., R*t = kMt, where kis estimated as the average number ofmonths
of imports which could have been financed by the actual reserves held on average from
1978 tl) 1980.

= Oetl~ • Ac1ual
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The result was k=5.2 months; that is,
desired reserve holdings should
equal 5.2 months of annual imports
each year. Total imports and desired
reserve holdings are shown in Table
6.5. Actual and desired reserves are
plotted in Figure 6.4. From 1979 to
1987 actual reserves are always
below the desired level, implying an
excessive loss of foreign exchange
holdings.

The change in the desired reserves represents the annual flows necessary to adjust the
stock holdings to their desired level. These are shown in Table 6.5. The unsustainable
loss in reserves is then given as the difference between the annual changes in actual
reserves and the annual changes in desired holdings. This series is also shown in Table
6.5.

The real value of grants and remittances (GR) were modeled as a function of the real
price of oil. This was under the assumption that fluctuations in oil revenues earned by
the Gulf states would affect the level of grants and loans these countries would make
to Jordan, as well as their demand for labor services provided by Jordanians. The
sustainable flows of grants and remittances were assumed to b~ a function of the
permanent, or long-run, real price of oil. This was approximated by the average of real
oil prices from 1986-88. A regression of real grants and remittances (GR) on real oil
prices (ROP) yield the following result:
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GRt 874.45 + S.9S*ROPt
(158.41)·· (2.08)**

where:
GRt = grants and remittances in millions of constant

1980 U. S. dollars
ROPt = an index of real international oil prices in constant

1980 U. S. dollars and
R squared = 0.48.

The actual and predicted values of grants and remittances as a function of the real oil

price are shown in Figure 6.5.

On the basis of this relationship, the
sustainable level ofgrants and remit
tances corresponding to the
predicted real oil price was es
timated as $1149 million. This sus

tainable level is shown as the

horizontal line in Figure 6.6. The

actual flows of grants and remittan
ces are also shown in this figure.

Fig. 6.5 Grants & Remit's vs Oil Prices
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From 1978 until 1987, the actual
flows substantially exceeded the sus
tainable level. The difference be

tween these two comprises the un

sustainable flows of grants and

remit~ances. These are shown in

Table 6.5. The total unsustainable

supplies of foreign exchange (dO) is

then given by the sum of the unsus

tainable reserve losses and the un

sustainable flows of grants and

remittances. This sum is shown in

the last column of Table 6.5.

- Sustainable ~ Actual
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The equilibriumt exchange rate is the rate which would prevail in the absence of these
unsustainable flows. It is given by the following relationship:

El = ([dO/(eOl + nOo)] + 1}*Eo

where e is the elClsticity of supply of for~~g11 exchange and n is the elasticity of demand
for foreign exch~mge. Independent estimates of these elasticities were not available.
Two cases were t~"amined. Case I assumes the elasticities of supply and demand are
2.0 and 1.0, respe(:tively. Case II assumes these elasticities are 1.0and 0.5. These values
encompass range~i typically found for developing countries.

The extent of the: overvaluation attributable to the unsustainable flows of foreign
exchange are given in the first two columns ofTable 6.6. By this measure, the price of
foreign currency w,as too low throughout the period 1980 to 1987. Simply stated, the
high levels of grants and remittances combined with the explicit policy of supporting
the JD by running clown foreign exchange reserves led to an overvaluation of the rlinar.
This systematically disadvantaged the tradable good~ sector and reduced the exports
offruits and vegetables to levels below those which would have prevailed under a more
sustainable foreignf~xchange regime.

In addition to the overvaluation caused by these policies, the policy of protecting the
industrial sector contributed to a further overvaluation of the JD by reducing the
demand for imports. In other words, had the industrial sector not been so protected
by import tariffs, the price of foreign currency would have needed to have been higher
in order to maintain lequilibrium in the foreign exchange markets. Due to a lack of
known studies estimating the average level of tariffs over time, an estimate of the
average tariff rate was formed by taking the import duties recorded by the CBJ as a
proportion of the value of total imports. It should be noted that this understates the
true level, as it makes no allowance for non-tariff barriers, i. e., quotas, licenses and
prior deposit requirements.

When import tariffs, tm, are incorporated, the expression for the equilibrium exchange
rate becomes:

E* = {[(dO + (tm/1 + tm)*nOl)/(eOl + nOo)] + 1}*Eo

assuming that there are no taxes on exports. The extent of the oyervaluation is shown
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in the last column ofTable 6.6 and ranges between 7 and 16 percent. These values are
considerably higher than the case that excluded i1.l1port tariffs, reinforcing the impor
tance of import tariffs as an implicit tax on the expurts of fruits and vegetables.

6.4 Implications for Competitiveness

The unsustainable flows of grants and remittances and reserve losses from the CBJ

constituted an artificially high availability of foreign exchange in the 19805. As a

consequence, the price of foreign ex .:nange was held artificially low. In other words,

the Jordanian currency was overvalued in terms of foreign currencies. In effect, these

flows resulted in a real appreciation of the dinar. The result of this appreciation was
to place traded goods sector at a competitive disadvantage in international markets.

The decline in the real oil price decreased Saudi Arabian income, decreased the

:lemand for Jordanian labor abroad, and decreased the flow ofgrants from other Arab
countries. In addition, the disengagement in July 1988 from the West Bank reduced,

probably permanently, the supply of remittances from workers in that region. These .

circumstances are not likely to be reversed ift the near future. The implication is that

a real devaluation has occurred and that fruit and vegetable exports are now more

competitive than, say, exports of Jordanian engineers. In short, an improvement in

Jordan's competitiveness has occurred that will prevail in the medium run. JOljan will

need to generate more of its foreign ex<:hange from exports ofgoods rather than relying

50 heavily on grants, loans and the exports of services.

.
F~.
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TABLE 2.1 GROSS [KV~STIC PRODUCT AND GROSS NATIONAL PRODUCT AND REAL GROWTH RATES

AT CURRENT I AT 1980 I REAL I AT CURRENT I AT 1980 I REAL GNP I POPULATION I REAL GNP
PRICES PRICES GROWTH PRICES PRICES GROWTH PER CAPITA

--------------------------------------------------------------------------------------------------------------
(JO _illion) I (JO million) I (%) I (JO million) I (JD million) I (%) I (million) I (JD)

YEAR

GROSS OOHESTIC PRODUCT GROSS NATIONAL PRODUCT

~

i
1:1

~
n

~
Q.

