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B, Recenc Jordanian Iniciacives

In early 1085, the Jurdanians negutiaced che joinc Jordani:n/PL)
Accord establishing pulicical coordinacion wirh che PILO in the
peace prucess, While chis vear-lung effurt Jid not achievs
success, ic demonscraces Jordan's commitment to a negotiace]
peace sectlement with Israel, The annovincement in mid-1985 of
Jordan's Develoupmenc Plan for che West Bank and Gaza
demonscraces apain Jordanian determination to suppore mode-acion
essencial to progress in the peace process. 1he Jordaniar
Program four "Ecounumic and Social Nevelopment in the Occupiald
Tarricuries” is viewed as parallel to and suppourcive of Jurdan's
etcourts to invigorace che peace nrucess., Tc is designed 1
amelivrate cthe severe ecunomic and social conditicns prevailing
in cthe uccupied lands, The stated political objective of the
prozram is co enhance the "steadfastness of the Arab populacion
living un-ar occupation'. Since its launching last Novem“er the
program has heen controversial. Respite earlv policical
cricticisms concerning Jordan's mutives, cthis progran represents
a substantive developmental effort. It is directed towards
encouraging stahilitv, by improving the aumlity of life of Arabs
living under occupation uncil a negotiaced sectlement can he
reached. The cangible henefits to the Arab pupulacion wi'l he
over time che ultimacte test of the prosram's suc.ess or

failure. Our judgment is that the prugram warrants support and

of fers prouspective gains for 1J.S, fureign policy interestcs.

The West 3ank/Gaza Plan which is now encering che implemenration
phase calls for an amhitious level of investment in basic

mmicipal infrasctruccure and producrion over a Five vear ~eriod
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(1986-1990). Given Jurdan's economic situation in recenc vears,
the GOJ clearly is not in a position to fullv fund che
investments contemplated in the Plan, Therefure, active
internatiunal support will be needed in funding a wide range of
small scale prujects in health, educacion, water, electricicy,
roads and sovcial develupment, The 1.S. intends to play a
supportive role as a leading donor in this wurchwhile effort,
The successful implementation of the program vill alsu require
acrive local support and cluse cocrdination among Jordanian
Javelopment institutions,  The program faces furmidahle
ubsracles thar will reaiire patience and persistence by bouth
Jurdanians and “West Bankers/Gazans alike tu carry out projects
under difficulc adminisctrative and political condicions. Given
the nnusual circumstances, the implementation methuds and

procedures used under the prugram will be indirect.
Clearly, the attainment of development uhjectives vutlined in
the West Bank/Gaza Plan will depend heavily on both local and

international support.

C. .S, Suppurt and Currert Fceoneomic Pruspects

In FY 1985 Jourdan received a 11S $250.0 million supplemental
apprupriation tu be ohligated over a three vear periuvd. This
supplemental was additional to an approximatelv twenty million
dollar a year development program. The supplemental pruvided
resuiirces to help address balance of payments constraints and
improve the coimtry's infrastructural hase. Accordingly, a US
$160 million Commodicy Import Proaram (CIP) was established and
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US $55 million was commicced for school and road conscructiun,
The remainder wias used co promote nrivace seccor development and
enconrage greacat market competiciveness.  The supplemencal is
nov in tes final vear and all indications point tu successtnl
uctilizacion of U.S. resources provided (o Jurdan, The trade
daficic has been reduced, infrascructure projects are on
schedule, and productivicy enhancement pruiects are entering che
implemencacion phase,  However, despite sone pronress che
economy remains wvirlnerable in a number of imporcanct areas,
Economic eroveh continiies to lag behind exreccacions and
nnemploviment continues to gruw,  The situacion, while scill
manazeable | chreacens co nndernine Jordan's stabilicv and
therrhy rednce ics abilicy to exercise a moderacing influence in
the region.  Pemographic pressures wichin Jordan require
relacively high races of econumic srowth in order co maincain
current living standards,  Wich a high populacion growech race of
3.7 percenc, the econumy needs to grow at a similar rate jusc to
maincain current per capica income. Moreover, che dvnamics of a
high pupulacion growch race over time has changed che population
age struccure, such thac the aruwth of che lahor furce exceeds
that of che vverall pupulacion. It is estimated char che
domescic labor force will grow hv sume six percent a vear,
implying cthe need tu creace approximacely 30,000 new johs
anmally just to avoid increasing the currenc number of
unemployed, At presenc, unemployment scands at roughly ten
percent of the labur furce and, to a degree difficult to

