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INTRODUCTION
A. Background

USAID/Jordan has previcusly conducted assessments of the Jordanian
financial sector and the focrmal equity market in the country. The
present assignment was intended to evaluate the informal methods used by
the Jordanian private sectcr to raise equity capital, to finmance
cperations, to identify constraints in the present system, and to
recommend policy and legal changes to enhance e flow of equity capital
tc private business. Furthkermore, the assignment was intended to
scggest altermative ways in which USAID could encourage a more efficient
and higher flow cf eguity capital to private business.

B. Strategy and Scope
Tre strategy follocwed in comcducting the study enmcompasses the following:

X A definition of the identity of all potential users of equity
financing in the Jordanian ecoihomy.

X A definition of the identity of all potential providers of
equity financing in the Jordaniamn economy.

X A0 examination of the existing linkages between the users and
providers of funds.

X A0 analysis of the constraints faced by the users of equity.

X A0 analysis of the constraints faced by the suppliers of equity.
X Financial sectcr-specific recommendations to increase savings
mcbilization to equity investment.,

x General recommendations to create new opportunities for equity
financing.

fppendix A contains a copy of the Sccpe of Work.
C. Staffing

The services of Mr. Ihab Lutfi were acgquired as a consultant to carry
out this assignment. Mr, Lutfi is the fcrmer Chief Executive Officer of
the Jordanian Technology Develcpment Fund (JTDF). Pricr to the
termination of the JTDF, the organization acted as a project cevelopment
crganization and as an investment fund. The consultant received
assistance from Mr. Khaled Al-Naief of LSAID.

The project was originally intencded to include the services of two
experts from Price Waterhouse, arnd to extend for a duration of five
weeks., This, however, did not materialize and the project time frame
was extended by 10 days.



D. Report Organization

Section One of this report presents an assessment of the existing equity
"system"” in Jordan. This includes an analysis of the potential users
and providers of equity, and the current linkages between the two.
Secticn Two provices an analysis of constraints faced by both users and
providers of equity. tion Three contains specific and general
reccmmendaticns to enhance the flow of equity capital to private
business.

ii’




SECTION ONE: THE EXISTING SYSTEM

The existing equity "system" in Jordan has three major components:

A. Users of funds
B. Providers of funds
C. Linkages between users and providers

This section identifies the users and the providers of funds, and
projects a general profile of each. It also examines the existing
linkages between the two components of the system.

A. USERS OF THE FUNDS

For the purpcses of this study, "users of the funds" are eitrer
entrepreneurs cr companies, striving to secure either growth or
diversification (hcrizontal or vertical).

1. Entrepreneurs

In Jordan, there are basically two types of entreprereurs: either they
are affluent and/or well-connected, cor else they are less affluent
and/or not well-comnected. Although there are obtvicusly shades of
progressicn between these two extremes, this distinction is nevertheless
important because it affects not only the potential socurces of risk
capital and the methods used by the individual entrepreneurs for raising
capital, but it also affects the constraints they face. These two types
ct entrepreneurs, and their methods of cperation, are discussed further
in Part C, "Lirmkages", of this Section.

2. Companies

The Jordanian Company Law of 1989 allows five legal forms of companies
to operate in Jorcdan. The five forms are: partrership, limited
partnership, limited liability company, partrership by shares company
and public sharehclding company.

A partrnership cen be formec between a minimum of twe and a maximum of
twenty natural persons. Partnerships are allowed to carry on trade
activities and individual partrers are liable for all debts of the
company.

In a limited partrership there are gemeral partners and limited
partners. Limited partners invest in the capital of tre comgany but are
not allowed to become directly involved in its maracement. The extent
of the liability to creditors of the limited partners is limited by
their share in the equity of the company. General partners are managing
partners and the extent of their liability to creditors extends beyond
their share in the company.

A limited liability company is sometimes referred to as a private



shareholding company with limited liability. The number of partrers in
this company may be from two to fifty and the minimum capital must
exceed JD thirty thousand. The extent of the partners’ liability to
creditors is limited by their shares in the company. Partners may
invest in a limited liability company either in cash or in kind. In
kind participation must be assessed by the partners and the value
declared must be approved by the Director of Companies at the Ministry
of Trade and Industry before shares are issued in returm for investment.
A limited liability company is managed by a director (president) or an
executive committee of two to five partners.

A partrership by shares compsny is similar toc a limited partnership in
the sense that partners are diviced into managing parthers and investing
partners. The company directcr or president must bte cne cf the managing
partners. The liability of the managing partmers towards creditors
exceeds the limit of their participation in the company. Investing
partners’ liability is limited to the extent of their shares in the
company. The minimum required capital for this fcrm cf company is JD
100,000, and the shares may te traced in the Amman Firarmcial Market.

Fublic sharsholcing compsnies must te started by at least two founding
partrers. The company may s2ll shares to the public ts raise equity
capital, and the issuance of shares is regulated By the Issue Committee
at the Ministry of Trade and Indust~y. The minimum capital for a public
sharebolding company must exceed JD £00,000 and must be paid in cash and
in full within a pericd of four years. Shares may be issued for
intangible participation in a manrmer regulated by the law.

FProprietcrships are referred to as "private" and are not regulated by
the Directorate of Companie= at the Ministry of Trade and Industry.
Proprietcrships are supervi 4 by the Department of Trace.

Table (1) shows the numbers . ! toctal ceclared capital of companies, by
legal fcrm, as registered at che Ministry of Trade ancd Incustry in the
years from 1986 to 1969.
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B. PRIVIDERS OF THE FUNDS

Both current and potential providers of funds in Jordan are identified
as:

1. Indivicduals

2. Banks (commercial, investment, finance companies, and
specialized)

3. Insurance companies

4. Governmental/semi—govermnmental (Social Security,
various funds, etc.)

S. Venture capital funds

6. Crganized Jordanian expatriates

7. Arab and Intermational investment institutions

8. Aid agencies

The Amman Financial Market is actually a "linkage" rather than a
provider itself of funds, arnd is therefore discussed in Part C,
"Linkages®.

1. Individuals

Most of the wealth in the Kingdom is concentrated in the hands of
indivicuals and families. The wealth of such pecple may be classified,
in general, as either old money, expati'iatss’ money, or new mcney.

"0ld maney" in Jordan was derived, in the main, from trading, and is
concentrated in the hands of a few well-known families. There is
Currently a trend among the new generation of these families tc move
towards production, but this trend is new and is limited by factors to
be discussed in Section Two of this document.

There is a large populaticn of Jordanic: expatriates living in the Gulf
States. During the Third Expatriates’ Conferemce recently beld in
Amman, discussions were beld with a number of expatriates livimg in
Ku~xait, Gatar, and Saudi Arzbia. Most expatriates in the Gulf work as
salaried employees, and therefore accumulate moderate earnings.
Although only a few of these expatriates could be comsidered "wealthy”,
those who are tend to invest their money in the intermational markets.
For a variety of reascns, Jordanian expatriates in the Gulf tend. to feel
insecure; they recognize that, as the process of natiomalizing jobs in
these countriss proceeds, sooner or later they will have to return to
Jordan. Also, a number of these expatriates are of Palestinian origin
and, as various sociological studies have shown, their experience as
refugees has made many of them risk—averse. Their utility is satisfied
by buying real property, a missing factor in the lives of so many
Palestinians. Despite the fact that Jordanian expatriates as
indivicuals may appear to be small investors, when joined together in a
group, and/or organized to act collectively, they possess a tremendous
financial power.

New Money: As a result of tre o0il boom in the Gulf States in the mid-



seventies and early-eighties, the Jordanian expatriates working in the
Gulf made large remittances back to the Kingdom. A significant
percentage of these remittances was used to purchase lands and real
estate, and the construction sector flourished. As a result, large
profits were made by many resident Jordanians. This created a new and
mostly liquid wealth in the country, often in the hands of people who
are not oriented tcwards investment. Part of their new wealth was used
to obtain consumer comforts, while much of the rest was placed in
various types of depocsits in the banks.

A portion of the wealth of these individuals and families is still on
deposit in the lmcal barmks. For example, a brief examinaticn of the
total depcsits with ccmmercial banks in Jordan for the month of May 1989
vields the following information:

Total deposits by the private sector (resident and nen-resident)
is J.D. 2.256 billion.

The total in time cdepocsits is J.D. 1.5 billion and the total in
demand deposits iz J.D. 441 million.

Table (2a) provides information on deposits wit - commercial banks,
specialized credit imstitutioms, and finarmce compamies. Table (2b)
provides informaticn cn ceposits with select banks.

Table (2a)

Total deposits with commercial banks
including Housing Bank

DEMAND SAV & TIME DEPQSITS
PRIVATE PRIVATE (NCN-
fRESIDENT) (RESIDENT) RESICENT)

CONSOL IDATED 338.46 MM 1434.,4 MM 340.6 MM
FOR COMM BANKS (3/89) (3/89) (3/89)

CONSOLIDATED FOR 29.2 MM 139.4 MM

SP. CREDIT INST. (3/89) (3/8%9)
CONSOLIDATED FOR 13 MM 83.9 MM
FINANCIAL COMPS (3/89) (4/89)




Table (2b)
Deposits with select commercial banks;
USAID EQUITY MARKETS PROJECT

PROVIDERS

UNCLASS, Jo FORN CURR. JD SAVINGS FORN CURR.
DEPOSITS DEMAND DEMAND LTIME SAV. & TIME
PRIVATE
DEPOSITORS:
ARAB BANK 4309 MM
(1988)
CITIBANK 1.7 MM 1.3 MM a.9 MM 20.9 MM
(1988) {1988) (1988) (1968)
ISLAMIC BANK 30.9 MM 0.3 MM 121.2 MM 6.1 MM
(1988) (1568) (1988) (1968)
JORDAN KUWAIT 22.2 MM 1.9 MM 86 MM 12.2 MM
(1988) (1988) (1988) (1988)
NATIONAL FINAN. 11.2 MM 0.3 MM
INVEST. CCMP. (1988) (1988)
2. Banks

For the purposes of this study, "banks" refers to all fimancial
institutions which are permitted to accept deposits and which are
regulated by the Jordanian Centrel Bank (JCB).

Basad on the above definition, in addition to the Fcstal Savings Fund,
there are five basic types of banks which are allowed to operate in
Jordan. These are:

a. Commercial banks

b. Investment banks

C. Specialized credit institutions
d. Financial companies

e. Housing fimance corporations

a. Commercial Panks. A commercial bank’'s primciple function is to
receive depcsits subject to check, and tc make lcans to its customers.
Besides these primary banking functions, it keeps the community supplied
with variocus kinds of legal currency, acts as a collection agent for
promissory notes, drafts, and similar commercial paper, and transmits
funds to distant points upon requast. It may offer its vaults for the
safekeeping of valuables, and offer interest for time depcsits.
Intermationally, these banks also may perfcrm the functiom of a trust
company, but the writer was unable to c>termine toc this date whether
Jordanian banks are allowed to fully and legally perform this function.
In Jordan, there are 15 commercial banks, 9 of which are Jordanian and 6
of which are foreign.




The Jordanian bamks are:

1. Arab Bank Limited

2. Jordan National Bank

3. Bank of Jordan

4, Cairc—Amman Bank

S. Jordan-Kuwait Bank

é. Jordan-Gult Banmk

7. Fetra Bank

€. Arabt-Jeordan Investment Banmk
9. Jerdan Islamic Bank

The foreign btanks are:

1. The British Eank of the Middle East
2. Al-RaTicdain EBank

3. Arab Larnc Bank

4, Citibark

5. Al-Mashreg Bank

é. CGrindleys tank

According to the Central Bank statistics, during the month of May 1569,
commercial banks gprovicded JD 1,710 million in credit facilities,
maintained a cask balance of JD 15.7 millicon, deposited JD 233.5 million
with tre JCB (fcr which nc intesrest is received), anc invested 14.8
million sktrosc ame JD 42.5 million domestically.

b. Invesiment Eariks. Investment tanks offer investments and wholesale
bank services. GServices inclucde lending, and equity uncerwriting and
brokerage. Investment tanks are allowed to accept depceits of all
kinds, except for cemancd ceposits.

In Jordan, thers arza five investment banks:

1. The Natiornal Finarcial Investment Company
2. Arab Finance Corporaticn (Jordan)

3. Islamic Investment Housa

4, Finance ard Credit Corporation

S. Jordan Irvestment and Fimamce Bank

€. Specializecd Crecit Institutions. These institutiors were established
in the mig-40's to stimulate the development of specific sectors of the
Jerdanian econcmy. Trese institutions are owned mostly by the
govermnment, and cegencd on the JCB, commercial banks, intermational
financial instituticns, and foreign governmments for furding.

There are S specialized credit institutions:

1. The Incustrisl] Develcpment Bank

2. The Housing Bark

3. The Agricultural Credit Corporation

4, The Cities & Villages Cevelopment Bank
5. The Jordan Ccoperative




According to the JCB bulletin, in March 1969, the specialized credit
institutions had JD 361 million in loans offered to individuals and
private enterprises and JD 3.5 million in cash. Total resident private
deposits were JD 307 million, of which demand deposits accounted for 29
million, savings for 154 million and time deposits for 5.6 mil: lon.

d. Financial Companies. Financial companies provide equity brokerage,
leasing, real estate financing and limited lending. Their main sources
of funds are time deposits, their cwn equity capital, and borrowing.

There are six fimancial corporations in Jordan:

1. Jordan Securities Corporation

2. Jordan Finance House for Development & Investments
3. Naticnal Portfolio Securities

4. National Gemeral Investment Company

5. Nstional Development & Finance Company

6. Middle East Exchange Company

e. Housing Finance Companies. These institutions are permitted to
accept savings and time depcsits from clients. Until recently they
cfferad real estate financing, but they mcw appear to be heading towards
diversification.

There are four housing finance companies in Jordan:

t. REEFCO

2. DARCO

3. Beit E1-Mal

4. Real Estate Investment Company

3. Insurance Companies

There are 17 insurance companies in Jordan, offering a variety of
insurance products and services. Sixteen of the seventeen companies are
Jordanian public shareholding companies. The remaining comparny is the
American Life Insurance Company, which operates in Jordam as a branch of
a foreign company.

All sixteen Jordanian companies offer qeneral insurance, which includes
marine, fire and accident imsurance. Ten Jordanian companies offer life
insurance and the American Life Insurance Company offers both life and
accident insurance. .

The seventeen insurance companies operating in Jordan are:

1. Jordan Insurance

2. Middle East Imnsurance

3. Natiomal Ahlia Inmcurance

4, United Insurance (Al-Mutahida)

S. Arab Maritime Insurance (Al-Bihar)
é. General Arabia Insurance

7. Jerusalem Insurance (Al—-Quds)

8. Arab Eagle Insurance (Al-Nisr)



Q. Jordanian—French Insurance (JOFICD)

10. Arab International Federation Insuranc.
11. Arab Belgium Insurance

12. Yarmouk Insurance

13. Holy Land Insurance

14. Arab Insurance

15. Philadelphia Insurance

16. Jordan and Gulf Insurance

17. Arerican Life Insuranca Company

Insurance companies are generally profitable in Jordan. During 1968,
consolidated profits of insurance companies were JD 4.2 mm before taxes.
Insurance companies also paid JD 2.6 mm in dividends tc investors.