11;.~e-
1:1

1979 753.0 836.7 0.0 921.3 1023.7 0.0 2.84 360.5
1980 984.3 984.3 14.9 1190.1 1190.1 13.9 2.92 407.6
1981 1164.2 1081.0 8.9 1482.7 1376.7 13.6 3.02 455.9
1982 1321.2 1141.9 5.3 1673.4 1446.3 4.8 3.13 462.1
1983 1422.7 1171.0 2.5 1770.3 1456.8 0.7 3.25 448.2
1984 1498.4 1187.3 1.4 1853.6 1468.8 0.8 3.37 43!;.8
1985 1605.9 1235.3 3.9 1881.8 1447.5 -1.5 3.51 412.4
1986 1639.9 1261.5 2.0 1919.4 1476.5 2.0 3.64 405.6
1987 1686.3 1301.2 3.0 1867.9 1441.3 -2.4 3.79 380.3

Source: Central Bank of Jordan. Statistical Honthly Bulletin. Karch 1989. Table 46.
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1979 321 194 515 188 -327 210 -117
1980 336 227 563 226 -337 209 -128
263 252 256 508 309 -199 206 7
264 443 251 694 362 -332 2QQ -132
265 454 252 706 401 -305 197 -108
266 488 233 721 415 -306 106 -200
267 543 263 806 441 -365 188 -177
268 571 411 982 514 -468 144 -324
269 603 363 966 532 -434 128 -306
270 661 385 1046 541 -505 164 -341

---------------------------------------------------------------------------------------------------

TABLE 2.2 GOVERNMENT FINANCE: 1979 - 1988 (JO million)

YEAR I CURRENT I CAPITAL I TOTAL I OOHESTIC IDEFICIT (-) I FOREIGN
EXPENDITURE EXPENDITURE EXPENDITURE REVENUES OR GRANTS

SURPLUS (+)

DEFICITS
AFTER

FOREIGN
GRANTS

r
::Ia
n
l
n
if
ii..
Q

a
111
::I

Source: Central Bank of Jord~ ..>onthly Statistical Bulletin, VoltlOO 25, NlIliler 3, Harch 1989, Table

~
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TABLE 2.3 ANNUAL GROWTH RATES OF EXPENDITURES, kEVEHUES AND THE DEFICIT (per cent)

~

ig
oa
no
l
;;
if
;-
eo

a-
::I

DHICIT

1980 4.5

I
14.5 8.5 16.8 3.0

1981 14.0 11.3 13.0 26.8 0.3
1982 11.7 -2.0 6.6 14.6 -1.6
1983 2.4 0.4 1.7 9.7 -6.8
1984 7.0 -8.2 2.0 3.4 0.3
1985 10.1 11.2 10.7 5.9 16.0
1986 4.9 36.0 18.0 14.2 22.0
1987 5.3 -13.2 -1.7 3.4 -7.8
1986 6.8 5.7 7.6 1.7 14.1

YEAR I CURRENT I CAPITAL I TOTA I DOMESTIC
EXPENDITURES EXPENDITURE EXPENDITo~L REVENUE

------------------------------------------------------------------------------------
% I % I % I % I %

AVERAGE ANNUAL GROWTH
RATE fOR THE PERIOO

I 1979-1983

I 1984-1988

8.6

7.5

6.5

12.3

7.8

9.2

18.0

6.6

-1.7

10.3

Source: Calculated from Table 2.2

1M
til

., -I



l , l ~ l I I ~ ~ l ~ l l , l • ~ ~ l • ~ l

YEAR

TABLE 2.4 SOURCES OF FINANCING OF GROSS BUDGET DEFICIT

GROSS I FOREIGN IDOH£STIC I FOREIGN I USE OF
DEFICIT GRANTS lOANS lOANS CASH

BALANCES
-----------------------------------------_.---------------------------.----

(JO IIi 11 ion) I (%)

1979 327 64.2 9.6 11.6 14.4
1980 337 62.0 5.3 21.4 11.3
1981 338 61.0 5.3 22.5 11.2
1982 332 60.0 6.4 19.6 12.0
1983 305 64.6 9.5 25.2 0.7
1984 306 34.6 8.5 39.9 17.0
1985 365 51.5 9.6 44.4 -5.5
1986 468 30.7 16.0 34.2 19.1
19[,,- 434 29.5 30.0 14.5 26.0
1988 I 505 32.5 17.4 I 20.0 ]0.1
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TABLE 2.5 GROWTH RATES OF HONEY SUPPLY 1980 - 1988 (%)

III

I I C I

YEAR

1980
1981
1982
1983
1984
1985
1986
1987
1988

AVERAGE MHUAl
GROWTH RATES

1979-1983
19&1-1988
1979-1988

4 I I •

HONEY
SUPPLY
(HI)

20.5
15.2
10.9
9.4
1.0

-3.5
5.4

10.2
16.0

14.8
7.0
9.4

4 I

HONEY
SUPPLY

!H2)

21.5
16.5
15.9
13.1
8.1
6.3
9.5

12.6
9.7

17.6
9.9

27.3
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TABLE 3.1 OOHfSTIC EXPORTS BY COHHOOITY (in JO million)

-------------------------------------------------------------------------------------------------------------------
YEAR I TOTAL FOODS I OF WHICH: I RAW ICHEHlCALS IHANUFACTUREO IOTHER I TOTAL

LIVE &AHIHAL VEGETABLES I FRUIT HATERIALS GOODS EXPORT
-------------------------------------------------------------------------------------------------------------------

1979 21.2 11.9 6.8 27.6 7.1 14.1 -6.1 82.6
1980 23.5 11.4 7.8 49.2 10.9 18.7 -1.4 120.1
1981 33.0 19.5 10.2 56.7 17.9 34.6 -2.9 169.0
1982 39.1 18.3 12.5 61.5 23.1 32.5 -1.4 185.6
1983 36.3 17.6 7.6 52.7 36.8 17 .9 -8.8 160.1
1984 41.8 18.6 8.4 87.1 67.6 33.8 3.8 261.1
1985 43.6 16.6 7.4 98.5 50.9 39.7 -1.4 255.3
1986 41.9 13.4 8.5 97.8 54.5 19.6 -10.1 225.6
1987 33.8 14.8 5.2 91.5 69.9 37.3 -3.7 248.8
1988 30.0 15.2 4.4 146.9 91.6 39.4 -2.7 324.8

Source: Central Bank of Jordan, Monthly Statistical Bulletin
Voluae 25, Humber 3. March 1989, Table 38.
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1919 108.3 74.1 30.3 141.9 153.9 53.6 27.4 589.5
1980 118.8 122.2 39.2 141.7 199.9 58.3 29.8 715.9
1981 167.9 182.3 50.4 176.6 338.0 91.9 40.4 1047.5
1982 191.9 240.7 54.1 191.7 319.4 85.6 59.1 1142.5
1983 180.4 212.7 57.8 198.0 262.0 92.3 100.1 1103.3
1984 184.3 213.6 79.9 166.4 215.9 95.9 115.3 1071.3
1985 175.8 223.3 67.6 169.6 207.4 105.1 125.6 1074.4
1986 165.6 116.5 74.9 140.9 176.6 79.9 95.8 850.2
1987 155.7 156.1 91.7 162.2 186.3 87.7 75.8 915.5
1988 172.9 157.8 100.5 177 .1 233.7 75.4 105.1 1022.5

TABLE 3.2 IMPORTS BY COMMODITY (in JD million)

YEARS

I
FOOD &LIVE I FUEL & ICHEMICALS IKAHUFACTUREO IMACHINERY IMISCELLANEOUS I

AHIHALS LUBRICANTS GOODS &TRANS. HAHUFACTUREO
GOODS GOODS

OTHER TOTAL
IMPORTS

~

i=::I=a
n'
~a:::
;-
c..=e.
:I

Source: Central Bank of Jordan Honthly Statistical Bulletin.
Volume 25. Number 3. March 1989. Table 39.
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TABLE 3.3 EXTERNAL TRADE AND BALANCE 1979 - 1988 (in JO million)

DOKESTIC I RE- I TOTAL I TRADE
EXPORTS EXPORTS EXPORTS BALANCE

• I • l

YEAR

1979
1980
1981
1982
1983
1984
1985
1986
1987
1988

• I

I IHPORTS

589.5
715.9

1047.5
1142.5
1103.3
1071.3
1074.4
850.2
915.5

1022.5

l ,

82.6
120.1
169.0
185.6
160.1
261.1
255.3
225.6
248.8
324.8

38.4
51.3
73.6
78.9
50.5
29.6
55.5
30.4
66.9
56.7

~ .

