
USAID/JORDAN-FlNANCIAL MARKETS
DEVELOPMEh~ STRATEGY

FINAL REPORT

May 24, 1989

3
6soEg

I



Price 1Jilterhouse

May 24, 1989

Mr. Ba~ry MacDonald
Deputy Director
Projects and Private Sector

Operations
USAID/Jordan
American Embassy
Jebel Amman
Amman, Jordan

Dear Mr. MacDonald:

I ervlces
1801 KStreet, NW.
Washington, DC 20006

•
!9601!OO

Re: Financial Sector Development Project (FSDP)
Contract No. PDC-2206-Z-00-8191-00
USAID/Jordan - Financial Markets Development Strategy
PIOIT No. 278-0277-360183

Attached please find ten copies of the Final Report of the
Financial Markets Development strategy, as prepared by Mr. Donald
Shay and Mr. stimson Eveleth and reviewed by Price Waterhouse,
Prime Contractor under FSDP.

It has bean a pleasure to work with USAID/Jordan on this
important strategy. We look forward to working with you again in
the future as your plans for new projects in the financial sector
develop.

Very Truly Yours,

ben~~~



•1~BLE OF CONTENTS

I. INTRODUCTION

A. Background. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 1-1

B. Project Description and Scope••.•.•.•.......•.•.•• I-I

C. Project Managements and Staffing•.•.•.•.•.•.•...•• 1-2

D. Organization of the Report ••.•.•..•.••....•.•.•.•. 1-2

II. STRATEGIC ASSESSMENT OF THE JORDANIAN FINANCIAL SECTOR

A. General Macroeconomic Setting•.•••....•...•...•••. 11-1

B. Fiscal and Regulatory Environment

1. Interest and Exchange F.ate Policies •.•.•.•.•.. II-4
2. Central Bank Credit Policies •••...•..•.•.••.•• II-4
3. The Tax Code II-S

C. Barriers to Increased Financial Intermediation

1. Structural Barriers ••••••••••..••.••...•.•.•.• II-6
2. Central Bank Policy••••••.••••••••.•••.•••.••• II-6
3. Instruments and Terms .••••••••.•••.•...•.•.•.• II-7
4. Cultural Values ••••••••.•••.•••.••••.•.•.••••• 11-7

D. The Institutional structure of the Jordanian
Financial Sector

1. Commercial Banks .••••••••••••.•...•••••••••••• 11-9
2. Specialized Credit Institutions •••.••.•••••••• II-9
3. Finance companies ••••••••••••••••••••••••••••• II-10
4. Investment Banks •.••••••••••••.••••••••••••••• II-11
5. Governmental Funds •••••••••••••••••••••••••••• II-11
6. Insurance Companies •••••••••.•••••.••••.•.•••• II-11
7. The Amman Financial Market ••••••.•.••••••••••• II-12
8. Brokerage Firms •••••••••••••.•••••.••••••••••. 11-13

E. The Status of Financial Instrument Development ••••. II-14

F. The Efficiency of the Jordanian Financial Sector••• II-16

G. other Donor Activity••••••••••••••••••••••••••••••• II-17



FINAL REPORT

Table of Contents
Page Two

III. RECOMMENDATIONS AND STRATEGIC IMPLEMENTATION PROGRAM

A. CUrrent USAID Interventions •••••••••••••••••••••••• III-1

B. Proposed New Interventions by Special
categorization

1. Technical Assistance and Training (TAT) for Central
Bank and other Governmental Instit~tions•••••• III-2

2 • Technical Assistance and Training (TAT) for Banking
Institutions •••••••••••••••••••••••••••••••••. III-4

3. Stock Exchange/Equity Market Development••.•.• III-4

C. proposed New Interventions by Priority

1. Encourage the modification of the role of the
Central Bank from that of prior approver of
individual credits to that of regulator and
supervisor ••••••••••••••••••••••••••••••••••• III-6

2. Study/communicate the adverse ef!ects of continued
overdraftlending••••••••••••••••••• ~ ••••••••• III-8

3. Determine the feasibility of an export insurance
scheme•••••••••••••••••••••••••••••••••••••••• III"'8

4. Determine the feasibility of the use of
retail-oriented products by SHEs •••••••••••••• 111-9

5. Sponsor a TAT program in new financial
instruments ••••••••••••••••••••••••••••••••••• III-10

6. sponsor a TA't program in basic credit assessment
techniq\les •••••••••••••••••••••••••••••••••••• 111-10

7. Sponsor a TAT program in bad loan identification and
workout techniques•••••••.•••••••••••.•••••••• l1I-ll

8. Explore mechanisms for monet&l:'y cont. rol by Centrl'.l
Ba.nk•••••••••••••••••••••••••••••••••••••••••• 111'-.11

9. Study/coJlllllunicat. the importance of free intere.t
and exchange rate .tructur.s•••••••••••••••••• I1I-12



•
FINAL REPORT

Table of Contents
Page Three

C. Proposed New Interventions by Priority (continued)

10. ~tudy alternative mechanisms for pricing new equity
l.ssues••••••••••.••••••••••••••••••••••••••.•• III-12

11. Sponsor a TAT program to introduce a wider range of
investmentpractices•••••••••••••••••••••••.•. 1II-13

12. Study alternatives/ramifications of limiting the use
of loan quarantees••••••••••.••••••••••..••••. III-14

13. Determine the feasibility of separating the
functions of the AFM •••••••.••••••••••••••.•• 1II-15

14. Review and update the commp.rcial code ••••••••• 1II-16

15. Establish an independent, universally accessible,
comprehensive credit information system ••••• 1II-16

16. Determine the feasibility of a clearinghouse for
private placements•••••••••••••••••••••••••••• J!!-17

17. Determine the automation needs of the AFM
back-office operations ••••••••••••••••••••••••1II-18

1e. Determine the feasibility of eutablishing a
Jordan-based regional stock exchange ••••••••• 111-19

19. Assist the GOJ develop a competition-enhancing
strategy for the financial sector •••••••••••• 111-20

APPENpICES:

APPENDIX A:

APPENDI:C B:

APPENDIX C: .

APPENDIX D:

SCOPE OF WORK

PERSONS CONTACTED

BIBLIOGRAPHY

DESCRIPTION OF US-BASED TECHNICAL RESOURCES RELATED
TO DEVELOPING STOCK EXCHANGES



I. INTRODUCTION

A. Background

USAID/Jordan has previously undertaken a preliminary
assessment of the Jordanian financial sec~or, and has been
actively involved in policy dialogue which led to the
liberalization of interest rates ceilings. USAID has maintained
regular contact and dialogue with private bankers, Central Bank
officials, the Chairman of the stock exchange, and
businessmen/entrepreneurs regarding financial seotor issues.

As a follow-on to these efforts, USAID requested AID/PRE,
through its Financial Sector Development Project (FSDP), to
assist in preparing, in consultation with thp. Mission and in line
with the AID Policy Paper on Financial Markets, a comprehensive
financial markets strategy document. This document is to provide
the basis for future financial sector policy dialogue and
technical assistance projects, including the financial markets
project scheduled for FY 1990.

B. Strategy Design and Scope

The strategy design and scope encompass the following
components:

o General macroeconomic setting

o Fiscal and regulatory environment

o Analysis of other factors (social, economic, financial)
which constldin the development of, or limit access to,
Jordanian financial markets

o Structure of financial institutions

o Status of the development of financial instruments

o General recommendations for financial markets
improvement

o A descrip~ion of other donor ~ctivity

o Review of current AID intervention~ and an outline of a
specific program of new interventions

1-1
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Appendix A contains a copy of the full statement of Work.

C. Eroject staffing and Management

The services of Mr. Donald Shay, as strategic planning
specialist, and Mr. stimson Eveleth, as banking/credit
specialist, were acquired to carry out this engagement. Mr. Shay
is a consultant to Price Waterhouse (PW), FSDP Prime Contractor,
and Mr. Eveleth is a consultant to Robert R. Nathan Associates,
Inc., subcontractor to PW under FSDP. The field work took place
during the month of February. The consultants, prior to their
departure from Amman, prepared a Preliminary Draft Report and
orally briefed USAID on their preliminary findings and
conclusions. AID/PRE was briefed by the consultants upon their
return to Washington.

A Draft Final Report integrating the consultants' responses
to comments by Susan Ril~y and Tom Dailey of USAID/Jordan was
prepared and reviewed bY' Price waterhouse in its capacity as
prime contractor. This Pinal Report incorporates consultants'
responses to further comments to the Draft Final Report received
from USAID/Jordan and AID/PRE as well as a final P~lce Waterhouse
review.

D. Organization of the Report

Chapter II presents a stratagic assessment of the Jordanian
financial sector, including the macroeconomic setting, the fiscal
and regulatory environment, barriers to increased financial
intermediation, the institutional structure of the Jordanian
financial sector, and the status of financial sector instrument
development. Chapter III outlines recommendations and a
Ftrategic implementation program for these recommendations. The
propo~ed new recommendations are org~nized both by category and
suggested priority.

I-2



II. STRATEGIC ASSESSMENT OF THE JORDANIAN FINANCIAL SECTOR

A. General Macroeconomic Setting

The outlook for the Jordanian economy has changed
substantively during the eighties. The economy, formerly dependent
on foreign sources, has had to turn to its own resources for growth
and development. Traditional sources of foreign exchange earnings
and government revenues, such as worker remittances and financial
subsidies from Gulf states, have been dramatically reduced.

The deficit in the goods and services balance clearly
indicates tIle size of this external financial gap. Traditionally,
this deficit has been financed by a combination of donor support
and external borrowing, and more recently by drawing down foreign
assets. In 1987, this deficit widened by $212 million to $938
million. Donor support, predominantly Arab grant aid, continued to
shrink in 1987, reaching $588 million in 1987, compared with $1,334
million in 1980.

As a result of the widened trade deficit, the current account
deficit, equivalent to 6.3 percent of GNP in 1987, has jumped from
$46 million in 1986 to $349 million in 1987. The need to finance
current accounts deficits in the range of $250- 300 million
annually has not only caused a rapid draw down of Jordan's foreign
exchange reserves, but also resulted in a dramatic rise in foreign
debt.

