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FOREWORD

We live in a rapidly changing and dynamic world, with the growing integration of societies, economies, and
technologies. Living in a highly competitive global economy, Jordan understands that the requirements of inte-
grating into this economy and enhancing the country’s growth are enormous. Identifying opportunities through
innovation, efficiency and dynamism are critical for any nation that intends to be an active player in the global
economy.

It is clear that the factors determining the competitiveness of nations are diverse and numerous. The key ele-
ments for competitiveness that prevailed in the past are no longer sufficient to drive the world economic growth
today. There is a new order of the day, focusing on quality of education and training, the efficiency of industrial
organization, the capacity to make continuous improvements in production processes, the intensity of R&D and
its industrial exploitation, the fluidity of the conditions under which markets operate, the availability of com-
petitive service infrastructures, product quality, and the way in which corporate strategies take account of the
consequences of changes in society, such as improved environmental protection.

The process of overcoming the obstacles that prevent developing nations from becoming competitors in the
global economy is not an easy task. It is a lengthy and extensive process requiring a sharper focus and greater
participation from all the parties involved. Selecting the adequate policy measures for both the public and pri-
vate sectors by involving citizens in the process positively impacts the social and economic development of a
nation. Collective and coherent actions are needed in each interrelated area, involving all stakeholders in an
active partnership to promote sustained economic growth as well as to address the long-term challenges of
development.

Therefore, Jordan has been adopting structural, economic, legal, administrative, and social reform programs.
Many elements of these programs have been successfully implemented, while others are still in progress. Our
reform efforts have clearly corresponded to the evolving global trends, and success has been attained in mold-
ing a lucrative investment climate, in which businesses can thrive by tapping into the vast world market. To
strengthen Jordan’s economic base and improve the competitiveness and efficiency of Jordanian enterprises,
an export-oriented policy was adopted. This was reflected in joining a series of initiatives of international and
regional free trade arrangements. We have also worked towards developing export platforms that offer world
class investment infrastructure, free access to major regional and international markets, and lucrative invest-

ment incentive packages.

A large number of laws and regulations were amended and investment related laws were streamlined. The
regulatory environment seeks to open and improve integration, reduce bureaucracy, simplify procedures, as
well as facilitate services offered to local, Arab, and foreign investors to come and invest in Jordan. The Gov-
ernment of Jordan remains committed to further enhance the investment climate in Jordan and work towards
introducing new measures aimed at implementing procedures related to starting a business, dealing with li-
censes, registering property, employing workers, and enforcing contracts.

The report at hand is part of our overall efforts to understand the factors influencing private-sector led economic
growth, and ways to successfully create new employment opportunities and increase standards of living.



This report is the first of its kind gathering the research results and analyzing specific sectors competitiveness.
It provides recent accurate data describing Jordan’s competitiveness on the macro and micro economy, as well
as across five selected sectors.

In closing, | would like to extend my appreciation to the members of the Competitiveness Unit for their efforts
in putting together this report. | would also like to thank the private sector and government entities for their
continuous support to the work of the Competitiveness Unit. | hope that this report provides you with the needed
information that enables you to explore the vast array of investment opportunities available in Jordan.

Suhair Al-Ali
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EXECUTIVE SUMMARY

This report provides a snapshot of Figura 1.1 - Growrth in Regional Prosperity
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Competitiveness will be Jordan’s route
to continued economic growth and in-
creased prosperity.

A strong, competitive economy produces more and better opportunities for its people to increase their standard
of living. With increases in the mobility of human and financial capital, countries are competing to offer the
most conducive and productive environment for business. Jordan has been a leader in the region in many high-
value, knowledge-based industries. However, Jordan’s historically strong competitive position in the region
is at risk. At a time when countries in the region and across the world are accelerating economic reform and
making it easier than ever for business to do business, Jordan is faced with a decision: keep up and get ahead
of the competition or be left behind and relegated to lower value economic activities.

Jordan’'s productive business sectors compete on an industry and firm-level basis. Globally competitive busi-
ness is the generator of economic growth and increased per capita income. Jordanian business competes
globally against competitive firms worldwide. Those firms that target desirable markets, and are able to com-
mend substantial prices for their products and services from customers in these markets, will succeed and
grow. This success demands firm and sector-level competitiveness, and the support of a world-competitive
enabling environment.

How DO WE KNOW IF JORDAN IS MAINTAINING ITS COMPETITIVENESS?
Competitiveness can be measured. Jordan can track its competitiveness by measuring key indicators across
and within the economy and then comparing these indicators to benchmarks in the region and worldwide. The
key indicators assess the levels of prosperity and human development, the stability of the macro-economy, the
health of the micro-economy, and the ability of business to create jobs and income for current and future gener-
ations of Jordanians. In Jordan, much is known and understood about the macro-economy and the underlying
dynamics that determine its health. To date, however, there is only limited information on the microeconomic
environment and the constraints faced by business within specific sectors. Also, Jordanians lack information
about how competitive countries and industries are developing outside Jordan and the region. Benchmarking
the three sets of indicators-macro-economic environment, micro-economic environment and industry specific
performance - enables Jordan to objectively assess its performance and learn from other countries.
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How IS JORDAN PERFORMING?

Based on the analysis conducted for this report, there are a number of key themes that are critical to Jordan’s
competitiveness:

1. Jordan has accomplished a great deal. Jordan has achieved many improvements in the quality of its
business environment. Jordan’s businesses also boast many accomplishments in the international arena.

2. Yet there is urgency for action. Across the public and private sector, leaders are impatient for reform, and
for a vision of competitiveness that is consistently and aggressively pursued. Many strategies and reform
initiatives developed over the past five years are struggling to gain traction. At the same time, other

countries are making tangible, highly visible progress in reforming and transforming their economies.

3. Jordan’s economic openness and current foreign investment flows into Jordan are an opportunity to
invest in productive activities. Foreign investment can provide capital needed for productive activities. If
structured and channeled effectively, FDI can serve as a source of knowledge and linkages to other mar-
kets. Yet, currently the majority of foreign investment flows appear to be going to unproductive real estate
investments that risk driving inflation, and the cost of living, higher. Equally, Jordanians are investing in their
economy, although not at the levels and with the productivity that is desirable.

4. But Jordan’s business environment still presents major obstacles for business. An environment that
enables businesses, and that does not create barriers to business investment and operations, is critical
to attracting investment and keeping talented Jordanians in Jordan. Globally competitive investors and
skilled workers require an environment in which they can maximize productivity, implement competitive
strategies, and fairly capture a high return. Jordan’s business environment imposes numerous constraints
that are limiting labor productivity, efficient operation and the return on financial capital.

5. Jordan’s human capital, the foundation of its competitiveness, is at risk. Jordan is a seedbed of skilled
and experienced professionals in the Middle East. But ‘brain drain’, the migration of professionals to other
regions, and education and training systems that do not meet business’ needs are immediate and significant
threats to Jordan's long-term prosperity. With limited physical resources, Jordan’s future prosperity will be
determined by its ability to train and retain highly skilled and productive workers.

6. Public-private cooperation must be based in fact and focused on action. The challenges facing Jordan
require a coordinated effort to act. Formal dialogue that builds consensus across the public and private
sectors is critical for Jordan’s economic leadership to build the momentum for change and action.

These themes emerge from and are supported by the data, information, and analysis in this report. Across the
indicators there is much to progress to report and results to celebrate:

« Jordan has ranked consistently as one of the top 50 most competitive economies worldwide for the past
five years. Jordan ranked 49" out of 131 countries on the Global Competitiveness Index and 48" out of 127
countries on the Business Competitiveness Index. Are these results sufficient to encourage huge gains in
competitiveness and economic growth?



Responsible monetary policy has so far contained inflationary pressures due to high liquidity in the region,
rising oil prices, and the macroeconomic strain of absorbing large numbers of refugees. While overall infla-
tion jumped to 6% in 2006, core inflation stayed close to 2%.

Foreign direct investment in Jordan increased 81% on average from 2001 to 2005. FDI is reported to have
doubled in 2006 from USD $1.5 billon in 2005. Domestic credit grew by 40% from 2005 to 2006.

Exports are 51% of GDP and have been growing annually at rates between 15 and 20% since 2001. Yet,
export growth contin ues to lag behind other countries in the region such as Turkey (23%), Egypt (23%), and
UAE (33%).

Jordan’s political stability, governing institutions, and infrastructure are competitive advantages and
continue to compare favorably with other countries, regionally and worldwide. Jordan ranked 32" on its
governing institutions and 42" on infrastructure in this year's Global Competitiveness Report (GCR). Spe-
cific advantages include the relatively light burden of government regulations, protection of property rights
(physical and intellectual) and judicial independence.

Jordan’s education expenditure is 25" globally in the GCR. Overall literacy in Jordan is near 100% and
the strength of its higher education system is noted as a competitive advantage (ranking 37t).

Since 2004, the business environment in Jordan has seen some modest improvements. Four procedures
have been eliminated in starting a business and associated costs have been reduced from 81 days and 104% of
per capita income to only 14 days and 66% of per capita income. The cost associated with obtaining a license
has decreased more than 16% since 2005.

Certain aspects of Jordan's goods markets are performing well: the intensity of local competition, time
required to start a business, and the degree of customer orientation.

However, significant risks and weaknesses in the macro-economy, a constrained business environment, and

the erosion of Jordan’s traditional competitive advantages are cause for concern and urgent action:

The rising cost of fuel and continued instability in the region continue to be worrisome short- and medium-term
risks for Jordan. Continued high fiscal deficits, 7.4% of GDP in 2006, and government debt, 72.5% of GDP,
further heighten the risk of a negative impact due to oil prices and regional violence.

Levels of foreign investment, while impressive, may be misleading as much of it is due to the real estate
boom and a peak in government privatizations in 2006.

In spite of several bright spots, Jordan’s overall business environment is constraining business growth
and investment. Reform is much slower than other countries in the region such as Egypt and Saudi Arabia,
which were designated as top reformers in 2007. As highlighted by the World Bank “Doing Business Indica-
tors”, the specific weaknesses in Jordan include: protecting investors (Jordan ranks 107" out of 178 coun-
tries), registering property (109", enforcing contracts (128t"), and starting a business (133"). Compared to
top global performers, Jordan's business environment imposes many risks, delays and transaction costs.
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Business leaders in Jordan consider policy instability, inefficient government bureaucracy, and the poor
work ethic of the national labor force to be highly problematic factors for conducting business.

Despite high expenditure per capita in education, the primary enroliment (88.9%) and secondary enrollment
(87.4%) are well below average for highly competitive countries. As a barometer for Jordan’s future work-
force, raising primary and secondary enroliment rates will be critical for Jordan’s future competitiveness.

There is clear consensus among business leaders that action across the public and private sectors in imple-
menting industry-specific strategies is failing.

Despite increased focus and attention on Jordan’s knowledge-driven sectors, Jordan’s rankings in the GCR
reveal significant weaknesses in company spending on R&D and industry-academia collaboration, indicat-
ing that Jordan is not maximizing the potential of its strong pool of scientists and engineers. This situation
is further exacerbated by the continued high brain drain of Jordan’s most qualified technical workforce to
other countries.

Regional competitors are investing heavily in Jordan’s traditional competitive advantages (higher
education, healthcare and medical tourism, and leisure tourism). These investments will challenge Jordan’'s
competitive position and risk eroding its regional market share in key sectors.



This report contains assessments of five of Jordan’s primary industries: pharmaceuticals, IT, tourism, medi-
cal tourism, and higher education. The assessments reveal unique strengths and specific weaknesses in the
business environment that these industries have when compared to regional and international competitors.
The weaknesses create vulnerabilities in each industry’s competitive position, regionally and internationally.
When considered collectively, the five assessments reveal several common constraints in Jordan’s business
environment. Highlights for each sector include:

Pharmaceuticals
e Key industry facts:
o Total production equals USD $450 million, a six-fold increase since 1990
o 75% of production is export representing 4.12% of Jordan’s total export base
0 80% of exports are destined for other countries in the Middle East
o Employment is estimated to be 8000, of which 50% are considered to be professional staff

* The industry boasts internationally certified cGMP compliant manufacturing facilities and processes and
a proven ability to meet the highest international standards for pharmaceutical production

« Despite a substantial pool of professional staff, there is a shortage of research and technical professionals
in the industry. According to an industry survey, Jordan’s universities are not providing students with the
skill set that the industry needs. With continuous brain drain, Jordan's pharmaceuticals industry is falling
behind in its ability to train and retain the best workers.

* The current make-up of the workforce and training systems is misaligned with global industry market trends
that are demanding different skills sets than traditionally needed in the manufacturing of generics pharma-
ceuticals.

» Supporting services are limited and highly variable in their quality, especially the clinical research organizations.

« Middle market pharmaceutical firms in Jordan may be having trouble accessing growth financing to
consolidate and grow market share in the region and internationally.

* Despite much talking and planning, and with a few exceptions, university-industry collaboration on
research is limited and rarely results in marketable, commercial products.

ICT
e Key industry facts:
o Total revenues of USD $750 million in 2006, a four-fold increase since 2001
o Export revenues totaled USD $191 million in 2006, up from just USD $40 million in 2001
o Employment is estimated to be 10,000, up from just 1000 in 2001
« First and fully liberalized telecommunications market in the region-a very competitive mobile market with
more operators than any other country in the region.
* Highlighted by the government as a key catalyst for economic growth.
» Rapid growth and a continuous migration of talent to the Gulf are resulting in a shortage of trained
professionals.
« Research and development spending is relatively low compared to regional and international peers.
« The industry is made up of many small firms competing on price rather than quality, the ability to provide customized,
innovative solutions.
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Tourism

Key industry facts:

o Total receipts in 2006 were USD $1.6 billion, representing 9.2% of GDP

o Growth at an average of 4.5% since 2003

o Employment is estimated to be 147,000

o Average length of stay is 4.2 days and average spend per day is USD $59
Over 60% of tourists arriving in Jordan are from the Middle East region. Arrivals from the Middle East seg
ment have grown at 19% per annum since 2001. By contrast, tourists from Europe make up just 13% and
have been growing at 8% per year.
Costs for inputs (fuel, electricity, water) appear to be rising faster than sales creating a squeeze on the
industry’s margins and pressure to attract more tourists.
The industry is suffering from a shortage of skills specific to hospitality and tourism including:
communication, customer care and quality, supervisory management skills, marketing and sales techniques,
and professional skills training in operational areas.
Inadequate dialogue and coordination continue to plague the industry, especially with government agencies at
the operational level.
Petra was selected to be among the Seven New Wonders of the World in 2007. This will raise Jordan’s
profile worldwide, but also risks reinforcing an over-reliance by the industry on the country’s few traditional
attractions.

Medical Tourism

Key industry facts:
o Jordan hosted 114,000 foreign medical patients in 2005 generating revenues of USD $533 million
o Modest growth around 109.000 since 1998, just 2% per year while estimates of global market growth
over the same period are 15-30%
o Two internationally accredited hospitals
Nearly all foreign patients come from the region, with the highest percentage arriving from Yemen (29%),
Libya (16%), Palestine (12%) and Sudan (7%).
Current marketing focus is on traditional markets with limited efforts in attracting patients from new markets.
Accreditation and industry standards are still very weak and compromise industry standards.
Despite numerous industry associations and dedicated units within the government, coordination across
the sector is poor.
There is a shortage of nurses in Jordan and a trend of skilled labor emigration to the Gulf that is likely to
pick up as Gulf countries build and staff healthcare facilities.



Higher Education
e Key industry facts:
0 26 universities operating in Jordan: 10 public and 16 private
o Total of 234,000 higher education students in Jordan - over 10% were foreign students
o International students studying in Jordan has increased 67% from 14,600 to nearly 25,000 since 2001
* Tertiary enrollment rates have jumped from 17.9% to 39% since 2001 as a result of the introduction of numerous
private universities.
* The total academic staff has only increased from 6,547 to 8,793, reducing the overall teacher-student ratio
from 1:24 to 1:27.
« Limited efforts by the schools to understand and track the motivations of international students.
» Significant investments into higher education facilities in the Gulf could marginalize Jordan’s role as a center
for higher education in the region.

How DOES THIS REPORT CONTRIBUTE TO JORDAN’S COMPETITIVE-
NESS?

The publication of the Jordan National Competitiveness Report affords Jordan the opportunity to directly
confront and resolve many of these binding constraints to business growth and competitiveness. The report
provides the most current, credible data describing Jordan’'s competitiveness on the macro-economy, micro-
economy, and across five selected example sectors. It compares Jordan's competitiveness performance, and
that of its industries, against other countries in the region and globally. The report also provides a framework
for interpreting this data, highlights areas of strong and weak performance, and suggests interpretations and
implications for Jordan. Where justified, the report suggests opportunities and directions for follow-on action.
However, the report is not prescriptive - it simply presents the data and helps to interpret the information.

This report is designed to be a non-partisan, fact-driven base of information that Jordanians can use in their
deliberation, planning, and prioritization. It provides information that enables all Jordanians to understand their
country’s economic performance and to consider their economic vision and future.

This report is the first in what is expected to be an annual Jordan National Competitiveness Report. It joins a
select group of forward-looking countries that transparently report on their competitiveness performance. It is
the first product of the Jordan National Competitiveness Observatory.
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THE JORDAN COMPETITIVENESS OBSERVATORY

The Jordan National Competitiveness Observatory is an economic research unit hosted within the Ministry
of Planning and International Corporation that continuously assesses and measures the competitiveness of
the Jordanian economy by analyzing the competitiveness of its industries and the environment in which they
operate. The Observatory’'s aim is to provide policymakers and business leaders with a comprehensive and
accurate evaluation of the current state of Jordan’s competitiveness. Specifically, the Observatory has three
objectives:

« To provide valuable information to the public and private sectors in the form of extensive indicators,
benchmarking data and analysis around the complex range of factors that determine competitiveness.

« Based on this data and analysis, to act as a center for communicating emerging issues and trends in the
private sector, and identifying obstacles to economic development.

« By providing sound, credible data and analysis, to found a solid base for a public-private partnership that
aims at implementing actions for enhancing the competitiveness of the Jordanian economy.

WHO IS THIS REPORT FOR?

This report is useful for a range of economic leaders in Jordan:

For government leaders, it can inform policymaking, provide stimulus for economic reform and serve as a
touchstone for coordinating decision-making. For business leaders, the overall analysis of the business envi-
ronment, the individual sector assessments and industry surveys can be a fact-based platform for communi-
cating key constraints to investment and growth to the government and serve as an updated source of market
information in Jordan, the region and internationally. For universities, the report can serve as a source of data
and information for research and instruction. For civil society and non-governmental organizations that are
interested in improving specific aspects of Jordan’s economic and social environment, this report is useful as
a guide to improving specific economic and social indicators.

How IS THE REPORT ORGANIZED?

This report is organized around proven competitiveness frameworks. Part | is an introduction to competitive-
ness and its importance to Jordan, and analyzes the stability of the macro-economy, the health of the mi-
cro-economic environment, and summarizes Jordan’s rankings in the Global Competitiveness Report and the
World Bank Doing Business Indicators. Part || assess the five selected sectors: pharmaceuticals, information
technology, tourism, medical tourism, and higher education. Part ||| concludes the analysis and suggests ele-
ments of a Competitiveness Agenda for Jordan in 2008.



PART I: JORDAN’S ECONOMIC PERFORMANCE






INTRODUCTION

The purpose of this report is to provide a comprehensive picture of the state of competitiveness of Jordan's
economy. This report reviews the macroeconomic and microeconomic environment in Jordan and then analyz-
es the competitiveness of 5 sectors: pharmaceuticals, information technology, tourism, higher education, and
medical tourism. By analyzing the national economy and a selection of specific sectors, this report highlights
the constraints that are limitng Jordan's private sector and may be holding back Jordan's economic growth
prospects.

Numerous government agencies, private organizations, and donor initiatives have analyzed facets of Jordan’'s
economy. In Jordan, much is known and understood about the macro-economy and the underlying dynamics
that determine its health. The indicators for tracking macroeconomic performance are clear and readily avail-
able. Similarly, indicators for the overall microeconomic environment are codified and tracked by international
reports such as the World Economic Forum Global Competitiveness Report and the World Bank Doing Busi-
ness Report. These reports provide an overall assessment of the general issues faced across the private sec-
tor. Yet to date, there has not been an attempt in Jordan to evaluate the microeconomic environment within
specific sectors and then link these insights to the common constraints faced by many businesses in Jordan.

A key analytical input into this study is a set of 5 sector-specific surveys completed by business leaders on
the current state of competitiveness in their sector. The resounding response across all sectors is that there is
urgency for action in order to preserve and elevate Jordan’s competitiveness. This report aims to catalyze ac-
tion by providing the economic leadership in Jordan with the data and analysis required to achieve a consensus

for reform.
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WHY IS COMPETITIVENESS IMPORTANT FOR JORDAN?

Enhancing competitiveness is one of the most critical economic challenges and one of the most important
goals for increasing Jordan’s prosperity for several reasons:

Reducing poverty and increasing prosperity requires achieving high rates of productivity growth, especially in
export-driven industries.

Increasing export levels will drive Jordan’s growth and prosperity. However, currently there are aspects of
Jordan’s export base that are unsustainable. The competitiveness of Jordanian exports has been based on
a strong education system, relatively cheap labor and trade agreements that favor Jordan as a trade partner.
However, cheap labor and trade agreements are not a source of long-term competitive advantage. With limited
natural resources, Jordan must create its prosperity from its knowledge and innovation, entrepreneurial spirit
and openness to the world.

Today, there is unprecedented opportunity for investing in industries that will achieve sustained growth.

High financial liquidity in the Middle East makes investors thirsty for opportunities that are supported by good
information and sound business strategies. As a politically stable country with a well-educated workforce,
Jordan is positioned to be a favored destination for investment.

Across the region, focus on diversified investment and knowledge-based economic growth is increasing. The
knowledge- and technology-based sectors that are increasingly highlighted as the sectors of the future in the
region are the sectors of today in Jordan: medical services, pharmaceuticals, information technology servic-
es, education services and cultural tourism among others. Jordan’s legacy as a leading “*knowledge-driven”
economy in the Arab world means that this shift in the economic landscape presents a unique opportunity for
Jordan to build on its strengths.

Global recognition of Jordan as a cornerstone for stability in the region is growing. Businesses and govern-
ments worldwide are increasingly aware of and interested in the Middle East as a crossroads for Europe, Africa
and Asia. The world is turning to Jordan for leadership in the Middle East as its neighbors struggle with varying
degrees of domestic socio-political unrest.

However, economic, social and political trends present immediate risks to competitiveness and continued
growth. If unaddressed, these risks threaten to stall or reverse prosperity gains.

Regional conflict and social and demographic trends are resulting in a significant influx of migrants coming to
Jordan to find jobs; a trend that is increasing social tensions. Ensuring adequate employment will be essential
to avoiding social problems in the future.

The region’s financial liquidity is placing a premium on skilled labor. This presents two immediate risks for
Jordan: First, Jordanian talent is being drawn to other parts of the region as neighboring countries improve
their business climate and investment in knowledge-based industries. Second, as the compensation for skilled
labor increases economic inequality may rise as well, presenting a challenge for Jordan to ensure economic
prosperity is widespread across the entire population.



Jordan’s competitive advantage as one of the leading knowledge-based economies in the Middle East is at
risk. The rapid pace of globalization, technological change and recent investments by neighboring countries in
knowledge-driven industries threaten to relegate Jordanian producers to comparatively low positions on their
respective value chains unless action is taken to reform the business environment, further upgrade the work-
force and quickly adopt emerging technologies.

Flgure 1.2 - Jordan's Prosperlty Trlangle

Krowledge-driven

Political Educational
Stabliny Opportunkty Aflalnment

The future competitiveness of Jordan will only come from improving the productivity of its people and ensuring
that Jordan is an easy place to do business and create prosperity. An educated workforce needs an environ-
ment that fosters economic opportunity, allowing many entrepreneurs in many competitive sectors to thrive
regionally and compete internationally. Knowledge-driven prosperity must be fostered in an environment of
stability, opportunity and social well-being.
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WHAT IS COMPETITIVENESS?

Competitiveness can be defined as sustainable increases in productivity resulting in improved incomes for the
average citizen. A competitive economy in Jordan would mean Jordanian products and services meet the test
of the marketplace without protection or subsidies, in ways that boost the average incomes of Jordanians.

Competing in the international arena requires building the capacity to understand international consumer and
market trends and then translating this knowledge and insight into higher value products and services. Com-
petitiveness is determined by the productivity (value per unit of input) with which an economy uses its human,
capital and natural resources. Productivity depends on the value, uniqueness and quality of a product, as well
as the efficiency with which it is produced.

Although good strategic decisions enhance competitiveness, competitiveness is not about picking industries
that will grow in the future. It is about improving the business environment that allows many entrepreneurs and
companies in a variety of industries to make good strategic decisions and implement them efficiently. Competi-
tiveness is about how firms compete in their industries.

The productivity of local industries is critical to competitiveness even if attracting key foreign investors can
contribute to export competitiveness. This requires local industry build the capacity to learn about customers,
understand markets, innovate, improve quality and invest in human resources. It also requires firms to cooper-
ate with other members of the supply chain and work constructively with private sector leadership and govern-
ment to solve problems and address constraints in the business environment.

Competitiveness cannot be built on natural resource abundance or cheap labor, especially when relative pro-
ductivity is taken into account in relation to neighboring countries, many of which also have relatively cheap
labor on a productivity-adjusted basis. Nor should competitiveness be confused with foreign investment in
unproductive assets. While foreign investment can be an important generator of foreign exchange and govern-
ment revenues (through privatization) - it will not create large numbers of sustainable, productive jobs. Unless
the revenues generated from these activities are invested in human capacity and in facilitating (but not subsi-
dizing) the emergence of competitive industry clusters, the benefits may not extend to all citizens.

Professor Michael Porter of Harvard Business School has developed a useful framework for understanding the
determinants of competitiveness, as illustrated in Figure 1.3. Professor Porter's model serves as this report’'s
framework for analyzing Jordan's growth prospects and organizing the various determinants of competitive-
ness and economic growth potential.



Figure 1.3 - Determinants of Compelitiveneas
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The model illustrates how a country’s potential for competitiveness and long-run economic growth is created
by a sound macroeconomic, political, legal and social context and a continuous drive to improve the microeco-
nomic environment, foster the sophistication of local companies, and increase local competition.

The model also illustrates how Jordan’s future economic growth track will be determined by its ability to sup-
port:

1. Sector-specific growth, driven by local companies that are successful in raising the sophistication of
their operations and strategies and increasing their competitiveness

2. Improvements in the business environment and removal of cross-cutting, binding constraints to growth

This report focuses specifically on sector-specific growth and the underlying microeconomic determinants of
competitiveness for each sector. To understand the current state of Jordan’s competitiveness in pharmaceuti-
cals, tourism, information technology, medical tourism and higher education, this study uses the Competitive-
ness Diamond, often referred to as the Porter Diamond . The economic basis of the Competitiveness Diamond
has been validated by numerous analytical and case studies and is now used by industries and governments
worldwide to assess industry cluster competitiveness and to develop strategies for improving competitiveness.
It is structured around 4 pillars:

Factor (Input) Conditions: skilled labor, infrastructure, etc.
Demand Conditions: size and type of accessible demand
Context for Firm Strategy and Rivalry: conditions for conducting business

A 0=

Related / Supporting Industries: presence of suppliers and supporting industries

1 Porter, Michael E. The Competitive Advantage of Nations, The Free Press, New York, NY, 1990.
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Within each sector and across the economy, these 4 facets interact to form a foundation for building a com-
petitive economy. For emerging economies like Jordan, strengthening a competitive industry starts with un-
derstanding the demand for products and services in key markets and then organizing and investing in the
factor inputs (supply/production) to best meet the needs of the market. Only by accessing and understanding
the specific needs of the market can the Jordanian businesses utilize their resources in the most efficient way
and create the most value for the customer and the economy in which they operate. As a more in-depth un-
derstanding of the market is developed and the supply is upgraded accordingly, the industry cluster then must
concentrate on upgrading its suppliers and supporting industries and working with the government to improve
its business environment.

Figure 1.4 - porter compeliiveness diameand
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ASSESSING THE FOUNDATION OF JORDAN'’S
PROSPERITY






ASSESSING THE FOUNDATION OF JORDAN’S
PROSPERITY

With high-sustained GDP growth FIgure 2.1 - Regional Prosperity
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In the macroeconomic environment, Jordan has adopted policy measures to address structural defects in the
public sector, while creating an enabling environment for greater private sector participation.

The government has been working on curbing its fiscal and external deficit, while responsibly handling its mon-
etary policy. Both domestic and international demands have been booming, fuelled by high remittances from
the Gulf and surging exports. However, the country’s macroeconomic environment continues to give cause for
concern. While much remains to be done on the domestic structural transformation, recent global and regional
events, primarily the 2003 Iraq war, threaten to steer the country off its path towards macroeconomic stability.

In the micro-economic environment, Jordan’s business environment reform is being eclipsed by its neighbors.
Jordan'’s historical competitive advantages in health, education, and the quality of its workforce are deteriorat-
ing rapidly as regional competitors invest heavily in these areas. Despite continued talk of transforming Jordan
into a knowledge-driven economy, debilitating weaknesses exist in its knowledge and research infrastructure

and innovative capacity.

These constraints can only be resolved by building on Jordan’s solid institutional structure. Economic reform
has been slow to take shape in Jordan, but can be accelerated quickly. While increasing Jordan’s innovative
capacity can only take place over the medium to long-term, resolving barriers to business start-up and produc-
tive investment can take place in a matter of months given the commitment of the economic leadership.

Z
At current exchange rate, EIU Jordan Country Report, 2007

According to the Global Competitiveness Report, countries around the world have been categorized into 3 groups depending on their stage of development: the lowest stage of development is termed ‘fac-
tor driven’ and growth is driven by competing on natural commodities and low costs; the second stage is the ‘efficiency driven’ stage where increasing enhanced productivity and movement upstream on the
value chain becomes the engine of growth; the most advanced stage is the ‘innovation driven’ stage where economies compete on knowledge capital, ideas and sophistication in operations and products.
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The following section analyses the current state of the macroeconomic and microeconomic foundations for
competitiveness in Jordan.

MACROECONOMIC PERFORMANCE

In the context of its historical performance, and in comparison to the regional average, the Jordanian economy
has been performing well since 2001. GDP has been growing at a sustained rate of 5-7% in the last 5 years and
touched 7.7% in 2005, while the GDP per capita has grown from USD $1,700 in 2001 to over USD $2,400 in 2006.
This growth is primarily being fueled by robust domestic demand, particularly private consumption demand that
is soaring as a result of record remittances from the Gulf. Also fueling the growth is persistently strong invest-
ment, particularly in the services infrastructure (tourism) and in the real estate and construction sectors. Yet
despite the growth, the increased demand has noticeably driven up construction costs that are being reflected
in the rising prices in the sector*.

Flgure 2.2 - GDP per caphe (L3, Rate of Growth of GDP: Jordan, MENA
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This growth has translated to a decline in poverty rates in the country, and an overall improvement in the social
well-being of the population, as signaled by the improving social indicators. The poverty rate declined from
over 20% in the late 1990s to 14.7% in 2006. Education enrolment rates have increased and the country has
achieved almost 100% literacy for both men and women. Health indicators are slightly improved from prior years
in Jordan and the regional average. The infant mortality rate in Jordan is 22 compared to the regional average
of 43, and life expectancy at birth is 72 years compared to 70 in the region. These achievements are reflected in
the country’s improved ranking in the UNDP Human Development Index from 94 in 2000 to 86 in 2006.°

4 .
www.oxfordbusinessgroup.com
From the UNDP website on Human Development Reports



Figure 2.3 - Prozperity Indicetars, 2000, 2005
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Jordan’s challenge lies in tackling its historically high twin deficits, both fiscal and trade. One of the main
reasons for the deficit is the vulnerability to negative external shocks - due to high dependence on oil imports,
large foreign aid inflows and significant security expenditures stemming from the political instability of the

region.

The fiscal deficit has hovered between 8% and 14% of GDP in the last 6 years and the current account deficit
peaked at 25% of GDP in 2005. The driving factors behind the continued fiscal deficits have been high state
security and defense expenditures and fuel subsidies that are compounded by a low domestic revenue base.
Grants make up a large share of revenues, exposing the fiscal balance to the possibility of negative external
shocks. Jordan's economy has reflected an almost constant negative trade balance due to significant depen-
dence on imported oil and hence on the variability of international oil prices. While the current leadership has
adopted several policy measures to rectify the underlying structural defects, global and regional events in 2003
knocked the country off its path of improving fiscal conditions. However, recent data and future projections sug-

gest that things may be improving.

Since the Jordanian dinar is pegged to the US dollar, the country’s Central Bank has little flexibility in using
its monetary policy tools. However, despite this restriction, it has been performing well, curbing inflationary
pressures (inflation was up to 6.2% in 2006 driven by fuel) that are evident given the rich liquidity in the region
and in the country, and the potential of US inflation. Furthermore, the impact of absorbing around 500 thousand
Iragis in the domestic economy is also straining prices*. Positive investor sentiments, both domestic and inter-
national, have resulted in surging growth in credit to the private sector and large inflows of FDI. Domestic credit
to the private sector grew at a record 40% in 2006 and preliminary data indicates that FDI flows doubled from
USD $1.5 billion in 2005 to over USD $3.0 billion in 2006.

* The recent study conducted by Norway's Fafo Institute for Applied International Studies Concludes that there are around 500,000 Iragis in Jordan accounting for almost 9 percent of the total population.
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GROWTH OF GDP

GDP has been growing at an impressive rate of over 6% since the beginning of this decade. This growth has

been

tinuous high remittances from the Jordanian overseas workforce and by Iraqi expatriates (who now account for

20% o

the construction and real estate sector, as well as the service-sector infrastructure of the tourism industry.

spurred by private consumption and buoyant investment. Private consumption has been fueled by con-

f the Jordanian population). Investment has been soaring in all sectors of the economy, but primarily so in

Table 2,1 - Components of gross domestic product  Table 2.2 - Feslest Qrowing Sectors: 2006-06
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All sectors of the economy have shown positive growth in the last few years, apart from mining. The greatest

expansion was seen in the construction sector which grew at a rate of 11% in 2006. The growth of the construc-

tion sector appears to be a symptom of the real estate boom in Jordan.

Figure &4 - Rates of Grewlh in Selected Sectors of Economy
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FiscAL OUTLOOK

Though government expenditures comprise only a small component in Jordan’s GDP, it is one of the main
causes of concern for the country’s macroeconomic outlook. The continuing trend of large fiscal deficits that
has put tremendous pressure on the government’s debt situation. In 2006, the fiscal deficit stood at 7.5% of GDP
before grants (4.4% of GDP after grants). As illustrated below, aid inflows peaked in 2003, largely due to the
Iraq war, and assisted in reducing the fiscal deficit. However, this foreign aid has since decreased. Although
the fiscal deficit has been declining despite this contraction, Jordan needs a long-term solution for reducing its
dependence on the flows of volatile foreign aid.

Figure 2.5 - Fiscal Deficit {with and without aid), External Aid Flows (J0 mn
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The decline in the fiscal deficit results from an increasing domestic revenue base and a strong control over gov-
ernment expenditure, illustrating the impact of the government’s recent tax and public sector reforms. Domestic
revenue, which grew at over 18% in 20086, is driven by high sales tax and income tax receipts. Despite improve-
ments in curbing government expenditures, they continue to make up over 30% of GDP. Interest payments on
debt constitute a significant portion of government expenditures, although the share has been decreasing.
Defense and security expenditures continue to demand a large part of the budget - an obvious outcome of the
regional instability. The recent increase in fuel prices has serious implications for Jordan’s current account
given the high sensitivity of the deficit to changes in oil prices - an increase of USD $1/barrel causes Jordan’'s

expenditures to grow by JD 25 million.

Figure 27 - Trends in Gavt Expenditure 1% GOF), Majar
CeHnparenis of Expatidiun
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Figure 2.3 - Declining Trends in Domestic and Extarnal Ded, Privatization Proceeds % GEHF)
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FINANCING OF THE DEFICIT: Debt and Privatization Proceeds in Jordan

The reduction in the fiscal deficit has relieved the debt burden for Jordan somewhat. Total government debt
stood at 72.5% of GDP in 2006; the government has established a goal of bringing down this debt to 60% of GDP
by 2012 under the Medium Term Fiscal Framework. Increasingly, privatization proceeds recently have been
assisting in financing the government’s fiscal agenda.

The declining debt stock of the country has resulted in an improving debt service ratio which stood at 7.6% of
GDP in 2006. Jordan has also been making an effort to finance an increasing part of the deficit through domestic
debt to reduce its dependence on other-currency denominated debt: this is also necessitated by the winding
down of its earlier debt schedule from bilateral sources® and the temporary nature of privatization proceeds
on an annual basis.

Within its external debt profile, the government has also made an effort to put greater emphasis on multilateral
and bilateral concessional loans rather than commercial debt. This has resulted in a decrease in the imputed
interest rate on the debt stock. Further, due to improved balance of payment conditions and growing foreign
exchange reserves, external debt servicing through foreign exchange receipts has almost halved from 16% in
2001 to about 8% in 2006.”

The Executive Privatization Commission (EPC) has been working on its projects of disinvestments of some
major publicly owned organizations and recent divestitures have resulted in a sudden increase in privatization
proceeds that have gone towards financing the deficit gap. However, as mentioned earlier, there is no guaran-
tee that this program will continue at its current levels on a sustained basis.

6 Such as the Paris Club debt
Min of finance debt report



EXTERNAL SECTOR: TRADE & SERVICE FLOWS

Jordan’s trade flow is fairly robust with
growing exports and imports and very
high remittances from the Jordanians
working overseas - exports of goods
and services contribute to 51% of GDP.®
Jordan’'s trade and current account def-
icits have been increasing since 2003,
with the onset of the Iraq war. The trade
deficit stood at 35% of GDP in 2006, re-
flecting an ongoing widening gap that
emerged in 2003 primarily as a result
of a surge in imports in that year driven
by increasing oil prices precipitated by
the Iraq war.

Figura &.9 - Aegional Expoarts
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As oil accounts for a significant portion of Jordanian imports - about 24% in 2006 -, the country’s trade balance

is vulnerable to external shocks caused by volatility in oil prices. Iraq was a source of cheap oil for Jordan until

the war disrupted this relationship. As Figure 2.10 illustrates, Jordan’s economy is significantly more open than

regional neighbors in terms of exports as a percentage of GDP; however, its export growth is merely average. This

indicates the critical role service income plays in its foreign exchange receipts - which will be discussed later.