121.0
171.4
242.6
264.5
210.6
290.7
310.8
256.0
315.7
381.5

~ I

-468.5
-544.5
-804.9
-878.0
-892.7
-780.6
-763.6
-594.2
-599.8
-641.0

4 • 4 • 4 •

I ,.

4 • • I

::

I
::I

;
n
~
0:
ftl
WI

;
c..e

t
::I

Source: Central Bank of Jordan, Honthly Statistical Bulletin.
Volume 25, Number 3. March 1989, Table 36.
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REAL VALUE OF:EXPORTS

TABLE 3.4. EXPORTS fROH JORDAH: HOHIHAL AHD REAL VALUES: 1978-1988

----.---.---.---.----------------------------------------------------------------.----------------------------
JOIWI JOm JOm JOm " "1978 64.1 16.3 8.1 6.5 22.8 89.6 100.0 100.0

1979 82.6 21.2 11.9 6.8 22.6 88.2 116.6 115.9
1980 120.1 23.5 11.4 7.8 16.0 81.7 149.2 104.8
1981 169.0 33.0 19.5 10.2 17.6 90.0 173.5 133.9
1982 185.6 39.1 18.3 12.5 16.6 78.8 176.2 128.4
1983 160.1 36.3 17.6 7.6 15.7 69.4 145.7 100.7
1984 261.1 41.8 18.6 8.4 10.3 64.6 219.1 99.5
1985 255.3 43.6 16.6 7.5 9.4 55.3 209.8 87.0
1986 225.6 41.9 13.4 8.5 9.7 52.3 215.6 91.9
1987 I 248.8 33.9 14.8 5.2 8.0 59.0 239.3 84.5
1988 324.8 30.0 15.2 4.4 6.0 65.3 272.0 72.1

I SHARE Of VEGfTABI.ES.
FRUITS &NUTS IN:

------------------------------------------------------------------------------------------.-------------------
Of WHICH: I IYEAR I TOTAL I FOOD & I VEGE- I FRUIT TOTAL FOOD & TOTAL VEGETABLE,

ANIMALS TABLES &NUTS EXPORTS ANIMALS EXPORTS FRUIT &NUT

I EXPORTS
(1978 • 100)

Source: CBJ, Honthly Statistical Bulletins, various issues.

Hate: Real values computed by deflating by the U. S. wholesale price index.
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TABLE 3.5. PRODUCTION AND EXPORTS OF KAJOR VEGETABLES FROH JORDAN ('000 TONS)

------------------------------------------------------------------------------------------------------------------------------I YEAR I TOMATOES I CUCUHBERS I EGGPLANT I SQUASH I TOTAL ITOTAl (1980 : 100)
------------------------------------------------------------------------------------------------------------------------------

PRODUCTION EXPORTS PRODUCTION EXPORTS PRODUCTION EXPORTS PRODUCTION EXPORTS PRODUCTION EXPORTS PRODUCTION EXPORTS

1975 151.8 53.2 17.1 4.4 85.8 22.0 17 .2 6.6 271.9 86.1 72.2 46.7
1976 145.3 67.5 18.4 6.8 44.0 17.7 18.6 8.0 226.3 100.1 60.1 54.3
1977 155.7 62.6 21.7 8.5 49.1 0.0 18.1 12.1 244.6 83.2 64.9 45.2
1978 201.5 81.0 22.5 15.2 48.6 24.8 21.3 20.3 293.9 141.2 78.0 76.6
1919 195.4 105.5 44.5 17 .1 69.4 31.8 27.5 23.6 336.8 178.0 89.4 96.6
1980 206.2 110.3 64.2 24.9 81.4 27.4 25.0 21.7 376.8 184.3 100.0 100.0
1981 341.4 128.0 106.1 43.3 99.3 33.6 34.0 28.7 580.8 233.6 154.1 126.B
1982 375.4 152.3 87.5 54.7 110.0 37.6 73.8 40.2 646.7 284.8 171.6 154.6
ISS3 408.2 125.5 108.2 59.1 93.9 27.4 83.1 32.7 693.4 244.7 184.0 132.8
1984 354.6 128.0 99.1 58.1 73.7 35.2 78.7 23.5 606.1 244.8 160.9 132.8
1985 399.3 108.2 124.7 58.5 76.2 31.7 69.5 23.9 669.7 222.4 177 .7 120.7
1986 305.9 95.0 92.1 39.6 80.0 21.0 52.0 18.0 530.6 179.6 140.8 97.5
1987 268.4 94.5 110.7 43.3 48.9 22.1 47.5 14.4 475.5 174.8 126.2 94.9
1988 290.1 118.3 80.2 44.8 34.9 26.0 33.4 15.3 439.2 204.4 116.6 110.9

-------------------------------------------------------------------------------------------------------------------------------
Source: Agricultural Karketing Organisdtion, Amman.
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TABLE 3.6 EXTERNAL TERMS OF TRADE. 1973-1988 /g(1980 ,. 100) a;;
--------------------------------------------------- "aUNIT PRICE INDICES: 2-

;;
YEAR I EXPORTS

I
IMPORTS TERMS ;;-

III
OF S'TRADE Ca) c..

-------------------------------------------------- e

1973 41.8 -18.9 85.5 I It
1974 85.1 62.2 136.8
1975 96.5 85.3 113.1
1976 86.8 75.9 114.4
1977 86.8 77.5 112.0
1978 83.5 75.3 110.9
1979 84.2 80.6 104.5
1980 100.0 100.0 100.0
1981 114.7 121.7 94.2
1982 125.4 123.7 101.4
1983 114.6 113.0 101.4
1984 124.8 118.7 105.1
1985 121.1 115.6 104.8
1986 104.3 87.0 119.8

1987Ql 104.8 88.1 118.9
1987Q2 90.3 92.2 97.9
1987Q3 97.7 93.9 104.1
1987Q4 95.8 88.3 108.5
1988Ql 101.5 87.4 116.1
1988Q2 108.1 88.3 122.4
1988Q3 110.7 97.8 I 113.2
1988Q4 126.5 105.7 119.8

--------------------------------------------------
Hotes: Export unit price index divided by'

IMPOrt unit price index.

Source: Central Bank of Jordan, Honthly
Statistical Bulletins. various issues.
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TABLE 4.la N~INAl EXCIfAHGE RATES fOR JORDAN I SHAIN EXPORT MARKETS
(JD PER UNIT OF FOREIGN CURRENCY)

-----------------------------------------------------------------------------------------------------------
YEAR I SAUOI I KUWAIT I SYRIA I PAKISTAN I EGYPT I ITALY I INDIA I INDONESIA

ARABIA
-----------------------------------------------------------------------------------------------------------

1915 0.0905 1.0981 0.0861 0.0322 0.8139 0.000488 0.0380 0.000161
1916 0.0941 1.1362 0.0863 0.0336 0.8490 0.000399 0.0311 0.000801
1911 0.0932 1.1480 0.0838 iJ.0332 0.8401 0.000313 0.0316 0.000193 1

1=1918 0.0899 1.1131 0.0719 0.0309 0.7815 0.000360 0.0373 0.000692
1919 0.0894 1.0811 0.0165 0.0303 0.4290 O.ooo36J 0.0369 0.000482
1980 0.0896 1.1045 0.0161 0.0302 0.4264 0.000349 0.0380 0.000416
1961 0.0980 1.1881 0.0844 0.0334 0.4730 0.000291 0.0382 0.000524
1982 0.1030 1.2218 0.0891 0.0298 0.3116 0.000260 0.0312 0.000533
1983 0.1050 1.2428 0.0923 0.0271 0.3080 0.000239 0.0359 0.000399
1984 0.1093 1.3000 0.0980 0.0215 0.2769 0.000219 0.0337 0.000375
1985 0.1088 1.3110 0.1003 0.0248 0.2244 0.000206 0.0318 0.000354
1986 0.&945 1.1993 0.0891 0.0211 0.1818 0.000235 0.0218 0.000273
1981 0.0904 1.2169 0.0864 0.0195 0.1525 0.000262 0.0261 0.000206