furecase, mav soun be greacly exacerhated by Jurdanian workers
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rerurning frum the Gulf sctares. 1In 1985, there were some
340,000 Jordanians gainfully emploved in the oil producing Gnlf
states. This number is large relacive tu che size of the
domestic labor furce, estimated at roughly 510,000, TIn che
past, Jurdanians working ahroad served as an outlet for surplus
labor and, at the same time, represented an important source of
nacional incume in the furm of worker remittances contributing
appruximately one hilliun dollars a year., Since 1982, there has
heen a regional recession affecting the vil based econumnies of
the Gulf scaces, as well as the Jurdan economy which depends
indirectly un uil incume, Due to depressed empluyment pruspects
in the Gulf, job oupportunities to absurb new Jurdanian entrance
to the labor force are reduced. Hence the dumestic labur market
is experiencing excess supply relative to dewand forcing a
general rise in unemployvment. The situarion is cumpounded
further by Arab out-migration from che West Rank and Gaza
averaging some 15,000 annually vver e peric! 1967-1984, due to
depressed living conditions and limited economic prospacts in
the occupied territuries. In short, high underlying demographic
arowch combined with a loss of traditiunal employment vutlets
will place substantial nressure oun domestic employment now and

For fureseeable future,

Nevercheless, the human resource base in Jordan is the principal
nativnal resovurce. The challenge facing the Jurdan ecunomy in
the years ahead will b= to find new markets and areas of
comparative advantace, This will reaquire incentives and
programs tu bring about greater export diversificacion and a
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rescructuring of che service sector to maintain and angment
fureign income earnings, The impressive prugress made ovver the
last fifteen years in infrastructure improvements, including the
development of the nacional educational svstem, puincs to light
manufaccuring and "knowledge based' industries as areas of
potencial economic growth, The current A.I.D. program is
strnictured to encourage private sector development with a view
to stimulacing areater marketr compecitiveness and productive
employment oppotrtunities. The prugram has enganed the GOJ in
policy dialugue to help identify and remove pulicies which are
connrer-productive, thereby encouraging private sector led

JTrowtit,

D. Implications fur Develoupment

Despite cthe mure cunstrained external environment pused hy the
region-wide recession, the Jurdan Develupment Plan |986-1990
calls fur an average annual growch race of five percenc, linless
there is a successful transition, brought abouc hy cimely and
appropriate pulicy change, expectations embudied in the Plan may
well lead to disappointment and frustration, parcicularlv, if
economic growth races concinue to lag behind population growch,
Therefoure, the Jordanian develoupwent strateay must concinue to
focus un investment levels consistent wich acceptable rates of
growth, In successive Development Plans since 1975, cthere has
been an ambitious drive to expand basic social infrastructure
and promote new mineral based industrial enternrises. These
efforts involving che mobilizacion of substancial resolurces
resulced in a unprecedented level of public investment.

tovever, wich che completion of mijor infrascruceure projeces,



there is nu longer as great a need nor likelihoud of funding
large public investment prugrams. While recounizing that pruper
maintenance uf existing infrascructure and mudest expansion is
desirable and prudent, public investment is no lunger the engine
of ecunomic growth fur the ecunumy as a whole. The current GOJ
public investment program will of necessity be mure selective,

chuosing thuse investments which are complementary to (and

inducive of) private investnent. The previous pulicy of
substituting public investment for putential private investment
is no lunger viable. Four example, public investment in
parascacal enterprises in the prolucrive sectors has created
inefficient industries requiring varying ‘ezrees of
subsidization, Clearly, in a resource scarce environment, this
is no lunger affordable, Given currenct GO.J fiscal constraints,
this means greater reliance on private investment to create
productive empluyrent opportunities and bring about the
scruccural adjusunencs in the economy needed to support
accelerated growth, Obviously, the pulicy environment will have
tu he adjusted to create the required incentives and remove
artificial obstacles tu improved economic efficiency. In short,
a cunbinaction of timely policy adjustments along with
apprupriate changes in the "investment mix'' between public and
private sectors, could hring about the needed transition

adjustments to attain acceptahle growth,
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IT.