The trade balance has improved since 2005 with a decline in import growth rates and resurgence in exports

largely due to the weakening of the dollar. While these trends may provide relief in the short term, structural

shifts in the balance of trade remain necessary as devalued currency is neither sustainable, nor a component

of true competitiveness.
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FINANCING OF THE DEFICIT: Foreign Direct Investment

Jordan’s current account deficit was more than offset by FDI and other flows of capital - the country’s foreign
exchange reserves have been growing steadily. After measuring barely 1% of GDP in 2003, FDI flows surged
and stood at 12% of GDP in 2005 - much higher than other countries in the region and well above the regional

average. As a share of gross fixed capital formation, FDI accounted for around 50%.

Figura 2.13 Tha Rola of Foraign Invasiment
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In terms of absolute flows in USD, Jordan’s performance on FDI in comparison to the region has been average
— USD $1.5 billion in 2005 as compared to USD $5.3 billion in Egypt or USD $9.8 billion in Turkey. FDI grew at a
compound annual growth rate (CAGR) of 87% for 2003-2005 compared to other countries such as Egypt (375%)
and Kuwait (310%). However, preliminary estimates show that the FDI flow in 2006 exceeded USD $3 billion
- more than doubling in a year. However, significant questions have been raised on both the accuracy of the

Jordan’s current FDI data as well as the underlying reasons for its apparent growth.
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No one consistent set of foreign investment figures can be used to accurately assess the performance and
underlying drivers of foreign investment growth in Jordan. Different agencies are tracking different types of
investment figures, causing confusion among policymakers and the public.’

Jordan’s FDI growth certainly reflects the large increases in liquidity in the region, one off government privati-
zations in 2006, a real estate boom in Amman and Jordan’s success in attracting increasing amounts of invest-
ment into the Special Economic Zones (SEZs).

One example of significant success has been the Agaba Special Economic Zone (ASEZA) - established in
2001. So far, the zone has attracted over 1,500 new enterprises and a total investment of USD $1.5 billion in
registered capital. An estimated USD $11 billion additional investment is forecasted for the period 2006-2014. °
Despite specific successes in certain SEZs, much of Jordan's FDI still remains untrackable. A recent survey
by the Department of Statistics of Jordanians residing overseas investing back in Jordan revealed that much of
the inflow of expatriate investment is in non-productive sectors.

Figure 2.15 - Jordan FDI Breakdown by Sector (2005])

Jordan FDI Breakdown by Sechor (2005}
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MONETARY POLICY & BANKING SECTOR

As previously mentioned, the Jordanian government does not have complete flexibility in its monetary policy
given the fixed peg of the dinar to the US dollar. However, the government has made a concerted effort through
interest rate adjustments and open market operations to contain inflationary pressures that have arisen due to
easy liquidity in the regional and domestic markets, high oil prices and the macroeconomic strain of absorbing
large numbers of war refugees. Hence, while overall inflation rose in the last year to over 6%, this was primar-
ily driven by food and fuel prices. Core inflation continued at the previous trend of around 2%. Interest rates
closely follow the US interest rate trends and the yield curve has moved up over the past years.

e Jordan Times, Yusuf Mansur Editorial, October 16, 2007.
10 http://www.azem-agaba.com
" Eood prices were driven up due to increasing fuel prices that led to higher distribution and transportation costs. Another important reason has been increasing exports of Jordanian fruits & vegetables that

have caused a domestic supply scarcity driving up the prices.



Figure 2.16 - Inflatlon Rate
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Figure 2.17 - Yield Curves
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Banking sector indicators reflect increasing stability (the capital adequacy ratio was 21.4 in 2006). This stability
coupled with high liquidity has given rise to the availability of high amounts of credit to the private sector as
well as the use of new and riskier lending instruments that will require greater supervision in the future.

ALIMAdSOdd SINVAYO[ 40 NOILLYANNOA dHL ONISSASSY ¢ ¥3LdVHD



MICROECONOMIC ENVIRONMENT

Jordan’s Competitiveness Rankings:

Flgure 2.18 — Glabal Competveness Index Rankimgs - MENA

Jordan ranked 49" on the Global
Competitiveness Index (GCl) and
48'™ on the Business Competitive-
ness Index (BCI) in the 2007-2008
Global
Jordan maintained its position in

Competitiveness Report.

the top 50 competitive economies
despite the inclusion of more coun-
tries in the report and increased
focus on competitiveness across
the world. Jordan’s rank in the GCI

remained unchanged while its rank
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in the BCI slipped slightly from 46
last year.

Despite placing in the top 50 competitive economies, Jordan ranked just oth among MENA countries, ahead of

Baurza: AGF.E0DE

North African countries such as Morocco (64t") and Egypt (77t), but behind the GCC countries, Tunisia (32"9),

and Israel (17th).

The GCI expanded its sub-components to 12 from 9. These subcomponents, or pillars, fall into 3 major group-

ings: basic requirements, efficiency enhancers and innovation and sophistication factors. These 12 pillars are:

1. Institutions

2. Infrastructure

3. Macroeconomy

4. Health and primary education
5. Higher education and training
6. Goods market efficiency (new)
7. Labor market efficiency (new)
8. Financial market sophistication (new)
9. Technological readiness

10. Market size (new)

11. Business sophistication and
12. Innovation

£002 1d0d3d SSANIALLILAdWOD

Y
©

S:Nvador

ALIMAdSOdd SINVAYO[ 40 NOILYANNOH dHL ONISSASSY ¢ ¥3LdVHD



50

S(Nvador

£002 1d0d3d SSANIAILLILAdWOD

ALIMAdSOdd SINVAYO[ 40 NOILLYANNOA dHL ONISSASSY ¢ ¥3LdVHD
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Flgure 2.21 - Jordan's Perlormance on the Twelve Plllars of the Glebal
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The GCI takes into account the fact that countries at different stages of development have different drivers of
competitiveness. The stages of development are factor-driven, efficiency-driven and innovation-driven. Under
this model, Jordan is characterized as a transition economy between factor-driven and efficiency-driven. At
this stage, the GCR states that competitiveness is contingent upon a well-managed macroeconomic frame-
work, strong institutions, adequate infrastructure and a capable workforce.

Jordan ranked comparatively well on institutions (32" and infrastructure (42"%). The strength of Jordan’s in-
stitutions and infrastructure shone through in the results of the report and contributed to Jordan’s maintenance
of its top 50 position. Jordan's key competitive advantages under institutions include presence and protection
of physical (29t") and intellectual (40t") property rights, light burden of government regulations (25t"), ethical
behavior of Jordanian firms (29th), prudent government management (35t") and judicial independence (40th).
Jordan’s strength in infrastructure is based on the quality of its road (37t") and air (36" infrastructure as well as
the quality of its electricity supply (34th).



However, Jordan’s weaknesses in the macroeconomic environment (100“‘), labor market efficiency (94" and
market size (83rd) reduced its overall ranking. Similar to last year, Jordan’s dismal score in the macroeconomic
environment pulled back its overall rank. As indicated earlier, both Jordan’s annual fiscal deficit (112t") and its
government debt (105! present an ongoing risk to the economy. Jordan’s other especially low rankings ap-
pear in 2 of the new pillars, labor market efficiency and market size. Within the labor market efficiency pillar,
Jordan's key weaknesses are in hiring and firing practices within the country (103™), reliance on professional
management (95t), its ability to retain the country’s most talented workers (brain drain - 86t"), and the female
participation in the labor force where Jordan ranks just 124" out of 131 countries. This indicates that Jordan
is missing out on a significant pool of educated workers and potential economic value. While there is quite a
bit that can be done to improve its labor market efficiency, there is very little Jordan can do to directly improve
its market size. By definition, Jordan is a small market. The only reasonable policy response is to ensure that
Jordan’s economy is as open as possible to the flow of goods and services and to support the regional and
international market linkages for Jordan’'s export business.

In the areas of education and health, Jordan’s rankings are at par with its overall ranking, but this conceals
disturbing weaknesses in primary and secondary enrollment. Known for its strong education system, it is
surprising to see Jordan’s ranking in both primary enroliment (82"9) and secondary enrollment (62"d) appear
as competitive disadvantages. As a barometer for Jordan’s future workforce, these are 2 of the most urgent is-
sues to address for Jordan. The good news in education is that Jordan ranks comparatively well in education
expenditure (25!, quality of the higher education system (37th), quality of the math and science education (47t
and tertiary enroliment (48th).

Jordan’s rank in the goods market efficiency pillar mask wide differences and inconsistencies in its ranking
on specific indicators. There is significant disparity and inconsistency between the strengths and weaknesses
in the assessment of Jordan’s goods markets. Key strengths include the tax rate (218, time required to start
a business (25!, intensity of local competition (33"), the extent of market dominance (31%!) and the degree of
customer orientation (36!"). However, these strong scores are counter-weighted by equally poor scores in the
trade-weighted tariff (83'), extent and effect of taxation (73'), number of procedures to start a business (85th)
and the buyer sophistication within Jordan (92"d). These numbers reveal remarkable paradoxes in the Jordani-
an economy. The rank in overall tax rate in Jordan is impressively low, but the weak ranking on trade-weighted
tariff reveals that Jordan may be constraining a key driver of future prosperity: trade. The time required to start
a business indicates the efficiency with which the system works, especially when considering that the number
of procedures is so comparatively high. The number of procedures is itself concerning as this can increase the
direct cost for the business as well as opportunities for corruption in the process. The result on customer rela-
tions is troubling - Jordan’'s market appears to be well oriented to the needs of the customer, yet its access to
sophisticated customers on which industry relies for feedback on product quality is limited.

Business and financial market sophistication appears to be a moderate weakness for Jordan with only a few
notable strengths and dramatic weaknesses. Jordan’s financial market sophistication is buoyed by its com-
paratively strong local equity market (39!, but is significantly constrained by its weak ability to protect inves-
tors (87t"). Under business sophistication, Jordan’s one moderate strength is business’ control of international
distribution and its main weakness is the extent to which Jordanian businesses market their products and
services (75t).
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Despite increased focus and attention on Jordan’s knowledge-driven sectors, Jordan’s rankings in technologi-
cal readiness and innovation reveal debilitating weaknesses countered by only a few strengths. Jordan has
good access to the latest technologies (37t") and its firms have the absorptive capacity (42"d), but Jordan ranks
low on its laws relating to IT. On innovation, Jordan is producing a strong pool of scientists and engineers
(38th), however, company research spending (75! and collaboration with universities (69t is holding back the
country’s innovative capacity.

THE BUSINESS COMPETITIVENESS INDEX'2

Jordan ranks equally well on the Business Competitiveness Index (BCI) at 48th out of 127 total countries in the
2007 report, slipping 2 ranks overall from its 2006 ranking. However, when taking into consideration new coun-
try additions, Jordan stayed level on a percentile basis. Maintaining its top 50 ranking is impressive with the
data pool now including nearly all highly developed economies. Jordan ranks behind UAE (28", Qatar (33™),
Bahrain (43™), and Turkey (46", and above Saudi Arabia (51t), China (57t"), and Egypt (70th).

Figura 2.22 - BCI Sum mary and Comparalors far 2007
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There are 2 components of the BCI and Jordan does relatively well on both. There is very little difference
between the rankings for the quality of the national business environment (49t") and the rankings for com-
pany operations and strategy (515!). The relatively equal rankings demonstrate a balance in Jordan’s economy.
However, according to the BCl methodology, a much stronger weight is placed on the national business envi-
ronment (over 80%) while the quality of business operations and strategy is weighted much less. This reflects
how critical the business environment is to a country’s competitiveness and the importance of Jordan continu-
ing to take steps to further improve the business environment. The Jordan’'s performance in the BCI echoes
much of the GCI conclusions: strong infrastructure, efficient legal framework, strong institutions; however, poor
cellular connectivity, limited buyer sophistication, and weak marketing capabilities.

12 The Business Competitiveness Index is the product of the Institute for Strategy and Competitiveness of Harvard Business School.



Jordan is highlighted in this years report for its good value as an investment location. The graph below com-

pares countries where wages are higher than would be expected based on their competitiveness to countries

where wages ought to be higher based on the performance of their economy. Jordan and the countries to the left

of the graph have a *wage advantage.” It is interesting to note that Jordan is in good company with some of the

most dynamic economies in the world; also appearing on the left of the graph are India, China, Chile, Singapore,

Czech Republic, USA and Finland.

Finura 2.24 - Wages vs Compriitivrmass
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WORLD BANK DOING BUSINESS 2008

Similar to the Global Competitiveness Report, the World Bank’s Doing Business Report has emerged over the
past 4 years as an authoritative, objective snapshot of how easy it is for businesses to conduct business in a
given country. The report has a more limited scope than the Global Competitiveness Report - focusing on the
regulatory environment for doing business.

Despite continuous discussion about reform in the regulatory environment for business in many sectors and
at a variety of levels, in the last year Jordan’s ranking across the ‘Doing Business’ indicators remained largely
stationary and the overall ease of doing business rank actually dropped a point from 79 to 80. This placed
Jordan slightly above Lebanon (85) and not far behind UAE (68). Other regional competitors, Egypt and Saudi
Arabia, were both named top reformers for 2007 while Jordan only passed one reform this past year.

Table 2.3 - World Hank Doing Business 2007 Selacted Indicetora: Jordan and Benchmarks




In the country rankings (not shown in the table) Jordan ranks higher than average in the categories of paying
taxes (19), trading across borders (59), employing workers (45) and dealing with licenses (71). Despite respect-
able performance in these areas, Jordan has not shown improvement as nearly all the indicators associated
with employing workers, paying taxes and dealing with licenses remain exactly at 2003 levels and the indica-
tors associated with trading across borders can only boast a very modest improvement in cost and time which
was not strong enough to counter a drop of 8 points in the ranking.

Despite this stagnation there have been some modest improvements over the past several years. Since 2003, 4
procedures to start a business were eliminated and associated costs were significantly reduced from 81 days
and 104.1% of per capita income to only 14 days and 66.2%. Moreover, the cost associated with obtaining a
license decreased more than 16% since 2005.

Table 2.4 — Jordan’s ranking in Doing Buginess 2008

R — That being said, Jordan lags behind its com-
petitors in the areas of protecting investors
Eaze of Drirkg Buginezg 1]
" (107, registering property (109", enforc-
Atz ring A 2URINASE 133 . th . .
ing contracts (128™) and starting a business
[w=aling mith L c=n=es Al rd
(133™).
Empiaying Workers 45
Heagisiering Propery 104 . i .
The closing a business rank dropped 3 points
Cinlking Crait i ) ) o
in last year while the areas of protecting inves-
Proieohing Inveshars s ) )
tors and registering property saw no change
Paying Tazeg 10 . ; . . .
in actual indicators their rankings dropped
Treding Acrass Bardars o= . . .
2 and 3 points respectively in the past year.
Enfarz ng Cornrauls 128 .
Enforcing contracts saw no change.
CAaralng A BURINARR a7

This stagnation represents a serious challenge to Jordan’s economic competitiveness as competition is in-
creasing to attract FDI and other forms of investment. This competition is particularly apparent in the status of
Egypt and Saudi Arabia as top reformers in 2008.

Egypt's deep reforms greatly improved its position in the ease of doing business rankings by reducing the capi-
tal required to start a business from EGP 50,000 to just EGP 1,000 while cutting the time and cost of start-up
in half. Moreover, the Egyptian government established a one-stop shop at ports helping to reduce the time to
import and export by 7 and 5 days respectively. Other reforms streamlined bureaucracy associated with con-
struction, reduced fees for registering property and facilitated access to credit.

Saudi Arabia ranked 7" in the list of top reformers by eliminating the minimum capital requirement and more
than halving the number of days for company start-up. It also reduced the number of documents required for
importing, further reducing the time required for import and export by 2 days.
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COMPETITIVENESS OBSERVATORY INDUSTRY SURVEYS:
AGGREGATE RESULTS

From July to September of 2007, the Competitiveness Observatory conducted industry surveys of 210 industry
leaders across the 5 sectors described in detail below. These surveys resembled the GCR surveys, but were
customized by sector to uncover sector-specific constraints in the business environment. The results of the
surveys are revealing at both the sector level (detailed below) as well as at the aggregate level. Echoing the
GCR results, over 60% of survey respondents highlighted tax rates and regulations and a poor work ethic in the
national labor force as the most problematic factors for doing business. Over 50% of respondents cited policy
instability and inefficient government bureaucracy as key constraints to doing business. Just 14% of respon-
dents highlighted crime and theft as problematic in Jordan.

When asked to indicate the particular advantages of being based in Jordan, 83% of survey respondents across
the 5 industries cited political stability as a key advantage. The availability and cost of labor was chosen by
nearly 60% of the respondents, follow closely by (surprisingly given the GCR results) the access to market 51%
and infrastructure 49%. Just one third of businesses highlighted the regulatory environment as an advantage,
and, despite its comparatively low tax rate, only 10% of respondents chose the tax rate as a particular advan-
tage to being based in Jordan.

SECTOR ASSESSMENTS

The following 5 chapters assess the competitiveness of 5 sectors in Jordan: pharmaceuticals, information
technology, tourism, medical tourism, and higher education. These assessments serve 2 purposes. First, the
assessments provide an in-depth analysis of the competitiveness of the sector, including market trends, recent
performance, benchmarking, and a review of the sector-specific business environment highlighting the key
constraints to sector growth. The assessment of the business environment uses the Porter Competitiveness
Diamond as an analytical framework. Second, the results of the assessments, when aggregated, provide a
“bottom-up” cross-industry perspective of the common themes and constraints to growth of the private sector
in Jordan.



These assessments are based on the most recent and reliable information available from national, regional and
international sources. The main sources of data and information that have been used for these assessments
are:
* Jordan specific statistics and analysis compiled in the past 5 years
» Sector-specific surveys with 85 questions per sector covering sector leaders views on (213 collected
across 5 sectors):

o Sector performance and competitor comparisons

o Sector costs: materials, labor

o Workforce: training, brain drain

o Standards: licensing, accreditation

o Marketing: sector-wide, and firm specific

o Public-private collaboration

* Regional and international benchmarking based on:
o International industry reports
o Publicly available sector-specific data from each benchmark country
o Interviews with industry representatives from benchmark countries

Sector Selection

The initial selection of the 5 sectors spotlighted in this report was based on 4 critieria:
Current performance and importance to the Jordan economy: output, employment and export values.
Potential future importance: growth in the performance indicators and growth in investment.
Strategic importance and/or need for information to inform public discourse: presence of important in
dustry-government initiatives, public interest in the current state or potential for the sector, other political
and economic circumstances may call for specific spotlights on the industry.

4. Ability to monitor progress: number and openness of firms in the industry, presence of a cluster,

availability of information.

Based on the criteria, the 5 sectors were selected as pilot sectors for the Observatory to analyze. It is intended
that the Observatory will expand its work to other sectors in the near future.
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Regional and International Benchmarking

In order to get a fully institutionalized system for benchmarking and monitoring the competitiveness and per-
formance of the 5 key Jordanian sectors, a thorough benchmarking exercise was carried out for the relative re-
gional and international peer sets. The benchmark countries considered in this report are listed below. These
benchmark countries were selected based on the performance of the sector (size and growth), as well as the
potential for unique lessons for Jordan. For instance, while Qatar has a very small higher education system,
the establishment of its Education City is an important benchmark for Jordan to track.

The benchmarking exercise aimed at allowing cross-country comparisons within various sectors to monitor the
performance of each sector in a systematic manner. The set of indicators included all the underlying determi-
nants of competitiveness, namely: measures of performance (inc. exports, productivity, etc.), factor conditions,
demand conditions, context for strategy and rivalry, and related and supporting industries. Ultimately, through
benchmarking Jordan’'s competitive advantages and disadvantages to the Arab region and worldwide by key
indicators, this would enable the observatory to highlight opportunities and gaps within the Jordanian economy
at the sector-level.

Regicnal and Imlernationel Bench marking
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PART II: COMPETITIVE POSITION OF KEY
INDUSTRIES IN JORDAN






PHARMACEUTICALS






PHARMACEUTICALS

1. HISTORY AND CONTEXT

The pharmaceuticals industry represented 7.18%" of Jordan's |KEY FIGURES:
export base. Pharmaceutical production in 2006 valued over USD
$450 million, of which USD $295 million were exports, a nearly | . Total production valued over $450
6-fold increase in production from 1990 (USD $77 million). His- million in 2006

torically, production has been concentrated in generic pharma-

ceuticals. Around 3% of the production was manufactured under - 75% of production is exported, 80%

license which had started about twenty three years ago. Jordani- of which stays in the Middle East

an pharmaceuticals are registered in over 60 countries including

North America and Europe. With nearly 75% of production des- - Jordanian pharmaceuticals registerd
tined for export markets, the industry is well aligned to the latest in over 60 countries

international market standards. However, despite the industry’s

geographic reach, 80% of exports are sold in the Middle East re- « Industry employs 4,000 profes
gion, heavily Saudi Arabia and Algeria. Jordanian products claim sional/technical staff out of 8,000
nearly 30% share of the domestic market, indicating the diversity total employees.

and variety of the product base. The product portfolio of Jorda-

nian firms includes solids, semi-solids, liquids, aerosols and in-
jectables. Manufacturers employ 4476 people directly, with the
broader industry employing an estimated 8000 people.

Flgure 3.1 - Timsling for the Jordan Pharmaceticales nduwstry

HEH# | %2 p1ilm
I =nan Shark
Exchinge =lon a8

“iHE denlurin:
== eIl Fi-al Joreunwn == Bmmer P-aema pes Rrennmanor e e opdoiod == EM-dardan Tae sade
| Prmmnars.Hrals A i =4 i AL aounes 27 | acereen i CEE LTI R 4
: Erkakilchad 11503 I i Mumacsd e | 'WT0 Jandanlon |
i HEE Lt ,Aan: Wedical | Runcluziunas 5 Insiboie ol BRicshndage
i TN HE B {maemrEed slall | PTemee gl & (D, d T
i - DD ce 11975, : : - 1A : Ll LIS if"’"“"" Izeedoe ' ' R
1 1 1 1 P — o ERR pinpsdaul e
' = HIKPLG usd 11400 T C o male-lale, berds g,
P P} o | |Ruzrealeisds &0 - JFR nzw prgng
i i | M i i HIE 1. B PR ECh T
I : NE LTI RS I : 7 A lmlsthw : : v :
P . o | rAknd estezmn oL
al ¥
i i P i i PP AIMepe wih
i i I L WSS Pl e vane i
i i i [ i i AMEEMTAT I i
b Py mex T P
1 ' SOF w1983 Vs + - Ll ' H o v
1 i : | e
1 1 1 [} ] 1 L) 1
1 1 1 [ I | ] ] i 1
1 1 [ 1 1 '
i i o i i P

13

Department of statistics, MOPIC, GOJ.

(Jordan Times Monday, June 18, 2001, Pharmaceutical industry needs to increase mergers and consolidation, enhancing marketing strategies-A report by the Export and Finance Bank), currently 97% is
in branded generics and 3% is produced under licensing agreements
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The industry was launched in 1962, with the establishment of the first Jordanian pharmaceuticals company,
which operated alone until the mid 1970’s. Between the mid-1970s until 1990, the manufacturing base ex-
panded to 6 manufacturers. During the 1990s the industry experienced significant expansion due to pre-WTO
accession favorable trade conditions eventually hosting 17 manufacturing companies. Accession to the WTO
in 2000 triggered a substantial shift in the competitive environment and industry structure. Its a fact that, Jorda-
nian firms shared common product portfolios and focused on the same markets with some competitive. advent-
ages of each firm yet enforcement of international standards had been noticed even before the accession to W
to. The accession and subsequent erosion of Jordan's favorable trade status in numerous markets combined
with a more competitive environment has led to consolidation in the industry, which now numbers a diverse set
of 17 manufacturers with a varied set of domestic, regional and global operations.

Despite substantial changes in trade re- Flgure 3.2 — Phamaceulleal Fraducl Spectrum

lations, the regulatory environment, and
sporadic regional conflicts, the industry
has grown significantly in both size and
importance to the Jordanian economy. rd Arndee

Since the early 1990s, exports have grown
four-fold to USD $300 million in 2006. ° The
long-run underlying health of the industry / IFED =il

i cln

can be attributed to the strong Jordanian

education and health systems that under-
pin the competitiveness of the pharmaceu- L High aaluy

ticals sector.

Pharmaceuticals vs Biotechnology

The pharmaceuticals and biotechnology industry have developed and historically been viewed as distinct and
separate industries. Pharmaceutical firms, largely staffed by chemists, have focused on small molecule, syn-
thetic medicinal treatments. Biotechnology firms, staffed by biologists and biomedical engineers, have focused
on genetically engineered large molecule proteins for therapeutic purposes. However, in the past 5 years, the
two industries have begun to converge. Increasingly, pharmaceuticals and biotech companies are working
together. As the global drug market slows, pharmaceutical companies are turning to biotechnology for future
growth prospects.

The maturity of the pharmaceuticals business model, and the chemical replicability of the product lines, has led
to a further segmentation in pharmaceuticals amongst commodity generics, branded generics, and patented
drugs. As patents for specific drugs expire, generic companies are able to produce and sell these drugs and
even develop their own branded generic drugs, which can increase the value of the product. In contrast, to
date very few biologics have transitioned to generic producers. Longer patent lives, complex manufacturing
processes, and no clear regulatory pathway for receiving approval of generic biologics have all contributed
significant barriers to generics manufacturers.

15 Department of Statistics, Ministry of Planning and International Cooperation, Government of Jordan



Recognizing the market shift presented by the convergence of biotech and pharmaceuticals manufacturing,
Jordan has established an Institute of Biotechnology aimed at developing biotechnology capabilities to com-
plement its mature capabilities in pharmaceuticals. Specifically, the Institute is charged with evaluating and
identifying institutional capabilities in biotechnology across Jordan. In addition, the Institute will promote,
coordinate and develop activities that are focused in biotechnology. This is expected to provide direct sup-
port for applied scientific research in biotechnology, increased numbers of patents and overall innovation in
biotechnology in Jordan and in the end, the fostering of Jordanian biotech businesses. One such business has
been formed already. MONOQOJO is a private sector research firm specialized in the development, production,
and marketing of cell lines and antibodies to hospitals, laboratories, blood banks, biotech firms and research
institutions. It was formally established in February 2005 as a partnership between several key private and
public sector scientific research institutes including: the Jordan Higher Council for Science and Technology,
The National Biotechnology Center, the Jordan Royal Scientific Society, Jordan University of Science and
Technology, Philadelphia Private University, private investors and academic scientists.

2. REGIONAL AND INTERNATIONAL MARKET TRENDS

Figure 2.3 - Global Pharmacaulicals Exports, 2005
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Figure 3.4 - Glebdl Pharmaceuticals ENports, 2008
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Global spending on pharmaceuticals totaled over USD $600 billion in 2006, with cross-border trade totaling
nearly USD $300 billion. The two charts above illustrate the current proliferation of pharmaceuticals trade. Ac-
cording to the WTO, in 2005 over 52 countries registered exports of USD $100 million or more and 98 countries
register at least some exports. At the firm level, the global pharmaceuticals industry is equally as fragmented
with the largest multinational companies still only holding single digit market share worldwide.

At USD $252 billion, the United States represented 42% of the world share in consumption, the largest single
market in the world. ® Europe represents 28% of the global market and Asia-Pacific represents 18% of the mar-
ket. According to the Generic Pharmaceutical Association, generic drugs accounted for 56% of drug sales in
the United States in 2005, up from just 20% in 1984, and are expected to climb even higher to 60% by this year
with the establishment of the Medicare drug benefit. 7 In Europe, generic penetration rates are much lower, with
rates estimated at 10% in both Spain and France. However, with increasing focus on the cost of medication, Eu-
ropean countries are introducing policies and regulations to make it easier for healthcare providers to prescribe
generic drugs. For example, France has published clinical guidelines recommending the use of generics and
a quarterly database of approved generics. Similar trends are evident in Asia-Pacific as well. In Japan, physi-
cians will be able to check a box on the prescription indicating when it is acceptable to substitute a generic
drug for a branded drug. ® Smaller, but high-growth emerging markets, including China, Russia, South Korea
and Mexico, grew 81% over 2004. Markets in Africa and the former Soviet Union are also experiencing high

rates of growth. These markets are expected to continue to be the engines of growth in the global market.

16 IMS Health and Forbes.com
17 DATAMONITOR, "Generics will play an increasingly important role in the pharma industry,” Market Outlook Series, September 2006.
DATAMONITOR, "Generics will play an increasingly important role in the pharma industry,” Market Outlook Series, September 2006.
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After averaging 9% growth annually since 1990, sales growth of the major pharmaceutical companies is pro-
jected to slow to 3-5% over the next 6 years. ° However, since 2003 alone, the number of ‘blockbluster drugs
on the market (drugs with global revenues in excess of USD $1 billion per year) has increased from 36 products
to 50 products.”® In addition, despite a common worry among industry analysts that the pipelines of the large
pharmaceutical companies are weakening or even drying up, Figure 3.5 shows that there are actually record
numbers of new products under development with the collective pipeline of the major pharmaceutical
companies expanding by nearly 30% since 2001, and expected industry sales of current pipeline drugs are
nearly double the comparable value in 19972

Figure 3.6 - US Sales ol Drugs Potontially al Risk to Genercs (38 (20M-2412)
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19 Cowen and Company, Pharmaceuticals Analyst Report, March 2007.
20 Moody’s Investors Service, *US Pharmaceutical Industry Outlook and Updated Rating Methodology Data,” April 2007.
Cowen and Company, Pharmaceuticals Analyst Report, March 2007. Top new drugs expected in 2007 based 2011 sales potential compared to new drugs of 1997 projected 2001 sales potential
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Generic drug manufacturers’ sales projections are closely tied to the expiration of patents for branded drugs.
Over the next 6 years, significant volume and value of patented drugs are projected to be at risk from expira-
tion, with 2007 projected to be the peak of a wave with the next wave peaking in 2011.* Because of near-term
patent expirations and long-term strength of the pipeline, generic drug sales are expected to be strong for the
short and medium-term, with 2007-2008 and 2011-2012 expected to be strong years.

Yet, even as the use of generics is expected to grow in US and Europe, increased global competition and se-
vere pressure from governments to lower prices are squeezing margins. In France, generics pricing is in the
process of being squeezed from a 28% discount to the branded product down to 50% price discount.”® Follow-
ing a rise in average generic pricing in the US from 1999-2003, pricing growth is projected to slow to a modest
1-4% over the next 3-4 years®

The rate of substitution of generic drugs for branded drugs has steadily increased over the past 5 years and
is expected to continue to rise with the increased expiration of patents and the cost pressures in the market.”®
Ever-rising medical costs in the US, Canada and Europe are triggering public pressure to reduce the cost of
drugs. As aresult, consumers and their healthcare providers (public and/or private) are increasingly looking to
generic drugs and low-cost providers to supply drugs to their populations. However, with heightened concern
over the efficacy and safety of international supply chains, drug importation is expected to undergo closer
scrutiny by the FDA.

Flgute 3.8 - Generles Share of the Total Market
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22 Gowen and Company, Pharmaceuticals Analyst Report, March 2007.
28 DATAMONITOR, "Generics will play an increasingly important role in the pharma industry,” Market Outlook Series, September 2006.
24 Cowen and Company, Pharmaceuticals Analyst Report, March 2007.

Cowen and Company, Pharmaceuticals Analyst Report, March 2007.



With relentless cost competition, the high performing generic companies are building a diversified portfolio that
includes a collection of drugs at different stages of the value spectrum. In addition, generics companies are
starting to invest more in R&D for “super generics,” or generic drugs that include an added value innovation
that can be patented. Examples of such higher value goods include extended or sustained release dosing or
reduced dose. At the top end of the spectrum, biosimilars or proprietary products can be a substantial source
of revenue. Teva's Copaxone, for example, generated USD $1 billion in sales in 2005.

In addition to the large numbers of patents that will ex-

e R e Bt pire in traditional small molecule pharmaceuticals over

the short term, an estimated USD $10 billion of revenue
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tection in the next 5 years. With the opening of such a
large market, efforts to genericize biotechnology prod-
ucts have intensified. Yet, biogenerics are proving to
be a complex product category presenting numerous
barriers to entry for traditional generics manufacturers
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such skills include: biomedical engineering, biotechno-

logical manufacturing, clinical trials, extensive regula-
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tory compliance, pharmacovigilance testing and new

marketing expertise.

In determining the efficacy of a generic, regulatory authorities require evidence of “equivalency” or similarity
with the original drug. While chemical and cliniacl equivalency tests and processes exist for small chemical
molecule products, few chemical and biological analyses currently exist that are able to determine whether
a biologic replica of a drug is exactly equivalent to the original. This poses a significant hurdle for the manu-
facturing of biosimilars. Biotechnology companies, seeking to protect or extend their patents, argue that prov-
ing “bioequivalency” is impossible and those generic products should undergo full clinical trials. Despite the
bioequivalency question, the EU has recently introduced a regulatory path for biogenerics (biosimilars). But a
comparable path still does not exist in US, so the opportunity for growth in this area is still viewed as medium
to long term.

Both branded and generic segments of the pharmaceuticals industry are experiencing a wave of consolidation re-
gionally and internationally. Market expansion from patent-owning companies, in an effort to maximize the return
on R&D, is driving cross-border acquisitions and strategic partnerships. In the generics market, increased market
share, diversification of the product portfolio, expansion of research, manufacturing and marketing capacity are
all driving forces of consolidation. Both segments are facing increasing costs in demonstrating compliance with
regulatory standards (R&D, clinical trials, cGMP, etc). And, as more and more suppliers are able to be sourced
globally, scale in procurement is becoming a key contributor to cost competitiveness.
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In the generics segment, acquisitions are being led by traditionally lower-value, under-developed markets
(e.g., Jordan, India). While the Jordan and India industry clusters are very different in their structure and per-
formance, the fact that companies from each country are showing up on the "buy-side” of international acquisi-
tions demonstrates the success of companies in these countries in moving up the value chain and positioning
themselves for a stronger role in the global industry. ® Recent examples from Jordan include: Hikma's acquisi-
tion of a German company and its acquisition of a majority stake in Saudi Arabia Alijazeera Pharmaceuticals
Industries to obtain 1.9% of the Saudi market and become the sixth largest in the market. With the same stra-
tegic planning of the Jordanian firms, United pharmaceuticals had been the first in the Middle East region to
obtain EU-GMP certificate.

3. RECENT PERFORMANCE OF JORDAN’S INDUSTRY
Total pharmaceuticals production in 2006 valued nearly USD $450 million, with over 75% destined for export
markets. The remaining 25%, sold domestically, represents 30% of the local market. From 2001 to 2005, Jor-
dan’s exports grew at a seemingly strong 11% annually. However, global exports increased at 19% annually
over the same period so Jordan's share of the world market actually decreased slightly. As illustrated by the
graph below, export values have increased every year since 2001 with the exception of 2003, when the start
of the Iraq war took Jordan’s second largest market off the map. Sales to Iraq have since recovered, but not to
the pre-war levels. Yet, the industry’s quick recovery from the loss and growth into other markets is evidence
of both its flexibility and resilience. High economic growth in the Middle East region has resulted in increased
private and public spending on healthcare. This has boosted Jordan’s exports to the region and is expected to
continue for the foreseeable future. In the past two years, export values to Europe have been boosted by Euro
pricing and the favorable exchange rate with the Dinar.

Figure 3.10 - Jordan Pharmecaarticals Exports
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Despite continued expansion in Europe and North America (both through internal market expansion and by
acquisition), over 80% of Jordan's exports are destined for the Middle East and North Africa region (see Figure
3.11). Within the region, the majority of Jordan exports are destined for Saudi Arabia and Algeria.

26 Shukla, Shivani. "Mergers and Acquisition Trends in the Pharmaceutical Sector,” December 5, 2006.
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Jordan was the second largest exporter in 2005 among exporting nations in the MENA region. However, as
Figure 3.13 illustrates, exports for a number of countries are growing rapidly and could pose a threat to Jordan's
core export markets in the region in the near future.
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Jordan’s export base covers a diversified range of medicines and dosage forms including solids, semi-solids,
liquids, and aerosols. This diversification should continue to insulate Jordan from short and medium term
shocks and shifts in their market, as it did in 2003. Yet, with 90% of total revenues still generated by branded
generics, Jordanian manufacturers are facing a rising threat from lower cost producers in other markets.
Jordan’s pharmaceutical market mirrors the international market. It is highly fragmented with no one player
controlling even 10% of the market. The largest player, Hikma, has a 7.6% share of the domestic market. Fi-
nancial performance among publicly traded Jordanian firms was strong. Sales growth has varied significantly
among firms, with Hikma registering 23.2% annual growth since 2002, while APM grew at 3.4% over the same
period. The generic pharmaceuticals segment at Hikma actually declined 1.3% in 2006 driven by price pressure
in the US market.

“After three profit warnings in 6 months, the Jordanian generic pharmaceuticals
manufacturer now looks in a position to accelerate growth: in each of the next
two years we expect sales growth of 34% and 21%, respectively, and net profit
growth of 21% and 31%.
dation of acquisitions at MENA generics and injectible generics, Hikma’s two

This is driven by strong organic growth and consoli-

most important divisions. On the other hand, while conditions are more chal-
lenging in the US division due to increasing competition on its older product
portfolio; the company is expected to price new launches more aggressively,
making 2006 the trough for margins. Overall we believe Hikma’s unique posi-

tion in the MENA region warrants a premium valuation now that the downgrade

cycle appears to be finished. Even when we apply the emerging European
generics forward PE multiple of 18x, we see 22% upside in the stock. Hikma is
now a favored name in CEEMEA pharma, alongside Israel’'s Teva and recently
upgraded Zentiva.”