Insurance ccmpanies are allowed to invest but are not allowed to buy
lands or real estate for the purpose of trading. The insurance business
is regulated by the Insurance Companies’ Law #30 of 1984, and is
supervised by the Directorate of Insurance Companies at the Ministry of

Trade and Industry.

Article 41 cf the Insuramce Companies’ Law reguired the establishment of
a Federaticn for Insurancs Comparies. The Feceraticr was established cn
July 1, 15689, and is a professicmal and legal bedy which supervises the
professional concduct oF all insurance companies and acts as a liaison
tetween the cocmpanies and the govermment.

Table 3 shcws the insurance companies’ consolidated financial
statements.

Table 3

Insurance Companies’ Consolidated Financial Statements

[NSURANCE CONMPANIES FIGURES FILED WITH DIRECTCRATE OF [MSURANCE FOR 1988,

PROYVIDERS -
NRME AGE CASH  PLEDEES  BOMDS SHARES  ESTAT

INSURANCE COMPANIES:

CONSOLIDATED STTMT M 3 om §un 10,5 MY

4. Governmental and Semi—governmental Institutions

The govermment of Jordan, through the JCB, invests directly in large
public shareholding companies. This includes companies in the
industriai sector, such as the Jordanm Cement Factories (274), Jordan
Phosphate Mines (&7%), Arab Potash Co. (&3%), Jordan Petroleum Refinery
(74), and Jordan Tanning Co. (15%); companies in the services sector,
such as Machinery Egquipment Renting & Maintenance (13%4), Jordan Himeh



Mimerals (30%), Dar Al-Sha‘ab Press (&74), Irbid District Electricity
(55%), and Jordan Hotels and Tourism Co. (86%); and some banks such as
the Housing Bank (8%), tre Industrial Development Bank (21%), the Cairo
Amman Bank (107) ar. * the Arab Bank (11%).

Except in the above cases, the govermment is not a direct provider of
funds. The govermnment of Jcrdan does, hovever, cwn public corporations
which, in turn, are providers of funds in the Jordanian economy. Most
prominent amcng these corperations are the Social Security Corporation,
tihe Pension Fund, and the Pcst Office Savings Furd.

The Sccisl Security Corpcraticn was established in 1978 to provide
social security services to Jordanians living both in Jordan and abreoad.
The system is intended to te self-fimanced, primarily from subscripticns
anc from ravenues cerived from investments. UDuring 1587, the
corpcratizn received JD 44 milliom in subscriptions and JD 11.3 millien
in revenues from investments, and spent a total of JD 10.5 million. The
corporation is required to invest effectively in crder to generate an
acceptable R.0.I.. Sectors targeted for investment are: industry,
services, banking and finance, agriculture and food producticn, housing,
anc tourism. As of 31 August 1589, total investments committed by the
Secial Security Corporation were JD 282 millicn, of which more than JD
275 millien is alresdy paid up. The investments of the Sccial Security
Corporation are detailed telow, as they appeared at the end of August,
1989:

% of

J.D. Total

Equity participation in companies 39,923,322 13.12%
New hotels and tourist rest bouses 20,929,065 7 .40%
Developing existing rest houses 2,716,C85 0.9&%
Amra hotel expansion project 1,396,797 0.49%
Housing projects and lcanms 18,639,300 6.5€%
Loans 89,347,563 31.£0%
Syndicated lcans 2,534,000 0.85%
Bends 3,000,000 1.06%
Lands 490,000 0.01%
Real estate 233,108 0.0E%
Pepcsits wit the Central Bank 18,420,653 6.51%
Deposits with the local btanks 83,504,127 30.247%
Total 262,694,090 100.00%

The Fost Office Savimgs Func was establishked im the early 1570's to
encourage limited-income pecple to save. I(n 1978, after it accumulated
sufficient savings, it entered the investrents market.

The Fund cperates thrcugh bramches of the Pcst Office throughout the
Kingdom, and is totally owned and managed by the Post Office, a 100%
govermment—-owned entity . The Fund has 315 brarches, 230,000 depositors
and a total of JD 8.6 million in deposits. All of the depcsits are
gusranteed by the govermment. Until 1587, the investment portfolio of
the Fund totaled JD 6.1 millicn, JD 5.5 million of which were invested



in Public Shares (90.2%4), and 0.5 million of which were invested in
syndicated loans (8%4). The difference between depcsits and active
investments, which is JD 2.5 million, remained liquid in the form of
time deposits in the banks.

In 1987, a policy change came into effect and the Fund sold all of its
shares to the Treasury and bought bonds to the extent of JD 3 million.
The current investments of the Post Office Savings Fund can be tircken
down as follows:

J.D. ROI
Syndicated lcans 140,000 g.5%
Ecnds 5,000,000 .S%
Loans 100,000
Time cCepocsits 2,000,000 9.35%

The decision by the Fund to switch frem investing in equities, to bonds,
came in the wake of losses realized in the market curing 1986. Total
lcsses of the Fund cn investments in equities were sstimated to be JD
1.6 millicn cut of a total eguities profile of JD 5.7 million. The
biggest single lcss was realized in shares of the Cement Company (JD 1.1
millicn). Also, cut of a portfolio which included 32 companies, the
Fund lost mcney on 17, and realized profits on only .

Teday, the Fund is prchibited from including equities im its porticlioc.
The prohibition ccmes from a directive of the Cabinet, and is intended
to protect the savings of the public.

The Jorcsn Investment Corporaticn took over both the investments armd
employees cf the now termimated Pensicn Fund. The Corpcration was
establisked in Tempcrary Law #29 for 19688, which statad that the
cbijectives of tre corporation are to invest in all institutions, local
and internatiornal, in a marrer which maximizes its interests and
supports the production sector of the Jordanian ecoromy.

The Corpcraticn, which is 100% government owned, has approximately JD
143 million in shares calculated at par, JD 17 millicn in several
Jordanian/Arab corpcrations (such as the Jeordan-irag Company), JD 2
million in bornds, and JD 7 million in time deposits.

Although the corporation comtrols a large portfolio cf investments anc
acts as an arm for the govermment in investments, it is suffering. from
majcr administrative and corpecrate problems. Almost all of its
decisions, administrative and investment, must be aprroved by the beard.
The corporation still has no clear corpcrate structura. Employees of
the corporation have become subject to the govermmernt pay scale. This
resulted in many employees leaving the corporation, with its management
in many cases failing to replace old employees. Although the
cerporation has computer equipment, there are only a few people who can
operate it.

Despite all of its problems, management of the corpcration seems to be
well aware of the need to become more aggressive in investments and more
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criented towards project develcpment. Management is willing to commit
funds to study projects when such projects are presented.

In addition to the above major govermnmental investors, several smaller
institutions exist which are funded directly or indirectly, partly or
wholly, by either the above-mentioned investors or by other semi-
govermmental bodies such as the Royal Scientific Society or the four
Jordanian universities. These instituticns include several employee
savings funds, and some recently created venture capital organizations
such as tre Jordanian Technolcgy Develcpment Fund (JTDF) and the Jordan
Technolegy Group (JTG), in additicn to the venture capital prcgram at
the Incustrial Cevelopment Bank. The universities and the RSS invest by
establishing encowment funcds at banks. Employee savings funds also
establish endocwrent funds, and invest in real estate developments.
These investments are normslly managed by non—professicnals and tand to
be very cocnservative.

5. Venture Capital! Furds

The Jorcdanian Technology Levelcprent Fund (JTDF) was created as an
autonomcus department of the RES in crder to provide both project
cevelorment services anc seed capital fcr develcping projects. JTDF
attractsc both foreign, direct investment and investments from the
private sector. Implemented projects include a computer assembly
company (Jordan Computer Industries) and an entertaining/educational
filmmaking company (Center Yur Informaticon on Technolegy). The JTOF
was in the prccess of establishing three joint ventures (John Shearer
Middle East, the Jordanian-Canadian Develooment Corporation, and a
Canadian honey facility) when it was abruptly cicsed cown in May of
1989, only one year after its startug.

The Jordan Techrology Group concept was initiated and technically
develcped by the JTOF. The Group joins together several institutional
investcrs in a private sharerclding company. The company is intended to
provice venture capital in Jordan and has only been in business for less
than cne year. JTG’'s interests are focused on the utilizaticn of excess
military capacity fcr production, attracting foreign direct investment
to Jordan, and mamaging offset arrangements on behalf of the Jcrdanian
government,

The venture capital program at the Incustrial Development Bank is
several months old. Funds for this program were provided by the E.C.
through the Eurcpean Develcopment Bamk. The program offers facilities to
finance new projects (beirg implemented for the first time in Jcrcan),
or projects which use new technology. It also finances growth to
facilitate the introduction of new technolecgy to existimg companies.

Fimancing instruments take the form of either direct equity
participation by the bank, or the gramting nf lcans with easy terms to
individuals in corcer to capitalize the money in a company: the IDE may
participate directly in the equity of a compary to the extent of 30% of
its capital, although the bank's participaticn is restricted to
companies of the legal form in which the bank’'s liabilities are limitad
to its shares. The bank may also grant loans to entrepremeurs to help
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them pay up to 75% of their share in the equity of a company. Such
loans may be granted only by mortgaging the individual’s share in the
company, although the IDB may also ask for additional guarantees. The
interest charged cn these loans is %%, and a grace pericd of three to
four years may be negotiated. Pay-back time is negotiable, while pay-
back itself comes from 30% of annual dividends. Maximum total financing
for a single project may not exceed JD 150,000. Tre tctal funds
available for this project are ECU one millien.

To date, focur lcans have been granted to finance three prciects, and cne
participation in the egquity of a new ccmpany has been approved. The
projects for which lcans were granted are:

- Manufacturing of pencils. A lcan was granted tc an individual
to finance his share of the equity in this industrial company.

- Kan Zaman. Two lcans were granted tc finance the equity
participaticn of two of the partners. The project is in the tourist
sector.

- Manufacturing cf soil dryers and soil stimulants. A lcan was
grantad to a highly gqualified technical individual to finance his
project.

Total lcans granted to this date amcunt to ECU 211,0C0.

The IDB also participated in a company to manufacture packaging
materials for medicines and food. Total participation of the IDB in

this project is ECU 238,000.

The USAID has recently been involved with a group of irdivicuals and
institutional investors in establishing a private venture capital fund.
The project is still in the early set—uo stages and nc clear direction
aprears to have been set for the crganmizatiom. As cf late Septemter,
the orgarization was still withcut a gemeral manger.

6. Organized Jordanian Expatriates

As mentioned above, there is a large Jordanian expatriate community
living in both Ssudi Arabia and the Arabian Gulf countries. Recently,
attempts have been made to organize and utilize this community for the
tenefit of their mother country. Three Jordanian Expatriates’
Conferences have been held during tre past three years, but no clear
steps have yet been implemented to secure the flow of equity investments
to Jordan. Current propcsals include the establistwment of an investment
body to be fully funded by expatriates, although it may te some time
tefore such an institution materializes. The proposed sccope of
operations is also still unknown,

7. Arab and Intermational Investment Institutions

There are both Arab and intermaticnal investment institutions which are
interested in investing in Jordan for various reasons. These
institutions include the Islamic Develcpment Bank (based in Saudi
Arabia), the Arab Fund for Economic and Social Development, the Arab
Investment Company, the Ssuci Fund for Develcpment, the Abu Dhabi Furd



for Arab Econaomic Develcpment, the Kuwait Fund for Arab Economic
Develcpment, and several bi-lateral funds owned jointly by the
govermment of Jordan and other govermments. The Inter—Arab Investment
Guarantee Corporation, which is based in Kuwait, provides, in addition
to inter-Arab investment guarantees against war and appropriation,
information on projects in the Arab countries to encourage the flow of
inter-Arab capital and investments.

The Interrmational Finance Corporstion bas its cwn interests in providing
fimancing im Jerdan. According to uncfficial but reliable information,
the IFC can both invest and extend credit facilities of up to U.S.%6
million per year for the implementation of projects in the Kingdem. Ore
cf the majcr prcblems currently facing the IFC, as far as financing
Jerdanian projects is concermed, is size. [ue to the limitations of
acgministration costs, the IFC camnot lend small sums of money (less than
$1 million), and henc2 many Jardanian propesals are turmed down as too
small. A brief descripticn of the role of mon-Jordaniamn investors in
Jordan is provided in Part C, Linkages, belcw.

8. Aid Agencies

Intermaticnal aid agencies operate differsnt programs st to fulfill
policy regquirements of different countries. The most common form of aid
is the provision cT export credit or finarcing for lci.3l1ly-sourced
products. Suon Tinancing exposes the buyer to foreign currency exchange
risks.

C. LINKAGES

Farts A and B of this Section icentified the two major ccmponents of the
Joirdanian finamcing system, the users and the providers. Part C now
examires the currant linkages between the providers and the users of
funcs in the country. These linkages explain the current methods used
by the Jordanian private sector for raising equity, cr risk capital, and
show the relative importance of the various types of investors and
investment instruments in providing equity capital for private business.

Morey is in cdemand by either entrepreneurs cr newly formed companies for
start up, or by existing ccmpanies which wish to financs growth and
civersificaticn, cr by companies which are struggling to survive, Table
(4) Jjuxtaccsiticns the varicus potential users with the potential
providers of funds in Jordan.
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Table (4)
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1. Linkages available to entrepreneurs

The one, inescapable truth abcut the Jordanian equity system is this:
entreprensurs interssted in beginning a bucsiness in Jeorcan effectively
must decend on thelr ocwn ssvings and the ssvings of their immediste
family and friends In crcer to be able to proccaxc.

As a part of this study, we conducted a survey of the entrepreneurs who
initiated 18 existing companies im Jordan. These companies are of
various sizes, legal forms and fields of business. Tie survey revealed
that all of the proprietorships surveyed had had to te fully funced
(both capital and security for debt) by their cwners. Sources of funds
were identified by the entrepremeurs as "own savings'" by &&7% and "family
savings" by 33% of those surveyed. Equity for partrerships and private
sharehclding companies came mainly from the personal savings of the
entrepreneurs themselves. These entrepreneurs typically relied on
themselves, or on their family or close friends to get a business
~underway. Founders in 7 out of 13 companies surveyed (54%4) in this
category were found to be from the same family or related to cre
another, while two out of thirteen were childhood friends from the same
town (15%), two were found to be joint ventures with the government
(establishbed by the Jordanian Technology Develcpment Fund), and one, or
7%, Wwas a joint venture with a foreign company which invested 507 of the
equity during the 1970°s and divested to 20% in the 19680's. Only one
out of a total of 18 companies surveyed (5%) was a successful attempt to
group entrepreneur investors previously unkrown to one amother.