Summary of Econumic Consideracions

A. Recent Macroeconomic Trends,

The Jordanian economy with its limited arable land, water, and
resources is highly dependent upon external factors. This is
especially notable in Jordan's high dependency on impurts of
fooud, energy and many other icems related tu consumption and
production, In addicion, Jurdan's developrnent prublems are
exacerhated by a high birth race and large immigracion following
che Arab-Israeli and Tebanec~ conflicrs. MNounetheless, .Jordan
has suscaine? high levels of ecunomic growch generated by
remiccances from Jordanian wurkers in the Gulf and official Arab

donur aid.

However, as a t.2sult of che decline in oil earnings in the Guif
States since 1982 the Jurdanian ecunomy has performed slugzishlv
in che mid 1980's. Workers' remictances have leveled off, and
Arab donor assistance has declined. Additiunally, impurc demand
from Arab conncries, nsuallv more chan half of Jordan's exports,
has declined, The Iran/Irac war has contribuced to this

negative impact on Jordan's 2rowch and crade deficic.

As a resulc of these and uther factors, COP and GNP, in real
terms, have grown vnly 2.1 mrcent and 0.5 percent respectively
since 1983, considerably below GOJ tarpets and much less than
the gruwth rates during che 1975-82 period of 12.4 percent and

14,7 percenc, respectively, Unempluyment is also increasing



with Jordan's labor force growing by about 4 to 6 percent
annually and empluyment opportunities in the Gulf stagnating.
Especially aZfected by the general econunic decline has been the
private sector with an almost S0 percent decline in investment

since 1982.

The effect v Jordan's merchandise trade has been nutable,
Imports have fallen almust every year since 1982, and are
expected to he about 13 percent lower in 1986 than in 1985. The
decline, in nart, reflects the falling price of impurted oil,
but also inciudes significant declines in all other impurre
categuries except fuud. Especially significant have been the
reduced qua~ticies of capital goods imports. Imports uf
machinery a~d transport eglipment, for example, have fallen 47
percent between 1982 and 1985, Intermediate guods, except oil,

have onlv declined 6 percent over the same period.

Merchandise exports after falling dramatically in 1983 have
expanded consistently since then and were 38 percent higher in
1985 compared to 1982, In large part this reflects the
increasing nroduction of the phosphate industry which has
exparded in the last few years. ECxport figures for 1986 are
expected t. shuw a decline from 1985 because of the poor price
perfurmance fur phusphates. Alsu fruit, vegetable, and light
manufacturing exports, shipped tu neighboring Arab countries,
have fallen reflecting the contracting Gulf market and the
effects for the Trag-Iran war on Iraa, a major market (or

Jurdanian exports.



In spite of the narroving trade deficit of recent years, the
falling sources of remitriances and Arab aid have nut been able
to compensate for the still substantial level of impurts in
excess of expurts. One cunseaience of this is that Jordan has
had to horrow frum commercial markets; but mure importantly for
the country's development ubjectives, Jordan constrained by the
declining sources of foreign exchange has had to cut back un

impores,

Official Foreign exchange reserves {excluding claims on Iraq
originating from finance of Jordanian exports to that country)
now stand at $639 million, equivalent to two and a half months!
imports, substantially down from 1931's peak of $1279 million.
As mentioned above, Jorlan's debt service burden is increasing,
even withont taking account of Jordan's military and oil deht
which is not included in official sratistics. Jordan's debt
service rativ is expected tu rise frua a level of 7% of guouds
and services exports (including workers' remittances) in the
early 1980's to 12% over the next few years. Jordan's
traditional regional markets remain depressed as a result of the
concractionary effects of world vil price declines, but over the
next several years sume recovery in these markets is likely as
vil prices gradually rise. Chances for increasing Jordanian
sales in these markets or in developing new markets will depend
heavily on improving the productivity and competitive position
of Jordanian agriculture, manufac-uring, and services industry.
voreover, withont higher world prices for fertilizer, foreign
exchange earnings frum Jordan's mineral exports are likely to

rise ounly siuwly.