1968Ql 0.0898 1.2256 0.0300 0.0192 0.1448 0.000273 0.0259 0.000203
1988Q2 0.0920 1.2552 0.0307 0.0195 0.1483 0.000272 0.0251 0.000206
1988Q3 0.1006 1.3283 0.0336 0.0207 0.1623 0.000272 0.0264 0.000222
1988Q4 0.1185 1.5118 0.0396 0.0239 0.1911 0.000331 0.0298 0.000259
1989Ql 0.1404 1.8368 0.0469 0.0273 0.2263 0.000388 1).0-i4 0.000302

------------------------------------------------------_____________________ .r' ______________________________

Source: IHF, International Financial Statistics.
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TABLE 4.1b NOMINAL EXCHANGE RATES OF HAIN IHPORT SUPPLIERS
(JO PER UNIT OF FOREIGN CURRENCY)

----------------------------------------------------------------------------------
YEAR I SAUDI I GERlfAHY I U.K. I U. S. I JAPAN I ITALY

ARABIA
----------------------------------------------------------------------------------

1975 0.0905 0.1295 0.7070 0.3185 0.00101 0.000481
1976 0.0941 0.131B 0.6013 0.3322 0.00112 0.000399
1917 0.0932 0.1418 0.5157 0.3289 0.00123 0.000372

1=1978 0.0899 0.1521 0.5872 0.3058 0.00146 0.000360 I
1979 0.0894 0.1641 0.6366 0.30()j 0.00137 0.000361
1980 0.0896 0.1640 0.6955 0.2985 0.00132 0.000348
1981 0.0980 0.1465 0.6722 0.3311 0.00150 0.000291
1982 0.1030 0.1449 0.6162 0.3521 0.00141 0.000260
1983 0.1050 0.1421 0.5501 0.3623 0.00152 0.000238
1984 0.1093 0.1350 0.5154 0.3846 0.00162 0.000218
1985 0.1088 0.1339 0.5118 0.3937 0.00165 0.000206
1986 0.0945 0.1611 0.5140 0.3491 0.00201 Q.OOO234
1987 0.0904 0.1883 0.5559 0.3390 0.00234 0.000261

1988Ql 0.0898 0.2004 0.6061 0.3367 0.00263 0.000272
1988Q2 0.0920 0.2011 0.6345 0.3448 0.00274 0.000211
1988Q3 0.1006 0.2018 0.6415 0.3774 0.00282 0.000212
1988Q4 0.1185 0.2497 0.7956 0.4444 0.00356 0.000337
1989Ql 0.1404 0.2845 0.9211 0.5263 0.00414 0.000388

--------.--------------.----------------------------------------------------------
Source: IHF. International Financial Statistics.
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TABLE 4.2a CONSUMER PRICE INDICES FOR JORDAN'S MAIN EXPORT MARKETS (1980 = 100)

-----------------------------------------------------------------------------------------------------------------------------------
YEAR I SAUDI I KUWAIT I SYRIA I PAKISTAN I EGYPT

I
ITALY I INDIA I INDONESIA I JORDAN I TRADE-WTD

ARABIA AVERAGE
-----------------------------------------------------------------------------------------------------------------------------------

I
1975 65.7 69.5 61.3 65.9 54.6 46.4 82.3 48.6 57.7 66.7
1976 86.4 73.1 68.3 70.6 60.2 54.1 75.9 58.3 64.3 76.1
1977 96.2 80.4 76.4 77.7 67.9 64.1 82.3 64.7 73.7 84.4
1978 94.7 87.4 80.2 82.5 75.4 71.8 84.4 70.0 78.9 86.5
1979 96.4 93.5 84.1 89.3 82.9 82.5 89.7 84.4 90.0 91.0
1980 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1981 102.7 107.4 118.4 111.9 110.5 119.5 113.0 112.2 107.7 109.5
1982 102.1 115.7 135.3 118.5 126.8 139.2 121.9 122.9 115.7 115.1
1983 101.8 121.2 143.6 125.8 147.2 159.6 136.3 137.4 121.5 120.0
1984 101.3 122.6 156.6 134.1 172.3 176.8 147.7 151. 7 126.2 129.6
1985 97.0 124.4 183.8 141.9 195.2 193.0 155.9 158.9 130.0 137.0
1986 94.1 125.6 250.2 147.1 239.3 204.3 169.5 168.2 130.0 152.6
1987 93.2 129.6 365.2 154.1 286.6 213.9 184.5 183.8 129.6 181.4

1988Ql 93.8 133.1 398.8 158.6 300.1 220.9 192.7 193.8 130.1 177 .4
1988Q2 94.5 135.2 500.3 163.7 333.5 223.0 198.0 197.1 130.9 184.6
1988Q3 94.0 136.8 627.6 172.5 339.9 225.3 205.2 200.9 131.3 191. 7
19B8Q4 93.5 138.5 787.2 181.8 355.1 229.6 212.6 I 202.7 142.5 I 200.0
1989Ql 93.1 140.1 987.5 191.6 371.1 233.9 220.3 204.5 153.6 209.4

-----------------------------------------------------------------------------------------------------------------------------------
Source: IHF, International Financial Statistics.
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TABLE 4.2b COHSUKER PRICE INDICES OF HAIN IMPORT SUPPLIERS (1980 " 100) H~ca----------------------------------------------------------------------------------------------------------

IiYEAR I SAUDI I GERMANY I u. K. I u. s. I JAPAN I ITALY I JORDAN I TRADE-WIDI
ARABIA I AVERAGE

---------------------------------------------------------------------------------------------------------- ;-
fIl

1975 I 65.7 82.0 51.1 65.3 72.6 46.4 57.7 66.0 ;-
1976 86.4 85.6 59.6 69.1 79.4 54.1 64.3 75.5 c..
1977 96.2 88.7 69.0 73.6 85.9 64.1 73.7 82.4 c
1978 j °4.7 91.1 74.7 79.2 89.5 71.8 78.9 85.5 a

III
1979 %.\ 94.9 84.8 88.1 92.8 82.5 90.0 91.2 =
1980 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1981 102.7 106.3 111.9 110.4 105.0 119.5 107.7 108.0
19tJ2 102.1 111.9 121.5 117.2 107.8 139.2 115.7 112.2
1983 101.8 115.6 127.0 120.9 109.9 159.6 121.5 116.5
1984 101.3 118.4 133.4 126.1 112.3 176.8 126.2 121.1
1985 97.0 121.0 141.5 130.6 114.6 193.0 130.0 127.3
1986 94.1 121.0 146.4 133.1 115.3 204.3 130.0 134.6
19B7 93.2 121.4 152.5 137.9 115.4 213.9 129.6 134.3

1988QI 93.8 122.0 1'i5.2 140.8 115.3 220.9 130.1 137.4
1988Q2 94.5 122.7 159.0 142.5 116.1 223.0 130.9 139.0
1988Q3 94.0 122.8 1£1.1 144.5 116.3 225.3 131.3 140.1
1988Q4 93.5 123.3 164.5 145.9 117.1 229.6 142.5 141.6
1989Ql 93.1 125.2 167.1 147.5 117.5 233.9 153.6 143.2