In 1980, Jordan's external public debt totalled $1,241
million, equivalent to 32 percent of GNP. By year-end 1987,
foreign debt totalled $3,833 million, equivalent to two-thirds of
GNP. A significantly larger portion of this much greater debt is
now carried on more stringent commercial terms. Borrowing from
foreign banks and other commercial sources now comprises 37 percent
of total foreign debt against only 1'1 percent in 1982. Debt
servicing is escalating rapidly, and at $564 million in 1987 is
more than double the level of $242 million three years ago. Debt
service payment on existing debt is rising, and will approximate
$900 million in 1989.

until June 1988, the Government of Jordan regulated interest
rates by setting a ceiling on the maximum deposit and lending rates
for financial institutions. Allocation of credit remains skewed

1I-1
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by according banks preferential tax treatment and rediscount
facilities with the Central Bank for government-guaranteed
syndicated loans and bonds, made to favor government-sponsored
enterprises. with a diminishing net inflow of external resources,
more emphasis must be placed on economic efficiency in resource
allocation in the domestic economv to accelerate the rate of
sustained economic growth. -

Flexibility in interest ra~es is of paramount importance for
markets to work well. With the ceiling that existed on lending
rates, financial institutions tended to be risk averse, lending
only to the most established clients on a collateralized basis.
Lack of flexibility to charge higher rates for more risky
ventures has been detrimental to the development of a whole array
of innovative forms of financial products by financial
institutions. As a result, investment is curtailed as promising
new enterprises lack financing. This constraint is being
partially met by specialized financial institutions, but needs to
be expanded~ USAID's newly established loan guarantee program
will, in part, meet this need.

The Jordanian Dinar (JD), once rigidly pegged to the SDR,
has lost considerably in relative value--almost 45 percent
against the US dollar by January 1989. Expectations concerning
the stability of the Dinar have caused Jordanians to shift their
capital abroad in fear of greater depreciation. In an attempt to
curb capital outflow, the Government ventured into a further
liberalization effort whereby ceilings on all Jordanian­
denominated deposits were lifted to equalize real returns on
assets in domestic and foreign markets, avoiding an undue loss to
Jordanians. However, the recent inflationary trend has further
eroded the returns on domestic currency deposits. In addition,
interest rate ceilings were further increased on loans, and caps
on commissions removed. This is more in line with a
market-oriented perspective, where subsidies from the financial
sector need to be reduced by increasing the reliance on interest
rate signals for the mobilization and allocation of funds, where
differentials reflect risk, maturity and cost.

The current macroeconomic situation, including the recent
changes discussed above, will have a number of cumulative effects
on the Jordanian financial sector, including:

o A lack of appropriate financial policies and
instruments in an inflationary environment: The
banking system, until very recently, has been operating

11-2
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in a non-inflationary environment. As a result, the
system is lacking in instruments and policies that will
help the banks and their customers to properly manage
the effects of inflation. For example, there are no
variable rate instruments. The system will likely
experience turmoil, and problems with banks' portfolios
may result unless mechanisms and policies are
instituted suitable to the upcoming inflationary
period.

o A lack of foreign exchange due to a fixed exchange
rate. inhibiting exporter growth potential: The GOJ's
policy of setting a fixed exchange rate for the JD
against the US dollar will likely lead to foreign
exchange scarcity as its exchange reserves diminish.
While the Government currently allows exporters to
retain SO percent of their foreign exchange earnings,
there may be pressure to reduce this in the future. As
foreign exchange availability becomes limited, even
those exporting may face increasing constraints on
their right to retain foreign exchange earnings, thus
exacerbating the situation and limiting exporters
capacity to grow.

o A lack of financial system flexibility in the face of
economic uncertainty due to market-substituting
policies by the Central Bank: The most signifi~ant

effect of the deteriorating economic situation will be
uncertainty and potential instability. The current
policies governing the financial sector assume a set of
stable economic conditions which no longer exist. The
GOJ's past policies of providing guar.antees, imposing
interest rate ceiling~, and approvinf:J and directing
credit have diminishea market forces and as a result
have created institutional conditions ill-equipped to
deal with structural change in economic conditions.
The paternalistic subsidization of the private and
pUblic economic system on the part of the GOJ will have
to give way to policies based on allowinq the interplay
of market forces.

II-3
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B. Fiscal and Regulatory Environment

1. Interest and Exchange Rate Policies

Until recently, interest rates ceilings on loan and deposit
instruments were set by the Central Bank, while the JD was
allowed to float relative to other currencies. In late 1988, the
Central Bank liberalized its interest rate policy by setting a
limit on loan interest rates of 10 percent, but allowing lenders
to charge commission at any level above this, in effect
eliminating the cap on interest. At the present time, with
inflation running in excess of 10 percent, there is a risk that
if future interest rate increases are capped, negative real rates
of interest would result, with attendant disinvestment and
capital flight.

Historically, real rates of interest have been high, at
times reaching 8 percent. This situation has been changing as a
result of relatively high inflation levels. If inflation
persists, which is likely given th~ devaluation of the JD and the
high level of imports as a perCI!nt of GNP, there is likely to be
a significant increase in nominal interest rates, but a decrease
in real interest rates (perhaps even to negative real levels).

The Central Bank has very recently moved to stabilize the JD
relative to hard currencies, pegging the JD to the US dollar at a
bUy level of .538 and a sell level of .542. All exchange is now
through the formal banking system and individuals are not allowed
to bUy more than $5,000 in anyone year. While the market rate
at the money changers prior to the close down was .670 JD to the
US dollar, the Government apparently believes that strict
controls will work to stabilize the exchange rate. The efficacy
of this approach is difficult to determine so soon after the
pegging. However, as long as interest rates remain high in two
key hal'd currency countries (US and Great Britain), there will
tend to c& downward pressure on the JD and SUbsequent upward
pressure on local interest rates.

2. Central Bank Credit Policies

In addition to its role as the manager of the Government's
monetary pOlicy, the Cantral Bank is also the banking system's
regUlator. In this r~gard, the Bank seeks to maintain the

11-4
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integrity of the banking system through a variety of means,
including reserve requirements (now set at 15 percent of a bank's
deposits), minimal capitalization standards, and annual bank
examinations supplemented by monthly reports.

The Central Bank also takes on the unusual responsibility of
final credit authority for loans. As a matter of policy, the
Central Bank must approve all extensions of credit in excess cf
JD500,OOO to anyone Client. Banks must also report monthly to
the Central Bank all credit granted to any individual ,or
corporation above JDS,OOO. Rather than rely on legal lending
limits which set the maximum amount that may be lent to anyone
entity by any given bank, the Central Bank attempts to directly
ensure the system's integrity through the credit appro',al
process. Thus, not only does the Central Bank act as a central
information credit clearinghouse for all bu~ the smallest
creditors, it also uses its regUlatory authority to directly
intervene in the credit allocation process. It chooses to do
this rather than establish policies that allow the market to work
while ensuring the banking system's safety.

Implicitly, the Central Bank, through the credit approval
process, sets credit standards for banks. Thus, the Central
Bank's emphasis on collateral, personal guarantees, and low debt
leverage, tend to permeate through the system, influencing
bankers to adopt very conservative lending practices.

3. The Tax Code

Under current tax policies, recipients of interest and
dividend income are not taxed, with the exception of financial
institutions, thus providing an incentive for corporatic)ns and
individuals to be net savers and investors. Similarly, interest
paid by individuals (e.g., mortgage interest) is not ta~:

deductible, while corporations can deduct interest as afJl
operatinq expense. Public share holding companies are t,axed at
the rate of 55 percent, depending upon the type of company for
both distributed earninqs and retained earnings. Capital gains
for bonds and equities are also taxed, providing further
incentive to be an investor.

11-5
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C. Barriers to Increased Financial Intermediation

From a strategic point of view, ~here are several categories
of barriers to the growth of the financial sector and efficient
capital mobilization. They include financial industry structure,
Central Bank policy, cultural values, and instruments and terms.

1. structural Barriers

The commercial banking system in Jordan is highly
concentrated, with the three largest banks making up 80 percent
of the commercial banking system's deposits, 68 percent of the
loans, and 77 percent of the assets. As a result there is less
competition and less of an incentive to provide a variety of
financial instruments and terms.

2. Central Bank Policy

The Central Bank, rather than the market, is the ultimate
rationer of credit. As noted earlier, this is effected through a
policy that requires that all loan amounts for a single creditor
above JD500,OOO receive prior approval by the Central Bank. In
addition, all loans above JD5,OOO must be reported, naming the
creditor, in the monthly reports prepared for the Central Bank.
There is some indication that the Central Bank directs credit
through this prior approval process.

The Central Bank's credit criteria, coupled wi'th the
Government's policies, produces some squeezing out of private
loans by pUblic loans. Factors that reduce the relative
attractiveness of private loans, especially those with little
substantive collateral, include:

o Government guaranteee: The Government guarantees not
only all governmental issues, but bonds issued by
corporati~ns as well.

o Income tax exemptions: Government-issued bond income
is currently 25 percent tax free, and T-bills are 15
percent tax free to individuals and non-financial
institutions, increasing their attractiveness vis-a-vis
private issues.

11-6
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o Central Bank lending criteria: The Central Bank's
collateral-intensive, non-financial lending criteria
tend to favor capital-intensive, well-secured loans
over other types. This would affect, for example,
loans to a service business where the owner has no
personal collateral to guarantee the note, even though
the business may be highly profitable.

3. Instruments and Terms

The existing financial system js well understood by both the
consumers and providers of credit. The instruments and terms in
place today, while perhaps adequate in the past environment of
low inflation and foreign exchange rate stability, will not serve
well if inflation increases and as the Central Bank continues to
require that banks move away from overdraft lending. Yet, the
banking system may resist change, because it is costly, and the
knowledge and skil13 necessary to deal with effectively new
instruments are not presently adequate.

For example, the banking system prefers overdraft lending
because it is simpler and cheaper to administer, although in
reality this form of lending may be riskier than more rigorous
lending under e~tablished lines of credit. The. ubiquitous use of
overdraft lending has eliminated th£ need for more complex
instruments and has served many purposes, both short and long
term. As a result, neither the banking system nor the market
have had experience with other instruments. As the Central Bank
continues to nressure banks to reduce overdraft lending, both
groups will n~ed to learn how to deal with new forms of financial
intermediation.

similarly, because of the lack of inflation in the past,
there has been no experience with variable rate instruments. As
inflation becomes a reality, the banks and the market will likely
have to learn to utilize such instruments, especially for medium
and long-term lending.

4. Cultural Values

The institutional and cultural values of both borrowers and
lenders affect significantly how people view the use of financial
assets and the terms under which business transactions are
conducted.

II-7
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Security is the preeminent value wh€~ ;onsidering the
placement of financial assets. This is be~~ exemplified by
depositors' willingness to put JDs in low interest-bearing
accounts with "safe" banks when higher rates are available
elsewhere. These banks in turn are risk averse, as exemplified
by their very liquid loan portfolios containing a .
disproportionate percentage of assets in cash and cash
equivalents. This cultural value is reinforced by the Central
Bank in the way it analyzes credit worthiness based on the value
of collateral and strength of security.