Appendix B provides a listing by legal form of these 18 companies, and
lists the relationships between the partrmers, their sources of equity,
types of business, size by number of employees and by annual sales, age,
and the problems in the equity-raising market of Jordan identified by
the individuals interviewed in these companies.
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We also interviewed 37 other entrepreneurs, each of whom had registered
a business with the Ministry of Trade and Industry in 19688. QOut of the
37 individuals, only five actually started a new business, twoc were
already in business but had cbtained the license for growth operationms,
one started but failed to continue, and two are still trying to start.
fgain, the mcst common complaint of these entreprereurs was the lack cf
available scurces of money (both equity and debt). Tre most commen
source of project funding for start-ups was identified as the savings of
tre individual and his immediate family. More than SQ0% of the
respondents indicated that lack of funding chanmnels was a major factor
contributing to their failura to start. Appendix C provides a summary
of these interviews wi h varicus entreprerneurs.

Although scme entrepreneurs do manage to secure funding from btamks, as
these interviews clearly demonstrated, entrepreneurs typically must rely
on treir cwn saving, or the savirmgs of friends or relatives, in crzger tc
tegin a project, despite the existence cf the eight different potsntial
providers of funds listed above. In general, banks will consider
procviding startup money only to entrepreneurs with mer2 than 100%
saecurity, although in mest cases they refuse even then btecause cf the
difficulty of collecting cn the sscurity, should the client defaulc.

As a result of this system, it is cbvicusly comsiderably easier fcr an
affluent and/or well-connectad entrepreneur to implement his projects
than it is for a less affluent/not cornected entreprereur to do so.
Afiluent entrepreneurs generally secure funding from private or family
savings, cr from close relatives cr old friemds. In most cases, trust
is placed by the investors in the individual and his ability to secure
prctit rather than in the viability of the procject itself. Put becsuse
mcst of these investments are made cn the basis of perscnal trust and
not cn the strength of the project alene, it is not enough in mcst cases
for an indivicdual to be bright with a good iuea anc well-conmrectisd; a
cartain level of wealth also must be pcssessad by tre entrepreneur
himsa2lf as an additional sacurity to other investcrs, indicating the
entrepreneur’'s ability to contribute in the event a bail out of tre
comgany tecomes necessary.

Less affluent and/cr not-cornected entrepreneurs, cbvicusly, lack accsss
to the personal savings and tre savings of friends and relatives which
are available to their mere affluent counterparts. Furthermcre, because
of the requirements of the banking system, and because2 of the lack of
any other, institutional avenues, a less affluent/urconnected
entrapreneur has cnly one real route for securing startup merey: to
identify either a rich indivicdual or a company, anc sell the project to
them. In many cases, however, this is not effective, either because the
entrepreneur fails to communicate the value of his groject, or becasuse
he coes not proceed for fear of falling at the mercy cf the prospective
financier, once he has given all of the infocrmation.

Tre IDB venture capital gprogram is a recently develcped avenue for
providing equity financing. The program has succeeded in providing four
loans (for purpcses of equity, as discussed above) for three projects,
and has participated in the equity of one company. Total lecans amounted
to ECU 211,000 and the orme equity participation amounted to ECU 238,000,
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According to IDB officials, the two most critical prcblems in this
program are, first of all, the small size of the fund and, secondly, the
lack of what they termed gocd investment ideas or, in other words, well-
developed projects.

Tee USAID'S PETRA project was a picneering program to provide both funds
and assistance to entrepreneurs from the less affluent sectors in the
scciety. #According to an assessment by USAID of the FETRA pregram, more
than 100 applications were being received every month for project
assistance and funding in the first quarter of 1988. Of these projects,
it was anticipated that 734 of the competing applications wculd te
rejected. This indicates, hcwever, that 274 were likely tc receive
funcing. Given the fact that until March 1988, fourteen businesses were
started up, eight women projects were fimanced, and funds were channeled
to micrc btusinesses and non-profit organizations from this program, it
is cbvicus that there are people cut there who have goed ideas, but
nowkere to turn for funcing and/cr for busimess development advise.

2. Linkages available to Companies

In a typical scenario, a beginning company registers with the Ministry
of Trace &nd Industry. As cur interviews of cver &0 entrspreneurs
anc/or companies clearly indicated, most beginning companies in Jordan
attempt to start with as clcse as possible to the minimum equity
investment amount permitisd by law. The partners must pay 25% of the
required capital in crder to receive permission to conduct business;
then, for the remainder of the required operating capital, the cwners of
the company approach the banks for lcans. Typically, the cwers are
required to provicde personal guarantees, in addition to pledging assets-
-between 120 and 130% if lard, and 100% if the security is cash—to
secure the loan for the company. Furthermore, banks genmerally will only
provide this type of secured loan to clients who are known to them.

Because of this fact, indivicduals who are trying to estatlish a
business, unless they are wealthy themselves, must lock for a "strong
partner” to join in with them to help with cbtaining maximum debt from
banks (i.e., name borrowing).

Qur survey revealed a strong aversicn on the part of institutional
i~westors (i.e., insurance companies, firance companies, and banks) to
providing equity for start-up companies. All of the insurance companies
interviewec indicated that they pcssess neither the excess capacity (in
personrel), nor the gualified personnel necessary to assess start-up
companies’ potential for success.

The IDB venture capital program is a potemtially gocd, but limited,
source of equity capital for start-up companies. The program
thecretically only provides equity to needy indivicuals who are unable
to raise funds indepencently, however, and the available furds are
limited. The program alsoc restricts the provision of the funds to new
and pioneering projects.

For the most part, cur research indicated that this scemario is true
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regardless of the type of company invclved. Table (S) provides a
listing of the different funding sources and instruments available to
companies already created and in the process of start-up operations.

Table (5)
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Beginning companies in Jordan zapitalize the minimum amount for a
variety of reascns, includimg tax advantages, aveicarc2 of declaration
of wealth, and utility of the investcrs. By and large, no project
financing is available to any form of company in Jerdan. Banks and
providers of funds ask for feasibility studies, but termd toc ignore them
in most cases and revert to personal lending with 100% to 1507 security.

Growth companies have a relatively easier task raising funds to meet
their objectives. Because these companies have been in business for a
while, they mormally have a track reccrd and have established bank
contacts. Most growth companies tend tc financ2 growth to the maximum
extent pcssible via debt. Successful companies are able to access funds
to borrow from banks or, cccasicnally, from semi—-gcvermmental
institutions, from intermational investors (mestly through joint-
ventures), and, more recently, some large successful companies have
approached the IFC. Although in many cases growth companies can raise
equity by either going public or selling shares tc new partners, this
practice is not common in Jcrdan. In genmeral, there is a tendency to
focus on maximizing the wealth of the criginmal partrers and an aversion
tc the dilution of their shares. In some cases, the tax advantages of
debt play a factor, but in many other cases the cwners simply fail to
assess the risks associated with high fimancial leverage.
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We interviewed four successful companies which were in the process of
attempting to secure funds for growth. The main problem facing all four
companies was nct the ability to secure the funds. Rather, they were
concerned about obtaining financing for the best (lowest) cost of
capital and in a manner which satisfied their growth interest. In
principal, all four companies cbjected to admitting new partners if the
only thing that such partmers brought in was cash. All four companies
did, however, indicate a willingness to expand the number of partners
if, and only if, tre new partmers injected much more into the business
than morey. Among the desired traits of new partmers were the ability
to secure new markets and/cr the ability tc Ekring in rew t=chnology.

Table (&) provides a listing cf growth-fundimg sources for companies of
the varicus legal fcrms im Jordan.

Table (6)
Growth financing chanmels
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Fer companies tryirng to survive and contirue, market forces are
determinant. Large companies, however, which provide extensive
employment and which =an secure the support of the government, sometimes
manage to convert banc debt to egquity. These companies write off their
lcsses, capitalize debt ard reduce capital (par value of shares). This
operaticn is not very common, but it has been done with several public
shareholding companies. Banks do not like to capitalize cebt because it
reduces their claim on the assets of the company, and because it forces
them to become involved in the mamagement of operations they know little
about.

Table (7) provides a summary of the responses the differemt users are



likely to receive from the different providers when they approach them

for funding.

Table (7)
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3. Current Investment Preferences

Table (8) below shows the current investment practices of the varicus

potential providers of funds in Jordan.

The table is based on

infcrmaticn gathered from interviews and surveys.

Table (8B)
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Qur surveys of the various investors in Jordan revealed that banks of
all kinds, including finance companies, have one main cbjective: to
lend. EBanks alsc invest excess liquidity in what they perceive to be
"safe" Amman Financial Market stocks and bonds. Total investments in
the AFM, however, are relatively small, largely because the banking
system has beer fairly efficient in lending (which is a different matter
entirely from teirng efficient in mobllizing deposits towards equity).
Most lending by banks actually gces to finance consumption. QOur
ciscuszicns with bankers revealed that they are satisfied with their
current cperations: they are not interested in changing. In their view,
as expressed to us, their job is to lend money, not to provide egquity.
The gereral imprassicn derived from these meetings with bamkers was that
they are ccnse:-vative by nature, and unlikely to initiate new investment
tools for providing equity. Previous, unsuccessful attempts to invest
in Jordan have had the greatest influemce om them in this regard; they
implied that they would cnly ke interested in participating in the
creation of tools for equity investment if they were first able to
cbserve somecne elss's successtul venture into this area. Banks
themsalves do not provide equity directly, of ccurse, but it is possible
for banks to establish subsidiaries which invest in portfolics of
securities, egquity and, perhace, in venture capital. Qur rssearch
clearly indicated, htcwever, that Jordanian bamks are not likely to
particizate in initiating this idea.

Mestings were also held with varicus insurance companies, as well as
with their Federaticn. Unlike tanks, insurance companies have rc "hard
and fast" rules against inmvesting in equities. Current insurance
company prefersncss, hcwever, arz to provide govermment-guarantesed
syndicated leoans, to invest in the securities of the AFM, and to earn
interest on deposits at the banks. At the moment, inmsurance companies
in Jordan are gemerally not intsrasted in providing equity for
indivicual prcjects, largely because they heve meither the capability
rcor the staftf to evaluate these projects. In addition, the pecple we
spcke with indicated that they ars not interested in inmvesting in
projects of this nature, first of all, because they perceive them as
risky and, secondly, becsuse they are nct a part of their mission.
Althcugh they welcomed, with cauticn, the idea of pooling resources to
establish a fund to provide equity, it remains to be seen whether or not
it is possible to convince Jordanian insurance companies to overcome
their fundamental conservatism and to act accordingly.

Our findings indicated that theres are four insurance companies which are
pcssible targets for fumd pooling. These are: Jordan Insurance,
Jerusalem Insurance (Al-0uds), ticnal Ahlia Insurance, and Arab
Intermational Federation Insurance. These companies all expressad
cautious interest in a scheme of this kind.

Semi—geverrmental investcrs primarily provice equity for new projects
initiatec by the gcocvermment. This is the investment stratagy
articulated by their managers, and it is verified by an examination of
their portfolios. Tre pertfolics of the three major semi-govermmental
investors are described above in Part B of Section One.




Foreign campanies’ involvement in Jordan is primarily restricted to
joint ventures with private companies. Very little fcreign, direct
investment comes to Jordan. There are a few examples, however, such as
one in the dairy sector.

Discussions with various govermment departments indicates that Arab
Investcrs generally cocncentrate on investments in real estate.

According to local bankers, Arab investors have only limited deposits in
Jordanian banks, while the AFM indicated that Arab Investors purchase
limited numbers cf shares and bonds. There are very few active, direct
investments by Arab investcors in Jordan and, according to intermaticnal
statistics, large investments are macde by Arab investcrs overseas,
particularly in Eurcpe and the U.S..

The grestest potential source of equity in Jordan is indivicdusls and
companies with excess ligquidity. We talked to over 25 individuals and
companies, and not cone of them was oppesed to the ides of investing in
equity, if an appropriate project could be identified, a good finmancial
package established, and a clear market for the product existed. All of
the entrepreneurs, however, voiced doubts about the ability of projects
to succeed in Jorden. Their major concarms fccused on macro eccnomic
ccnstraints to business anc on the constraints discussed below in
Secticn Two.

Jordanians, in general, still prefer to invest in trade. We surveyed a
samplirg of seventeen investors abcut their investment preferences. The
results show a clear prefersnce for providing equity for trade (13),
while industry, services, and agriculture trail behind at 7 each.
Tourism scored only 5, while agricultural industry was considersd very
risky with cnly 3 investors indicating their preference to invest in
this sector. The overriding factor explaining these investors’ aversion
to investing in agricultural! industries is the existerce of extensive
govermment ragulations. According to investors, the pricses for most
agricultural materials necessary as feed stocck for industry are
controlled by the govermment through government moncpelies, and the
prices for finished goods are fixed. Table (9) shcws the number of
investcors preferring the differsnt sectors of the ecoromy. The accuracy
of the results are obvicusly limited by the small size of the sampling
of investors.

Table (9)
Sector Preferences
(a® oxpressed by 17 Lfimvescore:?
Trade 13
Agricul turs 7
Industry 7
Services 7
Tourism b
Agricultural ircustry 3
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4. Instruments

Table (10) provides a listing of the different financial instruments
available in Jordan, and the individuals and types of organizations
which can btenefit from them. These instruments are equity, lcans,
bonds, installment fimancing, and leasing.

Table (10)

FINANCIAL INSTRUMENTS AVAILABLE 70 QIFFERENT FCARNS OF BUSINESS

PRIVATE PUELIC
INSTRUMENT PARINESSHIP  LINITED PARINERSHIP SHEREHCLDINS SHAREKOLING

EoulTY YES, 3UT NMINIWAL YES, BUT MINImAL YES, BUT NININAL YES, BUT MINIMAL
OVERZRAFTS SECURED SECURED SECURED SECLRED
TERA LOANS SECLRED SECURED SECURED SECURED

SYNDICATED LCaNS o NUT. cenneN NCT CCRNCN PCSSIELE

y 0 FOISIBLE BUT
30408 NO 0 DIFFICULT, REQUIRE

BOVT SUARANTEES

INSTALRENT FIN&NCE 133 YES €5 YES

LEASING YES YES YES YES

Although egquity, as discussax above, is clearly only provided to the
absolute minimum extent in Jordan, it is nmevertheless the most vital
element for beginning businesses in the country (meaning, all
entrepreneurs must have it themselves in order to start; if they do not
have it themselves, they cannot start). By definition, equity is what
investors commit to a tusiness from their own resources. In Jordan,
this commitment is made, but in a rather indirect manner. A commcn
scenario is for an investor to plough as little cash as possible
directly into the company for equity, and to s=cure the debts cf the
company by providing personal guarantees with security. /hother common
practice is to borrow from the banks against acceptable securities and
tren to capitalize part of the proceeds as equity, while using other
parts to provide partners’ icans or shareholders’ loans to the company.
While these practices indicate an aversion to providing equity in the
accounting sense, they do show a willingness on the part of investors to
commit to a busimess. Investors in Jordan avoid providing equity for
reasons other than a lack of funds or ¢ lack of commitment.