----------------------------------------------------------------------------------------------------------
Source: IHF, International financial Statistics.
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TABLE 4.3a HORHAlllZED EXPORT TRADE WEIGHTS

-----------------------------------------------------------------------------.-----------------------------------------
YEAR I SAUDI I KUWAIT I SYRIA I PAKISTAN I EGYPT I ITALY I INOlA I INDONESIA I TOTAL

ARABIA
-----------------------------------------------------------------------------.---.-------------------------------------

1975 0.37 0.12 0.20 0.04 0.00 0.02 0.18 0.07 1.00
1976 0.37 0.12 0.20 0.04 0.00 0.02 0.18 0.07 1.00
1977 0.37 0.12 0.20 0.04 0.00 0.02 0.18 0.07 1.00
1978 0.37 0.12 0.20 0.04 0.00 0.02 0.18 0.07 1.00

I 1=1979 0.37 0.12 O.lO 0.04 0.00 0.02 0.18 0.07 1.00
1980 0.37 0.12 0.20 0.04 0.00 0.02 0.18 0.07 1.00
1981 0.37 0.12 0.20 0.04 0.00 0.02 0.18 0.07 1.00
1982 0.41 0.10 0.12 0.04 0.00 0.03 0.25 0.04 1.00
1983 0.45 0.13 0.05 0.08 0.00 0.06 0.18 0.05 1.00
1984 0.35 0.11 0.03 0.10 0.00 0.05 0.30 0.06 1.00
1985 0.33 0.07 0.03 0.05 0.03 0.03 0.38 0.08 1.00
1986 0.29 0.09 0.05 0.03 0.04 0.07 0.35 0.08 1.00
1987 0.25 0.09 0.07 0.10 0.13 0.09 0.21 0.08 1.00

1988Ql 0.23 0.07 0.02 0.03 0.05 0.09 0.42 0.08 1.00
1988Q2 0.23 0.07 0.02 L03 0.05 0.09 0.42 0.08 1.00
1988Q3 0.23 0.07 0.02 0.03 0.05 0.09 0.42 0.08 1.00
1988Q4 0.23 0.07 0.02 0.03 0.05 0.09 0.42 0.08 1.00
1989Q1 0.23 0.07 0.02 0.03 0.05 0.09 0.42 0.08 1.00

----------------------------------.----------------.-------.---.----------------------------------------------------.--
Sou,'ce: Central Bank of Jordan, Honthly Bulletin of Statistics, "arch 1986 and Karch 1989,

Tables 36 and 37. respectively.

Notes: Shares for 1981 are used for 1975-80. Quarterly shares for 1988 and 1989 are the annual 1988 shares.
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TABLE 4.3b HORKAllZED IMPORT TRADE WEIGHTS ,g

.-------------------------------------------------------------------------------------------.-. tYEAR I ~~l I GERHAHY I U. K. I U. S. I JAPAN I ITALY I TOTAL I ~
a:--------------------------------------------------------.---.-_._-.--_.----.---.------------.-- III
rIl

1975 0.27 0.17 0.09 0.26 0.11 0.10 1.00 ;-
1976 0.27 0.17 0.09 0.26 0.11 0.10 1.00 '""Cl

1977 0.27 0.17 0.09 0.26 0.11 0.10 1.00 "'I

1978 0.27 0.17 0.09 0.26 0.11 0.10 1.00 eo
1979 0.27 0.17 0.09 0.26 0.11 0.10 1.00 =
1980 0.27 0.17 0.09 0.26 0.11 0.10 1.00
1981 0.27 0.17 0.09 0.26 0.11 0.10 1.00
1982 0.34 0.15 0.08 0.21 0.13 0.08 1.00
1983 0.32 0.13 0.10 0.20 0.16 0.09 1.00
1984 0.34 0.11 0.12 0.20 0.13 0.10 1.00
1985 0.29 0.12 0.11 0.23 0.12 0.13 1.00
1986 0.13 0.17 0.18 0.20 0.18 0.13 1.00
1987 0.19 0.18 0.14 0.23 0.14 0.12 1.00

1988QI 0.17 0.15 0.15 0.30 0.12 0.11 1.00
1988Q2 0.17 0.15 0.15 0.30 0.12 0.11 1.00
1988Q3 0.17 0.15 0.15 0.30 0.12 0.11 1.00
1988Q4 0.17 0.15 0.15 0.30 0.12 0.11 1.00
1989Q1 0.17 0.15 0.15 0.30 0.12 0.11 1.00

--------------------------------------------------------------.---.---.----.---.---.--------.--
Source: Central Bank of Jordan. Monthly Bulletin of Statistics. Harch

1986 and Karch 1989. Tables 36 and 37. respectively.

Notes: Shares for 1981 are used for 1975-80. Quarterly shares for 1988 and
1989 are the annual 1988 shares.
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TABLE 4.4a BILATERAL REAL EXCHANGE RATES OF JORDAN'S HAIN EXPORT HARKETS (1980 ~ 100) 18ea------------------.-----------------------------------.-----------------------------------------------------------------

I~YEAR I ~~l I KUWAIT I SYRIA I PAKISTAN I EGYPT I ITALY I INDIA I INOONESIA I EX~~~~~~D I
------------------------------------------------------.----------------------------------------------------------------- ;:;.

ji'
lI!

1975 114.6 119.6 120.2 121.6 180.6 112.5 142.7 135.8 123.2 ;-
1976 141.0 117.0 120.5 122.2 186.4 96.3 115.2 152.5 128.7 c..
1977 135.7 113.4 114.2 116.2 181.6 93.0 110.7 146.2 123.5 e.,
1978 120.4 111.6 104.1 107.1 175.1 94.0 105.2 128.9 113.1 Cl.

1979 106.7 102.3 94.0 99.8 92.7 95.0 96.9 94.9 100.6 III=1980 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1981 104.2 107.3 121.9 115.3 113.8 92.7 105.6 114.6 109.3
1982 101.4 110.6 137.9 101.4 80.1 89.8 103.3 118.9 107.5
1983 98.2 112.2 143.5 95.0 87.5 89.8 106.0 94.7 102.7
1984 97.9 114.3 159.9 96.6 88.7 87.9 104.0 94.6 102.3
1985 90.5 113.6 186.5 89.6 79.0 87.6 100.3 91.0 98.7
1986 76.3 104.9 225.4 79.0 78.5 105.7 95.3 74. ] 95.2
1987 72.5 110.2 320.0 76.8 79.1 123.8 97.7 61.4 102.6

1988Ql 72.2 113.5 120.9 77.8 78.3 132.7 101.0 63.4 93.4
1988Q2 74.1 117.4 154.4 80.8 88.6 132.8 102.5 65.2 96.3
1988Q3 80.4 125.3 211.3

I
90.4 98.5 134.0 108.6 71.5 103.6

1988Q4 86.8 138.8 287.6 101.1 111.7 155.9 117.2 77 .4 114.8
1989QI 94.9 151.7 396.3 112.8 128.2 169.5 129.9 84.5 128.4

.------------.----------------------------------------.-------------------.._-------------------------------------------
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TABLE 4.4b BILATERAL REAL EXCHANGE RATES OF HAIN IHPORT SUPPLIERS (1980 • 100)

---------------------------------------------------------------------------------------------------
YEAR I SAUDIA I GERMANY I U. K. I U. s. I JAPAN I ITALY I IHPORT-WID