In respunse to the ctrends dascribed ahove, a number of
macro-price adjustments and policy changes have taken place.
For example, the adjustment in Jordan's labor market to the
rezional recession 1s placing downward pressure on wages which,
in tutn, will serve to make Jordanian industry more
competitive. As a result of continued lahor furce growth,
curcailment of employment opperuunities in the Gulf States, low
capacity usage in Jordanian industry and resulting pressure to
reduce costs, unemployment is rising with most infurned
observers estimating the unemployment rate at some 10%. Real
wage levels are, as a consequence, heing reduced. Also, Jordan
has also taken advantage of a depreciating dollar to mask a de
facto devaluation of the Jordanian dinar. While the value of
the dinar has been rising in dollar terms, reflecting the
depreciation of the dollar in comparison tu vther reserve
currencies, the Central Bank has recently kept the dinar soine
10% beluw the dollar ecuivatent of the official pegged rate of
JD 1 = SPR 2.5790. As a cons=2quence, Jordan's compecicive
position vis a vis Euroupean or Japanese supplieTs to Jordan's
tradirional Arab markets has improved considerably. Moreover,
the comparative advantage of domestic industry over imports has

been increased.

Evidence of a respunse to these changes in macro prices will nut
be apparent for some time. "rivate investment remains
depressed, but the Guvernment continues to voice strong support
Fur private sectur develupment, Further improvements in the
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pulicy environment for private sector development are still
required. Regulation of business, puorly administered
investment incentives, pussibly discriminatory policy in Favor
of large vs. small enterprise, fixed interest rates and other
financial market regulation, ill-advised government
interventions in agricultural marketing, and custly and
inefficient government services nsed by business all impede
private sector development and contribute to a mure negative
business climate than necessary. Increasing protectionism also
does little to encourage development of export industry. .The
continuing decline in real wage levels coupled with the modest
exchange rate adjustment are, however, a start in impreving the
cumpetitive pusition of Jordanian agriculture, manufacturing,

and services industries.

Recent Government Fxpenditure Trends

Following the wnset of the econumic depression in the Middle
East region caused hy the gradual slide in world vil prices
commencing in 1981, Jurdan slowed expenditure growth. Total
central guvernment expenditures declined frum §7.2% of GDP in
1980 to 48.6% of GDP in 1984, Capiral expenditures dropped
markedly, falling from 23.1% of GDP in 1980 to 16.3% in 1984,
The curtailmenc in expenditure growth was applied tu a broad
range of current expenditures as well, with total current
expenditures declining from 34.1% of GDP in 1980 to 31.9% in
1983 and rising to 32.4% in 1984, During this period, payments
fur salaries, wages and allowances, defense and securitv,
travel, rent, utilicties and furnicure expenditures all decreased

as a purtion of GDP.
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This periu! of contraction in guvernuent expendicures was
succeeded by two years uf expansionary government budgets.  As
total government axpendicures rose by 11.4% in 1985 and 23.3% in
1936, their share of GNP increased to 1.6% in 1985 and 62.1% in
1986. Capital expendicures swelled by 11.u% in 1985 and a
dramatic 56.1% in 1986. The prior contractionary trend in
current expenditures was also reversed, with current
expenditures rising to 34.4% of GDP in 1965 and 35.9% in 1986.
This increase, in part, resulted from the general pay raise
granted civil servants in 1985 which raised expenditures for
salaries, wages, and allowances by 14.4% in 1985 and 13.2% in
1086. Defense and security current expenditures alsu Tose.
puring this same time period, total debt service payments for
hoth internal and external public deht climbed noticeably from a

low of 3.0% of GDP in 1982 to 12.2% in 1986.