Loans are extensively used by companies of all legal forms in the
country. Most Jordaniam companies attempt to borrow the maximum anount
of funds possible to substitute for the shortage of equity. As a
result, most companies in Jordan are heavily leveraged, with an average
debt:equity ratio of between two ard four, and the cost of capital is a
major burden on their operations.



Probably the most common of all debt instrumentz in Jordan is the
overdrart. QOverdraft facilities are extended for one year, and are
generally renewable amnually. Disbursement of funds are usually
liberal, and interest charges vary from one client to another, according
to their financial standing. Overdraft facilities are generally
secured, and are offered to companies of all types a~d, usually, in all
fields of business, since there are no hard and fast rules to restrict
their assignment. Most companies use overdra¥t facilities to finmance
their operaticns, and commenly refer to this kind of financing as
"working capital”. In 1928, overdraft facilities in Jcrdan amcuntsd to
JD 628 millicn, and constituted 41% of total debt fimancing in the
country. In May 19689, overdraft facilities amounted tc JD 606 millicn,
and constituted only 38 of the total debt financing im the country.

Term lcans are generally used to finance fixed assets and/or working
capital, and are usually extended for a pericd of up toc eight years.
Interest on term lcans is fixed for the entire pericd of the loan, and
repayments are expected either quarterly or semi-annually.

Because term lcans are project-specific lcams, they tand not to bte
popular with esither bankers or borrowers. Bankers must become convincesd
of the viability and credibility of the project, while btorrocwers dislike
the lack of flexibility which comes with a term lcan as copposed to an
cverdraft, and the need to meet payments when they become due. Term
loans are provided against collateral, which may include mortgages cf
real property, charges cn shares and bonds, bank guarantees, the ?
endorsements cf letters of credit, or the acceptance of transfer of
rental rights st industrial estates for projects lccatad there.

Term loans are usually offered to companies of all legal forms, without
clear discrimination against any line of business.

Syndicated lcars are available to large projects, in both the industrial
and mining sectsrs, which are beyond the capacity of a single fimamcing
institution. Participants in syndicated lcans may include, in addition
to banks, semi-govermnmental institutions, investors, ard insurance
companies. Syndicated loans are usually granted fcr a pericd of saven
years at a flcating rate of interest, plus a 1 to 2% commnission.

Bond issues began in Jordan in 1979 and are traded in the Amman
Financial Market. In Jordan, bond issues include corpcrate bonds,
development bonds, treasury bonds and treasury bills. Bond issues are
generally available only to public sharsholding comparies and govermnment
authorities, and they are usually used to finmamce large projects in
either the mining or industrial sectors. Eetween 1579 and 19688, 27 tond
issues were made, and all issues were guaranteed by the goverrment.

Leesing is practiced by thrze companies in Jordan, with emphasis on the
construction sector. Leasing is available to companies of all legal
forms, but this type of fimarcing is still urcommon in this country.

Installment financing is practiced by the Islamic Development Bank and

by institutions operating according to the Sharia‘a Islamic code. Eoth
leasing and installment lcans constitute only a small pertion cf the
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financial instruments used in Jordan, when compared with the other forms
of instruments in use.

S. The Amman Financial Market

Potentially tre single most important forum in Jordan for linking the
providers of funds (i.e., investors) with the users of funds (i.e.,
entrepreneurs and companies) is the Amman Financial Market (AFM).

The AFM links investors and users of funds by providing equity and debt.
Equity is provided to companies through the issuance of shares in the
Primary Market and in the Parallel Market. Debt is provided through the
issuance2 of corporate tonds and cevelcpment bonds, toth of which are
guaranteed by the government. The Secondary Market provides a forum for
sgeculation by investors.

Table (11) shows stock and bend issues and fixed capital formation
during the years 1978 through 1988.

Table (11)

FFM stock and bond issues and Tised capital formation, 1975-19€8.

Years Shares Corporate | Development Total Fixed capital {ssues to
share JO bonds in bonds in {in J.0) Formation fixed capital
{J.0 million){ (J.0 milllon) in (J.D million) formation
1978 11,901,117 -— 10.0 21,601,117 229.1 9.6%
1979 16.887,705 5.0 11.0 32,887,705 284.3 11.2%
1980 37,764,260 50 10.0 52.764.2€0 3973 15.8%
1981 74.547.574 50 9.0 88,547,574 554 8 15.7%
1982 91,308.682 25.0 12.0 128,308,682 597.3 215%
1983 59,910,000 22.0 12.0 33.910,0C0 502.8 18.7%
1984 6.283.530 19.5 130 38,783,620 485.8 7.5%
1985 10.675.000 8.5 20.0 39,175,000 473.1 8.3%
| 1986 11.420.000 19.0 15.5 45,920,000 458.7 10%
, 1987 28.159.538 50 26.0 59,159,538 446.0 13.3%
L1988 7,000,000 9.66 17.0 | 33,660,000 -_ -
Total 365.857.506 123.88 155.5 645,017,506 - -

Only companies registered as public shareholding companies with the
Ministry of Trade and Incustry may benefit from the AM stock exchange
facilities. 7o be listed in the Parallel Exchange, a company must be
registered as a public shareholding company with the Ministry of Trade
and Industry, it alsoc must have received an inception certificate, and
its paid-up capital must equal at leasst S0% of the total shares’ par
value of the company (declared capital). In addition to meeting the
above requirements, for a company to be listed in the Regular Exchange,
at least one year must have elapsed following the inception date of the
company, an annual report must be publishted, and certain informaticn
disclosure requirements must te fulfilled. In practice, most nesjy-
fermed public sharzholding companies list in the Parallel Market for one
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or two years before listing in the Regular Market. Table (12) shows the
number of companies listed in the market from 1978 to 1988, while Table
(13) provides a list of all Jordanian sharehrolding companies and their
status as of 31 December 1968.

Table (12)

Number of ccmpanies listed in the AFM from 1978 to 19€8.

1978 | 1979 | 1980 | 1281 | 1982 | 1983 § 1984 | 1985 | 1986 | 1387 1988
Reguiar Market s7 Al 7 72 86 95 103 104 104 106 107
Paraital Market - - - — 13 13 12 13 11 13 13
Co's To Be Listed - - - - 16 17 16 " 8 4 4
Total st n| n| 72| wvs| 126 13| 28] 23] 123 | q2e

» Trading :n tne Parailel Market started on Fez 20, 1582



Table (13)

List of all Jordanian shareholding companies and their status as of
31 December 1988. :

Shereholding Co's

Regulsr Market

}_

L Sanhy snd Financis! Inst.

J 1

Industry

|

1 Sz@wa

2 JvomNuore frw

3 ComsArmman Bore
BamoltJwown
ThaPoa t1tevef nanerg Corp.
RS Deveteomart §ore

17 Jorgw teiree Bare M

13 NbnaceCop Umaww

10 Jeomr Secs e Cvro

'S M Mswwe Currerey Evcrerge
'8 Jmomn Fnence rouse

11 etaret: Inveyimere | w8 e

18 TheNsntrw Fingre: of nvestment
‘9 Natanal Partiodo Secue ey

33 Dwcofo Homeg § Bap €31 010 ivvestmar
11 Bentsimemverimane Co

32 Jmdwnmvevimer | FrarceCap.

I FrecadCrecnCop
|

1 lovomntohecco ara Cowentes

T ThaTraw Jordn Vew o Pewpch Co.
3 loromn Comurd Factores Co

4 JoganPrasphme Mg Co

S Mo Prpsn

€ lwrten Pyircsonum Rewwry Co

7 The ot Ioveng Co

® WaoeammurraeCa.

™ . G4 LAy a
10 Dearnn <Co
11 e Jorcwn wresien Mdy Co

12 Jordmn Coneteonery Ca

13 Joraw Crneme marrmes Co

14 JoanCwyCo

1S Jocwn Preeng sa Pavsgrelo

18 Jregen Pape and Cordhowd Factores Ca.
17 Punee Movwng Co

19 Jordwn Sorvwng § Weeveny Co

19 Ranamovmins Co

23 lagwniMovs Mawscheng Co

17 JoramnGlass vanires Co

72 %30 Chemcn Detergers iInchainey

73 Cw - & Dawa Dsvepmars § irveuran Co.
20 JodwiLme 8 S B swuenes

29 Arnt irvmpimvent § itpmavne Trone CO.
» Ao

L

tnsurence

I

| Jwden reserce Co

2 Mare €31 merece Co

3 Unted s ence Co.

4 The Aruven Sam vwwexe Ca.

3 Gewe moexeCo.

§ Jwwem mesove Co

? Jmdwn Eage imusarce Co

8 Jwdgn franch e snca Co

9 Aee Urann rnarngromel Inus ence

10 M-rohe i ence

H Aob Bepan e ecs b Aevmrernce Co.
12 Pore Jovawn e oce Co

13 Urvarsd nsoce Co

19 Yorwm ivusees & farvsonce Co
'S The Halyleng ey wree Co.

19 A Ule b Acowtent i ee Co

17 Mdacetive vasarce

1 Jwden - st e wee

19 ARICO Ve insweree O3

8 NeAnse Nerwne mewexe Co.

17 Mav e Co

38 Orat Dry Baviones rensiney

29 The e Prper Cormverting 8 Traong Co
30 Netiorms Stem iassiry Co.

N Neonal innrsines Co

2 Chemcm L]

13 Jorown mcueirie investmends

3¢ JmamnCremwniwentiasCo

13 Jaroms Broh - Wool Incvir ey

38 Urevers st Cluwmac o Incaw s Co

237 Alsochnindmirey

38 Jorgen meorines & MeichCo

38 Jorown weag innssines UWCOY

40 Natarwe Catne & We Munsuchorg Co

€1 S Suipwn Cremeny

47 A Conter v Prarmscoune o8 o Chomc ity

1 R - 8-A2p Spveng Brg Ivvatmed ley Houeng
2 ssace Env Eserange Ca.

3 Jwew Mescs Con,

4 Avad Tonwrem weeenirmet Co.

S Jorowe Treoe Facses

§ Carerss Nronw o 1120wg on Shwage

1 ovamn wamnsnong Traong Conter

¢ Jwom Eveprens o Caimrong ond Tomun
# “uien@ Dovmoomend ervt france Co

10 Averwecisrm Convectong

11 Jorasn Nesoy 1o Wee Menviachemg Co
13 ‘ranones Duavy Co

13 .ovcon Precavl Concrete

Companies waiting 1o de listed l

t The orcen Commeny i T V. Redhe endt Cinerma Mrosucion
2 Josan Maverey Covey

3 et naare Giowo

¢ .oam Paan Pocereng & Matemng .

|

[ Services

1 dmdwn i Powe Co

2 Jwderrenen § Taswn Ca

3 wteg Dt Erecroty

& Jmdm sereh e Co

$ Gonge Oeners Fs0e oren OfMce

9 Cu A - Sead Pos. Pot b L Dvitnang Co
1 Not sw@raiore open Co

L d 8 Uvestocs & Powery

9 Jorten Netorw SNppey et

0 & » I

11 Gonws owvenimore

17 Jevden Tousem § So@ Covptee

13 Urvier) Mdcle €09t & Corvmomiore tmteg
14 Jwown Leswng Con.

'S Jrow Oull Raw Estare Co

18 S den Managemer § corndexy

17 Pena e prvn § wawng Eoxvmevt Co.

" {1 Pening & Co
19 Joden Riwes Ca. W Ag s s & Fend Praauxty
20 Jmamn Prey FrasmeavAl fa't

1 Jmden ™
12 \eme’ n rverima § Ingrenst F ecition




The Primary Market is, essentially, the forum where equity is provided.
During the boom years of the mid-1970's and early 80‘'s, the number of
large projects in Jordan was high. Many companies were established to
cater to what appeared to be an ever—growing market. Between 1978 and
19682, the Primary Market in shares experienced an average annual growth
of 56.7%., and the total value of new issues in 19682 exc=ecded JD S0
million. Following the regional recession in the 1980°s, however, many
public shareholding companies realized that they had cver-invested.
Production was well below capacity and, for most public shareholding
companies, short—term debt was increasing. This prompted many of these
companies to fund shori-term debt through corporate anc development
bords.

Althcugh, in theory, the AFM is an effective forum for raising eguity,
in practice it cnly benefits companies of a specific size and legal
form. Since cnly a few companies are either able or willing to go
public, the AFM is automatically precluded from currently being
considerad a sericus avenue of “unding for small private business.

The mcst active trading in the AAFM is docme in the Secondary Market,
where existing shares are circulated amcng competing, speculating
investors. Unlike the situation in the West, indivicduals ard not
institutional investors are the biggest participants in the AFM. Arcund
£00,0C0O investcrs traded in shares during 1987, with limitesd
participation from institutional investcrs. This explains to a degree
why, despite the fact that a large number of investors participated in
the market, only a small percentage of total tank depcsits was actually
invested in the market (&% in 1987). Furthermcre, it explains the
volatility of the market and the unrealistic pricing cf mecst shares.

Discussions with various investors in the Market have shown that mcst of
them tend to invest in the AFM in stocks of banks and inmsurance
ccmpanies, rather than in sharss of incustries cr services. According
to the AFM statistics for 1967, the highest JD investments in the formal
exchanges went to bamks (at a market value of JD 435 million), industry
(JD 359 million), services (JD &2 millicn) and imsurance (JD 39
million).

The Company Law of 1989 has offered a new opportunity for potential
users of funds to gain access to providers through the AFM. A
partnership by shares company may now be established with as little
capitzl as JD 100,0C0, and may te registersed and tracded through the
exchange. To date, however, not a single company of this form bhas been
established. This could be due partly to ignorance and partly to a lack
of desire to abide by AFM regulations, as well as for other reasoms.

In sum, funds for equity fimancimg are availatle in Jcrdan, but have not
been mobilized. Large amounts of money simply remain idle imn bank
ceposits. For a number of different reasons, the AFM benefits only a
few users, and users have failed to take advantage of the recent changes
in the Company Law. The result is an inefficient system for mobilizing
savings into productive equity. By and large, equity im Jordan is only
provided through direct contact——as it is in traditional, rural



communities—despite the fact that Jordan today is a large and complex
society. As a result, those who bemetfit from the availability of funds
and who use them as equity are generally the savers themselves, their
immediate family, their relatives, or, to a lesser extent, trusted
friends. By and large, there are no channels in Jordan to provide
equity financing to small start-up companies.



SELCTION TWO: CONSTRAINTS
A. CONSTRAINTS FACED BY THE USERS OF EILITY CAPITAL

The users of equity capital in Jordan face a number of constraints in
their efforts to raise equity capital. Many of these constraints
cverlap with or are at least intluenced by the constraints also faced by
the providers of equity, which are discussed in Part B, belecw. Cur
interviews with varicus ccmpanies and individuals identified a numbter of
common problems.  In descending crder of priority, trese are:

1. Urndoubtedly the graatest single constraint faced by the users of
furds in Jordan is a lack of funds being msCe available for Investment.
A lack of funds readily available for irvestment is not the same as a
lack cf funds. To understand the differamce, it is mecessary to
determine, first of all, what money is available in Jordan and,
saecondly, to examine the attitucdes of thcse who have this money, in
crder to determine whether cr not they are willing to invest it.