Unlike in the West, there is also an ethic to limit
borrowing from institutions. For example, people who qualify for
a 75 percent mortgage will often take out only a 50 percent
mortgage, preferring to save or borrow from relatives rather than
incur debt with an institution. This is reinforced by the lack
of tax incentives to be leveraged: mortgage interest is not tax
deductible. In fact, as there is no income tax on unearned
(dividend and interest) income, there is a clear tax incentive to
be an investor as opposed to a debtor. However, if inflation
continues to increase, people's willingness to incur debt may
increase as they realize they can payoff debts with depreciated
JDs in the future.

D. The Institutional structure of the Jordanian Financial
Sector

The financial sector in Jordan is diverse, made up of a
number of pUblic and private institutions providing a variety of
debt and equity financing facilities to a wide range of
consumers, both individual and corporate. As shown in Exhibit
II-I, there are eighteen commercial banks, ~ix specialized banks,
thirteen finance companies, two investment ba,nks, thirty-three
insurance companies, and several other governmental savings and
pension funds.

There is also an active stock exchange, the Amman Financial
Market. While private placements still make up the majority of
non-exchange equity deals, there are plans for the formation of
several venture capital-type arrangements subscribed to by banks
and individuals. Some USAID support may flow to these
institutions.

Each of these types of institutions, their source of funds
and the types of products they provide, is discussed below.

II-S
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1. Commercial Banks

There are eighteen commercial banks, including two foreign,
ranging in size from JD3.2 billion to JD100 million in assets.
They have a network of 296 IClcal and 36 foreign branches. The
Housing Bank, discussed belo~, has the most branches with eighty­
six. Arab Bank, with 63 percent of the assets, is the dominant
institution, with the next largest commercial bank, Petra Bank,
hold: ng less than 10 percent of assets.

Sources of funds include deposits (demand, savings, and
time), equity, interbank loans, and the Central Bank discount
window. The commercial banks provide a variety of loan products
to customers, including overdrafts, bills discounted, margin
accounts (for the purchase of equities), letters of credit,
commercial mortgages, and medium to long-term project loans.
Overdraft accounts are favored by both the banks and their
custr:!:mers as a form of credit, as they are simple to administer
and allow the customer to use the funds for any purpose, ranging
f~om working capital to long-term funding. This latter facility
is provided indirectly, as the banks rarely require that their
customers repay the entire line of credit, but rather that there
be activity .:~ the account, with paYments offsetting withdrawals
at some levtl. This use of the overdraft account will be
restricted in the future, as the Central Bank has directed the
commercial banks to reduce overdraft lending to no more than 20
percent of their loan portfolio over the next two years.

Although the banks reportedly use cash-flow unalysis to
support their lending decisions, the adoption of this practice is
recent and probably uneven in its application and rigorousness.
Banks still require substantial collateral, oftentimes twice the
value of the loan and, when conditions permit, a personal
guarantee as well.

Cross-bank ownership of shares is not uncommon, although no
bank is allowed to own more than 10 percent of another. The
Industrial Development Bank, f~r example is 65 percent owned by
other banks, with the Housing Bank holding a 10 percent share.

2. Specialized Credit Institutions

There are six specialized banks, originally established to
meet sector-specific needs. They inclUde the Housing Bank, the

II-9
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Industrial Development Bank, Agricultural Credit corporation,
Housing corporation, Jordan Cooperative Association, and the
Cities and Villages uevelopment Bank. with tha exception of the
non-mortgage facili~ies of the Housing Bank, which has
diversified beyond its original mandate to become ~ de facto
commercial bank with a large mortgage operati~n, loans are
provided by these institutions on relatively easy terms. The two
largest institutions are discussed further b~low.

The Housing Bank is the second largest banking institution
in the country, with assets in excess of JD515 million. Its
sources of funds include equity, Central Bank loans and, most
importantly, deposits. with eighty-six branches, the Housing
Bank has attracted a substantial deposit base, and in recent
years has taken in a disproportionate share of new deposits. As
the Housing Bank has been able to more than meet mortgage demand,
it has moved into other lines of lending, notably syndicated
loans, discounted bills, letters of credit, overdrafts, and
uncollateralized lines of credit for depositors of up to JD5,000.
The Housing Bank also uses its extensive branch network to broker
various insurance products. In addition, the Housing Bank is now
evaluating the possibility of entering the small business loan
market.

The Industrial Development Bank (ID~t was established
specifically to provide medium- and long-term project lending to
industrial companies. The lOB is owned 65 percent by other
bank~, with the balance of shares held by private investors (lOB
is traded on the AFM) and the Government. lOB's primary sources
of capital include the Central Bank and external agencies, such
as the Kuwait Fund, the European Investment Bank, and KFW
(Germany), all of which provide loans at concessionary rates.
lOB provides medium-term loans for raw materials and long-term
loans for plant and equipment. They do finance start-ups, but
require a debt-to-equity ratio of no less than 1:1, although on
occasion they have relaxed this requirement to meet a competitive
threat (e.g. responding to less stringent IFC loan standards).

3. Finance Companies

The ten finance companies essentially ~ct as commercial
banks, with the exception that they are not allowed to take
demand deposits. They also typically provide services not found
at the cOmJJercial banks, such as share underwriting and a small
amount of equity investing in start-ups. There are also three
real estate finance companies that provide construction and real
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estate-related financing. Typically, they are owned fUlly or in
part by developers and act as their financial arm.

4. Investment Banks

There are two Islamic institutions that fall into the
investment bank category, although they operate in ways similar
to commercial banks. These banks operate under Islamic
principles, which do not allow'the charging of interest, but do
allow participation in profits. These banks provide credit
securitized in a manner similar to a commercial bank, although
the terms and processes used are superficially different. From
the point of view of the debtor, the outcome is identical to
borrowing from a commercial bank. Thus, these banks do not
really provide equity funds but loans, with interest accrued and
paid as "profits."

5. Governmenta J._ Funds

The Post Office Savings Bunk, Pen~ion Fund, and Social
Security Corporation are all governmental instituti~ns. They
rely on deposits (Savings Bank) ~nd employer/employee
contributions as their sources nf funds. These monies are then
invested in equity in wholly-owned Government enterprises in
selected sectors, such as hotels, loans to the Housing bank and
Housing corporation, risk capital for new Government-owned or
controlled enterprises, loans to government enterprises, and
deposits with the Central Bank and commercial banks.

6. Insurance Companies

until recently, there were twenty-two local and eleven
foreign insurance companies. In late 1988, the Government passed
a law that required foreign insurance companies to meet certain
capitalization and loss guarantee requirements, which none of
them could meet. As a result, the foreign companies were merged
into the local companies. Several other companies failed or were
also merged with larger insurance companies, with the result that
today there are sixteen local insu.rance companies in the market.

Jordanian insurance companic3 sell a wide range of
traditiolial insurance products, including life, health, auto,
home, marine, and property insurance. More sophisticated
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insurance products, such as product liability, agricultural
disaster, malpractice, and business loss, are not currently
provided. It was felt by one insurer that the lack of these
kinds of insurance may inhibit entrepreneurial growth.

Insurance companies place their assets in a variety of
investments, including mandatory banking and bond deposits in the
name of the Mi~istry of Industry and Trade (to act as guarantee
of the insurance company's credit), government bonds, stocks,
real estate holdings, and equity in start-ups. In this latter
category, one insurance company indicated that it put 10 percent
of its portfolio into carefully scrutinized and monitored start­
ups. They take a significant enough position so that they can
influence management, but not so significant they will lose a
substantial amount should the company fail. An insurance company
executive has said that this practice of taking equity positions
in start-ups is common practice among the insurance companies,
although it is undertaken in va~ing degrees depending on the
guidelines set Boards of Directors. One company indicated that
there was a shortage of good quality deals, in part because of
their careful screening process. These equity positions are
typically viewed as long-term holdings, with a view to receiving
dividends at some point in the future ..

7. The Amman Financial Market

The Amman Financial Market (A!~) is a vibrant equities and
bond mark~t, with about 140 companies currently trading.
Established by law in 1976, AFM began operations in 1978. Broad
pUblic ownership has been encouraged, with a reported 700,000
shareholders in country of 3 million people.

As an independent governmental body, the AFM acts as market
regulator, exchange, and transfer agent. By law, all limited
liability and incorporated companies must belong (and file annual
financials) to AFM, but are not necessarily listed. To be listed
they must pass certain criteria, such as having 50 percent of
authorized capital paid in and be at least one year old. Firms
wishing to become listed must prepare a prospectus. AFM would
like all members to eventually be listed.

The eXchange is run as a two-tier equities market,
essentially equivalent to the NYSE and OTC exchanges, and a thin
bond market. AFM also provides a limited off-the-floor trading
service through its legal department for non-qualifying companies
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in special circumstances.

For initial offerings (the first time an equity share is
brought to market), the Ministry of Industry and Trade sets the
opening price using either par value or, if the company requests,
a value determined by a formula that considers book value and
earnings. This method is apparently not very accurate at
assessing likely market reception. There is anecdotal evidence
of the over-valuing of shares of some companies, leading to a
loss to underwriters.

On the other hand, there have been occasions when the
Ministry has significantly under-valued new issues. As a result,
good companies not yet listed may resist listing by ensuring that
AFM's minimal requirements are never met, and thereby avoid
selling equity at below-market pri~es. For example, in 1986, the
Bank of Jordan entered the equity market by selling shares with
an initial price of JD13. The price rose immediately to JD16 and
two months later stood at JD17.86. In another case, Cairo Amman
Bank introduced new issues at J016. Two months later the price
was JD31.25. As a result, the Government's interference with the
free market is limiting companies' access to additional equity
which could be used to grow their businesses, as they perceive
that the true market value for newly-issued equity will not be
realized by the company, but rather by stock purchasers.

To minimize disruptive speculation and to "protect the small
investor," AFM prohibits short s~lling arv:1 sets price fluctuation
limits, currently set at 5 percent. Ho~'c:ver, since automated
systems do not exist to track stock ownership, some speculators
may sell stock they do not own, then clearing out of their
position on the same day or shortly thereafter, before AFM can
detect the short selling. This undisclosed short selling
undermines the integrity of the system, as best exempL"fied by
the bankruptcy of a broker who unknowingly executed shnrt-selling
trades for a client.