- Robert Bonte-Friedheim, CitiGroup Analyst



Figurz 3.14 = Financial Perlormance of Jordanian Pharmpceutical Firms (2004)
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Jordanian companies registered a combined net profit of JD 55m in 2006 up 15% annual over the past 2 years,”

with Hikma the sales leader by a significant margin. With its recent acquisition of Arab Pharmaceutical Manu-
facturing Co. Ltd (APM), Hikma will further consolidate its dominance in Jordan. Gross margins for all but one
manufacturer were above 40%, with most hovering between 50% and 60%. While both gross and net profit mar-
gins are well below the average of the largest global pharmaceutical manufacturers, they are either slightly
above orin-line with the major generics manufacturers. In a number of cases, Jordanian pharmaceutical com-
panies are generating net profit margins that are well above international competitors in generic manufacturing
and rival those of the most innovative and globally competitive firms. However, through this year, Jordanian
firms have benefited from tax breaks from profit on any drugs that are destined for export markets.

27 Global Investment House, *Jordan Pharmaceutical Sector Report,” June 2007.
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Regionally, new regulations are shifting the market and presenting both challenges and opportunities for Jor-
danian firms. A key challenge is in Algeria, where the introduction of reference pricing regime in Algeria has
affected sales of Jordan’s two largest producers, Hikma and Dar Al-Dawa. The new pricing regime designed
to lower the price of prescription drugs calls for the Algerian government to fix reference prices for product
categories based on regional and international survey data. Drug companies are still able to price over the

S(Nvador

reference price, but the patient must cover the additional cost over the reference price.?® However, a major op-
portunity appears to have opened in Egypt. In September 2006, Egypt agreed to eliminate price and regulatory
restrictions on Jordanian pharmaceuticals in Egypt. Egypt is one of the largest pharmaceutical markets in the
Middle East. However protective barriers to entry have essentially shut Jordanian producers out of the Egyptian
market to date.
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28 Global Investment House, *Jordan Pharmaceutical Sector Report,” June 2007.



4. REGIONAL AND INTERNATIONAL BENCHMARKING

This section compares the pharmaceuticals industry in Jordan with regional and international benchmarks.
Overall, the pharmaceutical leaders have a positive view of the industry’'s regional competitiveness, with 50%
responding that Jordan is leading the region, and an additional 41% indicating that Jordan was above average.
However, the majority of respondents acknowledged that Jordan is still not yet world-class (95%). In addition,
there are diverging views on Jordan’s position in the international market. 41% suggested that Jordan is above
average and 32% indicated that it is below average. This suggests that there may be limited understanding of
the state of global competition in the sector as well as Jordan's position worldwide.

Based on the latest financial data, Jordanian companies are proving that they can perform on par with inter-
national competitors. In 2005, operating margin for the top 15 generics companies was an average of 16.1%
compared to 24.8% for the group of top 9 branded drug companies and a 25% margin for Teva. In 2005, Hikma
Pharmaceuticals registered 26.4% operating margin. Despite strong manufacturing presence, Jordan imports
10% more of its pharmaceuticals than does Israel: Israel 60%, Jordan 70%, Saudi Arabia 80%, and Lebanon 94%.
The strong position of Jordanian companies in the Middle East has allowed many of them to capitalize on the

high growth in the regional market.

Figure 3,16 — Finanzial Perfermance of Industry Benchmarks - 2006
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In the summary table below, Jordan is benchmarked with pharmaceuticals industries in the region and interna-
tionally. UAE, discussed in detail below, is not included due to limited publicly available quantitative data on
the industry. Not all countries track and disseminate the same sets of indicators. The blanks in the table are
due to these inconsistencies. In most cases, the numbers do not come from the same source - there may also
be inconsistencies in definition and data collection. As a result, the benchmark data should be considered di-
rectional for comparison purposes only, not precise calculations. In all instances, the number shown is the last
available year. Each number is individually sourced from country specific sources. A more extensive bench-
marking table and individual sources can be found on the Jordan Competitiveness Observatory website.
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TolHe 1.1 — Fhamacaltical Indusbry Intarnstianal Eanchmarkdng

L =w o iael

Wt it F oo coms 60 o Mok mds ol iz e 2,1 171

EmnzinaraT 11 He Prosmaca Azl Saeine =il LTI PR T T A 4T

Calan azoeed pt ez ez aed oL

[ Lo T T B Nl TR T it S a0 n Ak EaH]

ndErE WAge R ke =mamas i - =412

Hal wepsarddonsd 17 s Fisctiae szl Secu 510 1 C8a) CEN) anTa 0

Drown i v v ol e Wan BT ooz e 1isa | Prosd o gs, W30 L] Nyail B

ITE=de 7 P marmarzel Frzsivea fims = LT T&022 bl H = H -4

e mmcrazed Bz zie b The LB AR as: A A E 5

178 Fretcding Siuw z il i L E] a a L3 1

Himber =i Clrkal AecparchiSrean xzHate Ell oe 115 & zadber Se 1

Loonudales amizer =1 e a0 e e o - sy I ar iR
Turkey

Turkey is one of the largest pharmaceutical producers in the Middle East and ranks 16th among the world’s
leading pharmaceutical producing countries. In 2006, Turkey’s exports totaled USD $310 million, having grown
from USD $157 million in 2002. Despite substantial growth, Turkey’s share of global exports have fallen over
the same period from 0.44% to 0.37%.%°

Turkey's modern pharmaceuticals industry dates back to 1954 with the Foreign Capital Incentive Law which
abolished the production of drugs in pharmacies and allowed pharmaceutical companies to enter the market
and establish drug production factories. Complemented by other legislation, this law is seen to have modern-
ized the industry and triggered the restructuring and consolidation of pharmaceutical manufacturing.

According to the Pharmaceutical Manufacturers Association in Turkey there are 42 manufacturing facilities
nowadays in the pharmaceutical industry, 14 of which are multinational.®® Turkey's relatively large and increas-
ingly prosperous population gives Turkish manufacturers a substantial domestic market estimated at nearly
USD $7 billion, larger than India in both per capita and absolute value. Turkish manufacturers serve over 60%
of the domestic market.?

While Turkey is open to foreign investment in pharmaceuticals, the industry still operates under certain govern-
ment protections and strict price controls. Over 80% of drugs sold in Turkey are directly paid for by the Gov-
ernment, and the Ministry of Health reserves the right to control drug price increases. In addition, high value
added taxes are imposed on drugs in Turkey - these taxes are seen to limit profit margins, in spite of its high
pricings.

Prior to 1995, the Government subsidized the importation of active ingredients in drugs. Between 1995 and
2000, these subsidies were abolished resulting in a short-term decrease in production levels of some drugs and
the complete halt of others.

Turkey has made notable progress in fortifying its intellectual property rights over the past 5 years. lIts IPR rat-
ing in the Global Competitiveness Report, which measures perceptions of the quality of intellectual property
protection, has increased from 2.7 out of 7 in 2002 to 3.3 in 2006. Despite this progress, Turkey remained on the
United States priority watchlist for potential intellectual property rights violations in 2006 with 47 other coun-
tries. As stated in the 2006 Special 301 Report «The United States encourages Turkey to further strengthen
data protection against unfair commercial use of undisclosed test and other data submitted by pharmaceutical
companies seeking marketing approval for their products, particularly with respect to the start date of the period

29 |spE Turkey Affiliate Engineering Pharmaceuticals Association
30 pharmaceutical Manufacturers Association, Turkey2007
Pharmaceutical Manufacturers Association of Turkey



of protection and the inappropriate linkage of the term of data protection to the length of the patent term. The
United States encourages Turkey to implement a system of coordination between its health and patent authori-
ties to prevent the issuance of marketing approvals for unauthorized patent-infringing copies of pharmaceuti-
cal products.»

UAE®

In absolute values, UAE is still a relatively small player in the regional and global pharmaceuticals industry.
Pharmaceutical exports from UAE totaled just USD $80 million in 2005 with mid-term forecasts estimating
exports to grow moderately to USD $133 million by 2011. Exports are principally focused in the region: Saudi
Arabia, Pakistan, Yemen, Somalia and other GCC countries. In spite of the small manufacturing industry, UAE's
pharmaceutical market is large by regional standards, worth USD $1.1 billion in 2006, with per capita expendi-
ture on drugs standing at USD $222.40. Reflecting higher per capita income levels, a majority of consumption
(90%) is from higher value prescription drugs.

Over 80% of drugs sold in the UAE are produced outside the UAE. Nearly 72 countries export their medicines
to the UAE, with 10 countries accounting for 80% of the total pharmaceuticals sold in the country. High levels of
per capita income have attracted major pharmaceuticals companies from the US, UK and Switzerland - many
choosing to establish regional offices in UAE. Because of its dependence on imported drugs, UAE has limited
the registration fee for a foreign product to approximately USD $135. However, while the financial barriers to
entry are low, regulatory barriers are high. All new drug entrants into UAE must meet high international stan-
dards and have US FDA or EU manufacturing licenses.

Current local manufacturing is of the lower value, basic products in the market and contributed just 0.7% of the
economy’s GDP in 2006. The UAE's production leader, Gulf Pharmaceutical Industries (Julphar), is mostly ex-
port focused and only generates 7% of its sales from UAE's domestic market. However, near-term investments
into the industry coupled with expansion of health services in UAE are expected to transform pharmaceuticals
manufacturing in UAE. Healthcare firms are actively looking to expand in the Middle East, where health care
spending is forecasted to triple. With its reputation as one of the easiest business environments in the region,
major multinationals have been increasing their activities in the UAE.

Similar to other sectors in UAE, the Government is trying to strike a balance between maintaining tight controls
over standards and regulation with keeping the industry open for competition. The main authority in charge
of the pharmaceutical industry in the UAE is the Ministry of Health. In an effort to increase market efficiency,
the government recently announced that all pharmacies must acquire an online presence to make transac-
tions smoother between the patients, physicians and doctors when submitting a prescription in to the system.
In addition, the online system also aims to monitor the doctors’ productivity. The government is also working
to decrease prices inline with other GCC countries. In September 2005, the average selling price of high end
products was reduced by 7% and a subsequent cut lowered it by another 11%.

32
The Business Monitor Intelligence Report *United Arab Emirates Pharmaceuticals and HealthCare Report” Q2 2007- published in June 2007.
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The Pharmaceutical and Medicine Control Department is the main pharmaceutical regulatory division in the
Ministry of Health. Currently, Dubai Health Authority administers 17 primary health centers and is preparing to
apply a new law allowing 100% of foreign ownership in the healthcare sector, in order to continue attracting
investment in the country.

In addition, UAE is investing in a number of initiatives that will further attract foreign financial and intellectual
capital and enhance the pharmaceuticals industry. The UAE aims to continue building multiple health care fa-
cilities, expecting the demand for healthcare to continue to grow reaching USD $60 billion by year 2025, accord-
ing to a report by Abraaj Capital. Dubai Healthcare City, schedule to open by 2010 will be the first healthcare
free zone and is already attracting ample foreign interest for investment. The UAE’s ongoing commitment to the
bio-technology sector includes construction of the USD $400 million Dubai Biotechnology Initiative -a biotech
park- to achieve standards in Europe, US, Canada, Japan and Singapore. This initiative also aims to promote
active research and development in both biotech and pharmaceutical sector.

One of the major obstacles to the growth of medical research and pharmaceuticals manufacturing in UAE is the
patent laws - still considered to be below international standards. This constraint is acknowledged by various
authorities and the government is actively working to resolve the issue.

Survey results from the Dubai Chamber of Commerce show that the pharmaceutical industry faces a series of
obstacles: Market regulation of the drug sector, the need for private long term funding for drugs, lack of special-
ized labor, illegal discounts in pharmacies.

Israel

In 2006, Israel’'s exports of pharmaceuticals reached USD $3.77 billion, up from USD $784 million in 2001. This
represents a remarkable 37% annual growth rate and has vaulted Israel from 3% global market share in 2001
to over 8% in 2006. In 2006, over 92% of Israel's pharmaceuticals exports were sold in the US market, up from
76% in 2002. Imports of pharmaceuticals products were less than one-third of exports totaling USD $963 million
in 2006.

The pharmaceuticals sector in Israel is relatively concentrated in a few large scale operations. 5 pharmaceu-
tical companies dominate the industry and represent 80% of the pharmaceutical market share in Israel: Teva,
Agis, Dexxon, Taro and Rakah. Of the 5, Teva is the clear leader. With over 100 years in operation, the com-
pany generates up to USD $2.2 billion in global sales and is considered one of the largest manufacturers of
generic drugs worldwide. lllustrating a high level of productivity and achievement of production scale, Israel’s
workforce in pharmaceuticals was barely 7,000 employees in 2006.

In 2006, pharmaceutical companies in Israel invested 12% of sales back into R&D. This has grown from 9% in
2001, and illustrated Israel's efforts to leap into the development and manufacturing of high-value, patented
products. With a strong research and development institutional infrastructure, these investments are already
bearing fruit. Israel placed second, after Japan, in the number of applications filed by local companies and bod-
ies for patent registration in Europe, according to a Business Data Israel (BDI) study (2005).** In 2006, Israel
came in 4th place in the number of patents that were approved and registered in the United States with 178.5
patents per 1 million residents, marking an 18% rise from 2005, where it came in fifth place. Within Israel about
78% (5,319) of the patent registration applications filed were by foreign companies. However, Israel remains on

33

“Focus on Patents, Israel Second in Place” - “Federation of Israeli Chamber of Commerce”



The priority watch list for the lack of the IP protecting legislation that permits many violations of this concern
and places Israel among top priorities of US watch list

The spending towards drugs amounted top USD $675 million (13% of national health expenditure) in 2001. Fur-
thermore, 60% of the USD $675 million came from importing drugs most of which were patented. A majority of
expenditure on pharmaceutical drugs (60%) in Israel comes from health funds. The remaining 32% are divided
into private pharmacies (mainly over-the-counter drugs) with 20%, purchases by the Palestinian authorities
totaling 9%, and hospitals with 3%.%

Canada

Canada’s annual net output in pharmaceuticals, at USD $2.8 billion is double that of India, but less than 25% of
Switzerland’s net output. With 32,500 employees, Canada’s value-added per person employed is nearly USD
$90,000 per year. Despite substantial production capacity, Canada is a net importer of pharmaceuticals and
other medicines. In 2006, Canada exported USD $4.7 billion of pharmaceuticals, but imported USD $9.7 bil-
lion. Exports have steadily increased over the past decade and have more than tripled since 1997. Of the total
pharmaceuticals industry, manufacturing of generic drugs represent 18% of sales and 32% of employment. The
main market for Canadian generic manufacturers is the United States, representing over 40% of total exports

for generic manufacturers.®

Among generics manufacturers, spending on research and development is estimated to be 15% of sales. While
modest in comparison to the United States and Switzerland, Canada has a robust R&D capacity ranking 7th in
the number of biopharmaceutical patents per million people (see figure 3.17 below).

Similar to other Western countries, Canada is facing a crisis in the cost of pharmaceutical drugs and its weight
on the overall healthcare system. After hospital care, pharmaceuticals is the largest cost category of the coun-
try’s health expenditure. Total public and private expenditure on prescription drugs has risen by 12% annually
since 2000, compromising the financial sustainability of the public drug program.

Recognizing the growing importance of pharmaceuticals in health care, Canada’s Health Ministers across
provinces were directed by First Minister in Sept.2004 to establish a Ministerial Task Force to develop and
implement the National Pharmaceuticals Strategy. All Health Ministers (with the exception of Quebec which
started its own pharmacare program) were included in the task force under the co-chairmanship of the federal
and British Columbia Ministers of Health. The strategy addresses the challenges and opportunities across the
drug life cycle using an integrated, collaborative, multi-pronged approach to pharmaceuticals within the health
care system. There are nine components to the strategy:
1. Develop, assess and cost options for catastrophic pharmaceutical coverage;
2. Establish a common National Drug Formulary for participating jurisdictions based on safety and cost
effectiveness;
3. Accelerate access to breakthrough drugs for unmet health needs through improvements to the drug ap
proval process;
Strengthen evaluation of real-world drug safety and effectiveness;
5. Pursue purchasing strategies to obtain best prices for Canadians for drugs and vaccines;

34 “The Pharmaceuticals Industry in Israel” - Dr. Amihood Bay

5 Canadian Generic Pharmaceutical Association, http://www.canadiangenerics.ca
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6. Enhance action to influence the prescribing behaviour of health care professionals so that drugs are used
only when needed and the right drug is used for the right problem;

7. Broaden the practice of e-prescribing through accelerated development and deployment of the Electronic
Health Record,;

8. Accelerate access to non-patented drugs and achieve international parity on prices of nonpatented
drugs; and,
9. Enhance analysis of cost drivers and cost effectiveness, including best practices in drug plan policies.

Switzerland

On nearly every indicator, Switzerland is considered world-class in pharmaceuticals manufacturing. Net output
is estimated to be USD $12.16 billion with exports totaling over USD $30 billion, one-third of which are destined
for non-EU countries.*® Switzerland's pharmaceutical industry employs over 31,000 people, approximately that
of Canada, and is considered to be one of the most productive industries worldwide. Sixty-five pharmaceutical
companies are registered with the Swiss pharmaceutical association.

The domestic market in Switzerland is relatively small at under USD $3.4 billion, but Swiss manufacturers can
access the full EU market which totals USD $156 billion.”” Total spending on healthcare as a percentage of
GDP is estimated to be 11.5%, second in the world only to the United States. Generics make up just 5.9% of the
market value in Switzerland, the second lowest percentage share in Europe.

Switzerland is well-known in the pharmaceuticals industry for its strong research and development capabili-
ties. The number of patents per million people rival that of the United States. According to the Swiss pharma-
ceutical industry association, the industry spent an estimated USD $3.2 billion in research and development in
2004. Research and development expenditure overall in Switzerland is estimated to total 2.57% of GDP .*®

Figure 3.17 - Mumker of BioPharma Patemte per Million Capita
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36 European Federation of Pharmaceutical Industries and Associations, “The Pharmaceuticals Industry in Figures,” 2006.
37 European Federation of Pharmaceutical Industries and Associations, “The Pharmaceuticals Industry in Figures,” 2006.
European Federation of Pharmaceutical Industries and Associations, “The Pharmaceuticals Industry in Figures,” 2006. 2001 Data.



Table 3.2 — International and Regional Pricing Policies
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The following graphs provide additional information on the performance and trends in the pharmaceutical sec-

tor worldwide. The United States continue to be the leader in R&D investments and share of global sales, wid-

ening its lead over Europe in recent years.
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As an indicator for market penetration, pharmacies per 1000 inhabitants in Jordan compares well with Euro-
pean countries.
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5. STATE OF COMPETITIVENESS

This section examines the state of some of the factors that determine the competitiveness of the pharmaceuti-
cal sector and highlights the issues that are currently or may soon become obstacles to further growth.

Fiqure 2.21 Peror Diamond for the Pharmaoculicals Scodor
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5.1 DEMAND CONDITIONS

Figure 3.22 - Total Expenditure on Health [2004) Jordan is well-recognized for its rela-

tively strong health services, driven
by the Government of Jordan's com-
Fer rapila, inl 1180 Haalh Exp aa% al ) . .
iy mitment to supporting the health of its
5D - s population. in 2005 total Health expen-
carl - 120 diture as a percentage of GDP 9.8% and
L0030 - b ]

e - 1o 13.8% of that was the drug expendi-
A """-1‘“ FA &irs ture®. Ranking Jordan just below Swit-

1972 i e .
w000 + kY Ky ~, 8 zerland, above Canada and Israel and

b 40% . .

1,000 a5 ofa gon s well above other regional countries.
. £l - On a per capita basis, Jordan is in line

F
Fimilenrlund  Gannida leeaal Turbsp  THAE Ceedan lidia with spending in Turkey and the UAE’
e ompEe [ LIEL with private expenditure on health care
e Ul as a percentage of total spending on
health estimated at 51.6% in 2004.*° Of

BanceWHE 200+ private spending, out of pocket expen-
diture represented 74% in 2004.
In 2002, per capita consumption of pharmaceuticals was USD $49, with an aggregated local demand for phar-
maceuticals estimated at USD $245 million. Increasing life expectancy (69 in 1995 to 71.5 in 2005) and literacy
rates are expected to further increase demand for pharmaceuticals products in Jordan, with a particular market
focus on the increases in diabetes and cardiovascular diseases in the region.

The Ministry of Health is the main provider of healthcare in Jordan providing subsidized care to all citizens.
Despite a growing private care system, the Ministry administers the majority of Jordan’s hospitals, general and
specialty health centers. The Civil Insurance Program is the largest public insurance program in Jordan.

Patients in Jordan are considered to be relatively sophisticated in their consumption preferences and patterns.
Nearly 75% of Pharmaceutical CEOs surveyed consider the average Jordanian customer a sophisticated con-
sumer. There are over 300 registered wholesalers importing drugs from across the world, reflecting the open-
ness of the Jordanian market and the demand for regional and international drugs. Hospitals and pharmacies
are the main channels to market for pharmaceuticals in Jordan. However, similar to markets in Europe and the
United States, the purchase decision is by three parties: the doctor, the pharmacist, and the patient. Custom-
ers often are prescribed the brand name drug by the doctor, but then it is up to the discretion of the pharmacist
whether it is appropriate to distribute the generic if the branded is not available. Jordan has a well-developed
retail chain with over 1600 pharmacies operating throughout Jordan.

39 jordan Ministry of Health, Ministry of Financial, General Budget Department, “analysis health expenditure 2001-2005".

World Health Organization, *World Health Report,” 2004 data, later years currently not available



Despite the level of sophistication in the domestic market, the size of the Jordanian market requires that most
pharmaceutical companies look outside Jordan to track and understand market trends and develop new prod-
ucts. Nearly 60% of industry leaders surveyed believe that Jordanian consumers do not anticipate international
trends in the market and over 75% rely on regional or international markets for new ideas and practices.

5.2 FACTOR CONDITIONS

Nearly all raw material inputs are imported for pharmaceutical manufacturing, impacting both cost competitive-
ness and quality control. For now, input costs are considered by the industry to be only slightly above average
globally; however, the industry surveys indicate that input costs are rising fast despite tax breaks on imports.
The majority of basic pharmaceutical inputs are sourced from Asia (China and India), with the higher value ex-
cipients coming in from Europe. Jordan is viewed by the Pharmaceutical companies as supplying a strong in-
frastructure - nearly one fourth of companies considered Jordan’s infrastructure to be “world class” and nearly
60% considering infrastructure to be above the world average.

Despite numerous institutions offering pharmaceuticals related degrees, the quality and quantity of the profes-
sional workforce is a significant constraint to the growth of the pharmaceuticals industry. There is a significant
shortage across the key technical and management functions: operating and production managers, industrial
and chemical engineers, and pharmacists. The survey results highlight that, with a few exceptions, the majority
of universities are not meeting the employment needs of the industry. CEOs highlighted (by majority) only two
higher education institutions out of eight. the ninth had not any graduated yet batch Compounding the workforce
development, brain drain appears to be further constraining the industry - 85% of surveys highlighted migration
of skilled labor outside Jordan as a significant issue that is compromising their ability to retain the best workers.

Figure 3.23 - Indusgtry Specific Skillz Development in Iniverzities
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Eaiirca: JMCO, Pharmacadlicala Stahalwlcdars caling aucep, 2007

Investment in market-driven research and development will play a key role in determining if Jordanian com-
panies are able to move up the global value chain into branded and patented biopharmaceuticals. Jordan cur-
rently ranks 60th out of 61 countries in the IMD competitiveness report in total expenditure on research and

development, and R&D spending by companies is low compared to international standards.

According to industry leaders, start-up and expansion financing in the form of venture capital and angel financ-
ing for pharmaceuticals activities is readily available in Jordan. However, over half of the companies surveyed
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indicated that there are limitations in securing larger scale public financing from regional or international equity
markets. As strong, middle market companies seek to expand outside Jordan and the immediate region, con-
straints on large scale financing may limit expansion of market share and requisite production capacity.

5.3 CONTEXT FOR STRATEGY AND RIVALRY

The pharmaceuticals market in Jordan is among the most open and competitive in the region. Jordan has an
open market for all importers with no allocation of a quota in the number of registered products of the same
therapeutic molecule. For investment, there are no restrictions on foreign ownership and full repatriation of
profits. As a result, the market share of multinationals in Jordan stands at over 50%.

Accession to the WTO and recent bi-lateral trade agreements with the United States and Europe have left Jor-
dan with one of the highest standards of intellectual property laws, and pushed Jordan to be one of the first Arab
countries to adopt the TRIPS (Trade Related Aspects of Intellectual Property Rights) agreement. All products
marketed in Jordan must be manufactured in facilities compliant to WHO GMP practices.

While the high standards and market openness create a strong foundation for healthy competition, prices are
still controlled by the government. Prices for local manufacturers are set at a maximum 20% below imported
products. Once a price is set, it is rarely changed. The government did briefly experiment with loosening prices:
extensive six-month market study when it released prices for some over-the-counter drugs in 2006, but an ini-
tial and unanticipated increase in prices caused the government to quickly revert to price controls after a trial
period of about two months. Fixed prices in Jordan result in competition based on brand recognition for generic
drugs and an active sales force that visit doctors and pharmacists on a regular basis.

Despite recent consolidation in the industry, the industry is still seen to be a relatively fragmented market. After
a copy-cat strategy during the industry expansion in the 1990s, the Jordanian companies that survived con-
solidation are now pursuing strategies that hinge on diversification of product lines and regions. Within Jordan,
competition is viewed to be driven by the quality and price of the product with 85% of sector stakeholders’/ Lead-
ers’ survey responses indicating that this was much more important than personal networks and relationships
in the country.

The core of most company strategies is in being first to market with a generic after patent expiration. Jordan’s
sophisticated manufacturing base has positioned it well to respond quickly to market opportunities from patent
expirations. The Bolar exemption is a policy to allow generic manufacturers to prepare research and devel-
opment and regulatory procedures (Without production or stockpiling) before patents expire, so that generic
products can be ready for sale as soon as the patent expires, which was an added value to the Jordanian firms
who benefited from the Bolar exemption. In the EU, a community wide Bolar exemption was introduced end of
2005 by the pharmaceutical review. Before, the development and testing work required to make an application
could only take place after the patent expiry, resulting in delays of around two years.* The Bolar exemption
now adds value to European firms as it does to some of the benefiting Jordanian firms.

With an understanding of regional and global market trends, a number of Jordanian firms are actively pursuing
expansion strategies for both production and marketing into other regions through a range of strategic partner-
ships and acquisitions. As international standards become increasingly stringent, Jordan will stay up-to-date,
positioning itself well as the global industry continues to integrate and consolidate.

41 Based on http://www.euractiv.com/en/health/generic-medicines/article- 117497



On internal management, the industry views itself as technologically advanced with 91% of the companies indi-
cating that they were operating information systems that were either world-class (23%) or advanced (68%).

One near-term, significant threat looms on the horizon that will impact the financial performance of the industry:
Current income tax laws exempt net profits derived from pharmaceuticals exports; however, WTO accession
requires Jordan to tax corporate profits from all sectors. The new tax rate is anticipated to be set at a flat rate
of 15% of taxable profits starting years 2015.

5.4 RELATED AND SUPPORTING INDUSTRIES

Jordan has a strong, well-recognized healthcare and medical services sector that can serve as a key sup-
porting industry to the pharmaceutical sector. Advanced medical facilities are operating in cardiology, laparo-
endoscopic surgery, kidney transplantation, ophthalmology, neurosurgery, plastic surgery, and onconolgy. In
addition, clinical research organizations are conducting clinical research on molecule and drug formulations to
ensure similar and comparable rates of release, bioavailability and bioequivalence and testing for efficacy, ef-
fectiveness and safety. There are currently six clinical research organizations (CROs) operating in Jordan with
a number exploring activities outside the traditional scope of a CRO including the development of advanced
drug delivery solutions, the provision of outsourcing services to pharmaceutical companies, and assistance
with second and third stage clinical trials.

The supporting industry associations are playing an active role in representing the industry to the government
and other parties. JAPM appears to be effectively representing the industry to the government and in interna-
tional markets and the Pharmacists Association is backed by a strong membership.

As indicated above, research is happening but on a small scale and limited to a few companies and individual
scientists.** There are numerous qualified and respected pharmaceutical researchers in Jordanian universi-
ties that are actively developing and patenting intellectual property. Only 38% of companies indicated that the
current R&D institutions directly support the competitiveness of the industry. However, 52% indicated that firms
and universities are actively collaborating and this collaboration is directly supporting the specialized needs
of the industry. The few CROs that are operating in Jordan received broad and varied responses on the survey
indicating that the quality is sporadic with some CROs delivering high quality service and some CROs still very

weak.

42 prof. Dr. Luay Rashan; Dean of pharmacy faculty in the Applied sciences private university, is a well-known pharmaceutical researcher who had a world patent grant in 2005 for one of his researches and
5 others were pending until the record of 3 patented innovation in this field was recorded by July 2007.
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5.5 REGULATIONS AND ROLE OF THE GOVERNMENT

Overall, the private sector of the industry expressed a positive and healthy relationship with the GodJ. Firms use
a variety of formal and informal channels to communicate with the government; however, only 6% indicated that
they use formal public-private forums.

Recognizing the cost disadvantage to the industry, the Prime Minister in 1999 exempted manufacturers of all
customs fees on imported raw, packaging and other inputs. In addition, the industry benefits from a tax holiday
on 4% universities tax. Despite the numerous tax incentives, R&D is not consistently incentivised through tax
breaks. Only 17% of companies indicated that R&D tax incentives exist. Overall, current tax rates appear to be
in line with international levels in the industry, hovering between 25 and 30% tax on profit.*®

The Jordan Free Trade Agreement with the US set new, higher standards of conditionality in labor, environment,
IPRs. This has had both positive (higher standards, better positioned and prepared to operate with US manufac-
turers) and negative effects (higher costs relative to other developing countries) in the industry.

In 2000 Jordan was taken off the Watch List for pharmaceutical manufacturers due to the proper implementa-
tion of the property rights protection standards. However, in 2007, PhRMA requested that Jordan be placed
back on the Watch List due to recent weaknesses in intellectual property protection and barriers to market ac-
cess for US firms in Jordan, however Jordan was not placed on the watch list of 2007.

6 .CONSTRAINTS TO GROWTH

Among the major constraints highlighted by the survey of industry leaders, the most worrisome issues include:
corruption (50% indicated it was an issue with 23% responding that it was extremely problematic); inadequately
educated workforce (68% highlighted it as an issue -- 18% responded that it was extremely problematic); work ethic
of the labor force (73% / 14%); inefficient government bureaucracy (67% / 24%) supply of infrastructure (64% / 14%);,
inflation (71% / 14%).

The pharmaceuticals sector in Jordan has enjoyed a remarkable growth projectory over the past 20 years but

the shifting market dynamics, convergence of small and large molecule medicines and the further commodiza-

tion of the generics market present both opportunities and threats for the industry. In addition to the direct

results from the industry survey, the constraints to adaptation and growth include:

« The supply of a specialized workforce with practical expertise in the industry,

* Research and development that can bridge the industry’s growth into higher value medicines

« The strength and breadth of supporting services, especially the clinical research organizations

« The ability of middle-market firms to tap growth financing to consolidate and grow market share in the region
and internationally

43 Based on compiled public financial statements of publicly traded pharmaceuticals companies worldwide



INFORMATION TECHNOLOGY






INFORMATION TECHNOLOGY

1. HISTORY & CONTEXT

The Jordanian IT sector has been witnessing fast changes after being
identified as a key catalyst for economic growth by His Majesty, King
Abdullah Il in 1999. Total revenues from the sector have surged from a
little over USD $170 million in 2001 to over USD $750 million in 2006 - a
more than four-fold increase. Export revenue also quadrupled - rising
from USD $40 million to USD $191 million in the same period. At present,
the IT sector contributes about 5% of GDP.* Moreover, the number of
employees in the IT sector has increased from a little over 6,000 to over
10,000 in this same period.

While there were a number of key milestones in the establishment of the
IT sector in Jordan before 1999, the impetus came when IT was identi-
fied as a key driver for transforming the country into a knowledge-based
economy and a potential regional hub in this industry. The following
timeline shows some of the key milestones that have been made in the
evolution of the sector.

Flgure 4.1 - Timaline for the Jordan 1T Industny

KEY FIGURES:
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million in 2006
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A lot of work has been done in the last few years to create a policy and regulatory environment that is condu-
cive to the competitiveness of the sector - a separate Ministry for the industry was created to oversee policy
work. An independent regulatory arm, the Telecom Regulatory Commission (TRC), was created and given more
capacity through the years. The industry’s first and primary business association, INT@J, was established in
2000 and has been at the forefront in working with the government to outline strategies for the industry’s growth;
the main accomplishment has been the series of REACH initiatives. Jordan is the first country in the region to
have a fully liberalized fixed telecom sector and it also has one of the most competitive mobile telecom sec-
tors.* Several public-private sector initiatives in IT education and connectivity have been undertaken, and
most recently the focus on this industry has been strengthened with a comprehensive National ICT Strategy
and a separate R&D Strategy for ICT, recognizing the importance of public-private partnerships to the industry’s
competitiveness.

The result of these initiatives is slowly emerging as Jordan is being recognized as a potential regional hub for
IT. AT Kearney's Global Services Location Index (GSLI) ranks Jordan as second in the region after Egypt as
the most favored location for offshoring services. Jordan’'s Education Initiative (JEI) has been so successful
that it has been replicated in India, Egypt, and Bahrain. In the region, Jordan scores well in several indicators
important for eventual competitiveness of the sector: IT spending as a percentage of GDP, education spend-
ing as a percentage of GDP, quality of education, physical infrastructure, and others. The government's efforts
are viewed favorably by the domestic industry and have been sending positive signals to the rest of the world,
promoting Jordan as a destination of IT investment.

However, much remains to be done: IT usage in the country is still low, constraining domestic demand. The
industry is characterized by fragmented firms that compete more on price than on quality. Collaboration and
cooperation is scarce. The regulatory environment, though enabling, is considered unfocussed. Most impor-
tantly, Jordan’'s key strength, its education system, is not being utilized to its potential for producing educated
and skilled IT professionals. Compared to the 10,000 IT employees in Jordan, Egypt has over 45,000.*° There is
a lack of linkages between the government, academia, and industry on R&D, a deficiency that, sooner or later,
will hold back the sector.

2. REGIONAL AND INTERNATIONAL MARKET TRENDS

The importance of the IT industry, on its own and as a driver of economic growth as a whole, is increasingly
recognized. According to a report by the Economic Intelligence Unit, in countries where software, hardware,
or IT services are generated in abundance the contribution to gross domestic product can be upwards of 5%.*
This awareness has led to concerted efforts at national levels to foster IT sectors and has resulted in fast grow-
ing and ever changing trends in this field around the world. Between 2000 and 2005, IT spending worldwide
increased by 5.6% per annum. In comparison, it grew by 19% per annum among the 5 fastest emerging econo-
mies and IT markets: Brazil, Russia, India, China, and South Africa.** Household expenditure on IT services has
increased in OECD countries from 1.8% of final consumption in 1991 to 2.3% in 2004.*

Driving this approach is the increasing connectivity among and between businesses and people through the
Internet. As of September 2006, 1.1 billion people (16.7% of global population) had access to the Internet reflect-

45 Invest in ICT in Jordan 2005, MoICT. Jordan

6 From CIT EGYPT- web portal of the Ministry of Communications & Information Technology, Egypt
7 The means to B king IT industry iti' ) i i Unit, 2007
48 OECD Communications Outlook 2007, OECD
9. .
ibid




ing an average annual growth rate of 201% between 2000 and 2006.%°

Businesses are increasingly spending more on IT too as R&D becomes a tool to remain competitive. The ex-
panding use of IT has changed way businesses function worldwide by redefining corporate business models to
more optimal value and supply chains, and a reinvention of an individual's work.

The public sector too is making greater use of IT. For example, more than 500 e-government initiatives have
been launched around the world within the last 5 years, an exponential increase compared to only 3 that were
launched in 1996.°

There is increasingly greater cross-sectoral integration of IT; the number of stakeholders being brought to-
gether on one platform using IT is increasing. Among the numerous examples worldwide, Saudi Arabia has
launched a one-stop comprehensive service portal for the 2.5 million incoming pilgrims from across the world.

With life cycles in technology becoming shorter, the only way for businesses in the IT industry to remain com-
petitive is to find ways to innovate and create higher value added products. Existing heavyweights in the IT
sector like India and China that have been competing on low costs are finding their advantage increasingly
eroded. For instance, in the latest survey conducted by AT Kearney on the most favored global services (Global
Services Location Index- GSLI),” while India and China retain their top 2 positions, the margin by which they
lead has declined as other countries are catching up. The implications for competition are that countries must
deliver value-added products and services to remain competitive.

Voice communication continues to dominate over data services as a driver of communications growth. Within
voice technology, mobile services have far outstripped fixed line telephony. For instance, in the OECD countries,
mobile services now account for 40% of all telecom revenue and mobile subscribers outnumber fixed line sub-
scribers by a ratio of 3:1. However, increasing reach of broadband is giving rise to technologies such as VolP that

are exerting downward pressure on prices for traditional voice services.*®

Within software, applications software accounts for about 55% as compared to systems software. The market
is led and dominated by a few firms such as Microsoft, Oracle, IBM and Konami. Firms in the US and Europe to-
gether hold much of the market- a share of 83%. Globally, information systems security is one of the priorities of
IT investment and one of the fastest growing segments in the sector; security software suites such as Symantec
and McAfee are the leading and fastest growing segments. According to the US & Foreign Commercial Services
and US State Dept., critical issues include intrusion privacy, anti virus, and spam filtering.

3. RECENT PERFORMANCE OF JORDAN'’S IT INDUSTRY

Jordan is being recognized as a potential destination for delivering IT products & services for the region and the
world. The IT industry has been growing at an increasingly fast pace over the last few years and currently ac-
counts for about 5% of GDP.> Total revenues of the sector rose from USD $581 million to over USD $770 million
between 2005 and 2006 alone, reflecting a growth rate of 32.57%. Exports rose from USD $163 million to USD
$192 million in the same period and continue to account for about 25% of the total revenue. *®

50 The Global Information Technology Report 2006-2007, World Economic Forum
51

ibid
52 The Global Services Location Index (GSLI) 2006, AT Kearney
58 OECD Communications Outlook 2007, OECD
54 £ Readiness Report Jordan 2006, MoICT
5 Annual ICT Statistics 2006, INTAJ, Jordan
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Looking more closely at the IT sector, the following Figure 4.3 shows the share of different subsectors in terms
of domestic revenues and exports. While hardware accounts for a major share of domestic sales, it is (software
In-house development packaged S/W Sales, Telecommunications and software development).