Money placed in fimarcial irstituticns in Jordan belongs eitrmer te
private depositcors (rssicent amd non-resident) or to public
instituticns. For the purpcses cf this repcrt, we arz interastad
primarily in mcney available from privats entities (individuals and
companies), who placed tre funds in the financial imstituticns to
satisfy certain utility recquirements.

A brief survey of btank depcsits shows that large amcunts of both
Jordaniar dinars and feoreign currency are invested in the form of
savings deposits and time deposits in the fimancial imstitutiens in the
country. More than 1.4 billicn dinars is placed in Commercial benks in
Jerdan in the form of savings and time depcsits belcnging to rasident
Jerdanians. In cne btank alcne, the bank manager informed the writer
trat several of his acccunts had depcsits of JD cre milliom and more,
and telonged to private individuals. Ore such acccunt had JD 7 millicn
in time cdeposits. On ancther cccasion, cre of the individuals
interviewed by the writer revealed that Fe had D.M. 36 million in time
deposits at a local bank. Non-resident deposits in Commercial banks
amount to J.D. 440 millicn (according to the JCB bulliten of May, 1989)
and mostly belong to Jordanian expatriates living in the Gulf States.
Tables (2a) and (2b) in Part B of Section Cne provide a list of private
depcsits in the Jordanian banking systam.

As these tables clearly illustrate, therz is nc lack of furmds in Jcrdan.
The prcblem is, under the current system, that it is mot being mace
available to entrepreneurs cor small privata busimesses in the form of
equity capital. .

2. What the users of funds lack, therefore, are asctive Instltuticns
which provide equity to entrepreneurs and small businesses.

As discussed in Secticn Ore, entrepreneurs and small businesses
effectively must rely on their own savings or the savings of friends and
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r=2latives in order to develop project ideas. For the more affluent
and/or well-connected entrepreneur, this situaticn is not a major
constraint, but for the less affluent and/or not—connected, there is a
majcr need for an active institution to which these individuals and
businesses could turn for funds. Perhaps the best-known example of this
type of instituticn is the Small Business Administration in the United
States.

The PETRA project arnd the IDB venture capital program are perhaps the
closest Jorcan cocmes to preoviding instituticnal Felp im this regard.

The FETRA project, hocwever, is mot able to deal directly in equity
investments, while the IDB procgram is very small, with 350% of its
venture funds already committed atter less than cne yesr in operation.
Furthermore, toth projects ars furnced by men-Jordanian scurces, and thus
do not ccnstitute a mobilization of lccal savings.

3. Anotrer majcr constraint is the lsck oF an insidtution to provice
active suppert for entreprenesurs arid small businesses 1n the process ofF
cdeveleoping project ideass.

There is a rneed to actively Felp an entrecreneurial class to develop.
Histcrically, Jordan was, for thcusands of years, a trading natien,
rather thnan a preducing naticn. While this is slewly chanmging, old ways
are nct easily supplantsd, arnd rew ways must be learned. A successful
entrepreneur is, in reaiity, a gereralist, scmeone capable of using
existirg information to icentify market opporturitiss and then putting
tegether a complete package tc explcit the available cpportunities for
profit. Mcst Jordanians, bowever, prafer to tecome specialists rather
than generalists; Jordanian entreprsreurs therefcres nesd access to
generalists to Felp provide them with tre skills they lack to develop
their projects successtully.

Even afflusnt and/cr well-ccornectsc entrepraneurs sssm to suffer from a
lack of awarsness of the imgortance of these skills, as well as from a
lack of expert human resources in the fields of financial management,
marketing, and overall project cevelcpment. These whc are wealthy
enough do scmetimes import expertise from places as far away as the
United States, or else develop their projects in the form of joint-
ventures with otker companies. Equitable jeoint-venturss, hcwever, are
not easy toc come by in Jcrdan because of the limited advantages Jordan
appears to offer foreign corporationms.

4. Mcst investors also identified govermment regulseticns as one of the
most impcrtant factcrs affecting the provision of egquity. Many
Jordanian laws were established years ago, when a different economic
climate prevailed. Although a rmew ecocnomic climate exists today, the
old laws remain the same. The tax law, for example, favors cash savings
over investments, with a devastating effect on the provision of equity
in business (i.e., interest paid for cdebt is tax-decuctible, while
interest earmed cn deposits is exempt from taxation). Furthermore,
while good acministration eases the burden on investors and attracts
them to a country, attractive investment regulations are not sufficient
by themselves to make people invest their money in business; proper
implementaticn is also necessary. Jcrdan, for instance, created a "one-




stop government window” at the Ministry of Trade and Incustry to make it
eisier for investors (bolders of equity) to start new busimesses. This
cne stop government w’.idow, hcwever, has failed to attract business and
investment by reducing the administrative burden.

S. Most entrepreneurs and small businesses have difficulties marketing
their products. This becomes a censtraint in raising equity, sinc2 Tew .
providers of funds are likely to invest in tre development of a product
for which there is nc agparent market. 0Often, however, this is more a
problem of perception and lack of informaticm tham it is a real lack of
markets. Our surveys disclcsed a reluctarce cn the part of both users
anc provicers cf funds to finance evaluations cf market potentials, and
a lack of informaticn about potential markets. There is alsc a need to
develcp more sophisticated marketing skills.

The Jcrssanian market, for example, for most croccucts, is rather small.
It dees not in most cases justify (with tre excspticn of scme
agricultural-tasad processing schemes) the estatlishment of import-
substituticon incustries. Trerefore, projects which can potentiall
attract eguity investments must bte able tc tske advantage of Jerdan’'s
lecaticn, friemcly relaticns, and bilateral proteccls, in order to
penetrates othker markets in the regicr.

Regicrnal markets fcor Jordanian products can te diviced into two classes:

1. Foreign exchange—-rich markets, such as Saudi Arabia ard the
Gulf countries. These markets are open, and Jordanian industries fird
it difficult to ccmpete in trem for sccial ressors as well as for
reascns ralative tc consistency of quality and price. Recent gains in
the expert of agricultural produce to the Gulf as a result of tre
devaluaticn of the dinar in no way contradict this general tencency.
Furthermore, the pemetraticn of these markets reguires marketing
capabilities currently beycnd tre reach of mcst Jordanian businesses.

2. Foreign exchange pocr msrkets, such as Egypt, Syria, Irag (at
present), Yemen and South Yemen. These countries ternc to prefer to pay
for Jordanian prcducts through barter, which means that the Jordanian
producer dces not receive the benefits relatec to foreign exchange from
exports. Furthermcrs, more and more of these countries are becoming
less ard less interested in bartering products for which they can earn
foreign exchange if they exported them to other countries.

A non-regional msrket for Jordanian products which has been little
explcred is the EC. This market has cocnsicerable potential for
Jordanian products, if the appropriate products are icdentified and
producec, and if appropriate marketirg strategies ars cevelcped to
exploit these markets. Particular advantages for Jordan in Europe are
based cn the existence of the Jordaniam-EC protocol, and on the fact
that many Far Eastern countries completely fill their annual import
quotas to the EC. As a result, Jordan has the potential of becoming a
part-producticn/assembly station for many products from the East, to be
re—exported to Europe as Jeorcaniam products, after fulfilling the
country value—-added criteria.
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6. During our interviews, a number of Jordanians, both investors and
entrepreneurs, identified various factors of producticn as constraints
on their ability to provide or to raise equity capital. These included
the work force (labor and management), energy, raw materials, capital
equipment, and natural resources.

a. The work fcrcs: There is a need fcr the education ard traiming
of management in both the private and public sectors. Particular
emphasis must be placed on thke development cof strategic, finmancial and
marketing managers. The Jordanian werk force, when utilized properly,
is educated, easily retrainatble and, with the proper incentives, can be
dedicated. This is evidenced by the success of some Jordaniam companies
in unusual fields such as the pharmaceutical industry, the manufacturing
of lifts and the manutacturing of some agricultural implements (i.e.,
Maice in irrigation, and Rama in spraying and ploughs). The recent
devaluaticn of the Jordanian dinar has had the favorable effect of
reducing the cocst of labour, but this potential advantage is meaningless
unless greater emphasis is placsd eon improving management for
productivity, efficiency, and quality. :

b. The cost of kydrocarton energy is fairly high. Research is
teing carried out cn developing altermate scources of energy, but so far
the use of otrer forms has not teen very successful in the incdustrial

secter.

c. Mocst econemic activities currently taking place in Jerdan
appear to deperd on Imporisd rsw materisls. This crzates a scope for
eitrer the development of basic, primary industries (such as glass
manufacturing or the develcopment of a fcundry) or for the easing of
current restrictions cn the import of basic materials needed for
Jordanian industry.

d. Capital equipment for incdustry may te brought into Jordan
without major restricticns and without duty (according to the
Encouragement of Investment Law). Many Jordanian businesses also are
able to buy reconditicred equipment from Eurcpe at reasonable prices.
Such equipment, however, in many cases, is mot as geed a bargain as
buyers may think: yield, productivity and efficiency factors are cne
reason, while unavailability of spare parts is another,

e. Jordan has few conventicmal natural rescurces. Rs a result,
this is not a majcr avenue for the injection of equity into the
country’'s eccrnomy. Creative treatment of mon—conventional resources,
however, cculd provide am avenue for attracting equity, but substantial,
professicnal studies are needed to evaluate the possibilities in this
area.

7. A final constraint mentioned by a number of different entrepreneurs
and other analysts, and one which is difficult to pricritize, is the
social~political climate of Jordan. The socic—-political profile of
Jordan is complex. This complexity is brought about by a variety of
factors which include but are not limited to the make—up of the society
(the presence of a large number of refugees arnd immigrants), the
cultural process of socialization and child up-bringing (i.e., the



supreme authority of the father-figure, etc.), and a variety of
political and legal factors relating to a government administering the
affairce of a country in a turbulent regicn., The latter often lead to
strained relaticns between the govermment and the private sector and, in
the end, take their toll on the willingness of potential providers of
equity to invest more funds in business. The result is a risk-averse
population, with a stort-term cutlceok, leery of investing in a
politically turbulent regicm of the world.

B. ONSTRAINTS FACED BY THE SUFFLIERS OF ELUITY CAPITAL

fs was demonstrated atove, it is atundantly clear that funds are
available in Jordan. Threse furds have not, hcwever, teem mace available
for equity investments in Jercdarn. Are Jordanians, by temperament, cnly
savers and not investors? Or are there significant constraints which,
to date, have deterred them from providing equity capital in Jerdan?

To answer this gquestion, it is n=cessary to examine, first of all, thke
utility requirements of JorzZanians with money. Interviews were
conductad with nine well-kncwn, wealthy ingividuals living in Jordan.
From trese interviews, the follcwing tendencies were cbsarved:

1. The primary cocncsrn of mest Jordanians is the ssfety of their
funds; hence, Jordanian investors prefer to invest in going concerms.

2. A second concern is for a positive but secure return on thelr
irvestnent; tence, they prefer to invest with an established instituticn
or individual with a clear track record.

3. These individuals also desire control. This is a result of a
general lack of trust on the part of investors in Jorcdan, and in the
credibility ancd competence of Jerdanian management.

It is clear from the writer's interviews with varicus investors and
existing companies that Jerdanians are not only savers: they are also
willing to invest. This is evicdenced by the fact the Jerdanians dc
invest abkroad. Inceed, many Jordanians are willing to remain passive
investors, once credibility and trust in the competernce of thcse
managing their funds is establisted. Investors with varying interests
identified the follcwing as the main problems which stcp trem from
investing in Jordan:

1. The single, greatest constraint to investment as icdentified by the
potential suppliers of equity interviewed in the course of this study is
a problem in the avallablility of what they perceive as good Investment
iceas.

During two interviews conducted in the course of this study at the
Ministry of Trade and Industry, the writer witnessed two different
investors at cn two separate cccasions interrupt the interview to
enquire about projects for investment. These investcrs stated that they
had morey, were lcoking for ideas, and wondered if the Ministry of Trade
and Industry had ready ideas for them to invest in. Of course, it is
reither the function nor the cduty of the Ministry to provide such
information. It wculd have been appropriate, hocwever, to refer such
indivicuals to a specialized instituticon capable of previding investment



options to the concermed pecople to meet their investment requirements.
As is, and without commenting on the credibility of the two potential
investors, they were turmed away empty handed.

Good investment ideas never come out of a vacuum. Many ad hoc ideas may
be presented, but for such ideas to become credible, viable and
workable, specialized work, effort, time and mcney must be spent to
develcp them. What Jordanian investors really face, then, is a lJack of
cracibly developed rproject iceas, and good investment propesals, rather
than a lack of gocd investment ideas.

Although many indivicuals acprosch investors with idess which in many
instances aprear cradible at facz value, those who preszsnt the ideas in
almecst all cases fail toc provide sufficient evidence that the project
can succeed. Primitive market evaluaticns, static fimancial
projecticns, weak technolegy identificaticm and the lack of fimancial
packaging do not make for a geced imvestment propcsal.

Lack of project develcpment can clearly te identified as the single mcst
stifling factor in the develcpment of both business ard equity in
Jerdan. It is because cf this factor that many industriss in the
cocuntry have failed in the past, and provided Jeordan with its present
ratrer unfavcrable track rscord in new business start-ups. This is alsc
the reascn many investors arz unwilling or unable to grovide eguity to
entreprsneurs, and e reascn that banks prafer to provide persconal
financing rather than project fimancing.

Although project develecpment is identified by almost all of the
providers of funds in Jordan as very impertant, very f=s of them are
willing to spend mcney to develcp a project tefere investing. This
attituce towards prcocject cevelcpment stems from ignorance and a lack of
familiarity with the proccsss. Most pecple have btecome accustomed to
seeing Teasibility studies as meaningless write—ups, used only to
ccnvinca2 cne regulatory agercy or anothFer to provide scme license. As a
result, most of these who write such studies are writsrs anc not
researchers, the regulatcry suthcrities who demand them do nct consider
them credible, and the entreprsneurs who pay for them are mot normally
reguesting the study to satisty themselves that they are making the
rignt investment decisicn; Fermce, they will cnly pay as little as
pcssible to have them generated.

Ideas, when properly develcped by professionals, have greater chances of
success tham otherwisa, This maturally dces mot mean that every ides
when cevelcped well will succsed, but chances of success have besn known
to reach between 70 and 0% (in incubater facilities in tre U.S., in
high-tech, with uncertain parameters). Although project develcpment is
expensive, it is much cheaper than financial ancd ecoromic failure. For
example, spending JD 40,000 to cevelop a project may save ultimately
millions of JD's, if the develorment process indicates that the project
is for crne rezascn cor another not feasible.