Margin accounts are available through banks, typically up to
the amount of JD150,OOO. Banks establish their own p'Jlicies as
to the amount of margin to be provided, with most banks limiting
margins to 25 percent, although they could theoreti~ally allow
lending up the full value of the purchased stock.
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8. Brokerage Firms

There are twenty-seven brokerage firms licensed by the AFM
providing, under AFM licence, a variety of related services,
including buying and selling shares and bonds, investment advice,
and underwriting. Their commission is set by law at .0065 of the
value of the transaction for the first JD20,000 and .005 for
transactions above that level. (Twenty percent of this fee is
paid to the AFM to cover operating expenses.) Larger brokers are
reputedly discounting from the official rate by various means,
but the official p~~ition of the Brokers Association is ~hat the
commission level is necessary to sustain the smaller brokers.

E. status of Financial Instrument Development

Jordanian financial markets may be viewed as highly
sophisticated, yet underdeveloped. They are sophisticated to the
extent that both suppliers and users of funds are aware of the
existence of specialized credit instruments. They are
underdeveloped to the extent that, when available, specialized
instruments are not used to the full advantage of both lender and
borrower, and are not necessarily structured to reflect the true
risk of the transaction.

A case in point are self-liquidating loans such as export
financing, certain types of loans against receivables, and bills
discounted lines. Given a good historic experience with a
borrower and reasonable cash flow and financial statements, the
documents underlying the commercial transactions would normally
be SUfficient to secure the transaction, particularly if
supported by guarantees. In Jordan, additional coverage is
required in the form of security. While this is certainly
prudent banking, it may be undUly cautious and unnecessarily
limit the total amount ~f credit available to anyone customer
and thus, potentially, impede capital availability to productive
businesses.

Overdraft lending is far and away the most favored lending
instrument, both by borrowers and lenders. Overdrafts are
favored by banks because they are simple to implement, require
minimal documentation, virtually no follow-up, and minimum
examination of the use or purpose of the proceeds. The same
factors motivate the borrowers, reinforced by the fac':: that if
the overdraft. is "evergreen," repayment may be delayed
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indefinitely. Given that overdraft lending is the riskiest form
of lending, high security and guarantees are required by banks,
even for the most credit-worthy customers. Additionally, since
there is no specific time set for repaYment, cash flow and
statement analyses are of limited value in jUdging ultimate
credit risk.

The second most common form of lending is bills discounting.
The most likely reason for this is the rediscountability of the
bills to the Central Bank, thus providing banks with liquidity.
However, since the Central Bank must approve the credit risk of
the bills, and since the Central Bank places a great deal of
emphasis on security, these transactions are normally secured.
Again, while securing these transactions provides banks with a
high level of comfort, this practice absorbs security which could
more productively be used to support other credit transactions.

Banks also claim they extend construction finance. It is
doubtful, howe,~er, that they are doing much else than providing
credit for construction under the same credit criteria as other
loans, particularly as it pertains to security coverage. The
same comments may be applied to special purpose lines of credit,
whether for working capital requirements, project finance, or
simply pre-production or inventory accumulation of goods.

with regard to longer-term debt instruments, such as bonds,
the Government's policy of guaranteeing both principal and
interest on these instruments, and making the resulting income
tax exempt, renders differentiation by risk, rate, and return a
redundant exercise. Given that the full faith and credit of the
Jordanian Government stands behind these instruments,
institutional investors snap them up and hold them to maturity in
their portfolios. Consequently, there is no secondary market
where investors can dispose of undesirable paper in favor of more
desirable paper. This situation is likely to change, however,
as the Government's expressed desire to minimize the use of
guarantees comes into play.

Equity issues, as has been pointed out before, are SUbject
to the arbitrary an~ formalistic setting of prices for initial
issues. This practice tends to limit the expansion of this
market as an effective medium for capital mobilization.

standard deposit instruments, such as demand, prior notice
and time deposits, exist. However, both customers and banks
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routinely ignore maturity terms, effectively making these
deposits interest-bearing current accounts.

The attempted creation of certificates of Deposit (CD'S) was
unsuccessful since the banks had no need to pay a premium for
fixed-rate time deposits, and hence were unwilling to
participate. There was no need for a secondary market because
time deposits were either short or the contract could be easily
broken, as noted above, thus providing the liquidity usually
provided by a secondary market in CD's. With the ceiling on time
deposit interest removed, there is absolutely no need for CD's.

F. The Efficiency of the Jordanian Financial Sector

The banking system appears to be reasonably efficient by
normal banking standards:

o Most (70 percent) of the money supply (H4) is held in
the form of private sector deposits in banks, and is
therefore available for stimulating commercial activity
by the private sector.

o On a comparative basis, between 1980 and 1988, on
average, 70 percent of total bank deposits were
on-lent. The same ratio for 1987 was 60 percent.
Considering that legal and reserve requirements absorb
15 percent of total deposits, and that in a
fundamentally "cash society" banks would prudentially
hold 10 to 15 percent of deposits in cash and free
reserves to meet client demands, there is not a
substantial percentage of total deposits that are not
invested in commercial loan activities.

o In 1987, deposits generated from the private sector
exceeded loans by the banking system by only 9 percent.
When considering legal and prudential reserve
requirements, and the state of development of financial
markets, this would indicate a high level of
efficiency. .

The efficiency of the stock market is somewhat mixed. In
terms of participation, the AFM could be viewed as reasonably
efficient, since up to 23 percent of the country's popUlation may
hold shares. However, since the total value of trades on the
stock market has only represented 6 percent of total bank
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deposits in 1987, the stock market can be viewed as relatively
insignificant in terms of extending financial intG~ediation. By
another measure--new issues--the stock market can also be
regarded as an inefficient financial intermediary, since new
issues are sporadic, and ~ftentimes are not priced on the basis
of mdrket prices.

G. other Donor Activity

There is little international donor activity in the
financial sector, other than concessionary loans provided by
several donor agencies to lOB, and minor IFC involvement. The
IFC is currently providing some equity funding and long-term,
hard-currency loans to highly-leveraged companies, but not at a
significant level. The IFC is viewed by the market as the last
acceptable lender for project finance.
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III. RECOMMENDATIONS AND STRATEGIC IMPLEMENTATION PROI:;RAM

A. Current USAID Interventions

There are a number of current AID initiatives aimed at
improving the private sector's access to capital, including:

o Housing Guarantee Program: This progr3m is designed to
make long-term financing available to low-income
families for the purchase or construction of affordable
housing, currently funded at $35,000,000.

o Private Enterprise and Technical Resources Assistance
Project (PETRA): This project has the goal of helping
private businesses develop and grow through the
provision of various technical support services. This
program is funded at $10,000,000 over a four-year
period.

o Commodity Import Program: This program is designed to
provide foreign exchange to Jordanian importers for the
import of US goods to support priority economic
development activities, funded at $79,000,000 over 5
years.

o Loan Guarantee Project for Small Enterprise
Development: This is a program to provide credit to
enable micro and small enterprises establish, expand,
and improve efficiency to sell goods in the local and
export markets. This is funded at $10,000,000 over
four years.

o PRE Loan Guarantee Loan Facility: This facility of
$5,000,000 is provided through two banks to support the
extension of credit to mid-sized companies.

In addition to these projects, USAID is actively engaged in
the process of helping to create a venture capital fund, in
conjunction with a u.s. venture capital firm, several local banks
and finance companies, and several individuals.
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B. Proposed New Interventions by special Cateaorizati.on

As USAID further develops its overall financial sector
development strategy in the period ahead, the f~llowing are those
initiatives which could be undertaken by the Mission to foster
the development of more efficient intermediation in financial
markets and which have the greatest probability of eventual pay
back. In this section they are organized by the following type
of initiative:

o Technical Assistance/Training (TAT) for Central Bank
and other Governmental Instit'ltions

o Technical Assistance/Training (TA) for Banking
Institutions

o stock Exchange/Equity Market Development

In Section C ~hey are ranked by priority and chronological order,
and are discussed in more detail. Exhibit III-1 presents a
breakdown of ~hese activities.

1. Technical Assistance/Training (TAT) for Central
Bank and Other Governmental Institutions

a. In order to promote the growth of competition and
innovation in the banking system. USA1D should
encourage the modification of the role of the Central
Bank from that of prior approver of individual credits
to that of regulator and supervisor: We reccmmend a
banking system which allows banks to freely compete for
business and to introduce new products and instruments
within defined parameters of prudent regUlation
established by the Central Bank. The Central Bank in
its capacity as supervisor and regUlator of the banking
system would assure the integrity of the system through
an upgraded and modernized system of independent
examination and evaluation of the bank's portfolio and
financial condition.

b. Determine the feasibility of an export insurance
scheme: USA1D should provide technical assistaL..::e to
the Government of Jordan for establishing an export
insurance program to cover political and exchange risks
for Jordanian exporters.
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Recommendations
Participating Preliminary Preliminary

Entities Estimated Costs Overall Priorit~

Encourage the modification of the role of the Central Bank $200,000 - 300,000 for 1
Central Bank from tha~ of prior approver of technical assistance
individual credits to that of regulator and $200,000 - 250,000 for
supervisor short- and long-term

training of bank
examiners

Determine feasibility of an export insurance Gov. Of Jordan $250,000-300,000 3
scheme

Determine feasibility of the use of Gov. Of Jordan $60,000-100,000 4
retail-oriented products by SMEs

Study/Communicate the importance of Central Bank N/A 9
market interest and exchange rates

Explore mechanisms for monetary control Central Bank N/A 8

Study/Communicate the adverse Central Bank N/A 2
effects of continued overdraft lending

Review and update the commercial code Gov. of Jordan $50,000-100,000 14

Study alternatives! ramifica~ions to Gov. of Jordan N/A 12
limiting use of loan guarantaes

Assist GOJ to develop competition - Gov. of Jordan $100,000-150,000 19
enhancing strategy for financial sector
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Proposed New Interventions
Technical Assistance I Training (TAT) for Banking Institutions

Participating Preliminary
Recommendations Entities Estimated Cost priority

Sponsor TAT program in new financial Bankers' Association $300,000 - 400,000 5
instruments Chamber of Commerce

Jordan Institute of Management
Chamber of Industries

Sponsor TAT program in basic credit Bankers' Association $300,000 - 350,000 6
assessment techniques

Sponsor TAT program in bad loan Bankers' Association $400,000 - 600,000 7
identification and workout tochniques Jordan Institute of Management
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. ...! I Equity' . ~ I 1!1 !Iopment
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~rticiDating Preliminary
Recommendations ,lEntities Estimated Cost Priority

Sponsor TAT program to introduce a wider Amman Financial $20,000 - 50,000 for study 11
range of investment practices Markets $10,000 - 25,000 for

implementation

Determine '19asibility of establishing Jordan- Amman Financial $150,000 - 250,000 18
based regional financial market Markets

Determine automation needs of AFM back- Amman Financial $25,000 - 50,000 for study 17
office operations Markets $100,000 - 150,000 for

implementation

Determine feasibility of clearinghouse for Amman Chamber
private placements of Industry N/A 16