The government has evinced concern At the rapid pace of
expenditure growth in the past two years. The budget for 1987
provides for only a 1.6% increase i total expenditures: 2 2.4%
increase in capital expenditures and a 1.0% rise in current
expenditures. On the expenditure side, the government has
announced limitations on use of overtime and government financed
overseds travel. As a means to curb the volume of capital and
furnishings expenditures, povernment departments are nou

required to pay customs duties on items imported for their own

account,

1t should also be noted that subsidies have heen largely

eliminated, with subsidies eaiivalent to 0.5% of GDP
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in 1986 a- contrasted o 4.2% in 1981, Indeed, the practice of
maintaining prior prices for pertroleun produces and wheat,
sugar, meat and rice while world prices for these cummodities
have fallen dramatically has converted these past subsides to

substantial sopurces of government revenue,

While actual revenue collections and expenditure levels have
frequently varied markedly from budget targets, performance in
1986 was sumewhat better in that current expenditures exceeded
authurized bhudget levels by unly 2.7% as contrasted to 11.1% in
1985 and 7.2% in 1984. This tmprovement offers hope that,
current expenditure levels will remain close to the hudget
target. For capital expenditures, hudgets have usually been
optimistic., Typically, capital prujects have heen deferred as
budget support and development financing fell behind
projections. This was not the case in 1986 when capital
expenditures exceeded budget levels hy 18%. Gijven usual
practice, however, it is likely that tighter expenditure control
will be exercised this year over capital projects so that
expenditure levels remain closer to targets and financing
availabilities. In sum, after two years of expansionary
budgets, some levelling off and control of expenditure growth is

now likely.

C. Recent Government Revenue Trends

The cuntraction both in the economy and in government
expenditures that started in 1981 was accompanied by an
improvement in domestic revenue collections, DNumestic revenues
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climbed from 23.0% of GDP in 1680 to 28.1% in 1983, then falling
slightly to 27.5% in 1984, On the other hand, budget support in
the form of grancs froum Baghdad Pact signacories and other
donors declined dramatically from 21.3% of GDP in 1980 to 13.8%
in 1983 and 7.1% in 1984, This drop in grant aid receipts
compelled the rise in domestic revenues and contraction in
expenditures. With constraint in current expenditure growth and
rising domestic revenues, dumestic revenue collections covered
an increasing portion of current guvernment expenditures, tising

from 67.3% in 1980 to 88.2% in 1983 and 85.1% in 1984.

In the wo years (1985-1986) of expansionary fiscal policy,
domestic revenue collections first fell from 27.5% of GDP in
1984 to 27.0% in 1985 then ruse to 32.1% in 1986. This latter
rise was made pussible by keeping prices of government
concrulled petruleum and fuud prices at prior levels while world
prices declined. As a result, miscellaneous receipts, which
includes the prufits made on these transactiuns, climbed from
2.6% of GDP in 1985 tu 8.0% of GDP in 1986. In uther areas,
lagging growth resulted in a 15% drop in income tax cullections,
slow growth in custums and excise collections, up vnly 2.4% in
1986, and a 2% fall in prouperty and other taxes. Retween 1979
and 1983, aranc budget suppurt remained relatively stable
declining by unly 6% from JD 210.3 million in 1979 to JD 197.0
million in 1983. It then dropped precipitously to JD 106
million in 1984, recovered to JD 187.8 million in 1985, and fell
again to JD 143.7 million in 1986, (Note that total receipts of
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Arab grant aid exceed that for budget support; the residual is
largely applied to military capital expenditures and debt

service which are excluded from the Central Guvernment hudget.)

The budget fur 1987 prujects a 13.3% increase in domestic
revenue collections to be raised principally by a recovery in
income tax collections, higher customs receipts, larger fee and
license cullections, and continued growth in the miscellanevus
receipts category. Grant budget support is forecast at m 208
million, of which JD 183 million is forecast from Arab donors,
the same amount as projected in prior year hudgets. 1.S. CIP
cuunterpart generations cumprise the remaining JD 25 million.
Given past collectiun performance, the 1987 budget 1is optimistic
on the revenue side. The wutlook For the ecovnomy in 1987 is for
little change; impurts are likely to cuntinue tu contract,
implying that without a cunsiderable change in the tariff
structure, customs cullections are unlikely to increase
substantiatly. Equally, caxable salaries and profits are

unlikely to recuver substantially in 1987.