The project development process, as referrad to in the context of this
study, involves much mcre than the write-up of a feasitility document cr
a busimess plan. To be successful, project develcpment must extend




beyond the planning stages to involve the setting-up stages and beyond.
The setting-up process is the bridge tetween a business plan and the
creation of a fully funded ccmpany. The need for the involvement of
professional project developers in this prccess stems from the practical
realization that while business plans are necessary to identify
investment parameters, they are not by themselves sufficient to attract
investors or secure success. AN analysis of a complete project
development cycle is located in appendix E.

2. Another constraint idemtified by the provicders of equity, as well as
by the users of equity, is government interventicn in tusiness. This
takes varicus forms, but includes mencpclies con the supcly of some basic
materials, price-controls on scme enc-procducts, and gereral interterence
by government in business.

3. Potential suppliers of equity also ifdentified a pcor t~ack rscord as
a major ccnstraint. In the general perception, there ars cnly a few
cases of success in business in Jordsn, while stories of failure are
relatively large in number by compariscn, and mest investcrs we
interviewed believed that the general FCI cn eguity investments in
Jerdan in the past has nct besn encocursging.

4, Investors also ccmmentsd o the pccr—quality of marsgement.
Gualified middle- and upper-level manacement perscnnel sr2 in short

supply in the Kingdom, due to low pay scales. Particular sheortages
exist in the areas of financial, marketimg and planning management.

Cther constraints identified by investcrs are:

S. pcor markets (wrether actual or real is immaterial: since the markeits
appear pcor to the investors, this percesticm acts as a constraint).

b. conservative attltuces.

7. sccic-political factors, such as a pe-~cepticn of a potentially
unstable envircnment for investment.

It is interesting to note, however, that the various investors did
express their confidence that these prcblems could be overcome, cnce
more effort is exerted cn project develcpment.

C. THE LACK OF EFFICIENT FINANCIAL INTEREDIARIES

fn additional censtraint on the availsbility of equity in Jordan is the
lack of efficient finarcial Imstitutions., The signifizarce of this
constraint is in no way diminished by its pcsition as the final item in
this survey: it is a constraint which affects users ard providers of
funds alike.

In a small rural community, providers (affluemt individuals) and users
of funds (entrepreneurs) are usually either related or known to one
another. Because affluent individuals, in such communities, tend to
keep excess cash and have it readily available, entreprermeurs are able
to approach them directly for fimancing. Until recently, Jcrdan
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operated in this manmer, and through this system of direct contact
savings were utilized fairly efficiently to the satisfaction of most
people’s utility.

In tcday's more complex and larger society, the atove system does not
work, Dlespite the fact that Jordan’s wealth has grown many times over
in the past wenty years, this growth cccurred rapicly anc the attituces
angd mentality of many of the pecple have not changed. The affluent no
lenger keep their monzy readily available, projects greccsed by
entrepreneurs have tecome mor2 sophisticated and complex, and direct
contact tetweesn the atfluent ard entreprareurs has tecome mors
difficult. Threse factors explain the current iretifiziercy of mcbilizirg
savings intoc eguity.

As demcnstrated atcve, savings in Jorcan tend tc be in tre form of rsal
assets ard tank cdepcsits. A significant savings potsntiel exists to te
nokilized in Jordan. This is much mere true mcw tham che year 3ago,
tecause until recently bank depcsits wers a goed invastment altermative,
as the real ret raturn on investment was positive. Today, however, with
inflaticn running much higher than interest earmec o~ cdeccsits, the net
raal raturn on seeh investnents is negative. This przsasnts tre
irdividusal ipvestor with the cotion of depsrting from banmk deposits and
investing in r=al estats in the absence of other investment instruments.
Ceparting from bank depcsits to resal estate, however, exgcsas the
investor to disadvsntages relatsc to liquidity, divisibility, and
vulmerability to loss of value.

This situaticn, as described abcve, creates a valustliz ceppertunity for
tre Jcrdanian financial system. Since liquidity is s r=alative term to
investors and means differant things to different ssvers, financial
instituticns should now be able, from t-e eccneomic standpeint, to offer

a variety cf investment instrurents with varying degrses of liquidity.

Cocd bank management raquires assats arc liabilities practices which set
liquidity at the bank to tre minimum level recguirac to meet the demands
of the depositors. Eanks in Jordan, however, have grown accustomed,
over the years, tc a prudent degrze of liquidity and, scccrding to the
Price Waterhcuse report of May 1989, tc efficient lerding. While this
symbolizes efficiency in the banking sense, it alsc symbclizes
imefficiency and failure in the mobilization of savirgs to production.

Savings mobilization by fimancial imstituticms requirss three major
factors:

1. An overall favorable mac-o—-scoromic arnd finmsrcial environment
in the country, which is conducive to successful cperations.

2. High—quality management at all levels, which is independent
(decentralized) and which concerns itself with financial success
and viability.

3 A well—cdeveloped legal and banking system.

Ancng the most common complaints expressad by barkers themselves, when
confronted with accusations cof inefficiency in the financial system, are
the follcwing:
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1. Banks have poor quality lower and middle management perscrnel.

2. Proposals for fimancing by entrepreneurs are deficient in
quality and camnot be considered seriously.

3. The banking system is beavily regulatsd by laws which cdo not
take new barking products into account.

4. There is a general lack of informaticn on the credibility,
reliability and trustworthiness of individuals.

S. There are no clear disclosure reguirements for businesses.
Getting a true, accurate and reliable picture of the financial
standing cf an organizaticm im Jordan is difficult.

According to the Price Waterbcuse report of May of 1989, the Jcrdanian
barking system is efficient. The report states that 704 of bank
deposits are lent (althcugh, in fact, the Arab Banmk, by far the largest
tanking instituticn in Jordan, registered at tive end of June 19€9 a
liquidity ratic—i.e., cash in hand and at btanks and in beonds, to total
assets—oTf &5%), and that the high degree of liguidity in the Jeordanian
banks is a prudent practice, given tr: scciety’'s preference for cash.
This in no way ccntradicts the findings of the present report. Loans
offered by banks in the past have bteen mainly usad to finance
consumpticn, and althcugh the firancial system as a whole may ke
efficient in lending morney, it is inefficient in mebilizing savings to
equity cr precucticn.



SECTION THREE: RETOMMENDATIONS

To maximize the flow of funds from currently idle, lcss-making bank
savings to productive equity imvestments, two sets of recommendations

shculd be cbserved.

Tre first set of recommendaticns invei-es the financirg system itself,
arc is designed to bridge the gap between usars and providers of funds
and to increase the etficiency of the finmancial intermediaries in
mcbilizing savings to equity investments. The second sa2t is more
germeral, arnd is fcrmulated to improve investment conditions, and hence
to create new cppcrtunities for equity finarmcirg.

A. FINANCIAL SECTOR-SFECIFIC RECOMMENDATIONS

Financial sector-sgecific recommendaticns, listsd in crzer of priority,
are:

1. Escablish a Project Icdentificaticon and Develiccment
Crganizaticn.

2. Establish new tocls for providing equity invesiments.

3. Establish s gata bank to provice inrtormsticrn cri entrecrsneurs
and Investors.

4. Review Jcrdsnian lsws pertalning to eguity, arc evaluate their
Impact on the flow of eguity to business.

5, Establish a Jordanian credit recorting buresu.

4. Frovicde tr-sining fcr invesicrs.

7. Frovice training for tank marsgers and credit analysts on risk-
assessnent, and develcp structursc systems to erstle bank staff to
make project lending cecisions.

These reccmmendaticns are cetailed belcw.
1. Establish a Project Identificatiaon and Development OGrganization.
Rationale

3. No investments cam be mace withcut icentifying gocc cpportunities and
communicating their value to investors.

b. There is excess, idle liquidity in the ccuntry, whcse cwners are
lecking for geood projects in which to invest.

c. Trere is a desires by holcers of funde to diversify ard to invest in
projects, it goed prejects can be identified.

d. There is an acute shortage of well-ceveloped projects in the country.
e. Threre is a need fcr a credible organization to help entrepreneurs
cevelop their projects and market them to imvestors.

f. The prevailing economic climate is coportune for establishing new
businesses in the country. The dinar is low, labour is relatively
cheap, Asian countries are filling their annual import guotas to Europe,
and ideas for assembling and packagimg bulky products manufactured in
faraway places for reexpert tc both Eurcpe and the region appear
feasible.



Philosophy

The general philecsophy of the Organizaticn would be to attract project
ideas from all sectors of the economy and from people of all classes,
rich and poor, in the country.

As prcject iceas weres developed and more and mors2 projects wera2 turned
into companies providing quality prcducts and services, several bemetits
wculd cecur: a tirack record of success woulc tegin to be established; a
quslified, educated, experiencad and dedicatsd work force would be
craated; and, with the mewly acquired real experierce (by practice ard
not by ctservaticn), precuct quality would imcrove, resulting in ketter
chances to compete im the intarmaticnal marke*s and in opening up Pew
markets Tor Jordanian prcducts.

Mcce of Operations

Ides identiricaticn/generation. The Organizaticn would receive project
ideas frem many individuals and irmstituticns, becth Jerdanian and nen-
Jordanian. These include entrepreneurs, privat2 industry, marketirg
companies, investment groups, R&D instituticns, inventcrs, internaticnal
corporaticns, and the government, in addition tc ideas generatesc
intermally.

Splection. Ideas ar= screened to establish their suitability for
further cevelcpment. Selected icdeas must fall within the scope of
business cf trte Crganizaticn, support naticmsl and sectoral development
strategies, and must te feasible according to the Crganmizaticon’'s
standards. :

Preparaticn. The Crganizaticn examimes and icentifiss the marketing,
econcmic, technical, and fimancial asgects of the proposed projects. It
then allccates rescurces for the preparation processs. The preduct of
this preparaticn prccess is a basic business plan which is used further
in the project development cycle.

Technology acguisitian. Negotiaticng with icentified suitable
technolegy psriners preceesd. The agrezememts r=ached would generslly be
of the joint-venture type. This is desirable in order to ensure a
commnitment to the project on the part of the tachnolcgy partrner.

Investors. Once all of the project components are deftined, the
Organizaticn apprzaches investors, btoth within and cutside of Jerdan, to
provice equity fcr the implementaticn of the prcject as a private
company. At this stage, the role of the Organizaticn would depend upcen
the form of its setup, and on whether or not it has its own financial
resources to tecome a cash equity participant in the company. In all
case of projects fully developed by the Orgamization, however, it
receives equity in return for developing the project. The extent of the
payment of equity as a fee to the Organization would naturally depend on
the nature of the project itself and would be subject to negotiation.

Implementatiaon. 0Once a company is creatad, the Crgarization may be
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represented on its bcard of directors as a precondition for developing
the project. Through its representation cn the board, the Organizaticn
guides the company towards achieving success, without direct
interfersnce in the management of the company. The Organization
supervises its investments through progress reports prepared
Feriodically.

Aucdits. Audits are prepared from the progress raport. These audits
guide future decisicns by the Organization on its investments and
provide valuable lesscns of experience which are built into the design

and preparaticn of futurz projects.

The Full prcject cdevelcpment cycle appesrs in appendix E.

Set—up

Tre prcpesed Organizaticn would primarily perform project identification
ard cdevelopment functicns. The Organizaticn would provide its services
free cf charge to entreprerecrs, but in return it would receive shares

in tre newly Tormed conpaniss, oncs they wers established.

The Organizaticn could te set up to operate in cne of three ways: 1) To
concern iiself purely with project development, without having access to
investacle funds to be managed by it; 2) To develop projects and to te
lirked tc a pccl of funds against which it cculd develop an investment
portfolic; 3) Te begin as a project development agency and then use its
track recorc to justify the establishment of an investment fund to te
linked to it and managed by i%.

Each cf the atove prcposed forms has its own advantages and
disacvantages. The selection of the final altermative, however, shculd

take intc consideraticn the following:

a. Jerdanian investcrs are followers and nct leaders; they prefer
to see the project develcper invest his cwn money in the project
as a sign of credibility.

B. The Organizaticn must tegin germerating income to sustain its
existence and growth within a reascnable pericd of time.

The Role of USAID

It is imperative that the COrganizatisn te staffed by highly—ualified
ang exgerienced professicnals. It is also critical for the success of
this icea that services be provided to credible users at no charge.
USAID can play a role in btoth staffing and funding.

Sta¥fing. The Organizaticn is likely to regquire the services of from
four to five professionals: a Chief Executive Officer, one or two
Project Officers, a Finance Professicnal, and, at a later stage, an
Operaticns Officer.



xthe Chief Executive Officer (CEO) would presicde cver all

strategic aspects of the Organization.

xthe Project Officers would develop projects from the idea stage
through the selecticn of company management.

xthe Finance Professicnal wculd develop financial analysis, assist
in generating financial policies for companies, and oversee their
implementaticn. This indivicdual would also coversee the
development of financial packages for propcsad companies.

xthe Operaticns Officer wculd oversee establisted companies,
provice assistance, and insure implementation in aczordance with

plans.

Funding. The preliminary estimaticn for the cost of a procfessicnally
managec cperaticn of this kind runs tetween $700,00C and $£00,000 per
annum. It is proposed that USAID provice full fundimg cduring the first
three years of cperations, and then reduce assistance by ZC% per year.
Table (14) skcws USAID s total c=st as approximately 3,120,000 fer
saven years of operaticn.

Table 14

COST I1TEN FIRST 3 YRS 4TH YEAR 3TH YR . 5TH YR TTH YR 3TH YR
SALARIES $1,500,000 $400,000 $300,000 200,000 100,000 10
ADMIN. & GEN. $430,000 $120,000 $59,000 $460,000 $30,000 $0
CAPITAL $150,000 10 0 10 . 80

TaraL $2,100,000 $520,000 $390,000 $159,000 130,000 $0

PROJECT TOTAL 43,130,000

Althcugh it is proposed that USAID provide full fundirg for three years,
and partial funding for four years thereafter, the Organization must
secure continuity through raverues from created companies.  This means
that, in the fourth year, the Crganization must generate approximately
$230,000 from projects develcped during its first three years. Table
(15) shows the revenues required by the Organization to maintain
expenditure curing the . irst eight years of operations.
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Table 15

REVENUES FIRST 3 YRS 4TH YEAR JSIH R STH YR 7H YR BTH YR

TOTAL COSTS 2,100,000 $730,000 $7%0,000 $750,000 750,000 730,000

USAID CONT $2,100,000 520,000 $390,000 $250,000 $130,200 10

NUST GENERATE $0 $230,000 $360,000 $490,000 $5620,900 $750,000

TOTAL REQUIRED

REVENUES IN 8 YRS :Z;:ggz,ggg

2. Establish new tools for providing equity investments.
Raticnale

a. There is a need to provide imvestors in Jordan wich new investment
tools.

b. Thera i= a need for equity—providing organizaticns in Jardan.

c. Thersa i= 3 nesd to zhow investors thst equity Turcs. wken properly
managed, can provide tetter ROI than barnk cepcsitis.

d. The general econcmic climate in Jordan is ripe for the creation of
this type of imstitution.