Flgure 4.3 - Doimesile: REVenUeE

Figure 4.4 - EXxport Revenues
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Labor Force employed in the IT sector stands at over 10,000 employees, up from only 1,250 in 2000. Most of
this labor force however is employed in technical functions.*®

Flgure 4.5 - Empleyment |T By Functlon
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In the domestic sector, IT revenues come from 3 major segments: the government, the business sector (largely
telecommunications and banking and finance), and private households.”’

In IT exports, the region accounts for 87% of the share, with Saudi Arabia alone having a 32% share. Given Jor-
dan’s small domestic market size and the tremendous export potential to other parts of the world, the country’s
IT strategy will have to emphasize growing its exports from 25% share to a larger share in IT revenues.®®

As mentioned earlier, this sector received major impetus after 1999 with greater focus on the part of the current
government. The most recent development has been the unveiling of the National ICT Strategy in July 2007
that outlines 3 strategic goals for the industry and the 4 pillars through which these goals will be achieved. This
strategy has been developed in coordination with the industry and all stakeholders are aligned with the objec-
tives. Figure 4.6 draws out the key elements of this strategy, which aims at increasing usage, revenue and em-
ployment in ICT by improving channels of connectivity, R&D, human capital, and the regulatory environment.

56 K4D PPT, World Bank
57 Based on calculations from data in the Annual ICT Statistics for Jordan, INTAJ
8 Annual ICT Statistics 2006, INTAJ
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Figurea 4.6 - National ICT Strategy of Jordan 2007-2011
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In terms of the main constraints in the industry, on the basis of the results of the survey conducted among
representative firms in the IT sector, the main challenges come from 2 broad areas: (1) human resources with
inadequate education and poor work ethics, and (2) government with its policy instability and inefficiency. Per-
ceptions on selected challenges are shown in Figure 4.7 below which also illustrates that a larger percentage
of firms consider these particular challenges problematic than not an issue.

Figure 4.7 - Major Challanges Facing ICT Seclor
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When it comes to the main advantages of doing business in Jordan, political stability and cheap labor are per-
ceived to be the primary benefits.

Figure 4.6 — Advantages of being based in Jordan
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On average, Jordanian IT firms consider themselves highly competitive and leaders in comparison to peers in
the region, but believe they lag behind when compared to global standards. They consider the greatest competi-
tion coming from the US, UK, Israel and India.

Figure 4.4 - Cormpared t IT competitian in MEMA, Jordan IT
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4. REGIONAL AND INTERNATIONAL BENCHMARKING

In summary, the Jordanian IT sector is expanding rapidly under the influence of positive and favorable inter-
ventions being undertaken by both the industry and the government. However, Jordan is yet to tap its exist-
ing potential and many challenges remain to ensure that the sector continues to grow becomes even more

competitive.

Regional Trends

The MENA region, in line with Figum 4.11 — Mohile Penegliraiign
global trends, has been in-

vesting in and promoting the

IT industry, recognizing it as BiF
a potential engine of econom- 06
ic growth. There has been a .
rapid increase in usage over e
time with mobile and internet Bo% 1
penetration having grown at a dika
CAGR of 58% and PC penetra- e
tion having grown at 17% since .
2000. Compared to the rest of 7
the world however, indicators e
on internet, mobile, and PC us- T T 7
age show that the region still Arab ‘Widd he Horh  Malasia  japen Sowuth Bunops
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of penetration. This is clearly
indicated from Figures 4.12 and
4.13 below:
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IT spending as a percentage of GDP also is still low compared to the global average, just 4%, even though Jor-
dan is one of the top spenders in the region compared to the MENA average of 3%.

©
©

S.Nvador

£00¢ 1d0d3d SSANIALLILAdWOD

ADOTONHOA L NOILYIWHOAN] 7 ¥31dVHD



)
o

£002 1d0d3d SSANIAILLILAdWOD

ADOTONHODA L NOILYWHOAN] 7 ¥431dVHD

S(Nvador

Figure .14 - IGT Spending as % GDP (2004

0.1
n.na
.0g
L.ov
.06
0.05
D.0d
0.03
n.o2
0.1

MEMA Easal Azia Eurape Sauth Azid Latin Wk
& Pacic Amarical
Caribbean

S W 2007

Within the region, Jordan performs relatively well. Taking into account all 3 measures of fixed line, cellular,

and internet penetration, Jordan ranks about average in the region. The Total Country Connectivity Measure

(TCCM)* for 2005 ranks Jordan 8th position out of 16 countries in the region.

Flgure 4.15 — Tatal Counbry Connsctivity Measurs (TGGMy 2005
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As previously mentioned, the different stakeholders in the region recognize the importance of this sector and
IT usage and adoption of technology have been increasing with a large number of initiatives on the part of the
government, industry, and academia alike.

One of biggest areas of potential growth for the region is to develop Arabic digitized content, the scarcity of
which is considered to be one of the reasons for the lack of greater internet usage. While Arabic speakers com-
prise 5% of the global population, Arab web pages constitute only 0.1% of the total number of the entire internet.
Egypt contributes the largest amount of content on the internet in the region but on 12% of its contribution is
in Arabic. Syria posts the largest share of its web pages in Arabic (94%), followed by Saudi Arabia (67%).° In
recent years, the region has undertaken a number of initiatives to overcome this constraint through specific
Arabic software development: online newspapers, translations of rare manuscripts, and heritage books are
but a few examples. Yet, it remains inadequate and Arabic software development is an area that will have to
expand in the future.

In the summary table below, Jordan is benchmarked with IT industries in the region and internationally. Not all
countries track and disseminate the same sets of indicators. The blanks in the table are due to these inconsis-
tencies. In most cases, the numbers do not come from the same source - there may also be inconsistencies in
definition and data collection. As a result, the benchmark data should be considered directional for comparison
purposes only, not precise calculations. In all instances, the number shown is the last available year. Each
number is individually sourced from country specific sources. A more extensive benchmarking table and indi-
vidual sources can be found on the Jordan Competitiveness Observatory website.

Table 4.1 —ICT Benchmark Indicators
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60 Regional Profile of the Information Society in Western Asia, UNESCWA, 2005
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Table 4.2 — Glebal IT Report 20082007 FRanlinges
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The next part of this report discusses the key trends and initiatives being undertaken in the IT sector in the main
comparator and competitor countries to Jordan.

United Arab Emirates

The UAE is considered the forerunner in the region in terms of network readiness, maturity level of the informa-
tion society, and the potential to emerge as a regional innovation hub. The following table indicates some of the
benchmarks and indices on which UAE scores ahead of other countries in the region.®

One of the reasons for being at the forefront in the IT sector has been the large emphasis placed on innova-
tion as a driver of growth and competitiveness. The UAE government, industry, and other stakeholders work
together though increasing public and private sector cooperation to expand the usage and supply of innovative
IT services. The IT market was estimated at USD $1.4 billion at the end of 2005, and is anticipated to reach USD
$2.2 billion by the end of 2008. Some of the innovative initiatives in the UAE are described below:

* Toincrease computer literacy in Dubai, the government has launched an eCitizen certification program
aimed at increasing public awareness and e-government services usage.

¢ The Dubai Media City was launched in 2000 followed by the creation of the Dubai Internet City (DIC) and
the Knowledge Village with the major aim of creating a cluster of educators, incubators, logistics compa-
nies, multimedia businesses, telecom companies, software developers, and VCs in one place. The DIC is the
region’s first technology-innovation zone and is considered to be an economic driver not only for Dubai, but
for the UAE economy as a whole.

* The Knowledge Village, as the name suggests, aims to foster a vibrant and dynamic learning environment
that will feed the IT industry- at present, there are more than 70 educational and research institutions as
partners.

« Dubai continues to develop its IT sector; the latest addition to the Dubai high-tech corridor is the Dubai
Silicon Oasis (DSO) which is intended to be one of the world’s leading high tech parks. Initiated in 2000, this
is recognized as a success story by the IT field.

« The UAE government’'s commitment to its IT strategy is evident from the fact that its e-government
initiative is an integral part of Dubai Vision 2010 which aims to establish Dubai as a knowledge-based
economy.

Egypt

61 Promoting Technology & Innovation: Recommendations to Improve Arab ICT Competitiveness,’ Chapter in Arab World Competitiveness Report 2007




Egypt presents a potentially competitive environment for the IT industry, though in comparison across most
parameters, it has yet to catch up with the UAE. The sector currently employs over 45,000 professionals and
exports about USD $22 billion worldwide, accounting for about 0.04% of global exports. The number of firms in
the IT industry rose from 692 to 1,716 over 2001-2005 reflecting an increase of almost 150%. At present, there
are close to 2,000 firms in the industry. ®

Egypt has been promoting and expanding IT usage in the country. For instance, it has been constantly upgrad-
ing its connectivity, taking it from 850 Mbps to 2060 Mbps in a year- an increase of almost 150%. However, on
almost all parameters reflecting IT usage and penetration, it falls behind Jordan. As we have discussed earlier
in this section, the TCCM- the total country connectivity measure- for 2005 that brings together IT usage, ranks
Egypt far behind in the region at 12th position. The low IT spending as a percent of GDP of the country could
be a cause for this situation, and again reinforces the requirement in this region to invest more heavily in the
IT sector.®®

Egypt has been focusing on expanding IT education and creating a cadre of skilled and educated IT profes-
sionals. 66% of schools in Egypt were connected to the internet in 2004 compared to 18% in Jordan.®* In an
executive opinion survey of the World Economic Forum in 2004, the availability of scientists and engineers was
ranked and while UAE scored at 4.3, Egypt ranked higher at 4.9. This is reflected in the rankings in the Global IT
Report 2006-07 which puts Egypt at 40th place as compared to UAE at 80th. However, the quality leaves much
to be desired. On parameters of quality of research institutions, management schools and overall university
industry linkages, Egypt ranks far behind UAE .*°

An example of the potential of the country’'s IT sector is given by the fact that Egypt hosts the largest regional
software sector as a share of IT. However it has a piracy rate of 65%, which if reduced to 10%, could nearly
double the size of this sector by 2009.%

India

India continues to be the global leader in provision of IT services in the world, with an IT sector estimated at
USD $30 billion comprising 3,500 IT firms. India’s IT exports account for about 65% of industry revenue and hold
25% of global market share.” It has been ranked as the most favored destination globally for outsourcing.®®

India’s primary competitive advantage comes from its abundant pool of English-speaking and highly qualified
human capital. The country had a pool of 1.3 million IT graduates, and 1.7 million IT diploma holders that the IT
industry could tap. It ranks 4™ in the world in its availability of scientists and engineers according to the Global
IT Report 2006-07. This has been possible due to positive interventions by all the stakeholders in the industry-
the government, the private sector and the academia, who are increasingly working together to provide quality
IT education at all levels of schooling. India ranks 39in its quality of management schools and 7"in the quality
of its math & science education. Its overall education system also ranks very high, holding the 25" position.
There are about 4,000 private training institutes for IT, over 300 universities and 16,000 colleges offering IT re-
lated courses and of course the now world famous Institutes of Technology (the IITs) that contribute to the large
pool of human resources feeding the industry.

62 Ministry of Communications & Information Technology, Egypt

s Promoting Technology & Innovation: Recommendations to Improve Arab ICT Competitiveness,’ Chapter in Arab World Competitiveness Report 2007
64 ibid

Promoting Technology & Innovation: Recommendations to Improve Arab ICT Competitiveness,’ Chapter in Arab World Competitiveness Report 2007
6 Promoting Technology & Innovation: Recommendations to Improve Arab ICT Competitiveness,’ Chapter in Arab World Competitiveness Report 2007
7 Strategic Review 2006: The IT Industry in India, NASSCOM

8 Global Services Location Index 2007, AT Kearney
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Another critical source of competitive advantage for India is the spatial or cross-country linkages it has built
with its expatriate and emigrant IT population around the world, particularly in the US. Approximately 40% of
the start ups in Silicon Valley in the US over the years have had one person of Indian origin. With an increas-
ing reversal of brain drain, these emigrants are returning to India to set up their own ventures and in this wake
contributing to critical knowledge, technological, and financial spillovers.

However, India’s low cost advantage is continuously being eroded as other countries like China and Mexico
catch up. Hence, the IT industry in India is consciously starting to work on innovation and provision of higher
value added products to remain competitive. There are increasing examples of Indian MNCs who are creating
software products for the banking & financial industry that are being marketed and used in countries worldwide.
These MNCs are also undertaking mergers and acquisitions across the world to adopt cutting edge technology
and R&D. However, R&D in the IT industry is a major disadvantage for the Indian industry that may slow down
its growth in the future.

Another potential future constraint for the industry could be the inadequate tapping of domestic demand, given
India’s large population and its potential to generate revenues. This has been partly due to the low penetration
rates of IT usage in the country- PC penetration is a mere 1.1 per 100 and internet usage is also low at 5 per 100
inhabitants.® Mobile telephone subscriptions is about 8 per 100, while fixed line subscription is worse at around
4 users per 100 inhabitants. Such low penetration in a country of over a billion people severely constrains the
industry’s capacity to produce for the domestic sector- a challenge that the stakeholders will have to address
to fully utilize its potential.

USA

According to an EIU report on IT industry competitiveness, the US boasts the most positive environment for IT
firms in the world.” The industry provides scale and quality in education, infrastructure, innovation as well as
legal protection giving it top raking on its IT industry competitiveness Index.

The IT industry in the US benefits from world-class infrastructure for IT: penetration levels of PC (2"9), internet
(10'" and fixed line telephony 6" are among the world’'s highest. Business and household spending on IT is
very large- almost all of the USD $440 billion spent on hardware, software and IT services in the US was on
domestic suppliers. This provides a very conducive environment for B2B and overall online services- the US
accounts for about 66% of the global online spending.’

The US is also a pace setter in skills development for the technology sector. It has a very large proportion
of graduates, scientists & engineers as well as world class universities, many concentrated in the high tech
clusters of California. The country’s patenting ability and quality of linkages between industry and academia
are also cited as international standards. The emphasis on R&D from the private sector is a major competitive
advantage for the country- the US ranks 3™ in the GCR on company spending on R&D.

69
70

Global Information Technology Report 2006-07, World Economic Forum
The means to king IT industry iti' ) i i Unit, 2007
1.

ibid




The ability to innovate and compete is greatly supported by a very strong regulatory environment. The US has
some of the strongest IP laws and ranks 1%t on the EIU’s parameter of legal environment for the IT industry.

The country however does have its competitive disadvantages- an area of weakness for the industry is the
adoption of high speed internet (18'" and mobile telephone subscriptions (48" where the US is falling behind
other developed countries.

Another cause of concern is the continued erosion of its cost advantage, which has led to increased offshoring
by US companies to countries like India and Mexico, and has been the focus of much debate in recent years.
However, competing on cost is a short term proposition, and the US should and is looking to move up the value
chain through continued innovation and sophistication in product development.
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5. STATE OF COMPETITIVENESS

This section examines the state of some of the factors that determine the competitiveness of the IT sector and

highlights the issues that are currently or may soon become obstacles to further growth.

Flgure 4.14 - Forter Diamend tor the ICT Secter
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5.1 DEMAND CONDITIONS

The domestic market in Jordan is the main source of IT revenues. In 2006, of the total sector revenues of USD
$770 million, approximately 75% came from the domestic sector.”” This share has, however, been decreasing
over the last few years, albeit only marginally. Given the constraints of the small market size of the country,
Jordan needs to push outwards in the region and globally to establish itself as a favored IT destination.

Domestic Market
In the domestic sector, the share of different consumer groups is given below:

Flgure 4.17 - Share ol ormesilc kemand of ICT 2008
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As can be seen, telecommunications is the biggest source of domestic revenues (24%), followed by the banking
and finance and business sector together (28%) and then government (11%). The healthcare segment is very
small but growing fast due to pressure to adopt more IT practices.

Telecommunications

Demand in the telecom sector comes mainly from the hardware segment, and the services (both fixed and
mobile telephony). Jordan has a large base of fixed line users, 0.67 million subscribers at the end of 2005 rep-
resenting a penetration rate of 12.2%. However, this segment has been growing at a negative growth rate over
the last 5 years. It is the cellular segment that has been growing exponentially at around a CAGR of 40% over
2001-2005 with a subscriber base of 3.13 million consumers. Just from 2004, this has meant a doubling of the
penetration rate from 28% to 57%.”

2 contrast, the Indian IT sector is export driven, with the domestic market contributing only about 35% of share. Unlike Jordan, India needs to increasingly concentrate on its
domestic market to tap the tremendous potential of its large market size.
s Annual INTAJ Statistics, 2006, Jordan

o
N

£00¢ 1830434 SSANIAILILAdNOD

S.Nvador

ADOTONHOA L NOILYVIWHOAN] 7 ¥31dVHD



)
®

£002 1d0d3d SSANIAILLILAdWOD

ADOTONHODA L NOILYWHOAN] 7 ¥431dVHD

S(Nvador

Flgure 4,18 -Levels of Telecom Usage
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Banking / Finance & Healthcare

Jordan is considered ‘over-banked’ for its size and this has resulted in fierce competition in the financial sector.
One way of beating competition has been to embrace IT services through Internet banking, ATM centers,”* and
online payment systems among others. The business sector also comprises the line functions of accounting,
payroll, HR, and logistics across different industry segments that are now being organized using IT. Together
they account for 28% of domestic revenue.

In healthcare, aggressive initiatives have been undertaken including telemedicine, teleconferencing, and im-
plementation of healthcare information technology systems. For example, in 2004, the King Abdullah University
Hospital implemented a high-end workflow system called MEDICOM that replaced the existing manual pro-
cesses within the hospital, addressing critical areas such as ordering, prescribing, and charting. In the process,
it improved operational efficiency and sped up patient flow from scheduling to treatment to check out. This
emphasis on making the healthcare sector more efficient is in line with the country’s aim of marketing itself as
a preferred destination for medical tourism.

However, according to the e-readiness report prepared by the MolCT, diffusion of IT in business is very limited
and represents one of the major weaknesses in preparing the country for becoming competitive in IT. This is
also evident from a research study cited in a UN report on IT in the MENA region;”® e-commerce, defined as
use of IT between businesses (B2B) and between businesses and consumers (B2C), accounts for about 7% of
GDP globally. In comparison, the UAE has the most developed e-commerce market in the region accounting for
about 2% of GDP. Jordan is insignificant with e-commerce being less than 1% of GDP.

74 There are about 540 ATMS in Jordan. An example of e-banking is Visa Jordan's operations which at the end of 2004 amounted to 300 million JD from over 13000 commercial facilities. From
‘National Profile for the Information Society in Jordan, UNESCWA
5 ‘Regional Profile of the Information Society in Western Asia, UNESCWA report, UN, October 2005



Government

The Jordanian government has been fairly proactive in stimulating and generating demand for the IT industry.
This has been done through regular government contracts or through e-government initiatives. Government
contracts typically cover solution implementations and hardware sales. Little or no outsourcing work is gener-
ated by this sector. In 2006, this sector generated about USD $62 million in revenues: about 11% of the domestic
whole. Some of the major government initiatives in IT are given in the box below.

While there is little doubt about the sincerity and leadership displayed in driving government initiatives, prog-
ress is still slow and implementation is a constraint. For instance, it has taken more than 4 years to implement
the so-called ‘fast track projects.’ IT skills and usage are restricted to about 4% of government employees, and
due to the lack of an IT coordination body, there is little collaboration in the use of IT between government
departments.

Household Demand

Household demand for IT services, as measured by the use of the Internet, is insignificant at around 0.5% of total
domestic revenue.”® On the demand side, this is due to the limited Internet connectivity and penetration and low
PC ownership in Jordan, which in part is driven by prohibitive prices for the systems. Further, digitized Arabic
content is still very limited making the use of Internet futile for those who speak no other language. On the sup-
ply side, as mentioned before, there is very little use of the Internet by the private sector to do e-business, and
e-government initiatives (G2C) are only recent.

Although higher than the MENA average on PC and internet penetration, Jordan lags significantly behind the
UAE - often considered the leader in the region in the IT sector. Household PC penetration is growing at 27%"’
but the number of computers per household in Jordan continues to be low, around 5.5 per 100 people. Similarly
internet connectivity stands at 11 users per 100 citizens.

Figura 4,158 - Level of Internel Usage
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76 Calculated from the Annual ITAJ Statistics, 2006, Jordan
‘E-Readiness Assessment of Jordan 2006’ Ministry of ICT, Jordan
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In terms of sophistication of demand, most Jordanian customers are considered to be quite exacting of quality
in comparison to their peers regionally and globally, an aspect that should translate to quality products being
supplied by the market. However, they are not global trend setters and this may adversely impact the rate of
and need for innovation among domestic firms. This was borne out by the survey results where a majority of
respondent firms said they looked outwards to regional or global firms for new product ideas rather than in-
novate in house.

Figure 4.20 - When compared to i nternaticnal & mgicnal customers | Jordanian customars that purchase IT
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Exports

IT export revenue in 2006 was USD $192 million, having grown 18% from last year. The break down of this export
revenue is provided below. The figures show that the Jordanian IT sector exports products and services across
all sub segments, from the lower value added Web design, development, and administration. to the higher value
added In-house Development Packaged SLW Sales Telecommunications and administration Software Develop-

ment .

Flgure 4.2 - Export Revenus | 2008 by Sub Ssctars
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The telecom industry accounts for the largest share of export revenues (34%). After this, government (12%) and
education (15%) sectors make up a significant portion. Outsourcing constitutes an insignificant 2% share.
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Jordan’s primary export destinations continue to be the Gulf countries in the region, with Saudi Arabia account-
ing for 32% of outgoing services. The GCC (67%) of Jordan It exports The us is only 6% of export shar.

Flgure 4.24 - |IT Exporta by Reglon {USC mn)
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The IT industry exported to some new markets (Liberia, Japan, Australia, Bulgaria, and Cyprus) in 2005. How-
ever, this has tapered off in 2006 indicating one off projects that have not continued into other contracts.

Jordan has several advantages in servicing the region and the major markets of the US & EU. Geographically
it is in advantageous time zones for the EU, US, and Asian markets. Jordan’s cultural and linguistic similarities
give it an edge to export to the Arab market. The country also has a large base of English speaking workers
representing a huge potential for international call centers.



At the same time, the dominant IT exporters such as India and China are facing skill shortages and cost advan-
tage erosions. This represents an opportunity to countries such as Jordan to capture markets. The potential
and existing export markets in the region are growing exponentially in their demand for IT products and ser-
vices, again providing an opportunity for Jordan to expand its export base. Together these present tremendous
opportunities for the country to push its IT sector.

Outsourcing

As mentioned earlier, outsourcing comprises a small share of about 2% of export revenues for Jordan. How-
ever, this is a segment with a tremendous potential in the future. Jordan is ranked 2" in MENA (after Egypt) and
14" worldwide as a favored destination for offshoring services according to the AT Kearney Global Services
Location Index (GSLI) that measures the attractiveness of a location for offshoring services.” Jordan has main-
tained this rank from the earlier ranking in 2005.

Compared to the more favored Egypt, Jordan performs better on business environment and is almost the same
on financial attractiveness, which takes into account compensation, regulatory, and infrastructure costs. Of the
3 categories measured, Jordan's rank is lowest in people and skills availability. This reinforces the gap in IT
education that needs to be filled and the push it could give Jordan in becoming the choice location for contact
centers in the future.

5.2 FACTOR CONDITIONS

Jordan’s IT industry faces a mixed pool of resources at its disposal for being competitive. While the physical
infrastructure is comparatively superior to the region and an advantage, the country has not yet been able to
tap its talented human capital for use in the industry. Similarly, while the country has the potential for undertak-
ing R&D, the spirit and environment for cutting edge researchis very low. Sources of finances for the IT industry
are still limited and unsupportive of risk taking.

Human Resources

An educated population is one of Jordan's main strengths. The country has achieved over 90% literacy and
its education system is considered to be solid and strong. With an expenditure of 5.6% of GDP on education,
Jordan is one of the highest spenders in the world in this sector.”® There are 8 public universities, 12 private
universities and 21 community colleges, graduating over 4,000 IT graduates every year.®

A large part of its labor force is educated and bilingual, speaking Arabic and English. This means that Jordan
has a potential competitive advantage in the IT sector, both to cater to the Arabic speaking market in the re-
gion, and the English-speaking North American, European, and Asian markets. The following rankings from the
Global IT Report 2006-07 show Jordan’s comparative strength in its education infrastructure:

78 Offshoring for Long Term Advantage’ The 2007 AT Kearney Global Services Location Index: The GSLI measures the locations on 3 criteria- financial attractiveness, people & skills avail

ability and business environment.
79 Jordan's e-readiness report 2006
0 Brochure on ‘'Invest in ICT in Jordan 2005' MoICT
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Table 4.2 — Global IT Report 2006-07 Rankings

Tertiary enrollment 47
Quality of sducation system 44
Quality of math & science education b6
Availability of scientists & anginears 26

Source : G oba T Report, 2006-2007, GCR 2006
However, despite these favorable statistics, in 2006, there were only about 10,712 IT employees in the country
as compared to over 45,000 in Egypt. While the number has increased over the last few years, it is still relatively

small. This may be due to several reasons.

Jordan has to contend with the Fliuma 4.25 - Braln draln_ ks migradlan of skl and aypetlsnead aehnica) pofaaalonaks:

issue of ‘brain drain’ as large

parts of its skilled population . o

emigrate to better opportunities =i

elsewhere in the world. Jordan ,:

ranks poorly, 88" among global oy -
benchmarks in respect of re- T4

taining its qualified labor force.? 1',.:

75% of the firms in the sector ““;‘::::;::“ﬁ:'" LEADLEOTL R LS
consider brain drain a severe

constraint to their ability to re- Sa.res CHIT, AT SInbsbedzam 0l ra 5 nsey 5207
tain the best talent.

Further, there have been scarce linkages between academia and industry historically. This has not only meant
a lack of synergy between the need of the IT industry and the skill set of the labor force emerging out of aca-
demia, but also a lack of awareness of a potential career in this sector. This deficiency will need to be ad-
dressed if the country wishes to compete and engage even more in the higher value added subsectors such as
product development, project management, and R&D.

Besides quantity, there is a constraint on quality too, despite the availability of scientists and engineers. Over
65% of the IT labor force is engaged in technical functions, with only a small handful working in management
positions. There is a big shortage of non-IT skills such as business development, financial management, and
advanced business skills. This has been born out by the results of the survey conducted with firms in the IT sec-
tor. A majority of them find a scarcity of professionals at the non-technical levels.

81 GCR 2006-07



There is also a shortage of IT in- Figure 4.26 - Skllled and caperlenced management experieneed tochnical

frastructure in education institu- prafesslanals:
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- The National Broadband Network (NBN), launched by the government in 2003, has already connected the 8
public universities and over 200 public schools through a high speed fiber connection.

« The Jordan Education Initiative (JEI,) launched in 20083, is a public-private partnership of 45 global and Jor-
danian business entities, NGOs, and the Jordanian government. Under this program, 100 Discovery Schools
have been set up that are broadband connected and operate through e-curriculum. The aim is to enable stu-
dents to compete globally in the knowledge economy and to train teachers and administrators in the use
of technology. This program is being replicated in other parts of the world such as India, Bahrain, and most
recently in Egypt.

« EDUWAVE, an e-learning platform, was introduced in pilot schools in 2004 by a Jordanian IT firm to provide a
portal with tutoring tools for teachers, students, and parents.

* As part of the broader education reform program ERFKE, launched in 2002, e-education at schools and
universities has been created to introduce IT courses in curricula and provide the necessary infrastructure.
As a result, 2,500 schools have been provided with computer labs and over 35,000 teachers have been
trained on new information technologies.

If Jordan wants to become a regional IT hub, this momentum needs to be maintained and even increased to
ensure an growing supply of qualified and skilled IT professionals.

R&D Investment & Resources

Commitment and enabling environment for R&D in general is lacking in Jordan. Though higher than MENA aver-
age of 0.2% of GDP,* R&D spending by the government and industry is low compared to the global developing
country average of 1.6% and very low compared to more developed countries. This has adversely impacted the
quality of scientific institutions and will be a hurdle for competitiveness in a fast-paced and highly innovative
industry such as IT. Jordan’s ranking on the following indicators very clearly outlines its weakness in R&D.

82 ‘Promoting Technology & Innovation: Recommendations to Improve Arab ICT Competitiveness,” Chapter in Arab World Competitiveness Report 2007
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Table 4.2 - Globel IT Repart 2406-47 Hankings

Comapany spending on ARD
Unlvsrsity-Indusiry rasmarch coll abomilon
Suality al acianife reaan ah ieaciiiana
Lhilicy Facents
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Spurce: Global IT Repod, 2006-2007. GCR 2003
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The following figures show Jordan’s comparatively poor standing vis-a-vis global and regional leaders in com-

pany spending on R&D and the private sector's capacity to innovate as opposed to imitate.

Flgure 4.27 - Aanking an Com pany Spending on Ral:
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Figure 4.28 - Ranking on Business Capacily | Innovale:
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This lack of emphasis on research is felt by most players in the IT industry. Most firms do not believe research

institutions with a focus on IT exist, and those who do feel that this research neither supports nor enhances the

sector's competitiveness.

However, the government and industry have taken this as a challenge and outlined a R&D vision for Jordan
over the next 5 years, outlining the broad steps that key stakeholders need to take through the collaborative ef-
forts of industry, government, and academia. Among other goals, it has targeted an increase in its R&D spend-

ing to 1% of GDP by 2012.%

83 ‘Research & Development Strategy for Information And Communication Technology 2007-2010' MoICT



Financial Resources- VC, domestic IT spends, FDI

The sources of finance for Figure 4.29 - Research inslitutions in Jordan focusad on 1CT rasaarch;
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Figure 4.1 - Loans from commercial banks;
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Mature Financial System — Still nascent
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Flgure 4.33 - Equily Anancing on a reglanal stock exehange
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As previously mentioned, spending on IT as a percentage of GDP was around 4% in 2004, higher than the
average 3% for the MENA region. However, it is lower than the global average spending of 6% on IT. Per capita
IT expenditure has increased from USD $150 in 2000 to USD $195 in 2005, signs of growing emphasis on this

industry.

Eowze (WSO ICT Saseiniders O lire 3 opsey. 007

84 UNESCWA Regional report



Credit to the IT sector from the traditional banking system needs to be made more available. For an innovative
and dynamic sector such as the IT industry, venture capital and other such risk-based investment becomes a
critical source of financial capital. The importance is highlighted in an HBS study which concludes that a dollar
of venture capital produces 3-5 times more patents than a dollar in R&D.*®

The VC segment of the financial sector in Jordan, like in the rest of the region, is still nascent. Reasons for this
are both demand and supply based. On the demand side, entrepreneurial activity is still limited. Further, most
capital flows are informal and family-based, as awareness of concepts such as venture capital is limited. On
the supply side, the regulatory environment required for a VC industry is sorely missing. An OECD report on the
investment climate in Jordan concludes that the current 18% rate of entrepreneurial activity in the country can-
not be sustained through bank credit or informal loans, a signal for the urgent need of a VC industry.®®

Inward flows of FDI grew from USD $120 million in 2001 to over USD $3 billion in 2006. Of this, FDI in the IT sec-

tor has increased from USD $80 million in 2003 to USD $107 million in 2006, growing at about 11% per annum.
However, as a percentage of total FDI, there has been a drastic drop in IT flows.

Figure 4.34 - FDI in 1CT
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Spatial Linkages

An important factor input that may influence the competitiveness of an IT sector is the extent and strength of
spatial linkages, or the role of the social capital of expatriate Jordanians. This cohort could play an instrumental
role in developing the IT industry in the country through important spillovers: financial, technical, educational,
reputational, and entrepreneurial.

For example, as we mentioned earlier in the comment on India, the role of Indian IT professionals based in the
US has been instrumental in the development of the Indian IT sector. Indians in senior management positions in
IT MNCs have influenced their entry into India. Large numbers of expatriate Indians have returned to establish

85 Towards an Information Technology Industry in Jordan,’ www.jordanembassyus.org

National Investment Reform Agenda’ OECD
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IT firms in the country thereby transferring knowledge and technical skills. Others have financed IT education
and start up firms through massive infusion of capital. While most of this has been individual based, collective
action also emerged several years ago through expatriate Indian organizations that formally organize activi-
ties to encourage the Indian IT industry. In response, the Indian government has also established offices in
countries world wide to enable expatriates who wish to invest in the Indian industry.*’

Jordan too has a large emigrant population and it is important for the business community and the government
to encourage this group to strengthen the IT sector and showcase successful case examples.

5.3 CONTEXT FOR STRATEGY & RIVALRY

The Jordanian Telecom market is duopolistic in nature in the fixed line segment, while much more competitive
in its mobile telephony segment. Fixed line services were monopolistic until 2004 when the sole provider was
the government owned Jordan Telecom. Another provider, Batelco of Bahrain, was given entry into the market
thereafter. However, Jordan Telecom continues to own 98% of the fixed line market. Further, Jordan Telecom
was wholly privatized in 2006 with France Telecom holding majority stake and taking over management.

The mobile market in Jordan is considered to be one of the most competitive in the region. There are currently
4 mobile operators, which is the highest number of operators in a country in MENA. (The region has 39 mobile
operators over 18 countries.)®® The initial operator was Fastlink, a joint venture with a majority stake owned by a
Kuwait-based company, which was introduced in 1995. Since then, licenses have been issued to 3 more opera-
tors. However, Fastlink continues to hold the majority share of the market at 64%.

Figure 4.36 - Mobile Operalors in Jordan
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On the whole the Jordanian telecom market is the first to do so, and the most liberalized in the region. The firms
have private sector as well as foreign participation. These send out positive signals to the rest of the world in
terms of the government commitment to making the country IT-friendly both in usage and investment.

87 Global IT Report, 2006-2007, World Economics Forum

Jordan Telecom Sector, October 2006, Global Investment House



There are about 373 value-adding IT firms in the industry, and about 500 hardware and software sellers. On
the basis of the survey conducted among the IT firms in Jordan, one can surmise that competition is fierce, but
based on price and social networks and relationships rather than on quality. Most of this competition is domes-
tic or regional, 75% of the firms considered their competition to be Jordanian or regional. Further, collaboration
and cooperation among firms is still not very prevalent.

Flgura 4,36 - Competition amgng firms In the ICT Industry In Jordan can
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Figure 437 - Jordanian ICT companies:

a5 429%
a0 d57%
15,
a0
1.1
2
5% 13.Ee
BE
10
i 0.0% .
Lo
coop=rate on narmally sametimes rarely revEr
ragular Dacis EiIerile CADPEraLE Lapparale GODpEraLe

Saurce: JHGO, IGT Slakelmlders’ Caline Surwey, 2007

=
¢

S(Nvador|n

£00¢ 1d0d3d SSANIALLILAdWOD

ADOTONHOA L NOILYIWHOAN] 7 ¥31dVHD



N
N

£002 1d0d3d SSANIAILLILAdWOD

ADOTONHODA L NOILYWHOAN] 7 ¥431dVHD

S(Nvador

A testimony to the positive role of the Jordanian government comes from the fact that most players feel that
government regulations on IT have been getting better and do not pose an obstacle to doing business. How-
ever, there is doubt about the clarity of the purpose of this regulation.

Figure 4.38 - Government regulations are

45% H%
40 EEL S
3oh
0w
2R
5 155
bl - -
D%
gelting geting not gekting gelting getiing
much woarae wirae any Betler ar beablar much betler
B wWarge
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Flgure 4.39 - Government regulatlons of ICT are
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5.4 RELATED & SUPPORTING INDUSTRIES

Data on related and supporting industries to the Jordanian IT sector is fairly limited- however one can surmise
that given the industry, there are few backward and forward linkages. In the telecom sector, there are a few
firms that are mostly joint ventures with foreign partners that would imply sourcing from abroad. In the IT ser-
vices industry, the number of firms is still very small with very little collaboration or cooperation. The overall
environment for the IT sector in terms of supporting and supplying industries along the value chain is one of
quantity rather than quality in most cases. Again, on the basis of the survey results of respondent firms, it is
clear that most believe that suppliers to the industry are average in their quality. Specialized inputs needed for



a competitive business are more often than not, available domestically. When importation of these specialized
inputs becomes necessary, the majority of firms consider it a difficult and time-consuming process.

Figure 4,40 - Specialized inpuls and materials for [T are:
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Flgure 4.41 - Imperling speclallzed materlals for IT 32
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A very important input into the competitiveness of a sector such as the IT sector is one of global signals of
quality and benchmarks. Towards this end, having a strong network between global certifications such as the
Sigma series, CMM, etc., and the domestic industry is critical. However, such a network is not well established
in Jordan. Only a small fraction of firms believe they exist and provide services of any quality.

Figure 442 - Qrganizailons that provide speclallzad, technical
supporting services tor the T industry
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Flgure 4.43 - Organlzallons that provide objective, third parly
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Business chambers, industry organizations, and other such ‘institutes for collaboration’ that provide a role of
advocacy, marketing, training, and coordinating with other stakeholders on the needs of an industry are crucial
for the IT industry.

Jordan’s primary industry association in this field is the INT@J, the Information Technology Association of Jor-
dan. Established in 2000, this organization has been instrumental in working with the industry and government
in establishing a comprehensive policy framework for the sector: the ‘REACH' initiative that is considered the
IT blueprint for the country. While the organization has done extremely commendable work in advocating and



creating an increasingly competitive environment, there are areas in which firms believe that INT@J needs to
improve: one being a channel and conduit for recruitment, and another being a hub for innovative research.

Figure 4.44 - Recruiting Channsals Most Used by IT Firms
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Figure 4.45 - INTAJ {private sector)
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5.5 ROLE OF GOVERNMENT

Since 1999, the Jordanian government has played a highly proactive role in supporting and strengthening the IT
sector in the country in various ways. It has been instrumental in encouraging the private sector to strategize
on and envision the sector's development path into the future, and as a driver of economic growth. Figure 4.46
illustrates the numerous ways in which the government has positively intervened in the industry.
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Figure 4.46 = Aale of Governmen in Jordan's IT Sector
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DRIVER OF DEMAND: As we have discussed earlier, the government launched its e-government initia-
tive, under which it aims to enhance its operational efficiency and become more customer oriented through
e-provision of all services. In this process, it has been a source of demand for the country’s IT sector. Taking
into account its experiences and lessons since the initiative was launched, a formal e-government Strategy
2006-2009 has been formulated to study and apply global best practices in e-initiatives. The government has
also taken the education of its employees in IT practices very seriously. In 2004, it initiated a program to edu-
cate 20,000 employees. However, even now, only about 4% of its employees are IT savvy.*

PROVISION OF INFRASTRUCTURE: The government has been successful in establishing a very
sound telecommunications infrastructure, compared to other countries in the region. Jordan Telecom, erstwhile
known as TCC, was established as a wholly government-owned organization in 1971, and created the telecom
backbone in the country. It was fully privatized and divested in 2004.