ARABIA AVERAGE
---------------------------------------------------------------------------------------------------

I
1975 114.8 112.2 90.0 120.7 102.6 112.5 112.1
1976 141.0 107.0 80.1 119.6 105.0 96.3 115.9
1977 135.7 104.0 77.5 110.0 109.2 93.0 111.4
1978 120.4 107.1 79.9 102.8 125.6 94.0 108.0 I

I~1979 106.7 105.5 86.2 98.5 107.5 95.0 101.5
1980 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1981 104.2 88.2 100.4 113.7 111.1 92.7 103.2
1982 101.4 85.4 93.0 119.5 100.2 89.8 101.0
1983 98.2 82.4 82.8 120.8 104.7 89.8 99.3
1984 97.9 77.2 78.3 128.7 109.4 81.9 99.8
1985 90.5 76.0 80.1 132.5 110.4 87.8 99.3
1986 16.3 91.4 83.2 119.9 139.5 105.7 104.1
1987 72.5 107.5 94.0 120.8 158.3 123.8 110.9

1988Q1 72.2 114.5 103.9 122.0 117 .2 132.7 117.7
1988Q2 14.1 115.2 110.8 125.1 184.6 132.8 121.2
1988Q3 80.4 115.1 113.2 139.1 189.7 134.0 121.3
1988Q4 86.8 I 131.7 132.1 152.4 222.3 155.9 144.1
19a9Ql 94.9 141.4 144.0 169.3 241.0 169.5 157.5

-------------.----------------------------------------.--------------------------------------------
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TABLE 5.1 REAL EXCHANGE RATES FOR VEGETABLE EXPORTS

YEAR

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

190,'2')1
1988Q2
1988Q3
1988Q4
198901

VEGETABLE
WEIGHTED (1)

116.6
132.3
127.7
117.2
105.1
100.0
105.3
104.7
103.3
103.8
98.8
86.6
86.1
87.1
89.6
96.6

105.5
115.3

HC
WEIGHTED

106.4
96.5
92.2
94.5
96.2

100.0
93.1
87.9
83.0
79.3
79.8
92.3

107.1
115.2
117.4
118.4
136.6
147.5

til
~

Source: CBJ. Extern~l Trade Statistics.

(1) Weights of .64 and .36 wer~ used for
saudi Arabia and Kuwait. respectively.
They represent over 80\ of vegetable
exports in 1987. .

(2) Computed as average of real exchange
rates for France. Germany. Italy. and
the U.K.

~



l I - l ~ t ~ ( I t I o t~ ( I
II

t I ~ I t ~

i ... I,

::=,."
i

TABLE 5.2 WHOLESALE PRICES OF TOMATOES IN AHHAH: 1982-1989 18=a-----------------------------.-------------------------------.---.------------------ ;;

I I NOMINAL PRICES WHOLESALE PRICE INDEX COrlSfAHT PRICES
l----------------------- ------------------------- ----------------------

YEAR ANNUAL IQUARTERLY ANNUAL IQUARTERLY ANNUAL I 0:
AVERAGE AVERAGE AVERAGE QUARTERLY ftl

III

-----------1----------------------- ------------------------- ---------------------. :r(fi Is/kg) (1979-100) (fils/kg) c.=
1982Ql 116 139 129 130 90 107 a-=1982Q2 87 129 67 c
1982Q3 90 128 70
1982Q4 147 129 114
1983Ql 130 172 135 136 96 126
1983Q2 136 134 101
1983Q3 94 135 70
1983Q4 118 133 89
1984Ql 129 116 137 136 94 85
1984Q2 137 137 100
1984Q3 95 137 69
1984Q4 169 137 123
1985Ql 119 132 139 139 86 95
1985Q2 105 137 77
1985Q3 73 140 52
1985Q4 165 139 119
1986Ql 113 101 138 138 82 73
1986Q2 79 139 57
1986Q3 64 138 46
1986Q4 207 140 148
1981Ql 90 110 140 138 64 80
1987Q2 82 139 59
1987Q3 85 141 60
1987Q4 81 140 58
1988Q1 117 91 153 145 76 63
1988Q2 135 149 91
1988Q3 64 150 43
1988Q4 179 168 107 I1989Ql 162 181 90

------------------------------------------------------------------------------------
Sourte: Central Bank of Jordan, Monthly Statistical Bulletins, various issues.

I
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TABLE 5.3 TOHATO EXPORTS, WHOLESALE PRICES AND EXCHANGE RATES

YEAR/QTR

I
EXCHANGE

I
REAL I TOTAL TOHATO

RATE WHOLESALE EXPORTS FROtf
PRICES JORDAN

----------------------------------------------------------
(fils/riyal) I (fils/kg) I (mt)

----------------------------------------------
1986 4 92 148 1675 I

1=1987 4 89 58 9454
1988 4 124 107 21423

1987 1 9Ij 80 9253
1988 1 90 63 11160
1989 1 141 90 21654

i

Source: Central Bank of Jordan, Ho~thly

Statistical Bulletins and unpublished
reports from the Agricultural Harketing
Organization.

'.11
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.. - Macroeconomic Policies in Jordan

TABLE 5.4 COST IN RIYALS TO SAUDI ARABIAN IMPORTERS OF 1 KG OF
TOMATOES IN THE AMMAN WHOLESALE HARKET AND
JORDANIAN TOMATO EXPORTS TO SAUDI ARABIA

ss

YEAR HONTH WHOLESALE
PRICE OF

TOHATOES IN
AHHAN

EXCHANGE
RATE

COST OF
SAUDI

ARABIAN
BUYERS

EXPORTS OF
TOMATOES TO

SAUDI
ARABIA

----------------------------------------------------------
(fils/kg) (fils/riyal) (riyals/kg) (m~~

1987 Jan 151 90.2 1.67 586
Feb 84 90.9 0.92 707
Har 110 89.3 1.23 2,270
Apr 92 88.3 1.04 5,250
Hay 101 90.7 1.11 8,964
Jun 61 91.4 0.67 13,840
Jul 64 92.3 0.69 5,727
Aug 62 91.1 0.68 4,919
Sep 114 92.6 1.23 1,413
Oct 93 90.6 1.03 954
Nov 67 89.1 0.75 1,798
Dec 83 88.0 0.94 1,599

1988 Jan 93 89.6 1.04 1,679
Feb 63 90.7 0.69 992
Har 113 90.1 1.25 1,106
Apr 246 89.7 2.74 484
Hay 66 91.3 0.72 6,963
Jun 72 97.7 0.74 11,187
Jul 63 99.4 0.63 9,983
Aug 58 100.6 0.58 7,644
Sep 70 101.4 0.69 6,916
Oct 86 118.4 0.73 5,477
Nov 206 124.5 ),65 2,715
Dec 248 127.5 1.95 555

1989 Jan 172 131.6 1.31 664
Feb 126 144.7 0.87 972
Mar 112 144.7 0.77 4.708
I,;;, 225 144.7 1.55 2.723
May 76 144.7 0.53 12.071__ ~_____ h ________________________________________ • ____ _____________________

. Av!!rages:IJan-Hav 1987 108 89.9 1.20 3.555
.JQi1-n~Y 1988 116 90.3 1.29 2.245
Jan-Hay 1989 142 142.1 1.01 4.228

--------------------------.-------------------------------------------------
Source: Central Bank of Jordan. Monthly Statistical Bulletins

and unpublished reports from the Agricultural Marketing
Organization.

Note: The exchange rates for April and May 1989 were estimated.