Amman Chamber
of Commerce

Study altornative mechanisms for pricing Ministry of Industry $200,000 - 250,000 10
new equity issues and Trade for study

Determine feasibility of separating the functions Amman Financial Markets $50.000 - 100,000 13
of theAFM

Establish an independent. universally Central Bank $75,000 - 100,000 15
accessible, comprehensive credit information
system
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c. Determine the feasibility of the use of retail-oriented
loan products by SHEs: USAID should follow-up on the
1987 Robert Nathan Associates report--Jordan Small
Business Development Project Phase II--with a view to
implementing the recommendations to fund a study to
review the appropriateness of introducing retail­
oriented loan products and methods into the financial
environment. The objective of this intervention would
be to introduce retail lending techniques to pro"fide
credit to the small and micro entrepreneur.

d. StUdy/communicate the importance of market interest and
exchange rates: During the process of policy dialogue
with the Central Bank, USAID should be in a position to
discuss the importance of free, if managed, interest
and exchange rate structures, especially in this time
of inflationary pressure.

e. Explore mechanisms for monetary control by Central
Bank: USAID should also provide technical assistance in
interbank mechanisms, open market techniques and
reserve requirements to the Central Bank in order that
it may effectively direct monetary policy.

f. StUdy/communicate the adverse effects of continued
overdraft lending: In its policy dialogue with Central
Bank, USAID should encourage it to continue to support
the limitation of overdraft lending to true short-term
requirements.

g. Review and update the Commercial Code: Sponsor a
review of the Commercial Code with a view to updating
it, particularly with regard to perfecting liens.

h. stUdy alternatives/ramifications to limiting the use of
loan guarantees: USAID should conduct a policy
dialogue with the Government of Jordan with the
objective of promoting recognition of the importance of
limiting the use of Government guarantees to only the
most deserving and essential of Government projects.

i. Assist the GOJ develop a competition-enhancing strategy
for the financial sector: Competition in the banking
sector should be encouraged to stimulate the banking
sector to becoming more responsive to loan customers'
needs.
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2. Tt :~nical Assistance/Training (TAT) fo~Banking

Institutions

a. Sponsor a Tlt.T progra~ in new financ!ial instruments:
USAID should sponsor seminars/workshops under the
auspices of industry associations such as the Bankers'
Association, the Chamber of Commerce, the Chamber of
Industries and the Jordan Institute of Management, on
the structure and uae of transaction/purpose-specific
lending instruments.

b. Sponsor a TAT program in basic credit assessment
techniques: USAID should provide technical assistance,
through such entities as the Bankers' Association, with
the objective of providing on-going training in the
techniques of structuring, securing and analyzing
different types of credit requirements and instruments.
Such instruction should include such things as
financial statement analysis, cash flow analysis,
techniques of securing extensions of credit, project
analysis, and industry analysis.

c. Sponsor a TAT program in bad loan identification and
workout techniques: USAID should provide technical
assistance through an entity such as the Banker's
Association or the Jordan Institute of Management on
the process of identifying bad loans, their management
and work out techniques.

3. Stock Exchange/Equity Market Development

a. Sponsor a TAT program to introduce a wider range of
investment technigu~s: USAID should sponsor studies
through the Amman financial Market directed at
increasing the number of allowed investment techniques,
such as short-selling and possibly option writing, with
the objective of increasing overall market efficiency.
These studies should carefully consider the maturity of
the Amman Financial Market in establishing the proper
timing for the introduction of these new investment
techniques. There are a number of investment
techniques that provide investors with the ability to
hedge their position, thus allowing them to share risk
with other investors. However, to be effectively
controlled and regUlated these new forms of investment
would require appropriate and rigorous supervision by
the exchange authorities.
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b. Determine the feasibility of establishing a
Jordan-based regional financial market: USAID should
fund a study to determine the desirability and
practicability of establishing a regional financial
market. A possible first step would be to build on the
AFM to establish a regional stock exchange. This
development would be consistent with Jordan's position
as a regional supplier of certain manufactured goods
and its reputation for integrity. Any study should
include the possibility of Jordan becoming a regional
banking center, building on its reputation for safety.
It should be noted that the common characteristics of
successful regional financial markets include an
uncommon regard for probity coupled with a reyulatory
environment favoring free market conditions.

c. Determine the automation needs of AFM back-office
operations: USAID should fund a study of the Amman
Financial Market back-office operations so as to
determine the appropriateness of automation and current
real need for equipment, in order to permit a more
efficient, accurate, and responsive exchange, as well
as to permit stock exchange growth beyond the current
upper limit of 1000 trading transactions per session.

d. Determine the feasibility of a clearinghouse for
private placements: USAID should consider an
initiative with the Amman Chamber of Industry or the
Amman Chamber of Commerce toward setting up a clearing
house for prospective private placement opportunities.

e. study alternative mechanisms for pricing new equity
issues: USAID should initiate a policy dialogue with
the Ministry of Industry and Trade to encourage them to
remove themselves from the function of determining the
pricing of new equity issues.

f. Determine the feasibility of separating the functions
of the AFM: USAID should fund a study to determine the
appropriateness of the Amman Financial Market serving
as regulator, stock exchange and transfer agent. AFM
is considering establishing an independent transfer
company. This effort should be supported.

g. Establish an independent. comprehensive credit
information system which is available to all financial
sector participants: USAID should fund a study of
alternative systems of credit information for Jordan.
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C. Proposed New Interventions by Priority

Following is a more detailed presentation of the
recommendations set forth in the previous section aimed at
assisting USAID develop a full-scale financial sector development
strategy. These recommendations are rank-ordered by priority
and, to the extent possible, by chronology. It should be noted
that, the proposed initiatives should be considered regardless of
any economic difficulties that may be encountered. The
priorities among the various initiatives might shift with the
economic winds, but they should be viewed as appropriate in any
economic climate.

1. In order to promote the growth of competition and
innovation in the banking system. USAID should
encourage the modification of the role of the
Central Bank from that of prior approver of
individual credits to that of regulator and
supervisor.

Description: We recommend a system which allows banks to
freely compete for business and to introduce new products and
instruments within defined parameters of prUdent regulation
established by the Central Bank. The Central Bank in its
capacity as supervisor and regUlator of the banking system would
assure the integrity of the system through an upgraded and
modernized system of independent examination and evaluation of
the bank's portfolio and financial condition.

Purpose: Thi5 initiative is designed to increase the role
of market forces in the Jordanian banking sector in order to
foster greater competition, innovation, and the introduction of
new financial prOducts, techniques and services.

Rationale: As mentioned elsewhere in this report, the
Central Bank plays a significant role in the process of credit
approval by exercising prior approval to all ext.ensions of credit
exceeding a total aggregate of borrowing by anyone company in
excess of JDSOO,OOO, as well as post approval review of all
extensions of credit between JDS,OOO and JDSOO,OOO. This current
Central Bank practice can reduce competition among banks and
inhibit the development of new financial instruments. The Central
Bank's current system can also lead to a number of other negative
ramifications for the financial system, inclUding: lack of
thoroughness in ~lle commercial banking system's approach to
credit evaluation; adoption of very conservative lending policies
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because of the current emphasis on collateral, personal
guarantees and low debt leverage; and the potential undermining
of market forces in determining the allocation of financial
resources within the economy.

Under the system we recommend, banks would compete for
business within parameters defined by basic bank law and
regulation and would be free to innovate and introduce new
products and techniques. Such a system would lead to greater
competition in the financial sector and enhanced financial
intermediation. The banks would be, as should be the case,
re~ponsible for the evaluation of risk and the consequent pricing
of their products. The banks would assume the credit risk which
results from these jUdgments, as they would be putting their
capital at risk to back their credit decisions.

As the Central Bank implements its stated policy of reducing
overdraft lending to 20 percent of the risk portfolios of
financial institutions there will be a tremendous opportunity to
develop a broader range of lending instruments. The Central Bank
in exercising its authority as the regulator, would establish,
in place of its present practice of prior approval of credit,
regulations that limit a financial institution's exposure to any
one customer or industry. such regulations have the effect of
not only limiting the risk that one financial institution will be
unduly negatively affected by the financial problems of one
company or industry, but also assuring that big and strong
companies will have to seek banking support from more than one
supplier of credit, thus introducing an element of ~ompetition

into the system. A system of legal lending limits, tied to
banks' capital bases, also provides a safety net for the
financial system which statutorily spreads credit risk throughout
the system, and as a corollary, may force the creation of
financial instruments, such as commerci.al paper, which are
outside of the banking system, and hence competitive with it.

It would be unwise to assume that the establishment of these
regulations would by themselves assure the integrity of the
banking system. In addition to sound regulation, it is critical
that the Central Bank strengthen its bank supervision and
examination procedures. Such procedures are necessary to provide
decision-makers with the current and accurate information they
need to take timely action to assure the soundness and financial
integrity of the banks as well as the banking system as a whole.
We recommend that the USAID consider offering technical
assistance in the areas of prudential regulation and bank
supervision. to the Central Bank.

Preliminary Estimated Cost: $200,000 - $300,000 to fund
technical assistance to the Central Bank for the upgrading and
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modernization of the regulatory system and bank supervisory
capacity. $200,00-$250,000 for short- and long-term training of
bank examiners.

2. study/communicate the adverse effects of continued
overdraft lending

Description: USAID should initiate a policy dialogue with
the Central Bank to support the bank's expressed policy of
working toward limiting the banking sector's loan exposure in the
form of overdrafts to 20 percent of the sector's risk portfolio.

Purpose: To facilitate the diversification of financial
instruments, thereby forcing bank balance sheets to more
accurately reflect the true risk nature of loan portfolios and
the real liquidity of banks.

Rationale: The present market practice of bank lending
being almost universally on an overdraft basis, frequently
evergreen, presents several severe inconveniences and risks to
the financial system and the Central Bank. First, no one, the
banks included, can accurately judge the purpose and term of
lending in the system. Secondly, it is extremely difficult to
jUdge, except by supporting security, the true credit risk
involved in the extension of credit. Thirdly, it is difficult to
jUdge the liquidity of a bank and ascertain what effect an
economic downturn might have on a financial institution. A
diversification of asset and liability instruments clearly
reflected in bank balance sheets will make the job of the
supervisors and regulators easier in monitoring the banking
system. The objective should be the eventual prohibition of
"evergreen" overdrafts to be replaced by true term lending or
"evergreen" outstandings under established lines of credit with
identified purposes, and SUbject to periodic review as to
compliance with terms and conditions and credit risk.