CATALYZING IT EDUCATION: Again, the Jordanian government has taken the lead in recognizing the
urgent need to align its education system with the requirements of an ever changing IT sector, both domesti-
cally and globally. The government's efforts in this area include previously mentioned programs that have been
launched in the last few years to connect universities and schools to the Internet, introduce e-curriculum, in-
volve the private sector in training teachers, and provide guidance in practical skill building. Results of these
programs need to be tracked closely to ensure that the industry is receiving highly trained employees.

REGULATORY ENVIRONMENT: The government has signaled its desire to create an enabling environ-
ment for operators in the IT industry through creating and updating a number of rules, regulations, and acts.
Jordan’s rank on IT Laws is 66 out of 131 countries. Jordan became a member of the World Intellectual Property
Organization (WIPO) in 2004, thus paving the way for harmonizing its IPR rules with global benchmarks. It ranks
a modest 42nd on providing IPR in the global IT rankings.

89 The e-readiness assessment of the Hashemite Kingdom of Jordan 2006,' MoICT, Jordan




The following table provides Jordan’s ranking on its government's usage of, and readiness in IT. While it per-
forms very well in its commitment and prioritization of IT as a sector, there is still much work to be done in

actual implementation and delivery.

Table 4.4 — Global IT Report 2006-07 Role of
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The perception in the industry of government's role in IT sector is more or less favorable as indicated by the
survey results included graphically below. Most firms do believe that the government sees IT as a priority and
acts accordingly, and most would approach the relevant government departments to resolve their issues.
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6. CONSTRAINTS TO GROWTH

Looking forward, the IT sector certainly has tremendous opportunities for growth in Jordan, the Middle East
region, and internationally. However, significant constraints exist that are holding back the sectors growth
projectory. From the above analysis, the main constraints to growth include the following:

Figure 4.48 — Concstralinta 1o 1T Grawth
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By far, the most pressing challenge is to prepare a large pool of well trained employees that can compete in the
region and the world beyond low wages. Along with this, substantial investment in R&D from all stakeholders is
required to ensure that the IT sector can compete at the cuiting edge of global trends. Making IT tools such as
PCs and the Internet available for all to use is important in creating domestic demand and establishing a critical
mass for the domestic industry. A concerted approach towards creating linkages upstream and downstream in
the industry and across countries can have a cascading effect in enhancing competitiveness. Finally, tools to
enable smooth functioning of the industry such as current, reliable and timely market data or greater coordina-
tion and collaboration among all stakeholders are also needed.
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1. HISTORY AND CONTEXT

Tourism is one of the largest contributors to Jordan’s GDP and one of
its largest foreign currency earners. Although Jordan boasts several | KEY FIGURES:
world-famous tourist attractions, recognition of tourism as a high-po-
tential sector in Jordan has been relatively recent; the Jordan Tourism | * Tourism makes up 9.2%
Board was only established in 1998. The Board is both publicly (80%) of GDP

and privately (20%) funded.
- Tourism receipts of $1.6
The industry suffered from the external shocks of the attacks of Sep- billion in 2006

tember 11, 2001 and the subsequent war in Iraq, beginning in 2003, but
it has since recouped lost earning power and is growing at a sustained | * Annual growth of 4.5%
rate of approximately 4.5% for the last several years. Jordan has to date
been highly reliant on regional tourism, which has consistently account- | * Sector employs 147,000, or
ed for upwards of 60% of tourism receipts. Regional tourism consists 8.7% of total workforce
primarily of leisure trips as well as the niche medical tourist segment.
Regional visitors remain the overwhelming majority despite efforts to

attract “high-value” tourists from the U.S. and Europe by promoting cul-
tural and historical tourism.

Jordan’s National Tourism Strategy 2004-2010 aims to double the size of 2004 tourism receipts by 2010 to $1.8
billion and to add 50,000 jobs to the economy. Jordan intends to accomplish this via a) intensified marketing
and promotion, b) an integrated approach to human resource and product development, c) institutional and
regulatory reform, and d) the support of product development and competitiveness.

A timeline of key developments in the Jordan tourism industry is presented in Figure 5.1 below.
Figure 6.1 - Timeline for the Jordan Tourism Indusiny
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90 Selected results of a survey conducted by the Jordan National Competitiveness Team (JNCT) in September, 2007 have been incorporated throughout this analysis where appropriate.
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2. REGIONAL AND INTERNATIONAL MARKET TRENDS

The global hospitality industry accounts for upwards of 35% of the world’s exports in services (this is even
higher in least developed countries, where it represents about 70% of service exports). As illustrated in Figure
5.2 below, world international tourist arrivals have grown about 4.6% annually over the last 10 years and have
increased steadily since 2004 after several years of flat growth from 2000 to 20083.

Figure 5.2 - International Arrivals, 1995-2008
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Interestingly, this growth has taken place in spite of rising plane fares, the war in Iraq, and health crises in Asia
ranging from H5N1 Avian Influenza (Bird Flu) to SARS, suggesting that the industry is relatively resilient. In
2006, tourist arrivals grew 4.5% from the previous year to 842 million tourists® worldwide, over half of whom
(54.4%) were destined for Europe.”

The industry in the Middle East actually contracted by 1.4%* from 2005 to 2006, its second consecutive year
of negative growth. However, one should be careful not to draw too many conclusions from this, as the base
years (2003 and 2004) to which these numbers are being compared are skewed by the large number of Western
military and aid workers passing through Amman en route to Iraq. Although arrivals in the Middle East doubled
between 1995 and 2005%* , and although the annual increase in tourist arrivals between 2000 and 2004 was
9.5%, the fastest growth of any region,” the Middle East still only accounts for about 5% of all tourist arrivals.
It should be noted, however, that significant investment in tourism-related infrastructure has accompanied the
tourist boom; much of this has been facilitated by sustained high oil prices.”® Assuming that oil prices remain
high, sustained investment should continue to drive growth, albeit from a relatively low base.

91
92

World Tourism Organization (UNWTO) 2005.
UNWTO.

93 unwro.
94

95

Travel and Tourism Competitiveness Report, 2007.
UNWTO
96 UNWTO
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While North and South America represent only a 16% share of tourism market, their personal travel and tourism
expenditures are nearly as high as Europe’s. The chart below shows personal expenditures by region (that is,
the regions that are spending the most on worldwide tourism).

Figurc 54 Prorsonal Trawel and Tourism Expenditure by Frogion, 2008
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Looking forward, however, by 2017 the World Travel and Tourism Council projects a shift in market share, pri-
marily from Europe to Asia and the Pacific, as reflected in Figure 5.5. The increase in disposable incomes in
Asia, especially China and India, is strong evidence to support this estimation.
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Another key trend in the world tourism industry is an increase in the importance of low-cost carriers, reflected
in a marked shift in the number of passengers flying economy class as compared with those flying premium (i.e.
business and first) classes. This trend has been especially prominent since 2000 (see Figure 5.6 below).

Figure 5.8 - Heladive Growlh of Economy and Prermiam Air Traffe
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OTHER KEY INDUSTRY TRENDS INCLUDE:

1. Increased frequency of travel due to greater amounts of leisure time, cheaper air travel, and higher
disposable incomes,

2. Increased desire for specialized tourism products as consumers start to demand higher standards of service
and destinations that offer more of an experience rather than a vacation,

3. Increased use of tailor-made and small group travel compared to mass tourism packages,
Tourism enterprises and destinations focusing more on customer satisfaction and service quality, and

o

Increased demand for MICE (meetings, incentives, conferences, exhibitions) travel, which is one of the fast-
est

growing industry segments.”

These trends suggest that Jordan will be unable to rely solely on its natural advantages (particularly those in
cultural tourism). While Petra will undoubtedly continue to be a major draw given its recent inclusion as one
of the New Seven Wonders of the World in an online poll,”® Jordan will have to upgrade the overall quality of
its offer in order to reap the full benefits of Petra’s new prominence and increase the time tourists are staying
in Jordan, as well as their daily expenditure.

3. RECENT PERFORMANCE OF JORDAN'’S INDUSTRY

From 2002 to 2006, the number of arrivals in Jordan increased by just over 40%, while receipts increased by
56.6% (from JD 743.2 million in 2002 to JD 1.2 billion in 2006),”° suggesting an increase in receipt per tourist.
Interestingly, during the same period, the number of tourists staying overnight stayed relatively flat (hovering
at just over 50%), even falling slightly from 2005 to 2006 (to about 49%).

This data can be interpreted in two different ways. It may indicate that travelers are, on average, spending
more on a daily basis or it may suggest that travelers are extending their stays for a longer periods of time.
Package tours decreased from 2005 to 2006 (from 338,787 to 277,913) ® at the same time, the percentage
of overnight stays decreased, it is probable that each tourist is spending more per day. Like Jordan’s other
tourism statistics, it may be skewed by a high number of international contractors passing through Amman en
route to Baghdad. This would seem to be supported by the fact that the increase in tourism receipts becomes
appreciably higher beginning in 2004 (see Figure 5.7). °

97 www.traveldailynews.com, Oct. 26, 2006

NewOpenWorld Foundation, http://www.new7wonders.com/, 2007.
o Ministry of Tourism.
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2003 was the only year in which
tourism receipts did not increase
considerably over the prior year;
this can be attributed to the nega-
tive impact of the Iraq war.

Accompanying the rise in foreign
tourists, there was a slow but steady
increase from 2002 to 2006 in the
number of hotel rooms (11.4%) and
international tourism receipts per
arrival for overnights (15.7%). ® Di-
rect employment, however, jumped
dramatically (nearly 50%) during the
same period of time, from 21,293 in
2002 to 31,064 in 2006 . ®®

Source : Minlary of Tourdam a-d Ang aiiea
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The tourism industry in Jordan is increasingly aware of the various specialized product segments that are

growing internationally and which offer Jordan opportuinties to diversify away from the traditional cultural,

religious, and historical tourism segments.

When asked to indicate the particular tourism segments that are actively developed in Jordan, over 50% of re-

spondents to the JNCT survey chose all nine options.

102 gicators
Ministry of Tourism.



Figure 5.% Quslified wrorklarce emigration, the migratian ol skilled
And axpariencasd tactinleal professlanals

ur
AR

e
BHp
41
e
o
i

0

M
21%
I: & s gnHles o lazua lar B ne @ b dar my crzaeizaton.,
=1y ampanirsdin- and waesmly wme atH sh & ek Wil -te
EOCEomiEsE Ty amEnizylione Eaed workuem
2olIfy b bral

Femarizs s GO, Tine s Slakalnldas Oeline Burany 07

Total employment in the travel and
tourism industry in Jordan is estimated
at 147,000, or 8.7% of total employment,
ranking Jordan below only Bahrain, Tu-
nisia, and Morocco in the region. Tour-
ism is one of the core occupations of
Jordan's economy. However, as is il-
lustrated in Figure 5.9 and is discussed
in more detail below, Jordan is a train-
ing ground for other countries. Brain
drain, or the emigration of skilled, ex-
perienced professionals, is a critical
issue for the tourism industry and its
ability to offer world-class services.

There are some encouraging signs of investment into the sector. New projects included a national museum,

funded in part by JICA (the Japanese International Cooperation Agency) and a number of hotels, such as Catho-
lic Student Bay (USD $500 million), the Ayla Oasis project (USD $750 million), the Saraya Agaba project (USD
$362 million), the Sun Days Water Park (USD $60 million), the Agaba Ishkar Kempinski Hotel (USD $60 million),
the Royal Metropolis-Jordan Gate and Royal Villages of Amman (USD $1 billion), the Dead Sea Holiday Inn Ho-
tel (USD $21 million), and the Crowne Plaza Hotel at the Dead Sea (USD $49 million). In addition, development
of the Eastern Bank of the Dead Sea attracted about USD $605 million in 2004 specifically for tourism. ** In the

JNCT survey, 95% of respondents believed that foreign investment from elsewhere in the region was steady or

increasing, but 76% indicated that investment from outside the region was flat to non existent.

Figure: 5 10 - When compared with competing indwsirics in fhe middk:
east region, the Tourism industry in Jordan is
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4. REGIONAL AND INTERNATIONAL BENCHMARKING

In order for the Jordanian tourism industry to remain competitive, it must understand where it stands in com-
parison to international competitors on relevant benchmark indicators. Comparisons to Turkey, Egypt, and the
United Arab Emirates provide a sense of what regional competitors are doing. Comparisons to ltaly, France,
and Malaysia offer some useful insight on international “best practices” in the tourism industry, specifically as
they relate to country positioning. Turkey and Egypt were selected because they have a similar offer based
primarily on historical/cultural tourism. The UAE was included because it offers a contrasting model that is
worth keeping on Jordan'’s “radar.” Countries outside of the region were identified because they offer contrast-
ing successful models in diverse geographical areas. For the most part, benchmarking has been presented be-
low not by country but by topic. The nature of tourism as a global industry, with consistent metrics that can be
compared across countries, allows for this level of analysis. In addition to benchmarking Jordan against these
countries using industry indicators of performance, the industry was asked in a survey how they compared to
these countries.

Figure 5.11 - When compared with competing indusiries in the world, ~ Compared to the region, Jordanian
the Tourism indusiry in Jordan is; tourism firms appear to have a mod-

est perception, ranking themselves
i as neither leading the region nor

1 uncompetitive. However, relative to

M- H1a

HE international competitors, the ma-
&€ — jority of Jordanians believe that they
e are still below average or uncom-
e petitive. When asked to compare
" . Jordan to each benchmarked coun-
: 2 . . . try, 78% of respondents indicated

World clasa cactes aglp aulleially  Bacels  aiecincglilie Egypt has a competitive advantage
corpediive cimpaiibe compaiieg

over Jordan, 75% indicated Turkey is

Bomrc . JHCOL Towism Sichehel b Cnli'e uivap, 2037 more competitive, and 68% indicated
that UAE is more competitive.
Among countries outside of the region, the results were starker: Malaysia (85%), ltaly (78%), and France
(80%).

Egypt captured around 21% of the region’s market share of tourist arrivals, with the UAE around 14%. Jordan, by

comparison, attracts about 16% of the region’s tourists. ®

Considering that these two countries are two of the
regional leaders (Egypt on cost and in cultural tourism, and the UAE on both cost and overall tourist ranking),
Jordan’s performance in attracting regional visitors has been strong, but, as mentioned earlier, may be largely

a result of Westerners in transit to Iraq.

Among regional benchmarks, Turkey had the highest number of tourist arrivals among the three benchmarked
countries during the period 2001-2006. Turkey also enjoyed, by a slight margin, the highest growth rate in the
number of tourist arrivals, estimated at 16% over the same period, followed by the UAE at 15% and Egypt at 14%. °
Revenue generated by the tourism industry was also the highest in Turkey, reaching around USD $13 billion in

105 UNWTO
106 UNWTO.



2005 (latest available), followed by Egypt at nearly USD $7 billion, and UAE at USD $2 billion. Jordan’s revenue
stands at USD $1.6 billion. Italy, by comparison, generated USD $35 billion; France and Malaysia, USD $11 bil-
lioin and USD $8.5 billion, respectively.

More important than the absolute figures, however, is the percentage of GDP for which these numbers ac-
count. In Jordan's case, travel and tourism account for approximately 9.2% of the country’s GDP. This is the
highest in the benchmark group, compared with Egypt (7.9%), Turkey (5.7%), and the UAE (just 1.1%). In terms of
employment, Jordan’s travel and tourism sector is responsible for 8.7% of the country’s jobs, also higher than
the benchmark group. Tourism accounts for 6.7% of Egypt's employment, 3.3% in Turkey, and 1.6% in the UAE.
This suggests that, while Jordan’'s absolute tourist receipts are lower, its importance as a driver of Jordan's
economy is more significant, making improved performance in this sector relatively more important for Jordan
than, for example, the UAE. It may also suggest that Jordan should consider doing more to diversify its income
to reduce its reliance on tourism.

Tourism is a significant generator of foreign currency, particularly in Turkey and Egypt as tourism expenditures
comprised 70% and 49% of total export services respectively. However, it is interesting to note that, according
to the World Tourism Organization, while tourism revenues make up an increasing share of Egypt's GDP, up
from 4.2% in 2001 to 7.9% in 2006, Turkey's tourism revenues actually represent a decreasing share of its GDP,
falling gradually over the same period of time from 6.5% to 5.7%. While this may suggest that Egypt is increas-
ingly able to leverage its tourism sector as an economic driver, it may also suggest that Turkey has been more
successful in diversifying its economic activity.

In 2005, Egypt enjoyed the highest average length of stay at 10.4 days, trailed by Turkey (3.2d) and UAE (2.5d).
Jordan’'s average stay was 4.2 days. Egypt's extended length of stay could be attributed to Egypt's diversi-
fied cultural heritage and vast number of sites over a large geographic area that offer tourists an exotic and
unique experience, including seven World Heritage Sites, and therefore a visit to Egypt requires an extended
stay. This has been reinforced by the message that Egypt has marketed, such that tourists assume a visit to
Egypt will require a longer period of time. The country’s size plays a role as well, requiring longer transit times
between sites. Average length of stay has been increasing in Egypt in part because of aggressive promotions
in resort packages (although this has had the negative side effect of driving down hotel room revenues). The
graph below illutrates average length of stay relative to annual tourism receipts for each benchmark country.
Among non-regional benchmarks, the average stay in France is 2.4 days, ltaly 3.9 days, and Malaysia 6.8 days.
The difference in largely attributable to their relative locations-many visitors to Switzerland and Italy come
from elsewhere in Europe, enabling them to spend short periods of time. Malaysia’s average stay is of similar
duration for local visitors, but pulled up by international tourists who are traveling long distances and therefore
more inclined to stay for an extended period of time.

107 TTCR 2007.
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While estimates on spending suffer from a lack of reliable data, international tourism receipts per arrival are
lowest in Jordan (ranging from USD $250-$300 per visit) and the UAE (USD $250-$300), followed by Egypt
(about USD $800) and Turkey (estimates range from USD $650- $945). When viewed in conjunction with the
data regarding average length of stay, visitors are spending much more in Turkey what they are spending in
the UAE and Jordan, although the length of stay is similar. Furthermore, they are spending approximately as
much in Turkey for a three-day stay as they are in Egypt for a ten-day stay. Another way to look at spending
patterns is to look at average spent per day. Jordan is reaping the fewest benefits on this measure, followed
closely by Egypt and Malaysia, each of which is significantly lower than Turkey and Italy. Daily spend rates
for each benchmark country are illustrated in Figure 5.13 below. Hard data can found in the table at the end of
this section.



Figure 5.13 - Average tourist daily expenditure (USD)
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Hotel room occupancy rate was the highest in UAE at almost 86% in 2006, up from 61% in 2001. This is an
increase of 41%, far exceeding that in Turkey (12%) and Egypt (5%). This is partly reflective of the year-round
nature of the UAE's industry, although it is also partly a function of the fact that the UAE has been adding hotels
at a slower pace than the other two countries (the number of hotels in Egypt, for example, increased by 28% over
the same period of time, while growth in the UAE was only 10%). Absolute occupancy rates in Egypt and Turkey
are 64% and 52%, respectively, with Jordan at 48%. These numbers actually compare favorably with Malaysia
(63%), France (50%) and Italy (just 33%).

The UAE scored consistently best on most measures of the Travel and Tourism Competitiveness Index, result-
ing in a ranking of 18" overall, compared with Turkey (52" and Egypt (58'". Jordan scored 46" overall. It
is interesting to note that the UAE, with far fewer “endowed” factors (ranking just 80™ on *natural and cultural
resources”) performs much better than the other benchmark countries, all of which have much more to offer in
this regard.

This data may suggest that something akin to the “natural resource curse” afflicts countries endowed with
other natural advantages in tourism, discouraging upgrading, while those countries like the UAE without those
advantages are forced to innovate in order to compete. This hypothesis would seem to be supported by UAE’s
rankings; its competitive ranking in regulatory framework was driven primarily by its scores in safety and
security (10", its ranking in business environment and infrastructure (19"") primarily by its air transport infra-
structure (8™") and price competitiveness (also 8”‘), and its score in human, cultural, and natural resources (24th
overall) primarily by its national tourism perception (3") as well as its availability of qualified labor (19th).

While the analysis above is focused primarly (although not entirely) on regional competitors, insight can also
be gathered by looking at some of the world’s leading performers outside of the region. For instance, ltaly and
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France do not attempt to compete on price, ranking just 116! and 118' in the world, respectively. However,
both have been able to parlay their substantial cultural and natural resources into a successful product, in
combination with a top ranking on such things as access to sanitation and drinking water, primary education
enroliment, malaria incidence, and risk of malaria and yellow fever, as well as top-notch infrastructure (both
ground and air transport), on which both rank in the top 5.

Malaysia, on the other hand, has combined a low-cost position (2" overall) with tremendous success in mar-
keting. Malaysia’'s “Malaysia Truly Asia’ campaign has been a driving force behind its high scores on fair atten-
dance (2", effectiveness of marketing and branding (6!, and government prioritization of the T&T industry (8"
overall). Like the UAE, Malaysia has been able to overcome a dearth of natural and cultural resources (101!
overall) to achieve a relatively high score (315! overall, just ahead of Italy at 33").

While these countries have pursued different strategies, the constant is that each has carved out a very clear
competitive position for itself. Both France and Italy have been able to overcome high-cost positions through
the quality of their offer, and Malaysia has overcome a lack of cultural endowments to tell a compelling story
through marketing and branding. None have relied entirely on inherited factors; all have created a position.

Relevant data for Jordan and each of the benchmark countries can be found in Table 5.1 below. It should be
noted that the data was collected from multiple sources, and that some data (spend per day, for example) is
a function of other data in the table. Therefore, these numbers should be viewed as estimates that tell a story
rather than precise data.
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5. STATE OF COMPETITIVENESS

Figure 5.14 (the Porter Diamond) summarizes Jordan’s competitive position in tourism.

Figure .14 — Parler Diameand Ffar the Tounsm Seslar

m

Mo s eI sn or ook Inzl.ding
P,z o e vaee "Sasar Woe dara”
Dlenzl Baw, Wadi B, Baguale

hnrber Wid yualeg =l ~z-la 4nz
rapFannle

GEneralls soaeideres e ol srogne
Mo ess 72 satleEly of finase N c1annels

PR T 1] CE R CAT “ E TE e R TEr LA T |

« Lachk ol skiliud I meo e arl

dAzHzialn e JH qu dhed

= Lmlimd sriertair mamre ot meslinne

iapprals 1= melony dehocs Londare
larpzsk rarkeh

Cenle:® lnr hirm

siralncy Horl lreelny

A iR A crAakn imeeenemr
+ High picrer o0 odne Hxaliza <1oand gependdipee oo
Tavclared fouram singlzglce

o R i iy alialegy o oar i uicale ol o S —
u-luda worid

- MahntHl Brdlgpe v il m 2al gL dls
parmerabip mrd arlna- 4= Aale
Cempetiicn baeed an price ard -ai.ral adeariager
ralte:i T1am Jpgrad ngard oUs3d ng now rlehce

r AzrAre In mapiid cabes mpinaal acd

Ilerrallznal cemyd

Smal urezpksikbcned lon) comatd
= Metiosl pocoleg o e al deiannd
< Huawulnmd sl sz siuzdl unsl Hialemn wl] w1d mrsnabenul
ned Inlmind SHrHnhcdlerl smErnreAilAa n
Ireiled signaieimm arzhinlizeead
- Frar endmrmamal prec ar reslnn durard 172k can be appled 10
Fraar eonrrurleallons -nz sanicclbabp Mlerrallanz] narkes
Stawdord e ard cerimcdore noe
ouiacle L 10 el lewals i
ezt Ele ey ezl
= Hnsisrhing manziEluee nl 4o nalel

rarpnznridA-AT B7d i iz mAnbAam

¢

S(Nvadyor | &

£00¢ 1d0d3d SSANIALLILAdWOD

WSIMNOL G ¥3LdVHD



146

£002 1d0d3d SSANIAILLILAdWOD

WSINNOL S ¥3LdVHD

S(Nvador

5.1 DEMAND CONDITIONS

International Demand

Europe accounted for just over 60% of visitors to Jordan from outside the Middle East region, but also showed
the slowest growth rate from 2004 to 2005. Those regions showing the fastest growth (notably Africa, followed
by the Americas) are those that are growing from the smallest base.

Estimates of the percentage of international tourists that come to Jordan for cultural tourism vary widely, but there
appears to be general consensus that it is very significant (upwards of 50%). This represents a challenge for the
country in growing its tourism industry, as Jordan ranks just 86th out of 124 countries in the Travel & Tourism
Competitiveness Index on “natural and cultural resources”. This ranking comes with a caveat, which is that scores
are based on the number of UNESCO-designated World Heritage Sites in a given country (Jordan has three-Um
Alrassas, Petra, and Qussier Amra). This inherently treats all sites equally, which undervalues Petra. In addition,
Jordan offers a number of other attractions (although less well known) including Jerash, the Crusader Castles, and
the Dead Sea. However, Jordan (as mentioned in other sections of this report) has thus far been unsuccessful in
capitalizing on the relative wealth of sites to encourage tourists to extend their stays.

Takle 6.2 - Distribution of Package Tours by Place of Stay for the Perlod | Jan, — Dec,, 2008
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There does appear to be growing demand for package holidays in the Dead Sea, and the cruise market, which
grew by 21% in 2004, represents another expanding market. ®® Agaba handled 51 cruise ships by June of 2007,
up from 36 at the same time the year before. ® Jordanians identified additional potential niches in their Tourism
Strategy 2004-2010, including: religious; adventure travel; eco-tourism; meetings, incentives, conferences, and
events (MICE); and scientific, academic, volunteer, and educational (SAVE).

108 .1 avel and Tourism in Jordan’, Euromonitor Report, January 2007.
“Award winning Petra boosts Jordan’s growing tourism industry’, ameinfo.com, September 5, 2007.



Regional Demand
Regional demand has been the primary driver of Jordan’s tourism industry. However, what appears to drive
regional demand differs dramatically from the driver of international demand (cultural tourism), as illustrated in
Figure 5.15 below.

Flogure .15 - Michea AHractlve to Jdordan Towrlstz, by Aeglon
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This has significant implications. Figure 5.16 below shows the breakdown of overnight visitors to Jordan by
region from 2001-2005. Once visitors whose region is *“Not specified” are removed, we can observe that nearly
75% of all tourists come from the Middle East. Moreover, the percentage has remained virtually unchanged
since 2002, indicating that Jordan, despite efforts to attract visitors from other parts of the world, remains
heavily reliant on this region. However, there appears to be a disconnect between what Jordan is marketing
(cultural tourism) and the market on which it is most dependent (regional visitors, who appear to be most inter-
ested in entertainment). This may help explain the fact that regional demand showed the slowest growth of any
region from 2004 to 2005.
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Another popular sub-sector with growth potential is health and wellness and medical tourism. This has be-
come a multi-billion dollar industry worldwide, and the Jordanian Health Ministry has targeted for health care
services for the elderly in the Middle East to double in the next five years. Jordan, which offers medical care
costs at just 10% of those in the United States, has reacted to growth in this segment, opening an office in 1999
at Queen Alia International airport to assist foreign tourists via faster processing of immigration procedures,
distribution of informational brochures on hospital and tourist sites, and making available direct transport to
any hospital they choose. However, poor marketing and stiff competition from other countries in the region

such as Egypt, Turkey, Lebanon, and the Gulf countries have stunted growth in this sub-sector to date. °

110 Linda Al-Hindi, *Jordan Seeks to Become Medical Hot Spot of Middle East,” Jordan Times, November 14, 2006.



Local Demand
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That alone accounts for 75,000 of the 100,000 fewer local visitors in Jordan in 2006 than in 2004. On a more
positive note, the Red Sea resort of Agaba attracted 244,000 tourists in the first half of 2007, an increase of 12%

on the prior year.

Figure 5.18 - Local Visiters, 2004 and 2008
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Whether to local, regional or international demand, the tourism industry appears to be well-connected to its
client base through a variety of marketing channels including internet, phone, referrals, and repeat customers.
With competition only growing more intense in the region and internationally, Jordanian companies will require
all of these channels to continue to attract tourists.

In many cases the sophistication of local demand is able to drive innovation and upgrading in an industry.
However, the survey conducted by the JNCT suggested that it is far from being the case in Jordan. Seventy-
eight percent of responding organizations indicated that they tend to look to regional or international markets
for product development ideas (see Figure 5.17) and 61% indicated that tourism trends tend to appear outside
the region. Likely partly as a result, only 18% suggested that regional consumers prefer Jordanian services to
regional or international ones.

5.2 FACTOR CONDITIONS

Cost

While the cost of doing business in tourism in Jordan, according to the industry survey, is on par with costs
worldwide, operating costs are rising at an alarming rate. 62% of industry leaders responded that costs are ris-
ing extremely fast, with 30% indicating that they are rising faster than sales. Within operating costs, labor costs
are seen to be on par with other countries. However, nearly 80% of respondents indicated that input costs are
rising extremely fast, reflecting the macroeconomic inflationary pressures. According to the Travel and Tour-
ism Competitiveness Index, Jordan enjoys a competitive cost-competitiveness rank (12'". However, this does
not necessarily translate into a regional competitive advantage, given the similar low-cost positions enjoyed
by other countries, particularly Egypt. Additionally, as noted earlier in the section on benchmarking, low-cost
positions do not necessarily translate into a successful offer.

Infrastructure Flgure 5.18 - Coets for operating In Taurlem ars
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Jordan has three international airports, with Queen Alia Airport accepting the majority of passengers. Jordan
is currently in the process of trying to upgrade its infrastructure by improving the networks for each mode of
transportation (including air transport), as well as developing strategic plans for each form of transportation
and revising laws and regulations governing investment into the transport sector, which is expected to intro-

duce more competition into the sector. 2

From 2003 to 2006 the number of restaurants has jumped by an estimated 62%. Corresponding employment
has also increased dramatically, from 5,670 in 2002 to 10,720 in 2006 (an 89% increase). This is probably being
fueled by the fast food industry, which is anticipated to grow at least 25% for the next five years. ®* By 2011, the
development plan for tourism in Jordan 2007-2011 projects that growth will continue to increase pace, adding
another 9,400 individuals. This is in marked contrast to the rest of the sectors related to the tourism industry,
such as travel agencies and hotels, which have shown sluggish growth over that period of time.

Physical Resources
Figjura 5.20 - Inadequatsly educatad warkforce
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King Abdullah in 2001 launched the Aqaba Special Economic Zone Authority to assist investors in establishing
themselves in the region.

Some of the other attractions include the Dead Sea, as mentioned earlier a popular location, is the lowest point
on earth at 1,286 feet below sea level. Not nearly as developed as the Israeli side, the Jordanian side of the
Dead Sea has yet to see its potential fully realized. Amman has been Jordan’s capital since 1921, the main at-
traction being the Roman amphitheatre in the centre. Jerash, a Graeco-Roman city less than one hour's drive
from Amman, is famous for the Triumphal Arch and the Hippodrome. Jordan'’s historical sites are attractive and
probably the strongest part of its offer. The Crusader Castles, mentioned earlier, are also of interest.

"2 Eyromonitor.
13 *Jordan’s Tourism Vital to Economy”, by Mohamed Kraishy, FAS Worldwide, US Department of Agriculture, October 2006.
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Human Resources

Jordan suffers from a lack of avail-
ability of qualified labor, on which
it scored 92" in the T&T Index.
Jordan suffers from a lack of top-
notch tourism operators and skilled
guides. This constraint on the in-
dustry is echoed strongly in the
survey results. 83% highlighted that
access to an educated workforce
was problematic - only 10% of the
industry do not view it as an issue.
The large majority of the industry re-
sponded that skilled, experienced
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professionals are either hard to find or do not exist in both technical areas (92% of respondents) and manage-

ment (84%). The problem is further exacerbated by the industry’s inability to acquire qualified foreign labor, with

79% of organizations identifying this as a significant issue.

This data suggests that the educational system is not producing professionals with the right skills set, further

compounding the effects of brain drain. Several schools offer tourism and hospitality programs, such as Jor-

dan Applied University (JAU), College of Hospitality and Tourism Education; The Hashemite University/ Queen

Rania’s Institute of Tourism and Heritage; Yarmuk University/ Faculty of Archaeology and Anthropology;

American Academy for Hotel Management; and Philadelphia University. However, only 6% of the industry re-

sponded that these schools are actually equipping graduates with the right skill set needed by the industry.

Table 5.3 — Empdovess in Tourism Secter by Position and Gender

1E.428 1,011 " 3,950
5541 HIH IR
FRE] hE o0z
1,248 40 1,282
A% 11 =0
Bz 2B edf
Giz n 13
4 1= fuH
34 H] 43
H 2 11
] 2B i

Hobada

Torism Aesszorants
Imue Agernisa
Renn & Zar rleaa
Towl:l EFops
Teur gl Gudue

Horae Oukkes

Taur=t Transpar Companes

Hming Lenlemn
WAAmAr 2

Txal 0

Fivardd - Minealrp Al Tonrdast and Bnles.ilias

114 MOTA Statistics.

One additional point of note is that,
although the number of employees in
the tourist industry increased by nearly
one-third from 2004 to 2006 (see Table
5.3), fewer than 10% of employees in the
industry are women. This appears to
be true across sectors, with the excep-
tion of travel agencies (where women
represent over 25% of employees) and
tourist shops (where over 1/5 of em-

ployees are women). *



5.3 CONTEXT FOR STRATEGY AND RIVALRY
Tourism is an atypical industry in many ways because of the number of sectors it involves. It is perhaps best

thought of as a chain, such as the one pictured below. °

Flgure 522 — Tourlsm Shaln
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The tourism chain depicts the degree of interdependence that exists between sectors within the chain. Sectors
commonly associated with the tourism industry--hotels, restaurants, attractions--are all highly dependent on
information provided to their customers by others, often the government. Jordan’s performance on these factors
was covered in the previous section.

The structure of the tourism industry has important implications for countries interested in devoting resources
to developing the sector. The most important is that it suggests the necessity of a national strategy, supported
by strong public-private collaboration. Given the sheer number of *moving parts”, one approach to developing
the industry is to approach development in a coordinated fashion. The assumption here is that the system can
break down if the moving parts do not move in a synchronized way. For instance, popular attractions that are
not supported by adequate information and quality hotels can limit repeat business and damage the industry’'s
image. Likewise, marketing efforts will not be sufficient if service quality is low or if the transport infrastructure
is not in place. In cases where such widespread cooperation is difficult to achieve, another approach to devel-
opment of the industry is to prioritize a few targeted initiatives that can be undertaken successfully, thereby
building momentum for development on a larger scale.

15 USING NATURAL AND CULTURAL HERITAGE FOR THE DEVELOPMENT OF SUSTAINABLE TOURISM IN NON-TRADITIONAL TOURISM DESTINATIONS (2002), http://ec.europa.eu/enter
prise/services/tourism/studies_heritage.htm, European Commission: Enterprise and Industry, p. 28.
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Both public and private sector leaders have invested a significant amount of time working together to develop a
comprehensive, multi-faceted national tourism strategy. Yet three years after the launch of the National Tour-
ism Strategy, nearly 90% of the industry cannot say that the strategy is focused on the right issues or is being
implemented effectively.

Viewed within this context, Jordan, while it offers the natural advantages necessary to compete, falls short
on some of the other, “created” factors. In addition to the infrastructure challenges highlighted earlier, the
country has an inefficient system for rating hotels (four-star, five-star, etc.), as classification does not take into
adequate account quality and service aspects. This is partly a result of the lack of appropriate standards and
certification bodies (addressed below). Jordan also suffers from a lack of customer orientation. Jordan has (at
least to date) struggled to develop innovative and effective ways of communicating its product to the outside
world. Additionally, the sector tends to compete mainly on price as opposed to occupying high-value niches.

Figura 5.13 - Policy inslability
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Competition in tourism in Jordan is relatively open and based on the underlying price and quality of services,
rather than personal networks or market protection. Despite limited foreign investment in the sector, foreign
businesses are able to enter and operate in the tourism sector. While tourism firms are largely left to compete
on their own merits, policy uncertainty and a number of specific constraints appear to be holding back growthin
the industry. 76% of industry respondents highlighted policy instability as a problem, with 38% explicitly stating
that it is extremely problematic. Specifically, the industry expressed concern in the areas of labor regulation
and taxation.

70% cited labor policies as too rigid and problematic, and over 90% of the industry believes that both tax rates
and regulations are problematic (over 50% indicated extremely problematic and that taxes are suffocating the
industry).



The results of the JNCT survey provide insight into why Jordan may struggle on “created” factors. When orga-
nizations were asked about Jordan's competitiveness relative to Egypt, Turkey, and the UAE (the benchmark
countries examined in section 4), 75% indicated they believed Turkey was more competitive than Jordan, and
78% believed Egypt was more competitive. However, only 61% indicated that they believed the UAE was more
competitive than Jordan, while 39% (a significant minority) suggested that they believed that Jordan was as
competitive as or more competitive than the UAE.

These results are nearly the inverse of the T&T Index, which ranks Jordan more highly than Egypt and Turkey
but much less competitive than the UAE. It appears that a significant number of organizations in Jordan’s tour-
ism sector view the “tourism” sector through the narrow lens of endowed factors (on which Egypt and Turkey are
more competitive than the UAE) and less on the factors within a country’s sphere of influence.

Tourism based on cultural heritage (which, as discussed earlier, makes up a significant percentage of Jordan's
international market) has its own set of very specific characteristics. A recent European Commission report °
identified ten key success factors for this sub-sector (many of which can be generalized to the sector as a
whole). They included the following:

Significance (the importance of the cultural or natural heritage)
Distinctiveness (a unique selling proposition)

@

Clustering and Developing ltineraries (the degree to which sites are pooled or can be pooled together, often
around a “growth pole”)

Branding and Networking (the process of building an image and reputation)

Access (including weather and distance)

Seasonality

Partnership (public-private dialogue and cooperation)

Strategic Planning

Accessibility (presenting the natural and cultural heritage in a way that will enable tourists to learn from them)

- © ® N O oA

0. Sustainability

The importance of strategic planning, prioritization, and partnership was discussed earlier. In addition, two of
these factors (clustering and developing itineraries, and sustainability) are likely to have immediate relevancy
in Jordan’s case due to the tremendous opportunities presented by the heightened status of Petra.