TABLE 5.5 JORDAN'S SHARE RELATIVE TO TURKEY'S SHARE IN THE SAUDI
ARABIAN TOMATO IMPORT HARKET

-----------------.---------
YEAR SHARE

1982 0.64
1983 0.86
1984 0.64
1985 n/a
1986 0.54

----.---.------------.-._--
Source: AHO data.
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TABLE 6.1 MACROECONOHIC ACCOUNTING: THREE EQUIVElANT APPROACHES (JDmn)

--------------------------------------------------------------------------------------------------------------------.------------------

I I
1980

I
1981

I
1982

I
1983

I
1984

I
1985

I
1986

I
1987

CURRENT ACCOUNT BALAHCE CIS 111.6 -13.7 -118.3 -141.3 -104.1 -99.9 -16.0 -118.4
-------------------------------------------------------------------------------------------------------------------------------------.
Exports of Goods and Servi ces Xgs 531.1 731.1 778.3 741.3 830.5 I 858.9 I 707.6 I 772.4
I~rts of Goods and Services Hgs 1031.3 1482.4 1613.5 1540.2 1640.8 1636.5 1334.6 1346.2

Net Workers' Remittances RE 190.8 288.9 319.5 330.1 377.5 I 310.4 I 328.0 I 255.3
Net Unrequited Transfers URT 421.0 448.7 397.4 327.5 328.7 367.3 283.0 200.1

TOTAL CAB 111.6 -13.7 -118.3 -141.3 -104.1 -99.9 -16.0 -118.4
---------------------------------------- ------- ---------- .--------- ---------- ---------- ---------- ---------- ---------- ---------
Net Public Saving T-G -38.1 -30.0 -38.3 0.2 -42.4 39.1 -75.9 -95.8

Net Private Saving S-l 149.7 16.3 -80.0 -141.5 I -61.7 -139.0 59.9 -22.5

of which: savings S 272.7 259.8 175.9 5.1 71.1 -69.1 -20.1 -72.6
investment I 123.0 243.5 255.9 146.6 132.8 69.9 -80.0 -50.1

TOTAL CAB 111.6 -13.7 -118.3 -141.3 -104.1 -99.9 -16.0 -118.4
--------------------- 1 1 • • 1 1 1 1 1 _

~

!
Ii
l~c;-

III

if
~

t

Net Change in Capital Account

Het Chanrye in Reserves

of which: credits to Iraq and Syria
foreign Exchange, etc.

Net Errors and Omissions

TOTAL

dK

dR

CA8

32.0 69.0 113.:\ I 156.8 64.4 137.6 50.9 75.9

-110.1 -15.3 62.4 -50.3 69.3 -18.5 -18.3 36.5

1.0 -1.0 0.0 28.3 81.0 44.7 27.6 4.6
-111.1 -14.3 62.36 -78.6 -11.7 -63.21 -45.88 31.9

-33.5 -40.0 -57.5 34.8 -29.6 -19.2 -16.6 I 6.0

111.6 -13.7 -118.3 -141.3 -104.1 -99.9 -16.0 I -118.4
---------------------------------------------------------------------------------------------------------------------------------------
Source: Central Bank of Jordan, Monthly Statistical Bulletins.
Note: Private investment was calculated by subtracting government capital expenditures

from gross fixed capital formation less consumption of fixed capital.
Changes in stocks have been ignored.

~.
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TABLE 6.2a PURCHASING POWER PARITY EXCHANGE RATES OF JORDAN'S HAIN EXPORT I'.ARKETS II(JO PER UNIT OF FOREIGN CURRENCY)
;;-

--------------------------------------------------------------------------------------------

IiYEAR I~~l IKUWAIT I SYRIA I PAKISTAN I EGYPT I ITALY I INDIA I INDONESIAl

-------------------------------------------------------------------------------------------- II:

1975 0.0905 1.0987 0.0861 0.0322 0.8139 0.00049 0.0380 0.00077 S'
c...

1976 0.0766 1.1641 0.0861 0.0335 0.8226 0.00047 0.0459 0.00071 c
1971 0.0789 1.2131 0.0882 0.0348 0.8359 0.00045 0.0485 0.00074 a.
1978 0.0858 1.1947 0.0900 0.0351 0.8059 0.00043 0.0507 0.00073 Dl

:::l
1979 0.0962 1.2739 0.0979 0.0370 0.8361 0.00043 0.0544 0.00069
1980 0.1029 1.3234 0.0914 0.0367 0.7702 0.00039 0.0542 0.00065
1981 0.10B0 1.3271 0.0832 0.0354 0.7506 0.00035 0.0517 0.00062
1982 0.1167 1.3234 0.0782 0.0359 0.7027 0.00033 0.0514 0.00061
1983 0.1228 1.3267 0.0774 0.0355 0.6357 0.00030 0.0483 0.00057
1984 0.1282 1.3623 0.0737 0.0346 0.5641 0.00028 0.0463 0.00054
1985 0.1379 1.3830 0.0647 0.0337 0.5129 0.00026 0.0452 0.00053
1986 0.1422 1.3698 0.0475 0.0325 0.4184 0.00025 0.0416 0.00050
1987 0.1431 1.3236 0.0325 0.0309 0.3483 0.00024 0.0381 0.00046

l008Ql 0.1428 1.2941 0.0298 0.0301 0.3340 0.00023 0.0366 0.00043
1988Q2 0.1426 1.2814 0.0239 0.0294 0.3024 0.00023 0.0358 0.00043
1988Q3 0.1438 1.2700 0.0191 0.0280 0.2975 0.~23 0.0347 0.00042
1988Q4 0.1568 1.3620 0.0166 0.0288 0.3090 0.00024 0.0363 0.00045
1989QI 0.1699 1.4507 0.0142 0.0295 0.3188 0.00026 0.0378 0.00049
------------------------------------------------------ -------------------~------------------

NOTE: Computed as the nominal exchange rate in 1975 multiplied by the ratio of the
Jordanian CPI to the foreign CPl.

tn.....



.C'. I I ~ I I. , l I ~ ~
I , l I ~ l l I

TABLE 6.2b PURCHASING POWER PARITY EXCHANGE RATES OF MAiN IMPORT SUPPLIERS
(JO PER UNIT OF FOREIGN CURRENCY)

--------------------------------------------------------------------------------
YEAR I SAWI I GER.4WIY I U. K. I U. S. I JAPAH I ITALY

ARABIA
--------------------------------------------------------------------------------

1975 0.0905 0.1295 0.7070 0.3185 0.00107 0.00049
1976 0.0166 0.1382 0.6155 0.3354 0.00109 0.00041
1911 0.0789 0.1529 0.6688 0.3609 0.00116 0.00045
1918 0.0858 0.1593 0.6613 0.3591 0.00119 0.00043
1919 0.0962 0.1145 0.6645 0.3682 0.00131 0.00043
1980 0.1029 0.1840 0.6261 0.3604 0.00135 0.00039
1981 0.1080 0.1864 0.6026 0.3516 0.00138 0.00035
1982 0.lJ61 0.1902 0.5962 0.3558 0.00145 0.00033
1983 0.1228 0.1934 0.5990 0.3622 0.00149 0.00030
1984 0.1282 0.1961 0.5923 0.3601 0.00152 0.00028
lSJ5 0.1319 0.1911 0.5152 0.3588 0.00153 0.00026
1980 0.1422 0.1911 0.5560 0.3520 0.00152 0.00025
1981 0.1431 0.1965 0.5322 0.3381 0.00152 0.00024

1988Ql 0.1428 0.1963 0.5251 0.3331 0.00152 0.00023
1988Q2 0.1426 0.1963 0.5155 0.3311 0.00152 0.00023
1988Q3 0.1438 0.1967 0.5102 0.3216 0.00152 0.00023
1988Q4 0.1568 0.2126 0.5423 0.3520 0.00164 0.00024
1989Ql 0.1699 0.2256 0.5756 0.3754 0.00176 0.00026

------------------------------------------.-------------------------------------
Note: ~OIPUted as the noIinal exchange rate in 1915 multiplied by the ratio

of the Jordanian CPI to the foreign CPl.