Preliminary Cost Estimate: N/A

3. Determine the feasibility of an export insurance
scheme

Description: USAID should provide technical assistance to
the Government of Jordan for establishing an export insurance
program to cover political and exchange risks for Jordanian
exporters.

Purpose: To provide a safety net for exporters by covering
"non-commercial" risks attendant to the process of exporting
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goods and services of Jordanian origin.

Rationale: One of the elements which could assist Jordan in
relieving its shortage of foreign exchange would be expanding its
ability to export goods and services. However, such "non­
commercial" factors as political and exchange rate risks are very
difficult for exporters to jUdge, much less hedge against. Most
countries wishing to encourage exports, insure the exporter
against these risks through some government-supported insurance
program. While such a product is available in the Gulf states,
it does not appear to satisfy the needs of the Jordanian
exporter. consequently an indigenous program should be
supported.

Preliminary Cost Estimate: $250,000 - $300,000

4. Determine the feasibility of the use of retail­
oriented loan products by SMEs

Description: USAID should follow-up on the 1987 Robert R.
Nathan Associates (RRNA) report (Jordan Small Business
Development Project, Phase It) with a view to implementing the
recommendations to fund a study to review the appropriateness of
introducing retail-oriented loan products and methods into the
financial environment. The objective of this intervention would
be to introduce retail lending techniques to provide credit to
the small and micro entrepreneur. Of particular value would be a
study to determine the appropriateness of introducing
standardized rating techniques, such as credit scoring to
facilitate the process of credit evaluation of small borrowers.

Purpose: To determine whether retail lending products could
be successfully introduced into the Jordanian market as a means
of providing working and start-up capital to the smaller
businessperson.

Rationale: As mentioned in the RRNA study, retail lending
is more dependent on economies of scale, actuarial and
statistical analyses than on credit evaluation for successful
operation. Given the paucity of credit information and the
reluctance/inability of smaller companies to provide financial
information, as well as the excessive costs to banks to process
small credits on an individualized basis, retail-based lending
could more readily make funds available to small enterprises
hitherto considered unacceptable risks.

Preliminary Cost Estimate: $60,000 - $100,000 to fund
market research.
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5. Sponsor a TAT program in new financial instruments

Description: USAID should sponsor seminars/workshops under
the auspices of such industry associations as the Bankers'
Associations, the Chamber of Commerce, the Chambe~ of Industries
and the Jordan Institute of Management, on the structure and use
of transaction/purpose-specific lending instruments.

Purpose: To provide a venue where both users and providers
of credit can meet to learn about the variety of instruments in
common in other countries, their uses and benefits. They could
also discuss each others' needs, requirements and methods of
satisfying these needs and requirements in a rapidly changing,
expanding and progressively more sophisticated environment.

Rationale: With the greater commercialization and
industrialization of the economy, users of credit are beginning
to demand credit instruments which more realistically reflect the
characteristics of the underlying transaction and, therefore, may
reduce the need for traditional types of security and support.
Banks, on the other hand, are being urged by the Central bank to
more clearly identify the nature of their portfolios. The
interests of both these group can be best be served by the mutual
understanding such seminars would provide.

Preliminary Estimated Cost: $300,000 - $400,000

6. Sponsor a TAT program in basic credit assessment
techniques

Description: USAID should provide technical assistance,
through such entities as, the Banker's Association, with the
objective of providing ongoing training in the techniques of
structuring, securing and analyzing different types of credit
requirements and instruments. Such instruction should include
such things as statement analysis, cash flow analysis, techniques
of securing extensions of credit, project analysis, and industry
analysis.

Purpose: To provide the financial system with an ongoing
supply of credit officers trained in the more advanced aspects of
credit analysis and loan structuring.

Rationale: With pressure from the Central Bank to more
clearly define the components of bank loan portfolio's, and the
incipient demand from customers to relate loan products to the
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underlying transactions, banks will require greater expertise in
analyzing and structuring loan transactions. Increased
competition may also force banks to diversify portfolios and
secure transactions on non-traditional bases. While it is
believed that banks require much of the information needed to
make such analyses and judgments, it is doubtful that the
information currently plays an important part in the credit
evaluation process based, as it currently is, on the value of
collateral, usually in the form of real estate.

preliminary Estimated Cost: $300,000 - $350,000

7. Sponsor a TAT program in bad loan identification
and workout techniques

Description: USAID should provide technical assistance,
through an entity such as the Banker's Association or the Jordan
Institute of Management, on the process of identifying bad loans,
their management and work-out techniques.

Purpose: To assist financial institutions in the process of
identifying sub-standard loans and providing a basis for curing
the deficiencies, as well as providing the Central Bank with a
yard stick against which to measure the effectiveness of banks'
loan portfolio management capabilities.

Rationale: The consultants understand that a meaningful but
unquantifiable portion of the credit extended under the rubric of
"overdrafts" may in fact be non-performing, or even bad. One
reason for this, 1n addition to an unwillingness on the part of
banks to recognize these possible losses, may be an inability on
their part to clearly identify and quantify the problem, then
work out a reasonable scenario to effect recovery. Work out
management is a specialized activity wi~hin the credit process
and requires special training to be effective.

Preliminary Estimated Cost: $400,000 - $600,000

8. Explore mechanisms for monetary control by Central
Bank

Description: USAID should provide technical assistance to
Central Bank in interbank mechanisms, open market techniques and
reservp- requirements.

Purpose: To provide the Central Bank with mechanisms that
would enable it to effectively oversee and manage the activities
of the interbank market and that would make this market
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responsive to its pOlicy decisions regarding interest rates and
money supply.

Rationale: The Central Bank must retain the authority and
ability to guide monetary pOlicy unhampered by commercial banks
who may take action in their own interests. The Central bank must
have both the regulatory capacity and technical skill to execute
its policies directly and indirectly by working through the
credit markets, in a manner consistent with its responsibilities
as Central Bank.

Preliminary Estimated Cost: N/A

9. study/communicate the importance of market
interest and exchange rate structures

Description: USAID should continue its policy dialogue with
the Central Bank regarding the importance of free, if managed,
interest and exchange rate structures.

Purpose: To assure that short-term political objectives do
not unduly interfere with rational, long-term development.

Rationale: Major distortions in either interest rate
levels or foreign exchange rates from real market values will
adversely affect economic development and, eventually, political
stability.

Preliminary Estimated Cost: N/A

10. study alternative mechanisms for pricing new
equity issues

Description: USAID should initiate a policy dialogue with
the Ministry of Industry and Trade to encourage them to remove
themselves from the function of determining the pricing of new
equity issues. As an intermediate position, consideration may
be given to the possibility of the underwriters setting the price
for new issues with approval being required by the Ministry
before floatation. This intermediate position could be replaced
later on the basis of an agreed-upon time frame by a system where
only the underwriters set the price based on market
considerations. It must be recognized that this system would
also require regulation which would prevent misrepresentation
(i.e. blue sky) of the stock issues' future prospects.
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Purpose: To assure that new issues of equity instruments
are priced to reflect the reality of the market, and that the
process is even handed with regards to both issuer and investor.

Rationale: The current process of stock valuation often
discourages companies from selling pUblic shares. participants
in the market believe that stock offerings are often
significantly undervalued by the Ministry. This practice
undercompensates current owners for the sale of equity, and
favors traders of the stock in the aftermarket. The real rewards
to entrepreneurship are therefore reduced. A number of companies
recognize this and have taken steps to remain unlisted.

A likely result of continued non-market based initial price
determination would be the withering away of the formal stock
market in favor of other, perhaps informal markets or venture
capital companies which give a more appropriate reward to
entrepreneurship. Indeed, even the growth prospects of the
venture capital process, or other capital market innovations,
could be adversely affected by the continuation of this practice,
as venture capitalists require access to stock markets which are
willing to offer a price which reflects the perceived future
gains of the enterprise.

If the price for new issues of equity instruments were
determined by the marketplace companies who were previously
reluctant to be listed would be encouraged to come to the market,
and thereby expand the base of the Amman Financial Market. A
broader based stock market will not only encourage invest~ent but
also stimulate the flow of funds to productive purposes. A good
rate of return from the stock market, either from capital gains
or earnings, will also provide healthy competition for banks and
other investment media and encourage the growth of venture
capital.

Preliminary Estimated Cost: $200,000 ~ $250,000 to develop
research to support use in policy dialogue showing the beneficial
aspects of this policy.

11. Sponsor a TAT program to introduce a wider range
of investment practices

Description: USAID should sponsor studies through the Amman
Financial Market directed at increasing the number of allowed
investment techniques, such as short-selling and possibly option
writing, with the objective of increasing overall market
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efficiency. These studies should carefully consider the maturity
of the Amman Financial Market in establishing the proper timing
for the introduction of these new investment techniques. There
are a number of investment techniques that provide investors with
the ability to hedge their position, thus allowing them to share
risk with other investors. However, to be effectively
controlled and regulated these new forms of investment would
require appropriate and rigorous supervision by the exchange
authorities.

Purpose: To legalize what is common practice in operating
an organized securities exchange, and thus serve as a basis for
appropriate supervision and control, thereby limiting speculation
in t~e market to acceptable levels.

Rationale: A stock market, by its very nature, is a
speculative enterprise. The activities of such an entity and the
participants should be transparent to all so that investors,
buyers and sellers alike, are able to make decisions from an even
playing field.

Preliminary Estimated ~vst: $20,000 - $50,000 for research
to support USAID's position; $10,000 - $25,000 for technical
assistance for implementation.

12. study altern~tives/ramificationsof limiting the
use of loan guardntees

Description: USAID should initiate a policy dialogue with
the Government of Jordan with the Objective of limiting the use
of Government guarantees to only the most deserving and essential
of government projects.

Pt\rpose: To limit the exposure of the Government of Jordan,
to allow the market to set the price for different issues based
on risk and reward considerations, and to provide support for
those activities of true "national importance" which could not
get funding at reasonable price without government support.

Rationale: For all practical purposes, since they are
government backed, all debt issues carry the same grade "A" risk
rating. Consequently, all issues are bought and held by
institutional investors, generating no secondary market.
Furthermore, there is no rational reason why the Government of
Jordan should guarantee either private debt or parastatal debt
that can stand on its own credit rating.

Preliminary Estimated Cost: N/A
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13. Determine the feasibility of separating the
functions of the AFM

Description: ~SAID should fund a study to determine the
appropriateness of the Amman Financial Market being regulator,
stock exchange and transfer agent. There are several sources of
technical expertise available to carry out such a study (see
Appendix D).

Purpose: To separate the functions of regulatee and
regulator into independent, unrelated activities.