Petra’'s recent recognition as one of the New Seven Wonders is anticipated to give Jordan an immediate natural
*growth pole” around which to drive tourists to the country and will, significantly, serve as free publicity. Some
Jordanian officials believe tourism to Petra will double within a year. This will likely allow Jordan to draw an
increased number of high-value tourists from Europe as well as from the United States which, as discussed
earlier, represent between them about % of world expenditures on tourism.

However, a substantial influx of visitors, without proper planning, could jeopardize the sustainability of the Site,
much in the same way as Peru’s Macchu Picchu (incidentally also recently so named) has begun suffering ero-
sion in recent years due to the large number of tourists. The challenge will be to preserve the Site in such a way
as to guarantee its ability to drive Jordan’s tourism industry in the future. It also remains to be seen how well
Jordan will be able to translate Petra into the core of an industry cluster by assuring that it becomes a stop on
an itinerary rather than the sole motive for a visit.

116 Using Natural and Cultural Heritage for the Development of Sustainable Tourism in Non-Traditional Tourism Destinations (2002) http:/ec.europa.eu/enterprise/services/tourism/studies_heritage.

htm, European Commission: Enterprise and Industry, p. 29.
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5.4 RELATED AND SUPPORTING INDUSTRIES

The interdependence of the tourism industry requires institutional mechanisms to monitor and uphold consis-
tent standards across the segments of the industry. The large majority of tourism businesses in Jordan are
not certified under any type of standards and very few meet international standards. While licensing and ac-
creditation services do exist, according to the industry licenses, standards and accreditations do not reflect
international standards and are poorly structured and inconsistently enforced, if at all.

Many studies of the tourism industry have described elements of the tourism chain (such as restaurants and
hotels) as “related and supporting industries”. This study considers them a central part of the industry,

Figure: 5.24 - Importing specialized malcrials for towrismis: When asked about the quality and cost
_ of the supporting services to the tourism
:E? e industry, industry leaders resoundingly
o . responded that the supporting services
. available in Jordan provide low quality at
mE - a high cost. Further constraining the in-
o dustry, the import of any specialized ma-
e terials or services not currently available
e _ in Jordan is seen to be difficult, time con-
z e . . . suming, and costly to acquire and bring
SR into Jordan.
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According to the surveys, the supporting industry associations within the tourism sector are offering only lim-
ited responsiveness and value to their members. The performance of these associations varies dramatically.

Jordan offers high quality medical and educational institutions. However, despite the quality of the educational
system, it does not appear especially focused on tourism, given the country’s low scores on most aspects
of provision of qualified labor. In addition, it is likely that the capacity of the educational institutions could
be better leveraged. In the JNCT survey, a full 95% of respondents answered that research institutions that
contribute to the competitiveness of the tourism industry do not exist or do not positively impact the sector's
competitiveness.



Figura 5.25 - Organizalions that provide specialized lechnical
U pporing services for the tourism indusiry
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Many other related and supporting industries are not especially well developed. Generally little use is
made of IT in the tourism sector. Outside of airlines and some of the large chain hotels, there appears
to be very little recognition within business of how IT can enhance their operations. Standards and
certification bodies are also not well developed, as alluded to above in the discussion on strategy and
rivalry. In the JNCT survey, only 4% of responding organizations believed that organizations providing
high quality certification standards exist in Jordan (see Figure 5.25).

The overall weakness of the tourism sector's related and supporting industries was reflected in the survey con-
ducted by the JNCT, which indicated that 79% of respondents indicated that relevant technical and supporting
services exist but are of low quality.

5.5 REGULATIONS AND THE ROLE OF GOVERNMENT
The role of government bears mention, as a supportive and efficient bureaucracy is generally considered a key
component of successful development of the tourism industry.

Jordan scored well (30" overall) on its T&T regulatory framework. This was driven primarily by its performance
on safety and security (19" and prioritization of T&T strategies (17'"). In fact, Jordan scored 7" in overall gov-
ernment expenditure on travel and tourism. The most notable change for the better in recent years is that the
government appears to have recognized the importance of tourism as an economic driver and, while it has han-

dled the implementation of its tourism strategies imperfectly, it is at least taking steps in the right direction.
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Additionally, proposed changes in the regulatory environment should enhance competition in the transport sec-

tor (especially in the deregulation of the airline sector), ultimately increasing quality and driving down costs.

Despite the positive support offered by the government to the tourism sector, this support is not yet translating
into a constructive relationship between the public and private sectors. Over 75% of the industry believes that
government bureaucracy is holding back the industry - over 80% state that government regulations are a direct
obstacle to the industry or serve no clear purpose. When asked if government regulation is getting better, only
19% indicated that it is improving.

A few areas in which the government could still play a more productive role include the amount and quality
of training delivered to key personnel, especially guides; more attention paid to some of the smaller but still
important sites that will ultimately drive the country’s ability to retain tourists for a longer period of time; and a
stronger overall promotion effort to communicate Jordan’s offer and to build the country’s brand. This includes
the development of new products, research on new markets and niches, the devotion of more resources to in-
ternational marketing, and greater focus on high potential markets.

A final consideration is to enhance the frequency, quality, and results of public-private dialogue. The JNCT survey
revealed that 66% of respondents resolved issues through personal connections (including individual government
officials), against only 24% that utilized an industry association or formal public-private dialogue mechanism.



6. CONSTRAINTS TO GROWTH

Jordan’'s primary constraints to growth are laid out in its National Tourism Strategy, 2004-2010. Most of these
have been alluded to earlier in the study, but the key constraints will be highlighted here.

Skills gap. Jordan suffers from a shortage of skills relevant to the tourism sector. This is a function both of
insufficient training at the university level and a lack of on-the-job preparation. A survey prepared by a USAID-
funded project 7 recently identified 6 priority areas of technical shortfall: communication skills; customer care
and quality; supervisory management skills; professional skills training in operational areas; marketing and
sales techniques; and training of trainer skills.

Perception that Jordan is unsafe. Due largely to its location in the war-torn Middle East, as well as the 2005
Amman bombings, Jordan, despite a solid safety and security rating, continues to be viewed as a potential
target of terrorism.

Lack of adequate international marketing. Current spending levels on marketing are largely insufficient and
do not appear to have a clear target audience due to a lack of adequate customer knowledge. Further efforts
need to be made to build the country’s brand and image. Jordan will likely benefit, however, from free publicity
accorded it as a result of Petra’s new status.

Lack of partnerships (Public-private and public-public). Inadequate dialogue and coordination continue to
plague the industry, especially between government agencies at the operational and policy levels.

Inability to extend the stays of tourists. As documented earlier, Jordan is on the low-end vis-a-vis other bench-
mark countries on tourist receipts per visit. While this is partly a function of its relatively low-cost position, it is
also driven by the relatively short length of visitor stays, low expenditure per day, a lack of coordination among
visitor services upon arrival, and a lack of information on the diversity and range of Jordan's tourism product.

Market research and intelligence. Jordan lacks sophisticated data on customer demand. This is likely to be
related, at least in part, to the lack of qualified personnel noted above.

Over-reliance on traditional attractions. Because Jordan has been blessed with unique attractions (Petra among
them), it seems to have developed an over-reliance on these “inherited” resources, paying inadequate attention
to other factors that enhance the customer experience.

"7 Ruddy, Nicholas. *Tourism Human Resources Development Strategy for Jordan®, November 15, 2004.
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MEDICAL TOURISM

1. HISTORY AND CONTEXT

Jordan has long held a reputation in the Middle East region for its

commitment to offering high quality healthcare to its population.

. : . KEY FIGURES:
As a result, a strong medical services sector has emerged in

Jordan consisting of a variety of health care providers across the
» Revenues of USD 700 million

from foreign patients

public and private sectors. While the sector has developed pri-
marily to serve the domestic population, the quality of its servic-
. Lo . : . . annually over the last 5 years
es has built a reputation in the region attracting foreign patients 4 y

that come for a variety of treatments. This chapter focuses on
- 108,000 foreign patient

in 2005

the attraction of foreign patients to Jordan, referred to as medi-
cal tourism. The medical tourism industry in Jordan attracted

around 108,000 foreign patients in 2005 (last year available).
- Largest percentage from

MENA

The industry has grown modestly over the past decade, up from
98,000 patients in 1998. In 2005, total revenues generated from
foreign patients were estimated at JD 533 million, up from JD
507 million in 2001. Nearly all foreign patients originate from the * 40,000 employees in 2006
Middle East region, with the highest percentage arriving from Ye-
men (29%), Libya (16%), Palestine (12%) and Sudan (7%) . ® Arab

patients come to Jordan for the overall quality of care, the level

of medical training of the doctors, the cost of treatment, and the
existing medical protocols.

Figura 6.1 - Timeline for the Jerdanm Medical Services Industry
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18 Annual Figures for Medical Tourists, Medical Tourism Directorate, 2005
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Given the numerous benefits from attracting foreign patients to Jordan, there has been broad interest and
commitment from both the public and private sectors to increase the medical tourism arrivals to Jordan. The
Ministry of Health, among other institutions, has investigated the potential of this sector through analytical
studies in collaboration with the main entities in the medical tourism sector; i.e. Ministry of the External Affairs,
Jordan Tourism Board, Medical Association, and Pharmacists’ Association. This chapter builds on the wealth
of analysis already conducted to date and highlights the current issues that the industry is facing in enhancing
its attraction to regional patients and expanding its base to international patients.

As a percentage of GDP, Jordan's expenditure on health is second in the region only to Lebanon, with esti-
mated average health care expenditures per capita of JD 162 for 2005. This figure is expected to rise as the
population ages in Jordan. Jordan spent 9.8% of GDP on health in 2005 (the last available year for data), rank-
ing Jordan in health expenditure as a percentage of GDP among the most advanced healthcare systems in
Europe and North America. In 2005, the aggregated total expenditure on medical services was JD 890 million
for the year. ° For the same year, the allocated budget for the Ministry of Health was around JD 191 million, and
for the Royal Medical Services was JD 56 million.

Tabla & 1 — Health Expanditure and Financing Health services in Jordan are financed and
e —— - ——— administered by both public and private

FEALTH SXFERDITURE HEALTH F ML L MG
vs OF T AL Ca OF TO7AL: entities. Despite the government’'s strong
Punlle e . influence in financing, regulating, and ad-
ministering services, private providers have
i i) g taken root and grown in a manner that both
Canars 4% s complements and supplements public sec-

tor activities. As highlighted in Table 6.1,
Source; Hea lth3actor 1200 1-2005), Minlztne of Finardcial .
the private sector represents 47% of financ-

ing
for healthcare services and 38% of expenditure.The private sector manages over half of the hospitals oper-
ating in Jordan and represents one-third of the hospital beds.

The funds in the health sector are sourced as shown in the table. Public funds represent financing from the
Ministry of Finance, Ministry of Health, Royal Medical Services, and University hospitals. The private funds rep-
resent financing from commercial insurance firms, the expenditures of self-insured companies, and the out-of-
pocket expenditures for health care from private funds. On the expenditure side, the public sector represents
the majority of services provided in Jordan. The gap in donor financing and donor expenditures illustrates the
strength of the existing system. Rather than administer the services themselves, donors are able to rely on the
service structures already in place and concentrate more resources in simply financing health activities.

19 Health Sector Expenditures (2001 - 2005), Ministry of Finance



Curative care accounts for 58% of public health expenditure, preventive and primary care for 27%, training for
3%, administration for 5%, and miscellaneous for 7%. The MoH provides 49% of outpatient visits and 55% of hos-
pital admissions in the country; the private sector administers over one-third of the hospital beds and provides
40% of outpatient visits and 21% of admissions, while the RMS provides 11% of outpatient visits and 22% of
hospital admissions. Only 6% of the population has multiple insurance coverage. The governance of MOH and
RMS hospitals is highly centralized *° .

The Ministry of Health is the primary regulatory body for health service. The MOH is supported by the Jordan
Medical Association in maintaining standards for care and the two institutions share joint responsibility for
regulating the hospitalization services pricing and physicians’ fees; the price and fees list is prepared and con-
trolled by the ministry.

As discussed in more detail below, international accreditation of hospitals is a major constraint for the develop-
ment of the medical tourism industry. The Ministry of Health has been developing an accreditation system for
medical institutions that will adopt international standards for hospitals; this is expected to enhance medical
service quality, as well as the overall competitive advantage of the medical sector.

There is a need for specialization among medical services’ providers. Despite their increasing number, very
few specialty hospitals are operating in the sector; according to health experts, this will impact positively both
performance and quality.

2. REGIONAL AND INTERNATIONAL MARKET TRENDS

The medical tourism industry only just emerged on the global stage in the past decade. As such, estimates of
market size and growth vary widely, but receipts worldwide total in the tens of billions of dollars with country
growth rates ranging up to 30% annually > . Motives vary for patients looking outside the borders of their own
countries, but can be generally related to 2 segments: 1. patients seeking more affordable care, mostly in elec-
tive procedures; or 2. patients seeking quality care not currently available in their country of residence.

As the population ages in Europe, Asia, and the United States and healthcare costs continue to grow at rates
above inflation, the search for affordability is driving patients from higher income countries to seek alternative
care options. In the United States, 47 million people are without health coverage and over 130 million people
have no dental insurance. Estimates from 150,000 to 500,000 Americans are traveling each year to foreign
countries for medical services. The savings that they are capturing in going overseas for services can be
30-80%. This is growing by 15-30% per year . In Asia, consumer expenditure on healthcare services is ex-
pected to grow from USD $90 billion to USD $188 billion by 2013 2*. In Britain and Canada, slow and inefficient
national health systems are forcing patients to go elsewhere for treatment. The waiting time for some proce-
dures, including hip replacement surgery, can be over a year. In Singapore, Hong Kong, Thailand, Colombia,

| 2. In the case of

the Philippines, or India, a patient could feasibly have an operation the day after their arriva
Britain, patients are increasingly encouraged to seek treatment outside the British system and are still eligible

for reimbursement % .

120 jordan National Health Accounts, 2000

21 American Medical Society, *“Medical Travel Outside the U.S.,” June 2007

FT.com, "Medical tourism’s popularity on the rise,” June 22, 2007.
123 Express Healthcare Management, *Medical tourism boom takes Singapore by storm,” July 2005.
124 iealth Tourism 2.0, World Health Tourism Congress, Retrieved on 2007-04-13

University of Delaware, UDAILY, *Medical tourism growing worldwide,” July 25, 2005.
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Competition for foreign medical patients is quickly evolving from a cost-based model in which service provid-
ers attract customers simply on cost, to a quality and service-oriented model where service providers compete
on the quality, level of service, and convenience for the patient. Patients from higher income countries with
advanced health care systems expect significant cost savings but with a level of quality and service equal or
better to that they would find in their home country . This universal expectation of quality is driving a global
convergence of medical standards and services. Evidence of this can be seen in the proliferation of interna-
tional accreditation and standards systems, the outsourcing of teleradiology, the approval of pharmaceutical
trials in foreign countries, and the mobility of doctors and nurses across countries.

Regional and global competition for foreign patients is leading many hospitals and healthcare systems to
upgrade their service models to position themselves to attract the highest value patient. Hospitals and clinics
are teaming with tour operators to offer full package deals that include everything from home pick-up to the op-
eration or service, to the recovery, to the drop-off back at the patient's home. Major international hospitals are
promoting high doctor- and nurse-to-patient ratios and four-star equivalent single patient rooms with dedicated
nurses 24 hours per day.

Locations and specific hospitals are increasingly promoting certain specializations and demonstrating that
they can reach international scale. The Escort Heart Institute and Research Center in India, for example, per-
forms more than 15,000 heart surgeries per year and has a death rate among patients during surgery of just
0.8%. However, to reach and maintain that caliber of treatment, service providers are increasingly aware of the
need for a sophisticated research infrastructure to support the health service providers. From India to Dubai,
healthcare providers in medical tourism are actively creating linkages with strong medical research institutions
to ensure that they are adopting the latest techniques and technologies.

3. RECENT PERFORMANCE OF JORDAN’S INDUSTRY

The contribution of health services to GDP increased from 2.8% in  Flgure .2 - Medlcal Tourlzm Recelpts
mainly generated from the public sector (68%) and the remaining (32

tivities and private hospitals ?. Value-added in health services witn g
between 2001 and 2006 ?° . The increasing rate of the value-addec =l
slower than the sectoral average, i.e. in the aforementioned period
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126 American Medical Society, *“Medical Travel Outside the U.S.,” June 2007.
127

Ministry of Health, Annual Statistics Book, 2005
128 Medical Tourism Sector Strategy, (2005 - 2010)
Ministry of Health, Annual Statistics Book, 2006



Jordan’s  health sector has  Figure 6.3 — Incoming Patiente 2001-2006
earned on average around USD

$700 million per year over the

past 5 years from foreign pa- 114 GOC.O0 4
tients. Despite these earnings, 1 15,0000 -
the industry has demonstrated
very little dynamism and growth 1z at.an
potential. From 1998 to 2005, 141 0ae an
the number of incoming pa- 10 oacan 7
tients grew just 2% per year from
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98,000 to 108,000. Similarly,
medical tourism receipts grew | 0E. EOL.A0
by just 1.2% annually from 2001 T eacan {
to 2005. Despite significant
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growth regionally and interna- 20 EOIE an03 enn4 005

tionally in the market, Jordan's

total medical tourism revenues Bourca . Minlay of Healt
have stayed fairly flat and its

per tourist revenues actually decreased. In 2004, the Ministry of Health developed a strategy to increase the an-
nual growth rate of the industry to 8% by 2010, yet to date, there is very little evidence that the industry’s efforts
are delivering the higher growth expected.

Figure 6.4 shows the breakdown of incoming Arab patients by nationality. The highest percentage of patients
come to Jordan from Yemen (29%), followed by Libya (16%), Palestine (12%), and Sudan (7%). Arab patients
come to Jordan seeking medical treatment because of its comparatively advanced medical system and its
strong medical services infrastructure, including the number of qualified medical staff, such as the physicians
per population ratio and hospitals beds/inhabitants ratio. As illustrated in Figure 6.6, Jordan eclipses the other
countries ratios of physicians per inhabitant and all but Libya in the number of beds per inhabitant *° .

In addition, the cost of the treatment in Jordan is considered more affordable than other countries in the region
such as Lebanon.

e Finally, according to the International Relations Di-

origin af Incamire rectorate in the Ministry of Health, the existing medi-
Potienis by Madlonaliy, 2005

e

cal protocols in Jordan and bilateral agreements

S signed between private hospitals and corporations

=6 across the region have a significant role in attract-
ing Arab patients to Jordan.
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130 World Health Estimates, WHO, 2006
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The Medical Sector in Jordan employs nearly 40,000
people according to the statistics of the Ministry of
Health for 2006. In the first few years of this decade,
employment grew from slightly over 30,000 to its
current level but has remained constant since 2004.
The private sector is actually the largest employer
with over 21,000 employees, representing 54% of the
total medical workforce.

Occupancy rates in Jordan vary between the public and private sector. Private hospital rates ran slightly below

50% in 2005, and below the average for the sector (64.1%) ® . The rates indicate excess capacity in private

hospitals and highlight that the slow growth in revenues from foreign patients is likely not due to overall supply

constraints.
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However, according to the study conducted by the Jordan National Competitiveness Team in 2004, and con-
sistent with the overall global market trends, the occupancy rates increase in the private hospitals as the size
and specializations increase **. As shown in the figure below, the occupancy rate surpasses 70% in specialized
medium-sized hospitals. Yet, only 23% of private hospitals in Jordan are specialized and 92% of the private
hospitals are small-sized *°.

Part of the difference in occupancy rates may also be explained by differences in the average length of stay
in the hospital. The overall length of stay in Jordanian hospitals has remained relatively constant since 2001,
averaging 3.3 days per patient stay. However, these numbers vary considerably by type of hospital. Public and
university hospitals range between 3.2 and 5.4 days where the private hospitals average just 2.4 days **.
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Generally speaking, Jordan’s Medical Tourism Sector offers competitive costs of treatment; for instance, medi-
cal care costs are about 10% of those in the US. However, the large majority of foreign patients still come only
from countries in the region like Sudan, Iraq, Libya, and the Gulf States * . Most of these patients arrive in
Jordan for heart and neurological surgeries, kidney replacements, orthopedic and orthodontic operations, and
medical follow-ups.

Out of the 58 private hospitals providing health services, 43 are non-specialized hospitals offering Cardiology,
Brain & Neurology, Orthopedics, and Internal Diseases treatment services figure 6.10.

132 \tedical Tourism Study, Jordan Competitiveness Team, Ministry of Planning and International Cooperation, 2004
183 Medical Services, Jordan Vision 2020 Phase Il

134 Ministry Of Health, Annual Statistics Book, 2006

Annual Figures for Medical Tourists, Medical Tourism Directorate, 2005
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4. REGIONAL AND INTERNATIONAL BENCHMARKING

As the medical tourism industry has grown into a multi-billion-dollar industry worldwide, Jordan is facing re-
lentlessly stiff competition from both countries in the region like Egypt, Saudi Arabia, and Lebanon as well as

S.Nvador

other countries worldwide. In a recent sector survey, 85% of leaders in the medical tourism industry character-
ized Jordan as “leading the region” or highly competitive. This indicates that Jordan is aware of its strengths in
the industry; however, this result may also indicate that the industry is less aware of the competitive threats to

£00¢ 1d0d3d SSANIALLILAdWOD

Jordan'’s future performance both regionally and internationally. When comparing itself to the global medical
tourism industry, 15% of respondents classified Jordan as world-class and another 26% indicated that Jordan
is above average on the world market. Yet, with medical tourist revenues flat in a high growth regional and
global industry, Jordan is clearly facing significant competition. As a comparable benchmark, in the period from
2002 to 2005, arrivals of foreign patients to India rose from 150,000 to over 500,000 per year *. According to
a recent study by the government, the annual receipts from medical tourism are expected to grow to USD $2.2
billion by 2012.

While Jordan’s medical capacity compares well to the countries of origin of most of its client patients, it com-
pares below average for hospital beds per 1,000 people. However, Jordan is second only to Lebanon in the

WSIFINOL TVOId3 :Q ¥431dVHD

benchmarking peer group in number of physicians per 1,000 people.

Figure 6.1 Hospital Beds per 1000 people Figure #.13 Hospital Beds per 1040 people
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136 University of Delaware, UDAILY, "Medical tourism growing worldwide,” July 25, 2005.
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still only gives Jordan a total of 2 interationally accredited hospitals, well behind Saudi Arabia, Singa-
pore, and India.

Most countries still do not track the number of foreign patients per year that come for medical services. How-
ever, among the countries that do, Jordan is well behind, with Thailand as the clear leader.

Figura &.15 Medical Tourists in 2005 (0005)
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Bumrungrad Hospital in Thailand, alone, has over 200 surgeons board certified in the United States and serves

an estimated 400,000 foreigners per year, almost 4 times Jordan’s total ¥ . Escort Heart Institute and Research
Center in India performs more than 15,000 heart surgeries per year and has a death rate among patients during

surgery of only 0.8% * .

India

Since 2001, arrival of foreign medical tourists to India has grown at over 35% per year with total annual receipts
estimated to reach USD $333 million in 2004. Yet much of India’s health infrastructure is weak or at risk. Annual
per capita public health expenditure is just 0.8% of GDP, down from 1.3% in the 1990s. Per capita expenditure
is just USD $4.49 * and currently there are only 1.5 hospital beds per 1,000 in India. As a result, in 2003 the
Minister of Finance endorsed a policy and separate budget to transform India into a “global health destination,” *°
confirming India’s commitment to develop and strengthen the industry. Since 2003 a series of public initiatives

and private investments have expanded India’s capabilities and capacity in medical tourism.

In 2006, based on a series of analyses highlighting a significant gap in workforce skills in healthcare, the Indian
government launched an initiative aimed at closing the gap. Plans are currently being implemented to build a
network of health institutes aimed at providing a managerial cadre of medical professionals to lead the expan-
sion and upgrade the system. In total, 5 institutes of public health will be established to train 10,000 health pro-
fessionals per year. Other government initiatives to support the industry include: introduction of a special "M”
visa for tourists coming to India for medical purposes, uniform pricing for specialty services, strengthening of
the supporting medical research institutions/infrastructure, and classification of revenues from foreign patients
as “exports” that are eligible to receive export incentives * .

187 FT.com, *Medical tourism’s popularity on the rise,” June 22, 2007

University of Delaware, UDAILY, *“Medical tourism growing worldwide,” July 25, 2005.
FT.com, *India to launch health institutes to plug skills gap,” March 2006
140 FT.com, *India fosters growing ‘medical tourism’ sector,” July 2003

American Medical Society, *“Medical Travel Outside the U.S.,” June 2007.



Market growth (India’s medical tourism industry is projected to reach USD $2.2 billion by 2012) and government
commitment have built confidence and attracted private investors. Foreign private equity investment has been
flooding into India in recent years. Warburg Pincus, one of the largest private equity investors in India, and
ChrysCapital, a US private equity fund, have together invested over USD $40 million in Max Healthcare. George
Soros’ Quantum Fund, together with Blue Ridge Capital, purchased USD $33.3 million of shares in Fortis health-
care. Fortis, well-known for its founder, the former head of Global drugmaker Ranbaxy, operates 12 hospitals in
Northern India and an additional 16 cardiac facilities. Real estate funds appear to be participating in the trend
as well with Trinkona also showing interest in investing in Fortis *.

Singapore

Singapore received 410,000 foreign patients in 2006 with nearly half of them coming from the Middle East “°. A
broad range of treatment is available in Singapore including, cardiology, ophthalmology, and oncology. Public
and private hospitals alike have been experiencing significant growth over the past 5 years, with recent growth
rates in foreign patients topping 25% per year. The industry has set an ambitious target of attracting 1 million
foreign patients by 2012 and generating USD $3 billion in revenue *.

Singapore Medicine, a multi-agency government initiative is leading the strategic vision and joint marketing
of the industry. The industry is also supported by a dedicated health-care services unit within the Singapore
Tourism Board.

While private hospitals still receive the majority of foreign patients, public hospitals are increasingly servicing
foreigners at unsubsidized rates. Unsubsidized room rates in public hospitals typically run about 10% above
the normal room rate.

Singapore has successfully promoted medical achievements and breakthroughs to raise its profile as a world-
class healthcare destination in the past decade. The medical system is bolstered by Singapore’s culture for
high standards and safety. The Health Sciences Authority is the critical regulatory body that monitors medical
standards ranging from drug evaluation to medical devices and transfusion medicine.

The Living Donor Liver Transplant programme at Gleneagles attracts 80% of its patients from overseas. Unlike
many of its neighbors, Singapore law allows transplants in cases where there is an emotional link between the
donor and recipient.

Singapore is also creating a name for itself in stem cell transplants. The cost of treatment for stem cell trans-
plants to treat cancerous tumors ranges from USD $72,000 to USD $90,000 while in the US similar treatment
would cost USD $235,000.

142 FT.com, "Growth of private medical care in good health,” January 2007
143

University of Delaware, UDAILY, *Medical tourism growing worldwide,” July 25, 2005.
a4 University of Delaware, UDAILY, *"Medical tourism growing worldwide,” July 25, 2005. Express Heathcare Management, "Medical tourism boom takes Singapore by storm,” July 2005.
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Singapore is also offering services and clinics customized to specific countries such as Japan and Korea.

Hospital staff will receive the patients and relatives from the airport, arrange their stay and provide language

services as well.

Healthcare services in Singapore are supported by a strong research and development infrastructure that can

work with the medical community to stay on the edge of techniques and technology and develop new treat-

ments. Further strengthening the medical cluster is the growing number of leading biopharmaceutical compa-

nies including Eli Lilly, Novartis, Merlion, and Viacell.

Finally, Singapore is leveraging its position as a conference hub and hosting numerous medical conferences,

symposia, and training seminars.

DUBAI HEALTHCARE CITY

UAE Government plans to double bed capacity of
public hospitals to achieve a target of one bed for
every 300 people by 2010'. Dubai Healthcare City
(opening in 2010) will be the largest international
medical center between Europe and Southeast Asia
and will include a formal branch of Harvard Medical
School. The City will offer patients access to world-
class, specialist care in a culturally sensitive envi-
ronment with the convenience of an entire health-
care state-of-the-art facility. The service portfolio
will be organized around four comprehensive pillars:
direct medical services, wellness services, health-
care supporting services, and hospitality services.
The Healthcare City will operate as a free zone with
the traditional tax and duty incentives, commercial
benefits, business convenience, and complementary
facilities.

Source: http://www.dhcc.ae

145 World Health Organization (WHO), 2004
146 Ministry of Health .Lebanon, 2005
147 Ministry of Health. Saudi Arabia, 2004
World Development Indicators Data Base, 2003

Middle East Region

Very little specific data is available on the medi-
Out of the
regional benchmark countries (Lebanon, Egypt,

cal tourism industry in the region.

Saudi Arabia), Lebanon emerges as a key com-
petitor to Jordan from the compiled indicators.
While Lebanon is smaller in overall size of the
industry (revenues and employment), total per
capita expenditure on health in 2004 topped
USD $670 - considerably higher than Saudi Ara-
bia (USD $412) and Egypt ($66). * In 2005, there
were nearly 3.6 * beds per 1,000 population in
Lebanon - well above the figures of 2.25* and
2.2 *® beds per 1,000 population in Saudi Arabia
and Egypt respectively. The doctor/patient ratio
was also higher in Lebanon reaching 2.36 physi-
cians per 1,000 patients versus only 1 physician
per 1,000 patients in both Egypt and Saudi Ara-
bia. In Lebanon, over 70 medical specializations
are available, ranging from cosmetic to open-
heart surgery; however, Lebanese surgeons are
gaining notable success in the cosmetic surgery
field. Many of the per capita figures above can
be partially explained by Lebanon's much lower
population, contributing to both higher ratios of
beds and physician per patient and much higher
level of spending per head as opposed to both
Egypt and Saudi Arabia. (Egypt and Saudi Arabia
populations reached 70 and 27 million respec-
tively compared to 4 million in Lebanon).



The private sector plays a much stronger role in Lebanese healthcare than the other benchmark countries.
The contribution of the private sector was the highest in Lebanon, reaching an average of 73% of per capita
total expenditure within the period 2001-2004. On the other hand, the government was the heaviest investor in
healthcare in both Saudi Arabia and Egypt accounting for an average contribution of 77% and 39% respectively
within the same period.

Egypt had the highest number of employees working in the health care sector: almost 216,000, *° Saudi Arabia
had 148,000 *° and Lebanon with 14,500. ° Nearly 70% of Saudi Arabia’s medical workforce is Egyptian indicat-
ing the capacity and level of Egypt's medical training system. The Saudi government’s commitment to provid-
ing free healthcare to Saudi citizens and visiting pilgrims each year requires that it bring in non-Saudi medical
professionals. The average cost of a routine check-up at a family doctor in Egypt is USD $16, almost half of
the cost in Saudi Arabia (USD $33). Yet, the check-up in Egypt accounts for almost 32% of the patient's monthly
disposable income as opposed to just 15% in Saudi Arabia.

In the summary table below, Jordan is benchmarked with medical services industries in the region and interna-
tionally. Not all countries track and disseminate the same sets of indicators. The blanks in the table are due
to these inconsistencies. In most cases, the numbers do not come from the same source - there may also be
inconsistencies in definition and data collection. As a result, the benchmark data should be considered direc-
tional for comparison purposes only, not precise calculations. In all instances, the number shown is the last
available year. Each number is individually sourced from country specific sources. A more extensive bench-
marking table and individual sources can be found on the Jordan Competitiveness Observatory website.

Tabls 8.2 — Intarmatlonal Benchmarking Data
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149 Egyptian Central Agency for Public Mobilization statistics, 2004

150 Ministry of Health, Saudi Arabia, 2002

1 Ministry of Health .Lebanon, 2005
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As illustrated in the Table 6.3 below, Jordan is cost competitive in most procedures when compared with aver-
age costs in the US or Asia. However, with the exception of joint replacement operations, all Jordan is still
priced above India and Thailand. With increasing patient access to medical and economic information, world-
wide prices will start to align more closely with the level of care.

Table &.3 — Average Cost of Medical Procedures by Country
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Plastic surgery, not noted in the table above, may be a new growth segment for Jordan. While Jordan ranked
just 35 out of 46 countries in the 2003 International Statistics for Aesthetic Plastic Surgery Procedures (ISAPS),
regionally, Jordan was ranked higher than Egypt, Saudi Arabia, Israel, Lebanon and the United Arab Emirates.
Specifically, one opportunity, according to industry leaders, is full-mouth implantation of teeth. This procedure
can cost just USD $20,000 in Jordan compared to USD $100,000 in the United States.



5. STATE OF COMPETITIVENESS

The following is a review of the state of competitiveness of the Jordanian medical tourism industry identifying

the strengths of and challenges to the future of the industry according to sector experts:

Strengths

Incoming Arab patients are privy to some of the world’'s most modern medical treatments available, and
are able to recouper ate in the uniquely pleasant weather. Tourism and leisurly activities make it possible
for patients to bring their families who in turn spend more money in Jordan.

The large number of qualified and well-respected doctors distinguishes Jordan as a destination for medical
tourism. Specialists represent as many as 40% of the health care practicioners registered with the Jordan
Medical Association. Relatively high levels of financial resources ensure the availabiltity of an advanced
physical infrastructure and cutting-edge technology.

A top-rated higher education system trains a dedicated, experienced workforce to serve as physicians, nurses
and technicians.

Formal linkages and international partnerships have been forged with several western hospitals systems,
including the Mayo Clinic, the Cleaveland Medical Center and the Guy and St. Thomas Hospital.

Current Challenges

In order to recommend an action plan for a system-wide overhaul, a formal scientific evaluation of the health

care industry would need to be performed. Such an evaluation is beyond the scope of this report. Nevertheless,

an economic evaluation can be summarized thusly:

More must be done to attract patients from new markets and demand categories in order to respond to
higher per capita income countries such as the Gulf States. It is further recommended that Jordan court
patients from more traditional neighboring markets like Yemen, Libya, Iraq and Sudan in order to avoid an
excess of supply as is currently the case in private hospitals.

Jordanian hospitals still lack a unified health care strategy in order to link their services with those provided
in other locations and become hubs of specialization acoss the country.

The sector is characterized by weak coordination among public and private hospitals and service providers,
probably because the sector lacks a comprehensive marketing and strategy that serves the overall sector
and promotes Jordan as a regional medical center.

There is no independent body for promoting medical sector performance and trends or promoting the sector's
services and features abroad. Any current promotion efforts are plagued by fragmentation.

Industry supporting activities such as the Association of Private Hospitals, tour agencies, and the Office of
Arab Patients that is located at the Queen Alia Airport are insufficient at best and ineffectual at worst.

The Medical Tourism industry lacks a dynamic, and reliable data system for tracking the patients. This impedes
the effective evaluation of sector trends and performance.
Jordanian medical tourism ought to expand its services to include new areas of medicine, as well as cosmetic
surgeries to take advantage of regional and international trends.
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Figurg &6.16 — Porter Dismend for the Medicel Taurizm Sector
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5.1 DEMAND CONDITIONS

The Government of Jordan’s commitment to providing high quality healthcare services to its people has built
a strong base of demand. On a per capita basis, Jordanians spend more on healthcare expenditures per year
than their regional neighbors. On average, a Jordanian spends a total of JD 41/year as out of pocket money
on hospital care and services (JD 33 on outpatient visits and 8 JD on hospital care). *

However, on an absolute scale, Jordan is small compared to regional and international competitors. The total
number of admitted patients in 2005 was just 699,466. °* Overall hospital visits in 2005 reached approximately
2.5 million in MOH hospitals and around 5 million in total across the public, private, and university hospitals.
With just 5 million hospital visits per year, industry leaders must rely on domestic, regional, and international
feedback when considering healthcare product and service development. In the industry survey, over 60% of
the respondents confirmed that they look regionally and internationally to understand trends and develop new
products.

527 jordan National Health Accounts, 2000

Ministry Of Health, Annual Statistics Book, 2005



While the public sector administers most hospital visits, the demand for surgical operations is directed at pri-
vate hospitals. The total number of surgical operations (excluding obstetrics) in 2005 was 260,434, 42.6% of
the operations were performed in the private sector followed by 31.7% conducted by the MOH. The majority of
Obstetrics operations, estimated at 147,481 for 2005, was handled by the Ministry of Health, 48%, and 32.9% by

the private sector *.

Regional Demand

As highlighted earlier, the vast majority of foreign patients originate in the Middle East. There is no one au-
thoritative source for the number and origin of incoming patients; the main body for this data type is the Medical
Tourism Directorate/MOH, however, the MOH faces difficulties in updating those figures regularly and systemi-
cally. Despite the lack of consistent data, it is well understood that foreign demand for Jordanian medical ser-
vices is generated by word-of-mouth. Jordan is well-recognized in the region for its high-quality, reasonably
priced medical services. As aresult, it is attracting the middle-market regional patients that do not have access
to high quality medical services in their home countries and are able to travel abroad to Jordan. Jordan’'s Min-
istry of Health has signed agreements and protocols with a number of health ministries in regional countries,
including Sudan and Yemen, in order to receive patients from these countries. Furthermore, the Ministry of
Health has decided to allocate a health attaché at the Jordan Embassy in Yemen, with the possibility of this be-
ing extended for the other origin countries of incoming patients. Moerover, some of the private hospitals made
individual efforts to create and strengthen their linkages with the regional countries and promote their services
in those countries. These market channels may explain the steady flow of patients from specific regional coun-
tries with very little growth or decline in arrivals over the past 5 years.

Across specialties, the most demanded services are: Cardiology, Neurology, Orthopedic, Ophthalmology, Can-
cer cases, and Kidney Cases. Prices are set by the MOH with the input and agreement of the Jordan Medical As-
sociation and the private sector. For example the cost for an open heart surgery has been set at USD $11,000,
Orthopedic cases range between USD $4,000 to USD $6,000; Ophthalmologist cases USD $4,000, Neurology
and Neurosurgery between USD $7,000 to $20,000; Kidney removal USD $1,500, Kidney implantation USD
$15,000 to USD $20,000 *°.