,-
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TABLE 6.3a PERCENTAGE OEVIATlOflS fROt1 PURCHASING PMR PARITY: JORDAH'S HAIN EXPORT HARKETS

YEAR I SAUDI I KUWAIT
ARABIA

';YRIA I PAKISTAN I EGYPT ITALY INDIA I INDONESIA I TRADE-WTD
AVERAGE

1915
19713
1911
1918
1979
1980
1981
1982
1983
1984
1985
1986
1987

1988Ql
1988Q2
1988Q3
1988Q4
1989Ql

o
23
18
5

-7
-13
-9

-12
-14
-15
-21
-34
-31
-37
-36
-30
-24
-17

o
-2
-5
~7

-15
-11
-10
-8
-6
-5
-5

-12
-8
-s
-2
5

16
27

o
o

-5
-13
-22
-17

1
15
19
33
55
87

lev
~

t&
76

139
230

o
o

-5
-12
-18
-18
-5

-17
-22
-21
-26
-35
-31
-36
-34
-26
-17
-7

o
3
1

-3
-(9
-45
-37
-56
-52
-51
-56
-57
-56
-57
-51
-45
-38
-29

o
-14
-17
-16
-16
-11
-18
-20
-20
-22
-22
-6
10
18
18
19
39
51

o
-19
-22
-26
-32
-30
-26
-28
-26
-27
-30
-33
-32
-29
-28
-24
-18
-9

o
12
8

-5
-30
-26
-16
-12
-30
-30
-33
-45
-55
-53
-52
-47
-43
-38

o
5
1

-7
-~8

.... 18
-Il
-1:
·15 I
-18 I
'n I-,(,..1

-25
-19
-28
-26
-20
-12
-1

Mote: CQlPUted as the difference between the actual and the PPP rate (Table 6.2a)
expressed as a percentage of the PPP rate.

"'~$~I
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TABLE 6.3b PERCENTAGE DEVIATIONS FROtt PURCHASING POWER PARITY: JORDAN'S HAIN IMPORT SUPPi.IERS

YEAR I =~ I GERlfANY I U. K. U. S. JAPAN ITALY I TRADE-WTD
AVERAGE

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987

1988Ql
1968Q2
1988Q3
1988Q4
1989Ql

o
23
18
5

-7
-13
-9

-12
-14
-15
-21
-34
-37
-37
-36
-30
-24
-17

o
-5
-7
-5
-6

-11
-21
-24
-21
-31
-32
-18
-4
2
3
3

17
26

o
-11
-14
-11
-4
11
12
3

-8
-13
-11
-8
4

15
23
26
41
60

o
-1
-9

-15
-18
-17
-6
-1
o
7

10
-1
o
1
4

15
26
40

o
2
6

22
5

-3
8

-2
2
7
8

36
54
73
80
85

117
135

o
-14
-17
-16
-15
-11
-18
-20
-20
-22
-22
-6
10
18
18
19
39
51

o
3

-1
-3
-9

-10
-7

-10
-10
-10
-11
-4
2
8

11
16
32
44

Mote: Computed as the difference between the actual and the PPP rate (Table 6.2b)
expressed as a percentage of the PPP rate.

~ I'
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TABLE 6.4 AN ESTIMATE OF THE TOTAL SUPPLY OF FOREIGN EXCHAHGE FROM FOREIGN ACCOUNT TRANSACTIONS (SUS mo)

YEAR FOREIGN
CURRENCY
REseRVES

GOLD TOTAL
FOREIGN
EXCHANGE
RESERVES

CHANGE IN
TOTAL

FOREIGN
EXCHAHGE
RESERVES

CURRENT
ACCOUNT
CREDITS

TOTAL
SUPPLY

OF FOREIGN
EXCHANGE

-------------------------------------------.-------------
R+ I (Rt-Rt-l) I X I QS'aX+(Rt-Rt-l)

.-.-----.------------.-.-------.--------------------.-.--.----------------------------------------. '"=1979 1138.1 81.6 1219.7 ---- --.- ----
1980 1106.8 204.2 1311.0 91.3 3836.1 3744.8
1981 1049.4 213.4 1262.8 -48.2 4440.3 4488.5
1982 847.6 216.0 1063.6 -199.2 4252.3 4451.5
1983 798.4 199.5 997.9 -65.7 3865.9 3931.6
1984 499.5 172.2 671.7 -326.2 4005.3 4331.5
1985 398.7 189.8 588.5 -83.2 3909.3 3992.5
1986 414.2 203.5 617.7 I 29.2 3778.6 I 3749.4
1987 413.6 200.1 613.7 -4.0 3826.8 3830.8

Sources: Foreign currency 2nd Gold Reserves from the IFS.

Mote: The foreign curren y reserves exclude the Joradanian
government credits to Iraq and Syria held as claims for payment for
exports to those countries (see Table 6.1).

CI\-
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TABLE 6.5 AN ESTIMATE OF THE TOTAL UNSUSTAINABLE SUPPLY OF FOREIGH EXCHANGE
ARISING fR«»4 LOSSES IN RESERVES AHD GRANTS AND REHITTANCES (SUS mn)

YEAR TOTAL I DESIRED
IMPORTS OF RESERVES
GOODS AND
SERVICES

CHANGE IN
DESIRED

RESERVES

UNSUSTAINABLE
LOSS OF
RESERVES

UNSUSTAINABLE
FLOWS OF

GRAHT &
REHITTANCES

TOTAL
UNSUSTAINABLE

SUPPLY OF
FOREIGN EXCHANGE

H R* I R*t-R*t-l I dR-dR* dQ

==1979 2874 1245.4
1980 3459 1498.9 253.5 -162.2 \ 346.8 509.0
1981 4491 1946.1 447.2 -495.4 398.6 894.0
1982 4580 1984.7 38.6 -237.8 372.2 609.9
1983 4243 1838.6 -146.0 80.3 359.6 279.3
1984 4272 1851.2 12.6 -338.8 184.8 523.6
1985 4157 1801.4 -49.8 -33.4 180.6 214.0
1986 3815 1653.2 -148.2 177 .4 315.1 137.7
1987 4174 1808.7 155.6 -159.6 -2.2 157.4

1 'II ,'

~
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TABLE 6.6 AN ESTIMATE OF THE DEGREE OF OVERVALUATION ~TTRIBUTABLE

TO THE UNSUSTAINABLE SUPPLY OF FOREIG~ EXCHANGE

CASE IICASE II

EXClUDING
IttPORT JARIFFS

CASE I

I INCLUDING
IHPORT TARIFFS

-------------------------------------------------------

IYEAR

% % %

1980 -4.5 -8.7 -12.6
1981 -6.6 -12.5 -15.6
1982 -4.6 -8.7 -12.3
1983 -2.4 -4.6 -8.9
1984 -4.0 -7.7 -11.5
1985 -1.8 -3.5 -7.6
1986 -1.2 -2.4 -7.2
1987 -1.4 -2.7 -7.1

Note: Case I assUies supply and deland elasticities of foreign
exchange are 2.0 and 1.0, respectively.

Case II assuaes these elasticities are 1.0 and 0.5.

~
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