Rationale: The AFM, as both regulator and exchange, is open
to possible conflict of interest. The primary purposes of an
exchange regulatory body are to:

o Ensure full and valid pUblic disclosure of all material
factors which affect the financial condition of listed
companies

o Monitor and discipline stock and bond exchanges to
ensure the integrity of trading activities

o Regulate the activities of member firms dealing in
securities as underwriters, brokers, dealers, and
investment advisors.

The primary purpose of an exchange, in turn, is to facilitate
trading of various securities. Under the current organization,
it may be difficult for management to reconcile their best
interests as an exchange with their responsibilities as a
regulator. For example, as an exchange, AFM is motivated to
expand trading volume and to grow. As a regulatory agency, it is
responsible for ensuring that such growth does not come at a cost
of fraud or system integrity. As another example, what if senior
official of AFM were to conduct trades through third parties-,
~ased on his inside knowledge of likely price movements? What
authority would investigate and discipline such activity? Only a
truly independent regulatory body would be likely to properly
carry out this responsibility. While it is conjecture at this
point whether or not such objectives will actually conflict, the
potential for conflict is there nonetheless, and may in time lead
to significant difficulties. In view of the importance of the
pUblic's perception that AFM is well-regulated and free of
conflicts of interest, it is important that these functions be
divorced.
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AFM also carries out transfer responsibilities, a function
typically fulfilled by commer-'cial banks in other systems. The
primary motivation for doing so is difficult to decipher, but it
appears to be founded in AFM's desir~ to control all aspects of
trading, ranging from regulation to execution. By controlling
the actual transfer of transactions, AFM can theoretically, but
not now i~ practice, monitor the participants' buying and selling
and the exact ownership of shares. The real benefit of
disaggregation is the need for the AFM exchange to focus on what
it does best--enable exchanges to take place--while allowing a
thi'~'d party to manage the distribution process.

Estimated Preliminary Cost: $50,000 - $100,000

14. Review and update the commercial code

Description: USAID should sponsor a review of the
Commercial Code with a view to updating it, particularly as it
pertains to perfecting liens and the availability of assets for
security.

Purpose: To assure that the law reflects current commercial
practice and facilitates rather than hinders ecrnomic activity.

Rationale: There is some evidence that, although recently
revised, the commercial code does not accurately reflect current
commercial needs, particularly with regards to the perfection of
liens and the use of chattel mortgages. There are still numerous
legal barriers impeding the expeditious process of taking title
in a defaulted loan situation.

Preliminary Estimated Cost: $50,000 - $100,000

15. Establish an independent, comprehensive credit
information system which is available to all
financial sector participants

Description: USAID should fund a study of alternative
systems of credit information for Jordan.

Purpose: To establish and independent, comprehensive credit
information system which is available to all financial sector
participants.

Rationale: As a by-product of its credit approval process,

1II-16



FINAL REPORT

the Central Bank is able to p~ovide basic credit information on
individuals and firms borrowing from the banking system.
Ho,~ever, the only information available on file is that provided
by banks. There is, therefore, no commercial credit inf~~ation

available on non-borrowers. Additionally, non-bank creditor
institutions (e.g. supplier credit) do not have ready access to
data. We recommend a credit system tha~ is equally available to
all who are willing to pay the price and that covers all who may
eventually require a credit rating. Jordanian views about the
need for additional credit inforamtion were uniform in their
concern about the inadequacy of the current information. They
currently rely on three sources for credit information: the
Central Bank, their own informal checks with other banks or
creditors, and the Bankers' Association which maintains files on
bad clients. The Bankers' Associa1;ion does not maintain files on
good credit risks as banks do not vrant to share information on
good clients. More importantly, there is no vehicle for
uniformly and efficiently evaluating the credit-worthiness of an
individual or firm with no prior record. While a minority of
banks interviewed expressed satisfaction with the current
informal system, several banks were favorably disposed towards
the creation of an independent system to maintain credit files
and to act as a central source for ascertaining credit standing.

16. Determine the feasibility of a clearinghouse for
private placements

Description: USAID should consider an initiative with the
Amman Chamber of Ir~ustry or the Amman Chamber of Commerce toward
setting up a clearing house for prospective private placement
opportunities.

Purpose: To provide a venue where a network for private
placement opportunities may be developed.

Rationale: It is our understanding that, while private
sources of investment exist, there is no formal or informal
network for potential investors to be made aware of investment
opportunities. The establishment of a centralized location for
the exchange of information and opportunities could stimulate
this sector of the market.

Preliminary Estimated Cost: NJA

111-17

/.~

I



FINAl, REPORT

17. Determine the automation needs of the AFM back­
office operations

Description: USAID should fund a study of the Amman
Financial Market back-office operations so as to determine the
appropriateness of automation and current real need for
equipment.

Purpose: To permit a more efficient, accurate, and
responsive exchange, as well as to permit stock exchange growth
beyond the current upper limit of 1000 trading transactions per
session.

Rationale: The Amman Financial Market is studying an
automation proposal from an equipment supplier which we believe
seriously overstates the AFM's current and near-term needs.
While it is clear that remedial action is required to improve
through-put, the current manual processing could be vastly
streamlined. And if combined with modest computer processing
capabilities, would provide the necessary processing and
information needs for the immediate future.

The AFM operates for the most part using manual systems to
conduct and record transactions, transfer deed, and track and
report statistics. The only exception to this is the use of the
Reuters system to report transactions as they occur over the
Reuters Service. The primary need calling for at least some
automation is the growing volume of transactions being conducted
daily on the exchange, and the inability of a cumbersome and
overly-redundant back-office system to keep up with that growth.
(Even the Reuters system is experiencing volume-related
difficulties associated with transmission equipment and speed,
but these problems are in the course of being resolved.) If AFM
is to grow, automation must be introduced. The functions that
would most benefit from automation would include transaction
matching and recording, broker confirmation, commission
calculation, and deed transfer and tracking. Also, the AFM
maintains a variety of statistics and prepares reports, all of
which could be easily automated onto pes using existing available
spreadsheet and database management software.

Before the system is automated, however, a decision must be
reached as to the proper role of AFM in recording transfers. One
school of thought believes that all securities transactions
should be recorded so that short selling can be monitored and
prevented. Another holds that this is not a necessary or even
proper role for AFM and other, less onerous measures can be taken
to eliminate naked short selling.

III-18



J
FINAL REPORT

I
If AFM were to become a regional exchange, automation of the

back-office function would be vital, not only to keep up with •
volume demands, but also to be able to maintain the integrity and
accuracy of the trades, as well as the ability to report them
over a variety of telecommunications media.

preliminary Estimated Cost: $25,000 - $50,000 for study;
$100,000 - $150,000 for implementation (50 percent share of total
cost.)

18. Determine the feasibility of establishing a
Jordan-based regional financial market

Description: USAID should fund a study to determine the
desirability and practicability of establishing a regional
financial market. A possible first step would be to build on the
AFM to establish a regional stock exchange. This development
would be consistent with Jordan's position as a regional supplier
of certain manufactured goods and its reputation for integrity.
Any study should include the possibility of Jordan becoming a
regional banking center, building on its reputation for safety.
It should be noted that the common characteristics of successful
regional financial markets include an uncommon regard for probity
coupled with a regulatory environment favoring free market
conditions.

Purpose: The purposes of the effort would be to make full
use of the current infrastructure and Jordan's reputation for
honesty and reliability, to act as a first step toward
establishing Amman as a regional financial center, and to provide
Jordan with a stream of foreign exchange earnings.

Rationale: The AFM is poised for expansion. Any expansion
effort should be directed toward maximizing economies of scale
and enhancing Jordan's position in the regional financial
markets, as well as to complement its position as a supplier of
both goods and services in the region. For Jordan to develop and
prosper as a regional exchange, and later as a regional financial
market, several conditions must be met:

o There must be in place a well-trained, respected, and
competent oversight body to ensure the integrity of the
system and the veracity of all participants, including
listed companies, brokers, and the exchange itself.

o Government pOlicy must encourage the flow of capital
through the exchange by removing all financial
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impediments that may motivate traders to conduct
business elsewhere. This would include tax policy,
profit repatriation policy, and foreign exchange
limitations. Government must also be prepared to pass
legislation protecting investors from undue government
invasion of the privacy of their transactions,
Government policy must be evenhanded in the treatment
of foreigners, including non-Arab foreigners.
Investors will not participate in a market where
advantages are granted on a discriminatory basis.

o Telecommunications must be sUfficiently advanced to
allow for the real-time transfer of data concerning
market performance, trades and so forth, not only
within the region, but to money centers and possibly
other exchanges as well.

The primary benefits for Amman in becoming a regional
financial center are three-fold:

o As trades are conducted on the exchange in foreign
currencies, there will be a net in-flow of these
currencies. Commissions and other fees on trading
activities will result in foreign exchange earnings for
the country.

o As Amman grows as a regional financial center, new
service jobs will be created, not only to meet the
center's immediate needs, but also in related support
industries, such as telecommunications, accounting,
computer services, and so forth.

o The creation of a regional financial center will
elevate Jordan's visibility and stature within the
world market, making it a more attractive place to
invest.

Preliminary Estimated Cost: $150,000 - $250,000 for
preliminary feasibility assessment.

19. Assist the GOJ develop a competition-enhancing
strategy for the financial sector

Description: Competition in the banking system needs to be
encouraged to stimulate the banking system to become more
responsive to loan customers' needs. There are a number of
policies the Government could implement to encourage competition,
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such as encouraging Government- sponsored banks to become more
aggressive in loan and other banking products, and enabling
foreign banks to enter the market on terms equal to local banks.
One important step the Government could take would be to set up
deposit insurance schemes to guarantee deposits up to a set
level. This would provide the security customers are very
concerned about.

Purpose: The current banking system, oligopolistic in
nature, is slow to innovate due to the lack of competition.
USAID should encourage, through studies and policy dialogue,
various steps that could be taken to increase competition in the
banking system. Through the use of such programs such as deposit
insurance, the Government could insure that all depositors, up to
a pre-determined level, would be protected and treated equally by
all banking institutions, thus placing all banks on an equal
footing with regards to the pUblic's perception of their funds
safety.

Rationale: A more competitive system is much more likely to
develop new instruments, and become more responsive to both
deposit and loan customers.

Preliminary Estimated Cost: $100,000 - $150,000
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INrBRV!N'l'I~ SBaJLD BE AS FULLY DETAILED AS
POSSIBLE,· INCWDnG A DISCfJSSICE OF 'mE ImmDEO
PARTICIPAN'!S ANt) BENFICIARIES. INSOFAR AS POSSIBLE,
A GENERAL CX>ST!NG OF E'AOI Im'ERVEm'ICN SHALL BE
~ImD.