Most of the patients that come to Jordan for treatment bring their families with them. A study by the Jordan
Competitiveness Team in 2004 revealed which nationalities are arriving in Jordan with family members. The
chart below presents the number of family members that accompany the patients according to the MOPIC sur-

vey .

154 Ministry Of Health, Annual Statistics Book, 2005

755 pricing list prepred by Ministry of Health, 2005,

Medical Tourism Study, Jordan Competitiveness Team, Ministry of Planning and International Cooperation, 2004
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Figure 6.17 — Mumber of family members that accompany In 2004, patients from Bahrain, Saudi
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5.2 FACTOR CONDITIONS

Overall, Jordan is considered to have an advanced healthcare system with highly trained professionals and
up-to-date equipment. Among industry leaders, 63% characterized Jordan's physical health infrastructure sup-
porting the medical tourism industry as world-class or above average. According to respondents, the costs for
conducting business in medical tourism in Jordan are on par with, or slightly below, the world average, rising
only moderately due mostly to increasing input and materials costs.

The number of hospital beds per 1000 population varies from 25 in Amman to 8 in Ajlun, Mafraq, and Jerash,
with most private hospitals located in Amman. Jordan has a relatively long history of private hospitals. The first
private hospital was established in 1927 followed by the second in 1945. Today, private hospitals dominate the
market accounting for 53% of the number of hospitals and 34% of total available beds in the country * .

The total number of hospitals in Jordan has increased considerably over recent years, growing from 91 with

8,982 beds in 2002 to reach 101 with 11,049 beds *® by 2006. The table below shows the breakdown of the num-
ber of hospitals and beds per sector for 2006.

Table 6.5 - Hospitals and beds per the health care providers, 2006 °*°
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157 \edical Tourism Study, Jordan Competitiveness Team, Ministry of Planning and International Cooperation, 2004
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Health Sector Personnel
Highly trained doctors are one of Jordan's key strengths. With 17,569 employed doctors in 2006, Jordan has

S.Nvador

a ratio of one doctor for every 408 Jordanians, and ranks third among countries in the region for availability of
doctors, behind only Lebanon and Qatar. Nearly 75% of the survey respondents indicated that highly skilled
doctors are easy or somewhat easy to find and hire in Jordan. In fact, there are over 2,000 more doctors regis-
tered than employed in Jordan * , indicating that numerous Jordanian doctors are working outside of Jordan.

£00¢ 1d0d3d SSANIALLILAdWOD

While the supply of doctors is a clear strength for Jordan, the supply of nurses is a clear constraint. In 20086,
there was only 1 nurse (including nurse assistants, legal nurses, and midwives) for every 283 persons, slightly
lower than the regional average ° . Echoing these numbers, over 60% of survey respondents indicated that
the availability of trained nurses on the labor market is a constraint. According to the 2005 Jordan Vision 2020
Phase Il study, there may be a number of causes for the low levels of trained nurses in Jordan: 1) comparatively
low wages in the nursing profession, 2) limited certification systems and continuous education and training,
and 3) a cultural perception that the nursing profession is an unfavorable career. As a result of the first cause,
those Jordanians that do pursue nursing careers are often attracted to other regional and international markets,
mainly Saudi Arabia, UAE, Qatar, and Oman.
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Brain drain, the migration of skilled and experienced technical professionals to other countries, among nurses,
and doctors to a lesser extent, is significantly affecting the industry. Among respondents, 81% of industry
leaders indicated that brain drain is “a significant issue” for their organization and “severly compromises” their
organization’s ability to train and retain the best professionals.
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According to the Ministry of Health records, there is also a deficit in personnel with qualifications and skills in
the community medicine area and related and supporting areas, such as health policy and management, epi-
demiology, education, environment, and health economics. In this regard, efforts are being considered by the
public sector in collaboration with WHO, USAID, and the World Bank, and a one-year diploma course in com-
munity medicine is ongoing in the MoH in collaboration with the WHO.

Training Institutions

The supply of Jordan’s medical professionals is supported by a base of training and research institutions.
When surveyed about the 7 main medical and nursing schools in Jordan, industry leaders indicated that only
2 institutions deliver the level of training for doctors and nurses that provides the necessary skills set for the
industry. For the other 5 institutions, less than 50% of respondents were able to claim that the institution cur-
rently provides employees with the right skill set. Despite the broad base of training institutions in Jordan, there
appears to be a thin layer of premiere professionals. This leaves Jordan significantly at risk to increased labor
mobility and the brain drain trend.

5.3 CONTEXT FOR STRATEGY AND RIVALRY

The medical tourism industry in Jordan consists of a number of players, hospitals and other service providers,
which compete on a mix of price, specialization, and quality. The majority (63%) of the industry believes that
competition is based on the quality and price of the service rather than just personal networks (25%). Within
the region, Jordan competes on a mix of all 3 service offer dimensions. Patients from the Middle East and
North Africa come to Jordan for its affordable price and its reputation for quality service. Based on the arrivals
data, Jordan is attracting very few international patients from outside the region, so it is difficult to determine
Jordan’s competitive position internationally. The view from within the industry reflects a closed perspective
about Jordan’'s competition. Over 70% of respondents indicated that their direct competitors are based only in
Jordan. Only 5% indicated that their direct competitors are global players.

Illustrating its ability to collaborate, the industry (public and private sector) signed a new agreement in April
of 2007 to take advantage of private hospitals’ excess capacity when needed. This agreement enables the
private hospitals to receive patients from the public sector that are paid for under the public medical insurance.
This agreement comes after a process of “contracting-out” the services by the MOH to the private sector on a
‘Fee per Service” basis. At the time of signature, this agreement only covered the 1st class health insurance
category, but is planned to be extended to 2nd class insurance category by the end of this year 2007.

Insurance

The treatment costs comprise 2 main types: the services price and the professionals’ fees. The pricing of the
services is set by the Ministry of Health for all healthcare services, including the RMS. Jordan Medical Associa-
tion lists professional fees to be generated by the physicians for each provided service, this list is then approved
by the MOH. The MOH and private sector jointly prepare, and the Medical Tourism Directorate publishes a list
of prices for treatment corresponding to certain diseases. These prices are the same for both the public and the
private sector. While this price regulation may protect patients in the short run, it risks serving as a price cap
and providing a disincentive to hospitals to increase quality.

Licensing and accreditation of hospitals and healthcare service providers is one of the most pressing issues
facing the industry. When asked about the licensing of medical service providers in Jordan, only 24% of respon-
dents in the survey indicated that licensing exists, is correctly structured and enforced. 76% responded that it



exists but is poorly structured or not enforced, or simply doesn't exist at all. For the accreditation of hospitals
just 17% indicated that it exists, is correctly structured and enforced at the level of international standards. 83%
responded that it exists but is either not enforced or does not reflect international standards, or simply does not
exist. Efforts are underway to address the constraints on licensing and accreditation, but the responses from
the industry indicate that much is still remaining to be done.

There is recognition in Jordan of the importance of coordination and collaboration on the part of the many dif-
ferent parts of the industry for the promotion of the interest of the overall sector. With this common interest in
mind, a comprehensive National Strategy for this industry was prepared in 2004 by a group of the experts in
the health cluster in collaboration with professionals from other related industries. ® Yet, when asked in the
survey about the current state of the industry strategy, only 5% of the industry responded that the strategy ex-
ists, is focused on the right issues, and is being implemented. Nearly half (48%) acknowledge that the strategy
exists and is focused on the key issues, but feel nothing is happening. One-fourth claims that the strategy is
focused on the wrong things, and the other 24% are not even aware that it exists. Similar results emerge when
the industry was asked to comment on the industries’ common marketing strategy. Over half, 53%, are happy
with the strategy but claim that nothing is happening.

The strategy, as it exists, is based on 4 pillars, namely: 1) Laws and Regulations, 2) Supporting Industries, 3)
Healthcare services providers, and 4) Marketing. The first 3 pillars are focused on the goal of improving and
enhancing the overall services of the health sector. Therefore, the objectives of these 3 pillars are:

» Creating a regulatory and legal environment that enables the sector to enhance its efficiency and improve its
competitiveness

* Enhance the effectiveness of supporting activities in this sector

* Ensure medical services provided in Jordan meet global medical standards

* Increase investment in human resources

Furthermore, these pillars aim at encouraging providers to raise the quality of services to meet international
standards and improve the strength of those related and supporting industries which have a direct/indirect in-
fluence on attracting patients. The 4th pillar, marketing, looks to boost and streamline the current fragmented
marketing efforts of individual players.

While this strategy was adopted in 2004, an action plan is still pending, and there has yet to be any activity.

5.4 RELATED AND SUPPORTING INDUSTRIES

As described in the above sections, the medical tourism industry includes many involved parties as supporting
industries. According to the National Strategy for Medical Tourism and its implementation recommendations,
following each section is a brief description for the anticipated role to be considered by each party.

The Medical Tourism Directorate, a public sector organization, is involved in regulating this sector, receiving
the Arab patients through its office in Queen Alia Airport, "Arab Patients Office”, and receiving any complaints
and suggestions for the patients. The Arab Patients Office aims mainly to facilitate the movements properly.

16

2 The team included MOH/Medical Tourism Directorate, Jordan Medical Association, doctors of the private sector, Private Hospitals A iation, Royal ian Airlines, Jordan Tourism
Board, Ministry of Interior, Ministry of Foreign Affairs, and Ministry of Planning and International Cooperation.

el

£00¢ 1d0d3d SSANIALLILAdWOD

S:NvVaydor| %

WSIFINOL TVYOId3 :Q ¥31dVYHD



®
N

£002 1d0d3d SSANIAILLILAdWOD

WSIbINOL TVYOId3 :Q ¥31dVHD

S(Nvador

Additionally, this Directorate holds 2 vital responsibilities for the sector: the Directorate is responsible for col-

lecting and sorting the data available in this sector, these data are updated and published annually for all

stakeholders in the private and public; secondly, it is responsible for promoting and marketing Jordan as a

medical center in the region.

Medical Service Providers

[o]

[o]

Furnish the sector with an information referral system among all the health organizations, in order to
evaluate the needs and

demands of the sector, and to fill any risen gaps within the sector specializations and services.
Encourage the doctors with the demanded specializations to develop their expertise through workshops
and training programs, and to facilitate their missions and responsibilities.

Activating the role of the Jordanian Medical Council in the life-long learning.

Adopt and implement the appropriate admission procedures and mechanisms within the hospitals in
order to facilitate the admission/releasing procedures for the patients and efficiently.

Implementation of the suitable and crucial investment in the human resources of this health sector, this may
be satisfied through the continuous learning process, workshops, and the training programs.

Create the suitable mechanisms for the quality assurance system, especially for the labs, in order to deliver
the best quality required.

Develop an incentives system for the sector personnel, especially for the nursing staff.

Royal Jordanian (RJ) Airlines

[o]

Offering special discounts and preferable rates for the incoming patients and their families, through issuing
“Patient Tickets”, with unlimited duration tickets.

Investigating the possibilities to consider new airlines trips to the destinations with the high number of
patients, or to increase the number of flights to those countries.

Matching the new potential markets that targeted by the health sector with including those countries in
starting new airlines and flights.; particularly those in Africa such as Chad, Nigeria, Djibouti, Ethiopia,
Niger, Ghana, and Somalia.

Employing the external RJ offices that are available in the different countries to promote Jordan’'s medical
services; through special services and publications.

Ministry of Foreign Affairs

o Facilitating the process of obtaining visa, as well as shortening the time of the corresponding procedures

for the patients e.g. 48 hours. Also, check the possibilities to issue those visas in the airport upon the
patients’ arrival. This could be sufficient through a committee comprised of representatives from the
Ministries of Interior, Health, and Tourism, in addition to the General Intelligence Department.

The Embassies and Missions Abroad

[o]

[o]

Incorporating a medical attaché in the embassy or mission staff, especially in countries with high de
mand for Jordanian medical services (Yemen, Sudan, Libya, Saudi Arabia, Bahrain);
Marketing the provided services by the medical sector in Jordan through specialized booklets and brochures.

The Private Hospitals Association

[o]

Strengthen the collaborating with the Jordan Medical Association in issuing such specialized publications,
booklets, and brochures that demonstrate the high and advanced capabilities of the Jordanian medical sec-



tor. Working to make those publications available at all missions, embassies, RJ offices, Jordan Tourism
Board abroad.

o Induce the hospitals who are members in the association to conduct exhibitions and medical conferences
outside Jordan.

o Raising fund from possible donors and their programs, to support the institutionalizing the framework of
the association, organizing the medical exhibitions, and producing the adequate promotional publications
and materials.

The Arab Patients Office

In 1999, the Arab Patients Office was established in Queen Alia Airport to facilitate the arrival of incoming pa-
tients and serve as a liaison to provide objective information on the various service providers as a free service.
The office also provides the direct transportation to the hospital of the patient’'s choice. The office was also set
up to increase coordination among service providers and collect valuable aggregate industry level informa-
tion on the arrivals of foreign patients including basic statistics as well as levels of satisfaction with services
received and overall experience in Jordan. When asked in the survey, only 13% indicated that the Arab Patients
Office is providing high quality, efficient services that represent both public and private hospitals. 43% indicated
that the office provides low quality, inefficient services, and 45% indicate that the office provides services that
represent only certain private hospitals.

Ministry of Health
o Developing the mechanisms for selecting the hospitals for directing the incoming patients through the
agreements and medical protocols, these mechanisms have to be built upon certain criteria such as the
level of excellence, nature of medi cal specialization, size of hospital, and the medical condition of the
patient.
o Activating significantly the role of the High Health Council (HHC), to play its role in regulating the sector
and enforcing policies formulating and enhancement.
Donors Programs for the Private Sector
o Emphasize the technical aspects that need to be developed in order to direct the available fund for their
enhancement, particularly in the areas of promoting and marketing its services abroad.

Hotel Apartments
o Licensing the hotel apartments by the Ministry of Tourism and Antiquities.
o Regulating the prices of the services provided by the hotel apartiments, as well as monitoring the pro
vided quality by the Ministry of Tourism and Antiquities.

Other Related and Supporting Industries

Similar to other medical tourism destinations, Jordan benefits from a range of complementary medical and
hospitality industries including a vibrant traditional tourism industry and a strong pharmaceuticals industry.
The chart illustrates the main parties directly and indirectly involved in the medical tourism industry, namely,
the Ministry of Health and its directorates, Ministry of Tourism, Royal Jordanian airlines, Tourism Agencies, the
Private Hospitals Association, and the medications and devices industry.
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Figura &.18 - Madical Tourism Web
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The regional and international benchmarking (India, Singapore, Dubai) highlight a trend among medical tourism
industries to ensure that hospitals attracting foreign patients are supported by research institutions that can
continually input the latest ideas and techniques in the medical field. When asked to characterize research
institutions supporting the medical field, only 4% responded that such institutions exist and directly support the
competitiveness of the industry. 60% responded that the institutions exist but do not directly support the com-
petitiveness of the industry, and 36% responded that research institutions supporting the industry do not exist.

5.5 REGULATIONS AND ROLE OF THE GOVERNMENT

Overall, there appear to be significant concerns among the industry in the role that the government is playing
in regulating the medical tourism industry. 41% of industry leaders polled indicated that inefficient government
bureaucracy was either problematic (17%) or extremely problematic (24%). 44% indicated that policy instabil-
ity was problematic (20%) or extremely problematic (24%) for the performance of the industry. Between 20%
and 30% of respondents indicated that tax rates and regulations are extremely problematic. Labor regulations
also appears to be an issue that is plaguing the industry with just 13% indicating that it is not an issue that is
problematic for them.



According to the National Strategy, the government'’s role should include:

- Reviewing and re-considering the existing regulations of the hospital, and updating them according to the
recent medical progress.

- Devising medical malpractice laws, and a medical malpractice insurance system;

- Empowering the Private Hospitals Association through regulations, in order to have an effective participation in
enhancing the overall sector and monitoring the performance of the private hospitals.

- Exempting the hospitals’ income from the foreign patients, as well as the doctors from the tax. Furthermore,
emphasize and ensuring this exemption for the fees and expenses of the medical conferences and staff as well.

- Activating the laws that enforce service providers to disclose the information to the patients pertaining to
his/her medical case, and any complications that might result from surgeries.

6. CONSTRAINTS TO GROWTH

A comprehensive study was conducted by the Arab Bank Center for Scientific Research in 2002. This study was
concerned mainly with assessing the private hospitals sector in Jordan, technically and financially. The survey
also included patients’ satisfaction for the provided services. Jordan’s main strengths according to this study
are the availability of advanced and up-to-date technology and skilled and trained personnel. However, this
sector needs an effective role for the Private Hospitals Association, and the sector lacks the coordination and
linkages among the private hospitals in order to streamline their promotin efforts. This sector also has weak
financial systems, shortage of nurses, overlapping in services and resources offered, and lack of skilled man-
agement and administrative systems.

Many studies have identified the challenges faced by the medical tourism industry in Jordan, they include:

1) Jordan suffers from econmic crises precipitated by regional wars in Iraq as well as the ongoing Palestinian
conflict. Rising oil prices and high growth rates further contribute to the rising cost of health care. These fac-
tors lead to the deterioration in living conditions and a decline in per capita income.

2) The new income tax laws will increase the tax burden on private hospitals by 5% to 20% according to
leaders in the private health care sector which may impede the development of future private organiza-
tions.

3) The competitiveness of the Jordanian medical tourism industry is threatened by an insufficient monitoring
and regulation system for the private hospitals, especially in respect to foreign patients.

The medical tourism sector lacks the necessary coordination among industry stakeholders. Improving this
coordination will have the potential to enhance the overall performance of the medical tourism sector; and de-
veloping the proper partnership between the public and private sectors as well as the regulating bodies and the
support services in this sector will be reflected positively on the overall performance.

« Major health indicators must be measured and tracked for improved client satisfaction, the client-provider
relationship, and the equity of patients. Clients are generally satisfied with the range of provided services, but
they do not have the same attitude regarding the waiting time, consulting time, privacy while receiving the
care, availability of medicine, quality of laboratory services, and other services types.

« ltis simply not practical to equip every medical facility with a full range of services such as laboratories
and radiology instruments, therefore it is incumbent upon the GodJ and the industry leaders to design and
implement a well-organized referral system that distributes and manages the hospitals and health centers,
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and the ultilization of the equipment.
The healthcare system suffers from the absence of quality control and auditing measures to prevent practicioners
from writing unnecessary prescriptions and ordering extraneous tests.

Quality control and assessment must also take into account the negative impact on patient care due to the
high turnover rate of medical staff in remote areas.

Patient comfort, especially privacy, should be considered when assessing the space limitations of some
health centers; crowded care facilities adversely affect the confidence of patients.

Capacity building and development, as well as education, are necessary tools for enhancing the qualifications
and expertise of the healthcare sector staff. Moreover, a re-licensing system for physicians, nurses and technical
staff will maintain sector excellence in the region.
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HIGHER EDUCATION

1. HISTORY AND CONTEXT

The higher education sector serves 3 major purposes in the Jor-
danian economy in addition to the traditional role of preparing
qualified citizens for employment: 1) it attracts foreign students
that bring with them valuable foreign currency, 2) it performs re-
search and development initiatives to create new knowledge
and technology, and 3) it serves Jordan’s industries by preparing
qualified technical and management professionals. The assess-
ment considers the multi-dimensional economic role of higher

education.

Higher education has not historically contributed significantly to the
Jordanian economy. However, Jordan has seen a growth in recent
years of the number of international students coming to Jordan to
study. These international students are bringing with them foreign
currency to be spent in Jordan and taking with them a network in
Jordan that can be used for future business endeavors. In addi-
tion, higher education is emerging as a domestic necessity given a
young and growing population in order to build a skilled workforce

that will be regionally and globally competitive.

The level of competitiveness of the higher education sector has significant economic implications for the state
of the economy as a whole. Without skilled labor (a product of the higher education sector), any business or
industry would collapse. The sector provides thousands of jobs for well-educated Jordanians.
the the growing number of international students bring millions of dollars into the Jordanian economy every
year. Additionally, through efforts in Research and Development (R&D), the sector contributes to the overall
knowledge available in Jordan to private industry as well as to the public sector, improving Jordan’s overall

competitiveness.

KEY FIGURES:

- 26 universities: 10 pubilic,
16 private (2006)

- 233,916 students in higher
education, 2006

« Enroliment increased from
17.9% in 2001 to 39% in 2006

» (23053) international students en
rolled spent 221,828,944.80
in 2006 (JD)

« The sector employed 8,793
academic staff in 2006

Moreover,
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Higher education in Jordan began half a century ago with the founding of teachers’ colleges which led to the
endowment of the first public university, the University of Jordan, in 1962. Yet it was another 14 years before a
second one, Yarmouk University, was established. The Jordanian Council of Higher Education was established
in 1982 and was absorbed into a ministry 3 years later. The first private Jordanian University, Amman Univer-
sity, was founded in 1990. Currently, there are 10 public and 16 private universities in addition to numerous
community colleges.

Higher education did not begin to emerge as a significant economic sector until the beginning of the last decade
but since then it has experienced extraordinary growth, increasing from 23% gross enroliment in 1991 to 39% in
2006. *® This dramatic increase is largely explained by demographic trends (a disproportionately young popu-
lation) and expansion of the industry, notably the introduction of private higher education institutions.
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It was not until 1990 that secondary enrollments surpassed 60%. Yettoday, with secondary enroliment at 87.4%
and improved gender parity in education, coupled with an overwhelmingly young population (38% under 14), *
will ensure the domestic demand for higher education in Jordan rises exponentially in the coming years. The
urgency of developing a vibrant higher education sector to meet the needs of students and industry alike is
further compounded by Jordan’s lack of natural resources and subsequent reliance on human capital to remain
competitive.

In addition to domestic demand, Jordan has excellent opportunity to position itself to serve education needs of
internationally mobile students. The number of international students in Jordan has risen steadily over the last
several years increasing by over 67% in the last 5 years (see table below). Jordan has several advantages in
this market. Its central location in the heart of the Middle East is a logistical asset. Moreover, Jordan enjoys
a relatively stable socio-political climate compared to its neighbors: Iraq, Syria, Lebanon, Saudi Arabia and
Palestine. It offers a more ‘genuine’ experience than the Gulf states, whose relatively recent statehood, exces-
sive commercialization and Arab-minority populations give them a less traditional feel. Moreover, Jordan can
potentially position itself as an alternative destination to Cairo. Cairo is a conjested, polluted and frenetic city,
and there could be a significant portion of students who would prefer to study in a more traditional and less

urban environment.

Tahbla 7.1 - Mumber of foreign students jundergraduate, graduaie
ard community collegest
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14,589 15,352 18,036 19,965 224049 24,487
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The sector is organized through the Ministry of Higher Education and Scientific Research (MoHESR) and much
work has been done to develop strategies for the future. Most strategies emphasize the need for higher quality
teachers and curricula, standardized quality controls, improved governance and greater cooperation between
academia and industry.

164 WB - Country Brief: Jordan, http:/go.worldbank.org/KQ035DBYAO.
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2. REGIONAL AND INTERNATIONAL MARKET TRENDS

Figure 7.3 - Four Pillars of 2 Knowledpe Eacnamy
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Jordan must operate in an increasingly globalized and competitive world that requires investment in human
capital and an emphasis on developing a knowledge economy, or *an economy where knowledge is the main
engine of economic growth,” ®® in order to enhance competitiveness. Globalization brings lower transportation
and communication costs along with increased access to information and ever-stronger regional integration.
Yet trade liberalization and the subsequent larger global market lead to increased competition. To remain
competitive, an economy must be able to constantly innovate, which in turn relies on a strong knowledge
economy with enough information, efficiency and quality to satisfy the demanding global consumer. Adapt-
ability of the economy to new technological and organizational advances and its ability to respond quickly
to evolving opportunities and threats require quality, skills and flexibility of the labor force. ®® As the graphic
above illustrates, a knowledge economy ® depends on the economic and institutional regime, information
infrastructure, innovation and education. Societies across the world are increasingly aware that higher educa-
tion has a significant role to play not only in the education pillar, but in the other pillars as well; a dynamic higher
education sector can be a driver of innovation through research and development, contribute to the information
infrastructure through libraries and the media and influence institutional change through effective partnerships
with the public sector. The growing emphasis on the importance of creating a knowledge economy is causing
governments to look to the higher education sector for leadership and support in equipping the population with
skills and the ability to use knowledge effectively: a critical step towards improving the competitiveness of the
entire economy.

165 Ghen and D 2006 http:/siteresources.wor org/WBI/Resources/The_Knowledge _Economy-FINAL.pdf
166

Developing Jordan's Competitiveness in Higher Education for Building a Knowledge Economy in the MENA Region, PPT by Carl J. Dahiman prepared for Higher Education Development
Forum, Feb. 10-12, 2007.
7 http://go.worldbank.org/5SWOSIRFA70, graphic adapted from Dahiman’s HEDP presentation




Higher education institutions must not only collaborate closely with the public sector, but equally important are
partnerships with the private sector. Currently, the main challenge for the sector is to make it responsive to the
needs of the market to ensure that students graduate prepared to enter a variety of industries with the skills
needed by competitive firms in these industries, to constantly upgrade their knowledge as technology improves
and to pursue a course of lifelong learning.

Consumer Trends

In addition to the greater collaboration with the public and private sectors, there are other important global
trends in the higher education sector. Students are reaching ever-higher levels of education as the corre-
sponding market demand grows. Moreover, the increasingly diverse demand for skills and training has brought
about the widespread privatization of the sector. Higher education institutions are also incorporating new IT in
their curricula, in how they disseminate knowledge and in groundbreaking research and development projects.
They are also diversifying to provide certifications, lifelong learning, and various vehicles for learning. Finally,
perhaps the most notable trend in the global higher education market is internationalization, with international
flows of students rising quickly, and particularly notable growth in the number of Chinese students.

1. EDUCATIONAL ATTAINMENT

Globally, more than 132 million students are enrolled in higher education, up from 68 million in 1991 %, with
the private higher education market worth an estimated USD $400 billion per year (out of a USD $2.5 trillion
global education market). ® It is natural that demand for higher education would increase with global popula-
tion growth and increased enrollment levels in primary and secondary education throughout the developing
world. Consequently, the average number of years of tertiary education globally has increased from 0.7 years
in 1991 to 1.1 years in 2004. ”° Arab sates came in only slightly behind the global average with a growth of 0.6
years to 1.0 years in the same period. With students staying in school for longer, the demand for ISCED 6 7 level

programs is increasing.

2. PRIVATIZATION AND DIVERSIFICATION

Higher education institutions are also changing rapidly to accommodate the ever-evolving demands of global
consumers. Part of the response to the diverse demand is the privatization of higher education. Although most
prevalent in Latin American and East Asian countries, privatization is increasingly common across the globe. 7
Middle-income countries have a relatively high share of enrolments in private tertiary institutions compared
to OECD countries, however, governments rarely contribute to education costs of students enrolled in private

institutions. ® This suggests a need for more diverse financing mechanisms.

168
169
170

UNESCO Institute for Statistics, Global Education Digest 2006: Comparing Education Statistics Across the World, p. 7
Dahlman, 2007

UNESCO p, 24

advanced research or PhD level

172 UNESCO p. 30, UNESCO makes the distinction according to whether a public agency or a private entity has the ultimate control over an institution. Ultimate control is decided with reference
to who has the power to determine the general policies and activities of the institution and to appoint the officers who manage it.

173 Unesco, 32.
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In addition to the privatization of the sector, tertiary education institutions are diversifying to meet the new
emerging needs. Higher education institutions are diversifying through adding new content, such as emerg-
ing fields and technical specializations, or employing new methods, such as e-learning and distance learn-
ing. Diversification of the sector is particularly important in low- and middle-income countries where tertiary
enrolment levels remain relatively low, partly due to the lack of institutional differentiation to accommodate
the needs and nature of the growing and varied demand. " Moreover, with the increased rate of change in the
global economy, industries and professionals will demand more and better options for life-long learning and
professional development. This demand pressures institutions to provide more variety and flexibility in their
programs. ° The higher education sector has already begun to evolve to meet this demand through such initia-
tives as distance learning, online programs and accelerated or nighttime courses.

Yet taking full advantage of these opportunities will require increased cooperation between private sector in-
dustries and academia. These initiatives are already well established at many universities and include funding
to higher education institutions’ research and development programs that are relevant to a certain industry and
collaboration on curriculum development to establish a course of study that will meet the needs of the private
sector. Private firms may also develop internship programs in partnership with a university and agree to mentor
a group of students. Many universities look to the private sector for professors and guest lecturers on subjects
related to their industry. Despite a somewhat acrimonious tradition in the relationship between academia and
industry, the market now demands greater cooperation to the mutual benefit of both sectors.

3.IT/R&D

In the context of a knowledge economy, universities and other higher education institutions are increasingly
relevant as generators and disseminators of knowledge. Many centers of excellence, incubation, or research
and development centers are located on college campuses or closely associated with universities. Universi-
ties also have a role to play with assisting in licensing of technology, contract research with firms and public
research and consulting services to the private sector. Tertiary education institutions are also becoming im-
portant players in helping to develop national competitiveness and development strategies through support-
ing government with credible research and data on the country itself as well as international best practices.
® Moreover, the use of IT in the classroom and throughout management of the university holds significant
opportunities for increased efficiency in resource allocation.

174 World Bank (2002), Constructing Knowledge Societies: New Challenges for Tertiary Education. Washington, D.C.: World Bank.
175

UNESCO, p7-8)
6 Dahiman, 2007



4. INTERNATIONALIZATION

Numbers of internationally mobile students, those who are not permanent residents of the country where they
study, jumped by 41% from 1.7 million in 1999 to 2.5 million in 2004. 77 Yet, global enrollment in those same
years increased by 40%, meaning the world outbound mobility ratio ’®, or the share of mobile students among
the total number of students, increased by only 1.87%. ° On a national level, high outbound mobility ratios indi-
cate that the country is unable to meet the needs of certain groups of students. Within Arab states, the outbound
mobility ratio was over 1 percentage point higher than the global average at 2.9% in 2004, up from 2.3% in 1999,
the largest increase of any region. * The largest group of outbound students comes from East Asia and the Pa-
cific, and represents 29% of the world total. This represents a significant opportunity for Jordan given the large
number of Muslim students in Malaysia, Indonesia, and elsewhere in the region, many of whom may be looking
to pursue their studies in a Muslim country. While the majority of internationally mobile students in Western
Europe stay within their home region, only 13% of Arab students study abroad in the Middle East, the majority of
Other
countries in the region with large percentages of inbound foreign students compared to their total number of
students include Bahrain (4.2%), Lebanon (8.5%) and Qatar (24%). %

whom, approximately 13,500 students (representing almost 10% of total enrollment), choose Jordan. ®

Figure T.4 - Internalional Mobllity In Higher Educelon Size of circle represents total lertary enrollments
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This trend of international student mobility has led to the development of cross-border institutions that take the
form of universities with a physical presence in foreign countries, associations of foreign institutions with local
universities or internet-based courses available to students remotely. Although very useful and responsive to
evolving demand, these institutions are the subject of growing concern, largely regarding the quality, reliability
and accreditation of their cross-border programs.

7 UNESCO, Global Education Digest 2006, p. 34 this does not include students studying abroad for less than one year or those students who are residents of a country but completed their

previous education elsewhere.

178 The outbound mobility ratio compares the number of students who choose to pursue their studies outside their home country with the total number of students enrolled in that country.
mobile students coming from a country/region as a percentage of all tertiary students in that country/region (UNESCO, p. 38)

180 Unesco, 37

181 Unesco, 41

2 World Bank data
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Regional Trends: Middle East and North Africa

In addition to the global trends described above, several regional trends characterize higher education in the
Middle East and North Africa (MENA). These include fostering partnerships with foreign institutions, the growth
of American-style liberal arts education and increased enroliments, particularly from international students.
In Egypt, the already extensive landscape of international programs was further enhanced by the founding
of the German University in Cairo which opened in 2003. Qatar's Education City initiative is well-known and
through comprehensive incentives has attracted several prestigious educational programs, including several
US universities such as Georgetown University’s School of Foreign Service, Carnegie Mellon University, Vir-
ginia Commonwealth University's School for the Arts, Texas A&M University, and Weill Cornell Medical Col-
lege. UAE has pursued similar efforts through its Dubai Knowledge Village, which has already attracted numer-
ous British and European universities and is looking to attract US institutions like Boston University, and Abu
Dhabi Educational Zone, which is working with New York University to open a branch campus there. ¥ George
Mason University’s campus in Ras Al Khaimah, UAE is scheduled for completion in 2009. For its part, Bahrain
has begun a Science City 2010 initiative. Within the next 5 years, Kuwait will have approximately ten private
American-style institutions of higher education for a population of less than 3 million. ® Jordan is host to a
branch of the New York Institute for Technology (NYIT) which also has branches in Abu Dhabi and Bahrain and
German Jordanian University was founded in 2005. Additionally the nursing degree at Al-Zaytoonah University
is affiliated with the University of Nebraska College of Nursing and Al-Ahliyya University in Amman offers Eng-
lish-language instruction. ®

Similarly, demand for American-style education is increasing; due to greater visa complications and secu-
rity issues, many Arabs are looking for opportunities to gain the opportunities provided by an American-style
education, closer to home. The liberal arts paradigm of American-style education differs significantly from the
traditional approach in most Arab countries. State-owned Arab universities are based on a system of lectures
and examinations which require students to memorize and regurgitate facts. The liberal arts model is based
on fostering a deeper level of learning through the development and expression of well-analyzed opinions with
an emphasis on classroom discussion and interaction and extensive research. *® Despite the demand for and
development of American-style institutions, these universities face challenges including government-dictated
ratios of foreign to national faculty, high faculty workloads, the absence of tenure-tracks and a basic educa-
tion system that does not prepare students for liberal arts university education. Evidence of efforts to meet this
demand can be seen in then recently established American Universities of Sharjah (1997), Dubai (1995) and
Kuwait (2004) joining the historically well established American Universities in Cairo (1919) and Beirut (1866).
In fact, in the MENA region, only Iraq, Libya, Tunisia, and Yemen offer no American-style higher education. ¥

183 http://www.nytimes.com/2007/08/31/nyregion/31nyu.html? _r=1&oref=slogin

84 USIME p. 7
185 USIME p. 7
186 (AUIME, p. 2-3)

USIME p. 4



Another trend is increased enrollments. Tertiary enroliment in Arab states increased from 2 million (1991) to 7
million (2004) ® : a higher percentage increase than any other region and an average of 8% per year. Despite
a steady rise in the tertiary school-age population, the gross enrollment ratio, or the ratio of the number of stu-
dents to the student-age population, still improved from 11% to 19%. The growth rate slowed after 1999 which
is largely attributable to the slowed growth in tertiary-age population and a minor recession in the regional

economy.

Although not yet of large volume, another trend is that of international students, not from the Middle East, com-
ing to the region to study Arabic or pursue degrees in Middle Eastern/Islamic studies. While Arab countries
have traditionally received very few students from outside the region, with increasing interest in the Middle East
along with more higher education institutions offering English as the language of instruction, the region could
take advantage of this opportunity if its universities can understand and meet this international demand.

188 Unesco p. 23)
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3. RECENT PERFORMANCE OF JORDAN’S INDUSTRY

Developing human resources is one of our priorities in the coming phase, since Jordan’s real, great asset is
the Jordanian individual. Invest in human resources in the context of the knowledge economy, in particular
with respect to IT, teacher training, developing curricula, and upgrading scientific research and higher educa-
tion.

- His Majesty King Abdullah Il bin Al-Hussein in his speech at the opening of the
14th Ordinary Session of the Parliament, December 1, 2004

Jordanian leadership has recognized the central role higher education will play in the future economic competi-
tiveness of the country. This high-level support has led to significant attention on the sector and pressure to
develop concrete strategies to support and expand its performance. The Jordanian leadership feels the pres-
sure to invest in the higher education sector due to the rapidly increasing enroliment rates which have more
than doubled in the last 5 years (see Table 7.2).

Tabde 7.2 = Enralmenl rales in lerliary educalion | 0b=2008)
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These enrollment figures have increased partly due to the addition of several new higher education institu-
tions but also because the relative youth of Jordan’s population means that each year there are more students
graduating high school and seeking higher education. Thus raw enrollment numbers are also increasing; in the
2006/2007 school year, the total number of BA/BS students enrolled in Jordanian universities and community
colleges was 202,990 and 26,215 respectively. Another explanation for the increasing enroliment rates could
be a reversal of the ‘brain drain’ trend with Jordanians who were previously studying abroad returing to com-
plete or continue their studies in Jordan.

The higher education sector also contributes to the Jordanian economy by providing thousands of well-paying
jobs. Universities employ large numbers of lecturers and other academic staff totaling 6,832 individuals during
the 2006/2007 school year. The previous year all higher education institutions including community colleges
employed 8,793 academic staff, of which 5,585 held PhDs. ® Although the total number of academic staff has
been increasing in recent years, the teacher-student ratio decreased from 1:24 in 2001 to 1:27 in 2006 showing
that staff increases did not keep up with student enroliment growth.

Tabla 7.3 - The devalopment of lolal number ¢f acedemic stal Inthe Highar
Educallan Institutlona (putic and privale derdanlan unlwerslibes and callepes}:

Colg saurded: The Windairs of Fighar ECdoonlst Aradol Repooz @240 20020 k3l ELaRz00s

Throughout the 1990s a large number of students left Jordan to pursue their tertiary education abroad. This

189 gtatistical annual report 2005/2006



201

number was relatively stable throughout the decade as illustrated through the number of Jordanian students
abroad in 1995 and 2000, 29,851 and 31,003 respectively. From 2000-2005 this trend began to reverse and the
number of outwardly mobile students dropped to 24,974. This is in part due to the establishment of new Jor-

S.Nvador

danian universities but also to existing universities increasing their enroliments. Moreover, the higher cost of
pursuing education abroad and the new security restrictions enacted after September 11, 2001 also played an
important role. The number of Jordanians studying in the US notably decreased by almost 25% in just 4 years.

£00¢ 1d0d3d SSANIALLILAdWOD

Trbbe 7.4 - Jordenian Studenta in tha US

Staders rom Jordan z.417 2173 1,EE3 182
Eoupe, MhE3CC, nodins ol 82t as

Over the 5 year period illustrated in the table below, overall numbers decreased with the single exception of
Jordanians seeking an ‘intermediate diploma.” The most dramatic decreases are found among students seek-
ing PhDs and Medical Specializations outside Jordan. This is potentially an indication of the increasing quality
and attractiveness of the domestic higher education sector in Jordan vis-a-vis its regional and international

NOILYONAF d3HDIH (£ ¥431dVHD

competitors, particularly in high-level specializations. This may also be attributed in part simply to the in-

creased number of institutions in Jordan.