Philcecohy

The general philcscphy is to provicde differsnt perticiics to meet the
utility requirsments of the varicus investcrs.

As investors begin tc accumulate profits by investirg in equity, more
investors will te drawn to this form of investment., In the end, this
will result rct only in attracting fcreign investrerts to Jerdan, but
also in attracting scme of the Jordanian fumds currsently parked abroad
back to the Kingdem. .

Altermative Mccdes of Cceraticns

a. Equities funds

b. Mutual funds

c. Trust funds

d. Venture capital funds
e. Others

These funds could be managed eitrer by the Project [evelopment
Organizatien, or by an independent investment mansgement company. More
research is needed to identify and pricritize the various set—-up and
management asltermatives.

The Role of USAID

Provide technical assistance to study the different cctions, and to make
the most appropriate recommendations.
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Provide finmancial assistance to initiate the first fund, and to
encourage other investors. Ore possible initial set-up could be a
closed-ended trust fund for US $1 million. In the first fund, USAID
could participate at a ratic of 1:1, US:Jordanian funding.

3. Establish a Data Bank to Provide Information aon Entrepreneurs and
Investors.

Rationale

a. There is a need for entrecrzreurs to ke able to icentify investors
and their investment habits, pctemtisl, and praferences.

b. There is a need to refer investors to credible entrasprereurs.

c. Trere is a need to build s cata base for develcped projects. Whils
scme projects may not be execui=d for lack cf feasibility at army cne
time, conditicns could charge in the Tuture.

The Role of USAID

Provide assistance in develgrping this data base.

Comsider attaching :his project to the Project Icentivicaticn and
Pevelopment Organizaticn.

4. Review Jordanian laws pertaining to equity, and evaluate the Impact
of existing laws an the flow of equity to business.

Role of USAID

Provide technical assistance in reviewing laws and evaluating their
impact.

Recommenc appropriate measurss to correct deficiencies and to provide
incantives for investments in emquity. Laws to be examined particularly
include the laws on contract, ircome tax, banking, cocnsumer protection
(quality control) and encoursgement of inmvestments.

Recommend changes to allow the introducticn of new barmking instruments
and products into the country, such as mutual funds or sguities funds.

Identify means to ensure the implementation of the law. In this
respect, many valuable lesscns could te drawn from the Singapcre
experience.

S. Estabiish a Jordanian credit reporting bureau.

Ratiomale

a. Banks and fimance institutioms in Jordan face a cumbersome task in
analyzing the credibility anc in determining the cegree of honesty of an

individual.
b. There is a need for equity investors to be able to cetermine the

credibility and trustworthiress of prcspective partners.
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Set—up

The function of the proposed credit reporting bureau would be simply one
of gathering and disseminating information concerning the credit
performance of individuals. The bureau would only gather information
from and furnisbes information to organizations which subscribed to the
system. Information would be provided cnly with the written comsent of
the individual. Individuals who refused to grant permission for their
credit report to be examined by an institution would automatically
default and their applicaticn btecome ineligible for cocnsideration.

The cr=dit report itself would provide ro speculation or comment, cn the
part of the bureau, on the werthiness oT the individual. The report
only would provide facts as furnished by subscribers, and possibly by
the courts.

Establishing a credit reporting bursau in Jcrdam weuld mot te easy.
Some of the problems are:

a. For the system to work. all subscribers would have to provide
ccurate ard timely informaticn on their clients’ performances.

1]

E. Technical problems ccncerning confidentiality might be
encountered, altbough such problems are normally eliminated with
the passage of time.

c. Legal problems regarding repcorting and disclesure of
infcrmaticn could te encocuntered.

The Rele ¥ LUSAID

Cetermine the feasibility of establishing this bureau.

Provide assistance to create such a buresu.

6. Provide training to investors.

Raticnale

a. Thers is a need to identify and train imdividuals, companies, and
crganizaticns with the potential of becoming equity investors.

b. Seminars should te provided cn the investment climate and cn

potential projects.

The Role cf LSAID

Identify apprcpriate target individuals.

Identify appropriate seminar tocpics, and provide technical assistance in
implementation.

7. Provide training for bank managers and credit analysts an risk-—-
assessment and develop structured systems to enable bank staff to make
project lending decisions.



n

The Role of UESAID

Provide technical assistance.

B. GENERAL RECOMENDATIONS

The following are general recocmmendaticns for improving investment
cenditions in the ccocuntry. These are vital to any attempt to stimulate
the movement of equity mcrey in Jordan.

1. Icentify ancd estsblish rnew markets for Jordanian procucts.
2. Enharcz the capabilities and efficiency of the Jordsnian
factors or procucticn.

3. Identify and exploit sll rescurces cf the ACC of potential
tenerit to Jerdan.

4. Review and update tre relevant parts of the legal system.
5. Review and upgrade the civil servics.

Thesa reccmmendaticns are cetziled telcow.

1. Identify and establish new markets for Jordanian products.
Raticnale

a. Thers are good potential markets for Jerdanian products.

b. Markets fcr Jordanian procucts may be exploited eftfectively with
modern marketing techniques, quality prcducts and producticon, credit

facilities, and the support of govermnment.

The Role of Government

a. Markets for Jordanian prccucts, whether lccal or intermaticnal, can
never be effectively secured by the govermment., The govermment can,
however, help the private sector by providing information on both local
and regicnal markets, and by more aggressive but professzional promotion
cf Jordanian industrvy.

b. Amcng measures to te consicdered arz the provision of easy credit for
exports, and preferential treatment for the import of raw materials to
fcreign currency earmers., Strict quality control must bte imposed on
exporters in return for providing them with the services described
above, at least as an interim measure, until quality control becomes a
factor driven by market focrces.

The Role of USAID

Provide technical assistance in marketing to promote Jcrdanian products
cverseas.

Provide technical assistance on the development of sources for market
information for the sale of Jordanian products.

Review the effectiveness of the MMIS prcgram, enhance its capabilities,




and make its services more easily and readily available to small
businesses, or else create a new structure to provide similar services,
but for small businesses.

Examine the possibility of establishing an export insurance scheme.
Evaluate the advantages of establishing an exports credit program, and
reccmmend altermative set-ups and funding sources.

2. Enhance the capsbilities and efficiency of the Jordanian factors of
proouctiaon.

Raticnale

a. There is a shortage of quality middle—- and upper-level managers in

Jordan.

b. There is a need for incraased procuctivity and efiiciency feor
Jordanian labcur and management alike.

c. There is a need to reduce the cost and increase the efficiency of the
flow of basic irmdustrial raw matzrials.

The Role of the Covernment

a. Provicde means of training marsgement for productivity amd efficiency
(e.g., 8 new management collsge, to be funded by either the govermment
or the private sector).

b. Provide incentives for training in the private sectcr. Such
incentives could include tax temetits.

d. Examine tre ceost—structurs for ermergy provided to incdustry, and
identify pcssible means and incsntives to reduce costs.

e. Identify means to make the import of raw materials for industry
easier. Specific attenticn should be paid to industries with proven
export capabilities and fecreign exchange earnings.

The Role cof LSAID

Provide training assistance fcr micddle— and upper-level managers.

Provice technical assistance tc evaluatzs the effect of the currant
energy cocst structure on incdustry.

Provide technical assistance to computerize and centralize customs in
Jordan

Enhance the CIP program and provide assistance in identifying the test
sources fcr purchase of basic materials.

3. Identify and exploit all resaurctes of the ACC of potential benefit to
Jardan.

Rationale
a. There is a need for a comprehensive examination of the natural

resources available to Jordan.
b. There is a need to survey the combined resources of the four Arab




Cooperation Council States and to identify ways and means of exploiting
these resources to the benefit of all parties concermed.

t. Considerable waste is generated by the ACC countries (with their
combined population of 80 million). There is a need toc identify wastes
which could be recycled for use as basic materials in industry.

The Role of USAID

Provide assistance in surveying ACC resources which could be exploited
for the benefit of Jordan.

Provide technical assistance in identifying waste, and evaluate its
potential utilizatien in the country.

4. Review and update the relevant parts of the legal system.

Raticnale
Cue to the speed with which Jordan develorped, the Jordanian legal system
has lagged tehind. Recent revisicns in the Jordan Company Law have teen
welcomed by the btusiness cocmmunity, but similar revisicns are also
neeced in the areas of ccntract law, banking law, tax law, etc.

The Role of USAID

Provide technical assistarcz in reviewing the contract law, the tax
cocde, and banking laws and custems laws.

Examine in particular mesns to upcate the laws in a manmmer which
stimulates and encourages equity investments in the country.

S. Review and upgrade the civil service
Raticnale

a. There is a need for increzased procductivity and efficiency in

government,
b. There is a need for effective implementation of the law in the civil

service.
c. There is a need to develcp new public management cacabilities in the

country,

The Role of the Govermment

a. Institute a systematic ard aggressive training procgram for gublic
management.

b. Insure that methcds learmed by trainees are implemented.

c. Provide greater authority to, and cemand greater accountability from,

public sector managers.
d. Begin a careful, slow, and controlled decentralization in the
government.,

The Role of USAl

Provide technical assistanc2 in public mamagement training.
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CONT NO. 278-0277-00-S-9168-00 J

’

A._SCOPE CF WORK

1. Describe the current methods used by Jordanian private sector businesses
for raising equity, or risk capital. (for the purposes of this study the
private sector is considered as those entities within less than S0% direct or
indirect government ownership). Insofar as possible, differentiate the
analysis by size, line of business ( e.g. manufacturing, services, trade,
agriculture), and legal form (e.g. single owner, partnership, private and
public shareholding) of company. Consider public issues registered with the
Amman Financial Market as well as private placements of equity with
institutional investors and individuals .

2. Describe in detail the methods of operation and sources of funding of the
full range of investors (institutional and non-instututicnal, public and
private) in private businesses. Include in this assessment: camercial banks;
finance campanies; specialized credit institutions like the Industrial
Development Bank; investment (Islamic) banks. government funds like the Post
Office Savings Bank, the Jordan Investment Corporation, and the Social
Security Corporation; insurance campanies; venture capital campanies like the
Jordan Technology Group; pension funds; investment campanies, and individual
investors. Particular attention should be paid to non-institutional investors.

3. Assess the relative importance of the varicus types of investors and
investment instruments in providing equity cap:tal for private business.
Develop tables showing the estimated contrikutions of each of these types of
investors and instruments over the past three years by size, type, and legal
fcrm of campany,

4. Analyze and prioritize the principal constraints faced by different sizes
and types of private businesses in raising equity capital. Analyze and
prioritize the principal constraints faced by suppliers of equity capital. To
what extent do such constraints impede the growth of Jordanian businesses ? To
what eictent is the ability to borrow constrainéd by problems in raising equity
capital?

5. Recamend policy and legal changes that could be undertaken by the
government to encourage the provision of equity capital to private
businesses. what role, if any, should be played by AID?

6. Suggest additional, alternative ways in which AID could encourage a more
efficient and higher flow of equ:Lty capital to private businesses . At a
minimm consider the relative merits of AID funding for: technical assistance
and training for investors, intermediaries, and private businesses; and/or the
capital requirements of "venture capitals” or other intermediaries.

7. If it is concluded that AID funding of capital requirements of
intermediaries is desirable, suggest the most appropriate mechanisms through
which this could be accanplished. Consider lcans and/or grants to existing
institutions or individuals, as well as the creation and funding of new
institutions.
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SUPMARY OF INTERVIEWS WITH ENIREFRENEURS

ENTREFRENEURS
REQUIRED  AVAILARLE FUNDS
NARE TEL FRDJECT CAFITAL CAFITAL SOURCE STATLS FROELERS NOTES
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008, 016,024,032, 060,048,056, 064,072,

USAID EQUITY MARKETS PROJECT

PROVIDERS

TOTAL
NANE ABE CASH LOANS BONDS INVEST  INV+CASH PROBLENS
BANKS:
ARAB BANK 99 YRS 2466 MM 1605 MM 376 MM T2 MM -GENERALLY PROJECTS PROPOSED ARE BAD
(1988)  (1988)  (1988)  (19880) -NOT ENOUSH DEVELOPMENT WORK FOR PROJECT
-UNFAVORABLE TRACK RECORD
-POOR BUSINESS CLIMATE
PETRA BANK ND FIGS ND FIGS N0 FIGS MO FIGS NO FIGS -POOR QUALITY OF BANK EMPLOYEES
-POOR BUALITY OF FINANCING PROPOSALS
-TRADITIONAL SOCIETY+ LACK OF INOVATION
=DIFFICULT TO ESTALISH TRUST WORTHINESS
JORDAN ARAB 30 M 75 MM -PROJECTS NOT DEVELOPED ENOUGH FOR BANKS
INVESTMENT BANK (1986) (1986)  TO FINANCE
-PDOR PRESENTATIONS OF FEASIBILITY
-DIFFICULT TO ESTABLISH CREDIT WORTHINESS
-PEOPLE STILL TRADE ORIENTED
-DUE TC RAPID GROWYH, HAVE POOR QUALITY EMP
AND MAYAGERS BOTH IN BUSINESS & BANKS
-NDT SURE THAT ENTREPRENEURS EXIST IN JORDAN
INDUSTRIAL 20 M 20 ¥N  -POOR MKT IDENTIFICATION BY ENTR.
DEVELUPMENT BANK {1986) {1986) -POQR FINANCIAL PACKAGING BY ENTR.
-POCR _PRODUCT IDENTIFICATION BY ENTR.
-LOW SHAREHOLDERS COMMITTMENT IN BIG COMPS
-POOR MSMT CAPABILITIES
-807 OF FEASIRILITY STUDIES WRONG
-NO PROFER PROJECT DEVELOPMENT
CITIBAKK 15 YRS 35 MM 11,6 MM L2 MW 43.7 MM -WANT NAME LENDING, WILL NOT PROVIDE INFO
(1588)  (i983)  (19%8) {1988) -CIT] BILANWS DO NOT PERMIT STARTUP LENDING
=DIFFICULT TO EST, CREDIT WORTHINESS
-POOR BANK MID MANAGEMENT
-NO PRGJECT DEVELOPMENT
-PGOR MARKETS
-POOR TRACK RECORD
-ENTR. ONLY THINK OF ROI WITHOUT RISK
ISLAMIC BANK 10 YRS 75 WM 454 My - 140 MY -DIFFICULT 7O ESTABLISH WHO IS HONEST
(1989) (1988}  (1938) (1988} ~POOR PROJECT FEASIBILITY WORK
-AS BANK INVESTS, IT DOES ONN FEASIBILITY
NORK, THEY DO THIS BECAUSE THERE ARE ND
PROJ. DEV. ORGANIZATIONS THEY CAN TRUST
JORDAN KUWAIT 13 YRS 40 mM 95 MM b 2
(1988)  (1988) (1988}  {1988)
CONSCLIDATED FOF 904 1710 l2e MM 4B MM
conmM BaNKS (S/89)  (5/89)  (3/89)  (5/89)
CONSQLIDATED FOR 13imm |m 2m -
5P. CREDIT INST. (3/89) {5/89)  (5/8%)  (%/89)