A. CE\1EU)P P'AMILWU'I"i t..,'"I'l'H EXISTIOO OOClJ'MDPDoTION (!oJ

JORDAN'S EXXIDIIC CLIW\'.!'E AND FINANCIAL SYST&1. IF POSSIBLE,
MISSI~ WILL MAD DCX."L~".rATION AVA.IALBI.E IN ArNMa SO THAT IT
CAN BE~ BY CCtJSUL~~S mOR 'It) ARRIVAL IN JORDAN.
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I.· aJlSO!~AND fMlMF,SIZE DElSCIUP1'IVE AN> ANrUtYTICAL
....DIS ItUfDD{ C'Q4PILIJ) B¥' 1'9E MISSICIJ ~~
MABB'1'S. TIaS S'J!EP WILL <DIE ESDf.1.~ SECTIQIS A 'l'HROOGH .l!:
aP PARA 2 ABO'Ja. IDDn'DY ANY PUktHER~a: Im;JUIRm a.T
nNMJCJAt, HNICI:l'S AND~ IT. UNDl.RI:NCI Nifi ACDITZetaL
~CAt. .. JUQmB) 'ro MEI'r 'l'H2 'l"m4S OF sa::rxCom A
'DRJaJ E IN DPA 2 AICNI.

c•.MI!2l' W119~£~ OWICIltLS 1101 'mE
C!If!ML BANK~ MINIsm OF FINANCE AND,~ DI.REC'roRS OF
BANKS. P'INNd CQIPANIPS,~ CQo!PANIES, SP!X:IAL CRmIT
INS'1'1'1Vl'ICIlS AND 'lU S1ttI< EXCIIANiE, AISO MEET WI'l'H
APPROPRD1'E BUSINBSS PERSCH; 'l() !DR '.1m1IR ASSfSfMm1' OJ'
PR:8LBtS IN DPAl'JlI; WI'l'B '!'HE FINANCIAL SIiC1at.

D. M!Z'1' WI'Df MININS1U Ci' PUNNDlj Cft'ICIALS AND
RBPDSI:N'rA1'IVES fR amER~ '1'0 DB'.l'DUaNB E!i'tRlS AND
.DnmJINl'I~ um:RDn1.Y~ OR mMS1QD BY 0'lm:R IXHlRS.

E. CN '!'1m :BASIS OF '!'HE 1'\JR1lD)Im, PJQ1Qm GD8AL
~'rIOOS FOR P!NAN:IAL MMKE.'1'S~ na,UOING 'mE
~ OF POLIa mfCRot, INSTI'lUTI~D~ AND THE
~ ag FINNaAI, INS'l'!U.JotEN'.

P. ImNl'.IF'f AND !U!lVIDl CYL'tfER JXK)R ACrrJI'rt AND GCm:RtHNr
r..'!' .J(l~ :PJ:1.~ "OR li'~TM.~ IMPROnJmn'.

G. REVIl!W 'l'HE aJRREN'l' A.I.D. PRCXiP»S AS 1'1: IMPDmS ~
FnwcIAL K\RKETS ~.1' AND MAI<:2 SPB:IPIC mx:QMtNDA'1'I~S

~ A PJt<:XiMM OP NDl IN'l'ERVEm'IONS IN 'DIE ~OR WHICi t«XJL'D
ALLEVIATE PREVIOUSLY OEPINm ccmTRAINl'S '.10 PINANCDL MNU<ET
~.

H. ~ARE THE FINAlCIAL MMl<ZrS smA'ImY IXX:l.MiN1'.

4. PaDr1'

IN aIf&1JLTATION WITH US\It)/J~ STAFF, 'mE CCNrRAC'roR wm
PREPAJ! '1'H! REPOR1' am.IN:ED IN PARA ~ ABOJE. A FULL DRAP1' WILL
BE CXH'LE'lm BY '11tE DC) c:R wm< THREE OF '!HE ASSIGtH:NT. THIS
0MJ"1' WILl. BE REVnwm AN[) Kl>1PIID AS~ 00P.INj THE
Pam!! WISk (I THB CQ8JLTAK:Y. IF NEIiD!D, THE DOCCM!Nl' WILL
'!'tim BE REVIDmD BY SPlQ:ALIm IN 'mE c:afl'MC'roR' S HCME OPFICE
..am PINAL SUBMISSI~ '10 USAID/JCR:lAN.

5. S'aJI'XNG

ItS DISO]S., IlJRI.tG 'l'£I.CQ; (8) REF B USAID NoM\N IS SEEKD«i '!'HE.
SERVICES ~ 'MJ INDIVIIJJALS 'ro CCIG ro MtQ\N FOR A PERIOO OF NO
LESS 'IBN J PDSClN wm<s FN:H TO HILP US DEVELOP OOR FDWa
SIttCR S'1'M~. 'lmS '!WOp~ 19M SlOIID a.5IST Of' A
S'rRMImC~ SPB:IALIS'l' AND A MNKOO/OEDI'l' SPlX::XALIST.
'ME BANI<DO/OUlI'1' SPEr~ST MJS'l' HAvE AN ~SIVE~
IN 'mE US ur 'n£ SORTS OF Fn...."VCIALIN~ OE'DULED IN
PARA 1. NJDI£. 'L'IU~ PERSCN MUST HAVE EXi"'f:fUDjCE IN PI~
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SMUJ" MI) 'JB)ItM SIUD BllSINESS!'S PRr:::M INITIA'l'ICB '1!RJJGH
GlCII11I CIClM. A l!IMmZR WIIOS2~ IS Ra1ssm sar,pr,y
aJ FI!WCI1G' ag~ DllERNATICIW.. BUSINESSEB WILL NC1I' PIT '!HE
BIIiL. '!'BE S"l:RA1iXiIC F"J.A1lm~ snx=IAL!~ :.%13'1' %lAVE A~
B.'tQ\GRCJJR) IN BANl<Dl'; Oft INVFSIMENI' FINMCE AS WEt.L AS SP!J:IFIC
EXP&DID"T DJ~C~. IF NEEDm, SIIJl'1'-'1'DI
SPFCIN.ISl'S IN star FIEWS AS FI!WQAL SEClU Rl!D.1IA'l'IOO AND
FDWaAL INS'l'RllM!Nl'S WILL BE HADE AVAIIl\BLE ~ 'mE CCNl'RAC1'OR
IN '1m:~I S lD!E OFFICE 'LO~ '!HE ~'TRA~ DCCt.1MENl'
Plata m CXMPLIl'1'IQJ.



Central Bank of Jordan

Ahmad Abdel Fattah

Kamal Fanek

Hassan Samman

APPENDIX B

Persons Contacted

Title/Institution

Executive Manager, Bank Examination

Executive Manager, Debt Issuance

Assistant Head, Foreign Banking Dept.

Industrial

Commercial Banks. Finance.
and Insurance Companies

Basil Jardaneh

Fawzan Shukri

Ghada Debbas·

Ziyad Annab

Khalid Shoman

Mufleh Akel

Bassam Atari

M. Jawad Hadid

Issam Salfiti

Mahdi AI-Farhan

Managing Director, Jordan Investment
& Finance Corp

Managing Director, Cairo Amman Bank

Vice president, citibank

General Manager,
Development Bank

Deputy Chairman, Arab Bank

Manager, Merchant Banking Department
Arab Bank

Deputy General Manager, The Housing
Bank

Director, Arab Jordan Investment Bank

Managing Director, Arab Finance
Corporation (Jordan)

Social Security

Sami Gammoh General Manager,
Insurance Company

Middle East

stock Exchange

Ibrahim Belbeisi Assistant General Manager, Amman
Financial Market



Private Companies

Emad Shamma'm

Fawaz Zu'bi

Mohamraad AI-Sharif

Title/Institution

Production Director, Arab Electrical
Industries

Managing Director, Arab Drip, Inc.

President, Universal Electroplating

S. T. Darwazah General Manager,
Pharmaceuticals

AI-Hihma

Adel Sa'ad

Thomas Dailey

Jim Dempsey

Shaden Halazun

Richard Johnson

Bassam Khatib

Mark Kraczkiewicz

Harvey Lee

Barry MacDonald

Bill McKinney

Lew Reade

Bill Riley

Susan Riley

Richard Rousseau

Managing Director, Sa'ad Trading and
Industrial Co.

Project Development O~ficer

Director of Projects and Private
Enterprise operations

Economist

Deputy Mission Director

Enterprise Development Officer

Regional Economic Advisor

Economic/Commercial Officer (EJ.tli'assy)

Deputy Director of Projects and
Private Enterprise Operations

Chief Program Officer

Mission Director

Project Development Officer

Private Enterprise Officer

Project Development Officer



other

Robert Mertz

Knut Meyer

John Andrica

Title/Institution

World Bank

Director of Marketing, MMIS (Jordan
Institute
9f Management)

Managing Director, MMIS (Jordan
Institute
of Management)
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Appendix D - Description of US-Based Technical Resources Related
to Developing stock Exchanges

1. Security and Exchange Commission (SEC):

The SEC doe~n't have a formal technical assistance program but it
could arrange for a qualified expert to go over to AMMAN to perform
the study. Possibly, Mr. Terry Chuppe, Associate Director for
Economic Policy Analysis (202) 272-7359. The SEC is prepared to
advise AMMAN Financial Market. Technical assistance can be
arranged through a Participating Agency Sel~ices Agreement (PASA)
between the SEC and A.I.D.

2. New York Stock Exchange (NYSE):

Mr. Bob Clark (212) 686-2240, advised that NYSE is both a self­
regulatory agency under SEC and manager of a stock exchange. NYSE
doesn't have a technical assistance program and doesn't send out
its own consultants • The NYSE does receive stock exchange
officials from overseas and can advise them on matters of mutual
interest. It can also furnish a list of qualified retired NYSE
employees.

3. Securities Industry Association (SIA):

(N.Y. office, Dave Strongin, contact (212) 608-1500)

The SIA does not provide technical assistance. It is available to
consult with visiting officials of foreign stock exchanges or their
brokers in New York or Wa~hington. It can also furnish names of
qualified technical consultants.

4. Federal Reserve System (FRS):

Mr. Charles Sigman, International Finance Department (452-3000),
advises that the FRS, in special cases, does send out experts to
advise on financial market structuring. It depends on timing,
availability of their experts, and the specific scope of the
assignment. Technical assistance can be arranged with AID through
a Participating Agency Service Agreement (PASA). If interested,
please contact Larry Promisel 452-3533.

5. NASDAO - NASDAQ has no formal program of technical assistance.
They will advise, assist and cooperate with foreign stock exchange
officials who visit washington, D.C. or New York City. They will
also furnish lists of qualified consultants on over the counter
market operations. Consult with Mr. Nellius, NASDAQ 728-8381.