Table T.5 - Jordanlan students studled abroad In thelr specihic fislds:
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In addition to attracting more Jordanian students to remain in the country to complete their education, Jordan
continues to attract many international students. Jordan enjoys a good reputation for training programs at its

universities.
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International students represent a significant portion of the students in Jordan (9.86% in 2005) * . Half of these
inwardly mobile students are concentrated in 4 areas of study: business administration (17.7%), computer sci-
ence and IT (13.2%), engineering (12.9%), or law (7.2%). o

Table 7.6 - The Main Discplines that Jordanin Students Study Abroad 2005/2006 °

Humaniies &Rcligian Seignce 1282 i i o i i i
Figure 7.5 illustrates the distribution of international students at-
Cammearelal Busingss Adml. 1188 tending Jordanian universities during the past 5 years from the
Matlaing, Camisiry and Pharmany o 8 most common countries of origin. Both public and private uni-
versities host students from all over the world but predominantly
Enp.. arehHect ana Tewn Planring 1750

from Palestine, Syria, Saudi Arabia, Yemen, Oman, Iraq, Kuwait
Matheradles EComprer Sokanoo 414 and Israel. The total number of foreign students admitted to high-
er education institutions in 2006 was 6,703, up from 5,442 in 2005,

MRt Jral Exkanea ERE
contributing to a total enrollment of 24,487 foreign students in
e == 2006 compared to 22,409 in 2005.
Earclal ABakavicml Scleanoa dER
T har Pragrams 50

Jordan University of Science and Technology (JUST) hosts the most international students (3,651) while Uni-
versity of Jordan (3,068) is not far behind. International students represent a higher percentage of graduate
students (11.21%) than of undergraduate students (6.66%) in public universities, illustrating the proportionally
greater appeal of higher levels of education to foreign students.

These numbers are significant, largely because international students pay much higher fees and contribute
thousands of dollars to the Jordanian economy simply by living in Jordan. The total expenditures of foreign
students in Jordan including fees and personal expenditures is approximately JD 222 million (USD $317 mil-
lion). Foreign students’ expenditures, including tuition, average USD $13,000 for their 9-month stay in Jordan
and they spend between USD $500-USD $1,100/month on living expenses. * International student enroliment
has been growing consistently at around 9% annually. Jordan’'s Vision 2020 seeks to increase annual growth
to 10.5% resulting in approximately 100,000 international students in 2020 contributing an estimated JD 929
million to the economy. *

190 yNESCO data

197 v 2020 HES p. 18

Data sources: the ministry of higher education and scientific research annual reports for Jordanian students studied out-side Jordan (2005/2006)
193 jNGo caleulations

194 Jv 2020 HES p. 5
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In addition to these numbers, international students support the emerging field of educational tourism. Interna-
tional students in Jordan receive visits from their friends and family on average 2.44 times each year with an
average duration of 6.5 days. Consequently, each international student brings with him/her an additional 16
days of tourism, notably 4 times the average length of stay. *® Additionally, many International students pursue

domestic tourism while in Jordan, traveling to various sites throughout the country.
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Tehle 7.7 - Student enrallments by netienalily (Jordaniensmon-Jordanient in the public
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Consequently, the ratio of international student spending to per capita income, or the ‘economic significance’ of
each international student, is 5.4 in Jordan, second only to Lebanon (6.9) in the MENA region. Comparatively,
the economic significance of international students in the US is only .56. * This means that each international
student spends enough money to support roughly half the per capita income of the average US citizen whereas
in Jordan, the average international student contributes to the economy the equivalent of the per capita in-

Nats mpurcas: she Ministoy o Higker TCdusion dreca Neper S0SFC0E

comes of more than 5 Jordanians.

195 JV 2020 HES p. 5
6 JV 2020 HES p. 6
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The main strength of the sector is the stability and central location of Jordan coupled with its society that is
both modern and conservative and consequently appeals to Arabs from other countries. The quality of its edu-
cational system is also a strength, although with greater regional competition it remains to be seen if Jordan
will be able to consistently upgrade its quality to meet evolving industry demand. The higher education sector
in Jordan can boast a generally well qualified faculty although brain drain, the migration of skilled and expe-
rienced faculty, presents a significant challenge to higher education institutions. 65% of industry respondents
agreed ¥ that brain drain is “a significant issue for my organization and severely compromises my organiza-
tion’s ability to train and retain quality workers.”

As previously mentioned, Jordanian universities have only minimal cooperation with the private sector and
consequently can not guarantee employment for their graduates. Moreover, parily due to a lack of partner-
ships with the private sector, there is very little funding for research and development and many professors are
overwhelmed with large course loads, leaving them unable to devote time to research. Another weakness of
the industry is the lack of international marketing activities on the part of universities. Only 20% of industry
respondents indicated that a common marketing and promotion effort for the higher education system in Jordan
exists, is correctly focused on the key potential markets and is being implemented. Finally, quality control, ac-
creditation and governance issues further weaken the competitiveness of the industry.

Yet, opportunities exist through incorporating IT solutions to help facilitate distance learning programs that
could ease the stress of over-enrollment and address other constraints to growth. Moreover Arab demograph-
ics and population growth rates are extremely high: this guarantees high demand for higher education for many

years to come. *

Threats to the sector include negative impacts as a result of the continuing conflict in Iraq,
such as losing foreign faculty, and further government reductions for subsidies and budgetary support to the

sector.

The table on the following page illustrates the distribution of international students by the level of education
they are pursuing and whether they chose a public or private institution. International students had an over-
whelming preference for private institutions at the bachelors level and the reverse preference for graduate
degrees, although, this can be partially explained through the absence of private graduate degree programs
prior to 2005. An increasing number of inbound students are choosing community colleges and the number only
slightly trailed the number of inbound students pursuing graduate degrees in 2005.

97 Either responded 4, or 5 on survey

198 5 large proportion of our foreign students are from Oman, Kuwait and Saudi Arabia. These countries were in the world's top 15 growing countries in 2003, witnessing population growth

rates of 3.38%, 3.34% and 3.27%, respectively (see http://www.nationmaster.com/graph-T/peo_pop_gro_rat).
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Table 7.8 - The development of foreign students’ enroliment during 2001/2006 in Higher Education Institutions:
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4. REGIONAL AND INTERNATIONAL BENCHMARKING

As previously mentioned, Jordan performs
well regionally across many higher education
indicators and often falls just below Lebanon,
Yet GCC ¥
countries are offering increasingly strong

an established regional leader.

competition through large financial invest-
ments and linkages with internationally re-
nowned overseas educational institutions.

Much research and analysis have been done
internationally on the importance of countries
developing knowledge economies. In order
to compete in the global economy, it is no
longer sufficient to have low costs on labor
and/or raw materials. In the information age,
countries must work to develop their human
capital through targeted interventions in the

following areas: economic and institutional

QATAR EDUCATION CITY

Qatar Educat on C ty, founded n 1997 by Her H ghness She kha Mozah b nt
Nasser A M ssned on a 2,500 acre campus outs de of Doha, s currenty
The
Educat on Cty hosts nsttutons and programs that serve students from

home to more than 2,000 students, pro ected to quadrup e by 2015.

ear y ch dhood educat on to post-graduate study, nc ud ng campuses of
prest g ous Amer can un vers t es nc ud ng Georgetown, Corne , Carneg e
Me on, Texas A&M and V rg n a Commonwea th. The Qatar Foundat on at-
tracted these nst tut ons through comprehens ve financ ng, a ow ng student
fees to return to home campuses and prov d ng state of the art nfrastructure
aong wthreportedymut-m ondo ardonatonstothe unverstes. The
government a so pays the tuton of every Qatar student study ng at Edu-
caton Cty whch n turn serves as an ncent ve for fore gn nst tut ons to
open a campus there. Educaton Cty s envsoned as aregona eader n
promot ng the generat on of new know edge by creat ng word-c ass fac -
t es such as the newest add t ons to the C ty, the Co ege of Eng neer ng and
Qatar Sc ence and Techno ogy Park. The RAND Corporat on s he p ng the
Supreme Educat on Counc deve op new curr cu a w th a shft to focus on
prob em so v ng, creat ve th nk ng and persona respons b ty w th the goa
of produc ng proact ve students.

regime, education, innovation, and information and technologies (ITs).200 These initiatives require a vibrant

higher education sector. The degree to which a country’s economy is knowledge-based is essentially a mea-

sure of the productivity of higher education. Higher education is the fuel for human capital and countries and

institutions world-wide are proactively thinking of ways to measure it. Jordan has achieved an improvement in

its Knowledge Economy Index201 since 1995, which puts it above the regional average and above Lebanon

and Egypt which experienced regression rather than improvements in the same period of time.
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Saudi Arabia, Kuwait, Bahrain, Qatar, the United Arab Emirates, and the Sultanate of Oman




The World Bank Knowledge Assessment Methodology tracks general indicators for countries, groups of coun-
tries and regions. The chart below illustrates Jordan’'s strengths and weaknesses compared to the greater
Middle East and North Africa region and also against the G7°* countries which represent international best

® and Knowledge Economy

practices. Although Jordan scores on par with the region in the Knowledge Index?
Index*® , and exceeds regional competitors in terms of Institutional Regime, it still trails considerably in the

areas of Innovation and IT.2*

Flgure 7.7 - Knowledge Economy Indleatora: Jordan, Middle Eaat and Harth Afrlea,
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The World Bank has also developed a Basic Scorecard to use when comparing countries and includes the
indicators in Figure 7.8 below:*®

Although Jordan performs comparatively well in GDP growth, enroliment rates and literacy, IT penetration re-
mains much lower than in the MENA region. Jordan notably has a higher unemployment rate when compared
to the MENA region and consequently brain drain is particularly acute in Jordan. Although public universities
were initially designed to fill the requirements of the public sector, the number of graduates far exceeds the
capacity of the Jordanian government to provide jobs, causing many graduates to seek employment elsewhere,
many in the Gulf or Europe if they can not find suitable jobs in the Jordanian private sector. The curricula and
faculty are largely insufficient for effectively preparing students for employment in the Jordanian private sector.
Quality of academic staff and institutions is another indicator where Jordan trails the regional average. The
Jordanian government is working on a national quality accreditation system for higher education institutions

as well as for teachers and other academic staff.?’

In 2007 the Accreditation Council became independent from the Ministry of Higher Education and Scientific Re-
search with the goal of becoming a monitoring and evaluation body for all higher education institutions in Jor-
dan. The Council oversees both public and private accreditations of higher education institutions. In addition,

202 the United States, Japan, Germany, France, United Kingdom, Italy and Canada
KI measures a country>s ability to generate, adopt and diffuse knowledge. This is an indication of overall potential of knowledge development in a given country. Kl is the simple average
of the normalized performance scores of a country or region on the key variables in 3 Knowledge Economy pillars - education and human resources, the innovation system and information
and communication technology (IT).
204 | E1 takes into account whether the environment is conducive for knowledge to be used effectively for economic development The KEI is calculated based on the average of the normalized
performance scores of a country or region on all 4 pillars related to the knowledge economy - economic incentive and institutional regime, education and human resources, the innovation
system and IT.
5 hitp://go.worldbank.org/SDDP311T40

206 http://info.worldbank.org/etools/kam2/KAM _page2.asp , Knowledge Assessment Methodology (KAM), Knowledge for Development Program, World Bank Institute (WBI), World Bank, MENA
countries: Algeria, Bahrain, Djibouti, Egypt, Iran, Israel, Jordan, Kuwait, Lebanon, Morocco, Oman, Qatar, Saudi Arabia, Syria, Tunisia, United Arab Emirates, Yemen
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all the higher education institutions in Jordan have membership in this council as required by the new law of
this council. This council will play a vital role in enhancing the quality of higher education in Jordan. Moreover,
for quality assurance purposes, most Jordanian universities, both public and private, have offices for quality
assurance which are related to the Accreditation Council.

Flgure T.8 — Knowladge Ecanomy Scorscard: Jardan. Middle East and Morth Afrlea, 7
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Compared to regional competitors Egypt and Lebanon, Jordan has much higher annual GDP growth and boasts
stronger regulatory quality and rule of law. Jordan outperforms Egypt across every indicator and most notably
trails Lebanon in IT indicators.

Figure 7.8 — Knowledge Economy Scoracard: Jordan, Lebanon, Egypt
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Jordan, like Egypt faces significant challenges in the areas of governance, weak research capacity, funding
cuts and demand-driven curricula. These similarities persist despite Egypt's sector's much longer history and
much larger scale. In Lebanon, however, the sector has experienced relatively low levels of government inter-
vention and consequently has been able to develop institutional autonomy and a wider variety of programs.



209

The Lebanese higher education sector is more innovative and responsive to market trends and student needs,
however the political instability has caused significant difficulties for universities, particularly in attracting for-

S.Nvador

eign students and faculty.

Egypt
Egypt is home to some of the best universities in the region and hosts the largest number of students. Yet

£00¢ 1d0d3d SSANIALLILAdWOD

growth of the industry stagnated somewhat due to the legacy of the political instability in the 1960s and 1970s
and the current economic crisis. In the last few years this trend has shown signs of reversal with the establish-
ment of new universities including the British University of Egypt (2005) and al-Ahram Canadian University.?*®
Yet the Egyptian government still places restrictions on higher education institutions; for example, the Ameri-

can University in Cairo is required to hire 70% Egyptian and 30% international faculty.?®

Egypt is a regional leader in the Arab world in a variety of fields including culture, politics, economics and edu-
cation. This is partly because Egypt has the largest population in the region, but also results from its significant
history and active efforts in the pan-Arab movement.

NOILYONAF d3HDIH (£ ¥431dVHD

The total number of higher education students in Egypt reached almost 2.5 million in 2006, up from 1.8 million
in 2001 and the student-professor ratio in Egypt reached around 36 pupils per professor. These students were
distributed throughout 26 higher education institutions in Egypt, along with a number of community colleges.

According to the “Global Competitiveness Report’, the quality of scientific and research institutions in Egypt
showed a gradual decline over the years. The same trend applies to university - industry research collabora-
tion; in fact, within the latest report most business executives cited that business collaboration with local uni-
versities in Research & Development activity is almost minimal or non-existent.

There are 2 parallel education systems in Egypt; the secular system and the religious system, also known as
the “Al-Azhar System”. Higher Education is largely performed by the public sector, comprising of public univer-
sities and numerous non-university institutions. The private higher education sector is mainly comprised of a
few private universities. (The total number of private universities reached 9 universities in 2004/2005).

Three institutions govern and control the higher education system in Egypt; they are: the Ministry of Higher Edu-
cation (MoHE), the Supreme Council of Universities (SCU) and the Central Administration of Al-Azhar Institutes.
The MoHE has jurisdiction over higher education through supervision and coordination of all post-secondary
education, planning, policy formulation, and quality control. The SCU formulates the overall policy of university
education and scientific research in universities and determines the number of students to be admitted to each
faculty in each university.

Supervision and administration of the Al-Azhar higher education system is the responsibility of the Central Ad-
ministration of Al-Azhar Institutes development which aims at enabling the spread of Islamic culture and Arabic
language through Al-Azhar higher education system.

208 AUIME p. 6-7

° (AUIME, p2)



N

S.Nvador|°

£002 1d0d3d SSANIAILLILAdWOD

NOILYONAF d3HDIH (£ ¥431dVHD

Main Challenges facing Higher Education System in Egypt According to the World Bank’s Higher Education
Enhancement Project (HEEP)? °, the main challenges that face the Higher Education system in Egypt are:

1. Complex and inefficient system-wide governance and management

2. Weak educational knowledge of the university level graduates, which is mainly attributed to deficiencies in
academic inputs and educational processes likewise

3. Weak educational knowledge of the middle technical level graduates which leads to a huge gap between the
training system outputs and labor market needs

4. A compression of per-capita student resources despite the expansion of public spending on education
in Egypt. This re duction in resources has had a major impact on the quality of instruction and facilities.
Although the Egyptian Government has emphasized the importance of higher education to Egypt's de-
velopment schemes, such efforts would be difficult to undertake if public funds remain the sole source of
finance.

Reform Initiatives

The Egyptian MoHE has embarked on a reform process which began in 2000 to address the diverse areas of
reform through the following 6 main projects; Higher Education Enhancement Project Fund (HEEPF)® , Infor-
mation and Communications Technology Project (ICTP)®? ?, Faculty Leaders Development Project (FLDP)*?
Faculty of Education Project (FOEP)? *, Egyptian Technical Colleges Project (ETCP)* ° and Quality Assurance
and Accreditation Project (QAAP).

The Quality Assurance and Accreditation Project (QAAP): The QAAP is governed by a National Committee
(NQAAC). The mission of NQAAC is to ensure quality, continuous development and efficient performance of
Egyptian education institutions. As such, the main objectives of NQAAC are to develop a National Quality
Assurance and Accreditation system in Higher Education Institutions (HEls) and establish a National Quality
Assurance and Accreditation Agency (NQAAA). Currently there are 11 QA established centers in Egyptian Uni-
versities and two more centers are still in progress.? ©

Research in Egyptian Universities
Egyptian university-based research is weak due to the following reasons;

= Increased number of universities with escalating number of students. High student enrollment creates
pressure for profes sors and consumes time that could otherwise be spent on research.

= High student to staff ratio, reaching almost 37:1 in 2004, up from 26:1 in 1999.

= Research expenditure in Egypt is very low.

= One of the most serious problems is the system of promotion which often depends on tailoring research
to state imposed
standards rather than increasing knowledge in the field.

210 5 part of a comprehensive reform strategy for higher education in Egypt
2™ The main aim of HEEPF is to enhance quality, relevance and efficiency in higher education through establishing a sustainable competitive mechanism among Egyptian Universities
212 pims at improving and upgrading university infrastructure and converting university management systems to computer-based management to have quick and easy access for knowledge

and to link the Egyptian universities with both the Egyptian Universities Network (EUN) and the National Network of Scientific Research (NNSR). The ITP also aims at preparing the academic
community to deal with the technological revolution.
Aims at enhancing the institutional and professional potentials of higher education institutions in addition to developing the skills set of faculty members.
214 ,. . . . .
Aims at developing and modernizing the faculties of education.
215 pims at qualifying technicians in different specializations and developing and enhancing technical colleges to be accredited training centers
16 "QAAP Quarterly Progress Report Q12007*, April 2007



= The lack of procedures for monitoring research which leads to plagiarism, which is widespread in Egypt. This
devaluates
scientific research and opens the door to the falsification of results.

= Poor training of research personnel is another key factor that is responsible for deteriorating research
quality in Egypt.

Lebanon

Despite repeated instability, Lebanon is the second regional leader in higher education. Lebanon hosts more
than Fourty American-style universities; most notably among them, the American University in Beirut (AUB) and
the Lebanese American University (LAU) were established in the 19th century and gave the country a head start
over its neighbors. Lebanese universities enjoy a low level of government interference and have consequently
been able to develop institutional autonomy and acquire an extensive variety of programs.?’

Despite the sector's perseverance, political instability remains a significant concern and constraint to competi-
tiveness. The civil war in Lebanon caused AUB and other universities to lose their American and international
faculty and foreign students. AUB faced particular hardship as one president, David S. Dodge, was kidnapped
in 1982, and another president, Malcolm Kerr, was assassinated in 1984.2 8

The total number of students in Lebanon reached 147,000 in 2005 (latest figure available) up from 125,000 stu-
dents in 2001, illustrating an average annual growth rate between 4% and 5%. In the same period, international
students increased almost 19% to reach a total of 16,000 students, representing approximately 11% of all stu-
dent enroliments. In 2005, Lebanon had 38 higher education institutions with an impressive average student-
teacher ratio of 11:1. University professors earn an average of USD $2,300/month.

Also, the number of PhD graduates in Lebanon grew by an average rate of 9% within the period 2001-2004; the
total number of PhDs awarded annually reached 911 in 2004, up from 677 in 2001.

In 2005 °, the majority of the international students in Lebanese Universities were enrolled in Humanities, So-
cial and Law Studies fields (67%); this trend has been persistent over several years. Services, communications
and languages came second in line with almost 17% of the student enrolled into this field. Scientific fields were
the least attractive for foreign students in Lebanon and captured almost 16% of the enrolled students; 12% in
*Sciences and Engineering” and 4% in “Medical and Health Sciences”. This is a notable difference from Jordan
where there is very high interests in scientific subjects.

217 AUIME p. 8)

218 (AUIME, . 2)

Ministry of Higher Education Institution - Lebanon 2005.
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Figure 7.10 - When compered with competing systems In 1he middle
#ast reglon, the Higher Educallon system In Jordan
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Despite the historic leadership of Egypt and Lebanon and the emerging threat from the GCC countries, the vast
majority, 76%, of industry stakeholders polled felt that Jordan was leading the region or extremely competitive
vis-a-vis the MENA region. This could indicate a false sense of security and an underestimation of the com-

petitiveness of neighboring countries.

In the summary table below, Jordan is benchmarked with higher education systems in the region and interna-
tionally. Not all countries track and disseminate the same sets of indicators. The blanks in the table are due
to these inconsistencies. In most cases, the numbers do not come from the same source - there may also be
inconsistencies in definition and data collection. As a result, the benchmark data should be considered direc-
tional for comparison purposes only, not precise calculations. In all instances, the number shown is the last
available year. Each number is individually sourced from country specific sources. A more extensive bench-
marking table and individual sources can be found on the Jordan Competitiveness Observatory website.

Table 7.9 - IMarnational Higher Education Banchmarking Data
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Tabla T.10 — Camparlgan Table of Internalonal Highsr Educatlon Syetams
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HEDF - financial status of public univ.
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5. STATE OF COMPETITIVENESS

Following the system developed by Michael Porter, the state of a country’s competitiveness is determined by 5 major fac-
tors: demand conditions, factor (input) conditions, context for firm strategy and rivalry, related and supporting industries,
and the role of government. Jordan has strong (and increasing) domestic demand which is a good sign for the sector,
although the lack of market knowledge of international student demand and domestic industry demand is a notable
constraint. The generally well educated population is an important factor condition along with the overall socio-political
stability of the country, yet brain drain continues to rob Jordan of many of its best and brightest. The growth of private
institutions is a positive sign of the competitiveness of the sector, although the over-enroliment (as mandated by the gov-
ernment) and the tuition fee price ceiling (also mandated by the government) impede open competition. The quality of
available facilities (restaurants, airports, roads, hospitals, housing, and transport) represents positive support for the higher
education industry, although often primary and secondary educators do not prepare students for the rigor of higer educa-
tion. Finally, although the government acknowledges the importance of the higer education sector, it remains an obstacle
to the sector's competitiveness in several ways as discussed in further detail below.



Flgure 7.11 - Porter Dlamend fer the Higher Education Sector
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5.1 DEMAND CONDITIONS

Figure T,12 - How plten are intemational sludent suryeyed on 1he qualily
of their experignce in higher education
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As previously discussed, the demand, both foreign and local, for attendance at Jordanian universities is high. This trend
began in 1990 with the start of the Gulf War, the devaluation of the Jordanian Dinar and the opening of the first private
university in Jordan.?*' Although a potential opportunity, this demand is also a significant challenge to the industry. Cur-
rently Jordanian higher education institutions have limited resources and are already operating at full capacity. In order
to capitalize on this growing demand, the industry must expand through new initiatives including opening new and more
specialized institutions, developing quality distance and e-learning curricula, and partnering with international institu-
tions.

Although efforts have been made to understand the nature of international demand, most notably through a
survey by Jordan Vision 2020, there remains a large deficit of sophisticated market information. This is evi-
dent in that 65% of industry stakeholders surveyed responded that they never survey international students
on the quality of their experience. In order to achieve greater market information the industry must implement
sound monitoring and evaluation practices with international students. As previously discussed, demand is
diversifying and students are requiring new flexible forms of education, including e-learning/distance learning,
part-time programs, and continuing/adult education offerings. Jordan’s educational institutions must respond
innovatively to this demand in order to stay competitive. Students are also increasingly interested in European
and American-style education for aforementioned reasons related to visa issues and increasing demand for
English-language skills and rigorous engineering and critical thinking capabilities.

Moreover, the Jordanian higher education industry does not understand the needs of the private sector for
skills and technical specialties. A key constraint to the competitiveness of nearly every sector in the Jordanian
economy is the lack of sufficient quantity and quality of educated employees. In order to ensure the overall
competitiveness of the Jordanian economy and to ensure that young people have the necessary skills to find
secure employment, the sector must cooperate more with industries and create demand-driven curricula. Busi-
nesses are hungry for grads with skills. If they have confidence in universities to supply qualified grads, they
will offer partnerships and resources in return. Thus academia and the private sector can creat a virtuous cycle
that positively reinforces the goals of both.

221 http://www.competitiveness.gov.jo/files/chapter%20Nine.pdf



5.2 FACTOR CONDITIONS

Flgure 7.13 - Bralndraln, the migraton of skilled and experlenced faculty:
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Jordan boasts several factor conditions that positively influence the higher education sector, including a highly
educated population (literacy is nearly 100%), increasing investment in the construction of universities (16 pri-
vate universities have been built in as many years), comparatively affordable university fees (controversially

2 Yet despite gener-

kept low by the government), and the overall climate of security, culture and hospitality.?
ally high levels of education, Jordan still suffers from brain drain with more than half of sector respondents cit-
ing it as a significant issue for their higher education institution. Moreover, although higher education remains
largely affordable to students, the limits set by the government on tuition fees impede the ability of the sector to

compete and prevent investment in faculty and curricula upgrading.

Additionally, a majority of respondents noted that their location in Jordan offered significant advantages to their
organization. These advantages include the major basic factor conditions of Jordan’s central location in the
region along with the more advanced factor conditions which include the aforementioned stable socio-politi-
cal environment, strong infrastructure and human capital. Yet despite a general level of basic education, the
Jordanian workforce still lacks specialized skills and quality professors are difficult to employ and retain at

Jordanian universities.

5.3 CONTEXT FOR STRATEGY AND RIVALRY

The number of private universities has increased rapidly over recent years, leading to increased competition in
the higher education sector. Moreover, there is pressure from the government for public universities to become
more financially independent further increasing competition in the sector. The industry is competing not on
price (because it is set by the government) as much as on quality and service. Yet the saturation of the market
with increasing numbers of applicants each year and many universities operating at over-capacity implies that
there may be less incentive for competition and less ability to develop and adopt higher quality practices. The
diversified demand across Jordan and the region will transfer into a further diversification of the industry. Jor-
danian institutions must compete for this new and growing demand through innovation or risk losing students
to other universities inside and outside Jordan. Some universities are already taking steps in that direction;
Jordan University, for example, introduced an Evening Studies Program in the fall semester of 2001 as well as

222 http://www.competitiveness.gov.jo/files/chapter%20Nine.pdf
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a Distance Education program.?®

Governance and resource allocation of the higher education sector is largely controlled by the government
rather than allowing the system to respond to the market. The Council on Higher Education (CHE) decides how
many students, country wide, shall be admitted into civil engineering, or nursing, or history, or any other field
of specialization and has the power to tell institutions to increase their enroliment even if it stretches the limits
of their capacity. The CHE appoints private university presidents, vice presidents and deans. The government
controls 21 of the 25 members of the council. Moreover, the government appoints the ten presidents of the state
universities and has the power to dismiss them at any time for any reason. The CHE along with the Council for
Accreditation (CA), and the Higher Committee for Scientific Research (HCSR) are all chaired by the minister.
The industry is working hard to be proactive in responding to growing trends in consumer demand. A large
part of this includes developing a strong public-private dialogue which has been previously non-existent. One
potential benefit from improved private-sector cooperation could be financing for R&D or other programs. The
sector is facing financing challenges with decreasing government budgets and a lack of scholarships and other
funding op portunities for students. Weak alumni relations further compound this issue because without effort
to maintain relationships with alumni, they will be less likely to donate to their alma mater.

Flgure 7.14 - The percentage of higher educallon Instituilons In Jordan that
are marketing thelr services abroad i3:
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Moreover, the industry lacks concerted marketing efforts. Only 20% of industry respondents felt that a common
marketing and promotion effort for the sector was being implemented. And more than 40% said that less than
1in 5 higher educational institutions is marketing abroad. This lack of attention to international demand illus-

trates that the sector is not taking a proactive role about maintaining regional competitiveness.

2

23 http://ec.europa.eu/education/pr

p tries/higher/jordan. pdf, p4



5.4 RELATED AND SUPPORTING INDUSTRIES

There are many important related and supporting industries as illustrated through the graphic below. Logisti-
cally, higher education depends on basic infrastructure to include housing and transportation so students who
do not live on campus have their requirements met. Increasingly higher education also depends on the infra-
structure related to information and communication technology due to its capacity to disseminate knowledge
efficiently and ensure students have access to the most recent and reliable information. Higher education,
particularly private universities, depends on a sound financial sector that is efficient and effective and respon-
sive to the needs of students who may require loans to pay for their education. Universities also depend on the
quality of basic education to ensure that incoming students have the necessary foundation.

Several institutions assist the industry in cooperation, including:

« King Abdullah Il Development fund.

e Arab Council for Training Students of Arab Universities

« National Center for Human Resources Development

* National Employment Center

* Association of Arab Universities

« Association of Arab Private Institutions for Higher Education

The government could also be considered a related and supporting industry in many ways and its role in the
sector is further discussed below.

Figure 7.15 - Higher Education Cluster Map?**
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5.5 REGULATIONS AND ROLE OF THE GOVERNMENT
The government plays a particularly important role with the higher education sector and helps to provide funding,

accreditation, and other incentives and regulation. Moreover, the government, through its embassies abroad,

can help promote the sector and attract greater numbers of international students to Jordan. Yet currently the

government represents a constraint to the sector's competitiveness because, despite efforts to develop general

strategies, the government has yet to implement concrete widespread reforms.
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Flgure 7.17 - The government;
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The government plays the role of finance pro-
vider by subsidizing public universities. Yet,
public universities continue to suffer from
budget deficits. The Ministry of Higher Educa-
tion and Scientific Research represented by
the Higher Education Council play a vital role
in regulating the fees for public and private
universities. Additional government restraints
include the restrictions on hiring international
faculty and the instability of government pol-
icy which was cited by 53% of respondents
as problematic or extremely problematic.
Yet the majority of respondents somewhat
or strongly agreed that the government sees
higher education as a priorty and is actively
working to support its strategy. This suggests
that the industry recognizes the challenges
the government currently presents, but also
the efforts the government is trying to make
to improve the situation.



The government has recently separated the accreditation council into a private organization and is working to
develop a University Achievement Exam which, once realized, will be administered to every Jordanian gradu-
ate from all private and public universities and which will provide them with an internationally recongnized
qualification. The exam will also help identify deficiencies in certain educational institutions or programs.
These are part of the government's efforts to improve the governance and accountability of the sector.

Despite general budget cuts to public universites, the GoJ has also designed a fund, established by law number
58 for 2004, aimed at giving scholarships and loans to well-qualified and in-need students to cover university
tuition (see box). MOHESR plays a vital role in this field:
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6. CONSTRAINTS TO GROWTH

The constraints to growth of the higher education sector include the lack of quality assurance mechanisms,
financing, governance, demand-driven curricula and international marketing.

1. Quality of students and staff

As previously mentioned, the primary and secondary schools in Jordan do not take a hands-on approach that
encourages critical thinking and prepares students for a challenging liberal arts style curriculum at colleges
and universities.

2. Governance
SCHOLARSHIPS: The role of the Council on Higher Edu-

. cation (CHE) in allocating resources
MOHESR granted 11,070 scholarships in 2006/2007

. . . . and directing enrollments into special-
including 400 annual scholarships for the top students in the

T - . izations is constraining the universi-
Tawjihi exam in different governorates and 1100 scholarship for

. . . . . ties to respond to market needs rapid-
valedictorians to attend public Jordan universities. It and also co-

. . . . . ly. Moreover, the government's role in
operators with various other institutions to provide scholarships, o ) ) )
. . appointing university leadership further
including: . -
limits the market accountability of the
. . universities. The industry must be able
1. King Abdullah Il development fund by (320) scholarship per year.

to make key staffing and enrollment
decisions if it is to be competitive and

2. Princess Mona for Nursing supported by (30) scholarship per year.

. . . responsive to market conditions.
3. Fast link corporation fund by (30) scholarship per year.

3. International linkages and market-
ing
As previously discussed, there are

4. Saraya Al-Agaba corporation by (10) scholarship to study hospi
tality at outdoors universities.

. . . very few examples of the Jordanian
5. International Tabacoo and cigarettes corporation by (12) scholar

. . higher education system promoting it-
ship, one scholarship for each government per year. o )
self abroad and fostering international
. linkages. 2 essential steps in the path
6. GS Bank Grand total number of scholarship (10) recently 2007. .
towards competitiveness.
In addition, the MOHESR has introduced upon the cultural agree-
ments between Jordan and other countries total number 1290 of
seats at BSc in Jordan universities and 251 seats in graduate

programs for Arab and foreign countries for 2007/2008.

4.IT and R&D

The highly centralized management contributes to a lack of incentive for innovation in the industry. More-
over, the industry lacks the necessary linkages to the private sector in order to build a sustainable research
and development sector. Moreover, IT infrastructure is lacking in the universities and they are missing out on
key emerging opportunities, particularly establishing e-learning programs. Universities must adopt e-learning
initiatives to improve students’ skills and teach them new ways of managing knowledge and information. An
integrated e-learning program will ensure students and faculty keep abreast of the rapid changes in their areas
of study and research. It also offers opportunities to individually customize curricula and provide individuals



increasing flexibility in their education. Moreover, e-learning presents the possibility of reducing the costs of

instruction.?®

5. Industry demand-driven curricula

The unemployment rates for university graduates increased during the last 7 years, from 13% to 21% but un-
employment rates for the community colleges decreased from 13% to 11%.2° This suggests that community
colleges are better able to understand the industry demand and satisfy that demand through relevant skills
training of their students.

6. Funding

Student enrollment grew by 20% annually since 2001 while government subsidies decreased by 9% annually
in the same period after peaking in 2003 at 35% and returning down to just over 20% in 2005.?”  Major funding
constraints include the fact that universities have no control over student tuition fees and public universities
have no control over student enroliment. The government subsidies fluctuate considerably on a yearly basis
and are unpredictable. Consequently, universities find it difficult to adopt long-term financing plans to support

its activities.

225 Omar Al-Jarrah & Mustafa Yaseen, February 12, 2007, *A Competitive Edge in the Use of Information and Communica tion Technology in Higher Education”, HEDP conference.

226 |EDP Government's Implementation Completion Report, HEDP p.6

Financial status of public universities, presentation at HEDP conference, Feb. 12, 2007
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PART lll: CONCLUSION: THE FUTURE OF JORDAN'’S
COMPETITIVENESS
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This report has presented a point-in-time assessment of Jordan’s competitiveness in 2007. Extensive analysis

of the macro-economy, micro-economy and five sectors have revealed a number of key themes that can pro-

vide the basis for Jordan's competitiveness agenda in 2008:

1)

2)

3)

4)

5)

6)

Jordan has accomplished a great deal. Jordan has achieved many improvements in the quality of its business
environment. Jordan's businesses also boast many accomplishments in the international arena.

Yet there is urgency for action. Across the public and private sector, leaders are impatient for reform, and
for a vision of competitiveness that is consistently and aggressively pursued. Many strategies and reform
initiatives developed over the past five years are struggling to gain traction. At the same time, other coun-
tries are making tangible, highly visible progress in reforming and transforming their economies.

Jordan’s economic openness and current foreign investment flows into Jordan are an opportunity to invest
in productive activities. Foreign investment can provide capital needed for productive activities. If struc-
tured and channeled effectively, FDI can serve as a source of knowledge and linkages to other markets.
Yet, currently the majority of foreign investment flows appear to be going to unproductive real estate in-
vestments that risk driving inflation, and the cost of living, higher. Equally, Jordanians are investing in their
economy, although not at the levels and with the productivity that is desirable.

But Jordan’s business environment still presents major obstacles for business. An environment that en
ables businesses, and that does not create barriers to business investment and operations, is critical to at-
tracting investment and keeping talented Jordanians in Jordan. Globally competitive investors and skilled
workers require an environment in which they can maximize productivity, implement competitive strategies,
and fairly capture a high return. Jordan’s business environment imposes numerous constraints that are
limiting labor productivity, efficient operation and the return on financial capital.

Jordan’s human capital, the foundation of its competitiveness, is at risk. Jordan is a seedbed of skilled and
experienced professionals in the Middle East. But ‘brain drain’, the migration of professionals to other re-
gions, and education and training systems that do not meet business’ needs are immediate and significant
threats to Jordan’s long-term prosperity. With limited physical resources, Jordan’s future prosperity will be
determined by its ability to train and retain highly skilled and productive workers.

Public-private cooperation must be based in fact and focused on action. The challenges facing Jordan
require a coordinated effort to act. Formal dialogue that builds consensus across the public and private sec-
tors is critical for Jordan’s economic leadership to build the momentum for change and action



Finally, while Jordan faces competitiveness challenges and risks, Jordan also has enormous opportunities
to emerge in the next 5 years as a recognized competitiveness leader, in the region and globally. Many of
Jordan’s competitiveness “basics” are well ahead of most other countries. The optimistic conclusion of this
report is that, with focus, and applying the lessons learned from best practices world-wide, Jordan can estab-
lish a world-class business environment, with streamlined regulations and procedures that are implemented
effectively,with strong services and infrastructure, and with an education and training resource that is in tune
with and responsive to the needs of world-class business. Jordan is already taking many steps towards this
goal. Jordan has been successful in attracting foreign investment and encouraging domestic investment; this
can be dramatically increased, especially encouraging investment that offers innovation, market linkage and
knowledge transfer. Jordan’s businesses and industries can focus on the key strategies and international best
practices that will enable them to emerge as world-class competitive leaders; indeed, some Jordanian firms are
already accomplishing this competitive leap forward. There may be challenges in learning and adopting the im-
provements and changes that lead to a truly competitive business and economic performance. But the models
are available to Jordan, and with clear vision, and concerted implementation of aggressive competitiveness
initiatives, Jordan will achieve remarkable results.
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