>



VOB, 016,024,032,040,048,088,064,072,

USAID EQUITY MARKETS PROJECT

PROVIDERS TOTAL
NANE ABE CASH LOANS BONDS INVEST  INV+CASH PROBLEMS

rINANCE & INV CDE:

NATIONAL FINAN. k) 15 M4 2.2 42 W -N.A. F C IS RISK AVERSE, HAPPY WITH LOW
INVEST. COMP, {i9e8)  {i988)  (i%88)  (1988) PROFI

=NOT INTER‘STED IN INVESTING IN EQUITY OF
SML BUEINESS

-INVESTORS DO NOT APEROACH THEM FOR EQUITY,
ONLY DEBT

5 =NANT ROI OF 30% PLUS

%3s) -DIFFICULY 7O ASSESS RISK

-WILL ONLY INVEST RITH ESTABLISHED INVESTOR
-POOR QUALITY PROPOSALS & IDEAS FROM ENTR.
=700 MUCH OVT INTERVENTION INBUSINESS

JORDAN INV. & 7YRS 18 MM 26 MM -RILL ONLY GIVE LOANS AND NOT EGUITY TO SML
FINANCE CO. {1%30) (1986)  BUSINESS
-FEW QUALIFIED, QUALITY PEOPLE 10 NORK IN
FINANCE COMPANIES
-MARKETY YOLATILTY MAKES FEASIRILITIES
BORTHLESS
-GEN, LACK OF MKTS FOR JORDANIAN PRODUCTS
-NO DEVELOPMENT HELF TO PEODPLE WITH IDEAS
-*00R TR~CK RECORD
<LACK OF INFORMATION, MANY PEOPLE DO NOT
BENSFIT SROM MISTAKES OF OTHERS
-CONSERVATIVE ATTITUDES
-WORKINE BITH OTHERE TC START VENTURE CAP,

YRS 10 1.7 -LACK OF ﬂPGAN;Z‘D Wzil DEVELOPED IDEAS FOR
(1935) {1 985) INVESTNMZ

INMA FOR NV, & I3 YRS 0.2 MM 0.3
FIN. FACILITIES {1986} {1985

(2]
e

14/89)



008,015,024,032,040,008,056 054,072,

USAID EQUITY NARKETS PROJECT

, PROVIDERS
NANE

ABE CASH

PROBLENS

INSURANCE COMPANIES:

CONSOLIDATED STTMY

NATIDNAL AHLIA

GENERAL ARABIA

NIDDLE EAST INS

FEDERATION OF
INSURANCE COS

2m
{1988}

YRS 3&) X
(1988)

YRS

YRS

NEW

-LACK OF ﬂUhLIFIED PEOPLE TO EAVALUATE INV
PROJECTS A EAS
~¥ILLING TU INVESI IN NEW TDEAS BUT THEY DD

NOT COME BY
~INS COS ARE TRADITIONAL & CONSERVATIVE

=INS COS HAVE NO EXCESS CASH TO INVEST
=IN§ EOS WILL INVEST IN BANKS, REAL ESTATE

AND AFN
-h SHIFT IN INV PORTFOLIO NOT IMPOSSIBLE BUT
NUST BE JUSTIFIED
-NO EXCESS OR DUALIFIED PEOPLE 70 EVALUATE
POTENTIAL PROJ FOR INVESTMENT

~-NEED 600D PROPOSALS & WILL INVESY
-Eg;ﬂﬁsfg NOT DEVELOP IDEAS WELL & CAN NOT

-INS COS HAVE JO 7MM LIQUID ASSETS NOT
COUNTING PLEDGES

-T0 SHIFT PORTFOLID OF INS COS NEED MAJOR
EFFORT BUT NOT INPOSSIBLE

-NOST APPROPRIATE CONPANTES 10 APPROACH FOR
POSSIBLE EOUITY ARE: JORDAN, JERUSALEM, -
NATIOHAL AHLIA, AND ARAB INT'L FED




APPENDIX E

PROJECT DEVELOPMENT CYCLE



APPENDIX E

A complete project development cycle, as defined above, involves the
following:

1. A assessment of market requirements fcr the product, how they
are teing met and at what cost. This includes data gathering from first
sources, if necessary, cn all lccal and foreign scurces and suppliers,
as well as constraints cn the sale of the end product (prize fixing,
etc).

2. An asseszment of tre availability of basic materials, their
cost, and supply risks. This includes research to identify pessible
altermative supply scurces and supply materials.

3. An assessment of the technology and equipment required to
initiate a viable facility in Jordan. The analysis would consider the
best technology/cost combinaticn to meet market demand and performance
criteria.

4, A strategic marketing plan, cocmplete with a set of policies to
achieve maximum market penetraticn over a pericd cof several years.

5. A cocmplete financial analysis, imcluding all of the investment
evaluaticns necessary to make an investment decision. Fimancial
packaging is an important factor in this proccess.

&, The complete basic design, specificaticns and costs of the
proposed facility. .

7. A complete search to icentify suitable technology partners.

8. Negotiaticns with the would~bte technology partner on the terms
of the technolcgy transfer, and the striking of the best possible deal
concerning costs and commitments.

9. Preparation of legal contracts concerming technology transfer
(licensing, joint-venture, marketimg rights, and tracdemark rights, when
applicable).

10. Search for and identificaticn of suitable investment partners.
Practical experiemce in Jordan has shown that a businmess plan,
regardless of hcw elaborate it may be, does not, by itself, attract
investors. With the completicn of the above three steps, however,
investeors tend to become interested. o

11. Negotiations and agreements with investors on conditions to |
govern the investment. :

12. Preparation cf all legal documents for partrnership with
investors and registration of a company of the suitable type with the
appropriate iocal authorities.



13. Develcpment of the company’'s corporate structure and
identificaten of company management.

14. Active participation in assisting company management,
particularly during the infarcy stages. In Jeordan, this is necessary to
ensure that modern management methods are adhered to and to avoid
deviaticns, except when necessary, from the original plans.

15. Promoticn of the tusiness to mew investors to incresase company
capital, whken needed.

146. Pericdic review of the perfcrmance of the project.

The first six items of the cycle are ncrmally embodied in a business
plan as a feasibility study. The items which follow ars what is missing
in Jordan and in the opinion of the writer symbolize the critical path
for stimulating egquity investment in Jordan.



EQUITIES PROJ, LIST OF INTERVIEWEES

§ ROLE TYPE INSTITUTION BUSINESS PERSON TITLE TEL ¢
FROVIDERS OF
FUNDS:
BANKING:
i ARAB BANK COMMERCIAL EANK . AQOEL CREDIT NANAGER 650130
2 PETRA COMMERCIAL BANK B. ATARI PRESIDENT 627314
3 vORD. ARAB INV. INVESTMENT BANK AMER SALTI V. PRESIDENT  46B629
] CiTy FOREIGN BANK 6. DABBAS GEN MGR 685063
] GRINDLAYS FOREIGN BANK A. COOPER G6EN NER 660201
] 108 SPECIALIZED BANK T. NAHBEH NGR 642216
7 ISLAMIC BANK 1SLAMIC BANK F AL-RASHEED V. PRESIDENT
8 vGRGAN CONMERCIAL BANK M. A, IBRAHIM V. PRESIDENT
INSURANCE:
9 NATIONAL AHLIAH K. ABU GURA  ASS. GEN. MGR. 458172
) BENERAL ARARIA N. SALAMEH DEP GEN NSR 444740
i MIDDLE EAST S. GAMMD G6EN MBR
2 JORDAN FRENCH
13 JERUSALEN (GUDS) A. KHALIL 621993
1¢ YARMOUK N, HADDADIN
Y INS COS FEDERATION H. ABDEL KHLEQ
FIN & INV COS:
: J0 INV & FIN CO S, FARAJ DEPUTY GEN MGR 674254
{7 REEFCO DR. A. MANGD  PRES
i8 INNAA S, HAMANI BEN MGR
i NATN'L INV & FIN CO 6. DALLAL V. PRES 77430
SEMI-GOVERNMENT:
20 SOCIAL SEC DR. M. FARHAN PRESIDENT 648212
o JORD. IMV. COEP, DR 1, KHALIFEH PRESIDENT
2 PCST OFFICE SAVINSS A, WAQF] TREAEURER
VENTURE CAFP:
o3 Ji0F I LUTFI CED 812233
24 J76 A, BADR-EL-DIN CED 689160
o5 JORD VENT, CAP. CO. S, FARAJ CARE TAKER 674264
2 v.C. OF iDB HUSAIN NIMER  DEPT, HEAD 642216
a7 AIMCORE N. DRIANI CHATRMAN
INDIVIDUALS:
28 M. ASSRAD 630UP OF CONMPS 678111
2 R. ABU JREER SROUP OF COMPS
30 B, SUKKTIAN SROUP OF COMPS 663216
R €, MASRI GROUP OF COMES
32 M. ANNAE GROUP OF CONMPS T42796
33 . DAJIANI TRADE 624111
-4 N. DRJANI GROUP QF COMPS 676938
39 A. TRBERA GROUP OF COMPS
36 A. MALHAS TRADE 651939
EXPATE:
o7 SIDOI NHDER 4DV TG MOPH, OATAR
38 JANAL SALEH DIR, IAMEL GRP, E.4.
Usalb:
39 K, AL-NAIEF 604171
40 RICHARD RUSESY 604174
41 B. MCDONALD 604174
2 604174

T, DAILY
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EQUITIES PROJ, LIST OF INTERVIEWEES

§ ROLE TYPE INSTITUTION BUSINESS PERSON TITLE TEL 8
USERS OF
FUNDS:
PRIVATE C035:
3 AUTOERHPHIC LAZER IMAGING DR. MAHMOUD  PREE
44 IND. S. NIMER GEN MGR 795106
5 ADhAN SHALAN & CO CHEHICALS F. SHAALAN PRES 894441/2
46 ARAE ELECT
47 RUM IND. & FARMING M. ANNAB 6N MER 642796
48 COPPER WIRE MANUFACTURING D
49 JORAM LIGHT BULBS FRAIHAT MANAGER
30 JORDAN LIFT ELEVATORS 4DRIS PRES
51 SUKHTIAN HOLDING ¥. SUKHTIAN  DIRECTOR 663216
52 ¥ ASAAD HOLD ING ¥ ASSAAD PRES 678111
93 J0 RUBBER IND TYRES, ETC, 623339
L MODERN COMP CTR COMPUTER SALES 7. SHAKER BEN MGR 675049
9 FOUARD ABU RAHMEH FARMING F. ABU RAHMEH
36 NIT & PARTNERS MANUFACTURING
57 JORD MINERAL EST NANUFACTURING
38 SPECIAL FURN EST FURN. MANUFACTURING
39 MAICE IRRIGATION DRIP IRRIGATION 5. NIMER DIRECTOR 795106
80 NUQUL BROTHERS TRADE+MANUFACTURING
61 WORLD PLASTICS MANUFACTURING
62 CTR FOR INFO ON TECH FILM PRODN A. RAMARI DIRECTOR 840356
63 ORIENT PUBLISHING DESIGN+PRINTING Ho JAMAL BEN NBR 681303
PUBLIC COS:
64 LIVESTOCK & PUL A6 IND ABDEL AllZ PRES
6% 50 KU A6 & FOOD TRADE + IND HANI HNEDI PRES 825425
b6 4RAE PHARMACSUTICALS IND 10 §34962
67 JORD TANNING IND 851337
52Nl BOVT:
68 AD MARKETING MARKETING
&9 TONATO FACT FACTORY
ENTREPRENZURS:
106 INTERVISNED 37 ENTREFRENEURES, 19 INTERVIE NS RECDRDED IN APPENDIX ATTACHED



EQUITIES PROJ, LIST OF INTERVIEWEES

¢ ROLE TYPE INSTITUTION BUSINESS PERSON TITLE TEL ¢

REULATORY &
§OVT. SUPPORT

BODIES:
167 MOF T &IND  DEPT. OF INVEST,  PRONOTE INVESTMENTS  DR. ENAISH  DEPT HEAD 663191
108 DEPT. OF INDUSTRY  REGULATE INDUSTRY DR, BAN] HANI DEPT HEAD 463191
109 DIR. OF CONPANIES  REGULATE COMPANIES  WR. 6. DABBAS DEPT MEAD 465191
110 DIR. OF INSURANCE  REGULATE INS. COS. DEPT HEAD 463191
111 ONE TP, GOVT, WNDN. EASE RED TAPE DEPT HEAD 663191
12 IND, CITY IND, SUPPCT+FACILITIES F. SUKAINAT  DIRECTOR 824188
113 FREE TRADE I REEPORT +STORASE Y. KAIED DIRECTOR 442001
11 CENTRAL BANK CENTRAL BANK RESEARCH DEST.
15 AMN, FIN, NKT. (AFM) STOCK EXCHANGE ¥R. BELBESI  DEP, DIRECTOR
i1 EXF COUNSIL EXPORT INFO, & SUPPORT MR, ABL RAMMEH 685603
117 BUS ASSOC ORGANIZE BUSINESS #R. ASFOUR
HUNAN
RESOURCES:
118 R.S.5. SCON. DEPT, ECON. INFO, DR. A. DASEN DEPT HEAD 844701
119 NEMT INST ARB, ORG. FOR =G4  MGNT. COLLESE DIRECTOR  B14118
CONSULTANTS:
120 MANAGENENT HNIS NANUF. & NKTING J. ANDRICA  GEN MGR 849040
121 ECONDMIC JANAD ANANI ECONDMICS DR. J. ANANI CONSULTANT 647333
122 FOR FOUNDATION F.E.S. FOUNDATION  NACRO ECON. ADVISERS  DR. N, BUMBE DIRECTOR 827985
LEAL:
123 LAR PRACTICE  OMAR NABULS] LANYERS 0. NABULSI ~ PRESIDENT  s54811
12t LAM PRACTICE  DAIF ALLAH AL-MASADA LAMYERS D. MASADA  PRESIDENT 622735
125 LAN PRACTICE  1IAD HERSAB LABOUK RELS. LASYER 1. HABSAB  PRESIDENT 448958
AUDITORS:
126 MURRY & WINNEY AUDITING FIRM M. SAADEH  DEP. BEN.MGR. 681883
127 SABA AND CO. AUDITING FIR¥ MAIEN DAJANI  BEN. NGR. 622583
128 ARTHER ANDERSON AUDITING FIRM S. ABU-LUGHOD GEN. MGR.
S0CIOLOBIST:
12 UNIV OF JORDAN SOCILOS!3T DR. SARI NASER PROFESSOR 843333
PSYCHOLOSIST: )
130 UNIV OF JORDAN INDUSTRISL PSYCHOLOSY DR, M, DIOSS PROFESSOR 943333
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