Studies hy the World Bank and by a USAID/Jordan sponsored tax
team from Syracuse University have councluded that the
medium-term prospect for improved domestic revenue collection is
puor given the current tax structure. For the period 1981-84,
the World Bank study calculated Jordan's overall tax buoyancy at
0.99 which is on the low side. While low buvyancy could be
partly explained hy the impurtance of customs duties in total
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taxes and declining impourts, the buvyancy fur direct taxes was

alsu very low at 0.83. The World Bank found Jordan's tax effort
tu be low by internaciovnal standards and the tax scriucture tu be
characterized by a limited income tax base, generuus exemptions,
and excessive dependence un indirect taxarion consisting mainly

of narrow-based import and consumption taxes.

D. Recent Trends in Government Neficits and Their Financing.

As goverrnment expenditure growth was curtailed and domestic
revenues increased in the vears 1981-1983, cthe government
deficit "tefined tu include budget supporct grant aid but exclude
develupment lvan and technical assistance financing fur which
reliably cunsistent da:za are lacking) was reduced frum 13.0% of
GDP in 1¢80 tu 7.4% in 1983. The precipitous drop in grant
budget support in 1984 led to an increase in the budget deficit
tu 13.6% of GDP in 1984. In 1985, the recuvery in grant aid
more than offset declines in domestic revenue collections and
increases in expenditures so that the deficic was reduced to
10.7% of GDP. 1In 1986, while dumestic revenues increased,
budget support fell and expenditures ruse rapidly; as a resulr
che deficit stuod ac 19.4% of GDP, a level of deficit spending
that could not be maintained for verv lung withouut placing

pressiara on prices and the exchange rate.

Guvernment deficits have heen financed through (1) develupmznc
loans and technical assistance grants to Jordan, (2) recourse to
intarnational capital markets, and (3) domestic borrowing from
the public, commercial banks, and central bank. Monetary data
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which depicc che financing uf the governmenc deficit can divervge
subscancially from deficic figures Jderived fror fFiscal data, in
part, hecause, uncil 1985, governnent expenditure and some
revenile accounts were kept on an accrual racher chan cash

basis. Despite chese discrepancies, the compusition of
financing from various sources can be discerned.  Wich the
exception of 1982, foreign burruwings have finznced ovver
three-cuarcers of the deficics since 1977, The data for 1986
are, huwever, misleading, Bridge financing of 3150 aillion {rom’
the Arab bank was used o retire oucstanding ircreases in
CAncral Bank advances cu the governmenc of JD I5 millivn at the
end of 1986. Ac the bhepinning of 1987, as shu-n in the
scatistics for January, Cencral Bank advances tu the Government
climbed bv JD 60 million, implying that che hrulge financing was
unly vear-end window dressing and chat essentizllv domescic
financina accounted for some 30% of rotal deficic financing, not

9% as shown in the vear-end figures,

With debt servicing absorbing an increasing share of revenues
and concessional sources of external loan finance becoming
tighcer, Jurdan's ability to borrow abroad to finance deficics
is hecuming moure limiced, Greacer recourse tu domestic
financing through borrowing from the Central Tank can, over the
medium cerm, only lead to inflation and, mure likely, pressures
on the exchange rate, While the government is eiving thought to
developnent of a government bond market, proeress in this area
is slow. In sum, Jurdan's fiscal c¢risis is ‘2epening, as the
costs of past ami current foreign financing become due and as

foreign borrowing hecomes more difficule ro sequre,



E. The Five Year Plan and Medium-term Fiscal Pruspects.

Jordan's Five Year Plan for 1986-1990 calls fur a five year
investment of JD 3.1 billion (svme $9 hilliun), 48% to be
undertaken by the private and mixed sector and 52% hy the public
sector. In addition, the Plan forecasts a need for an
additional JD 0.9 billion to huild up foreign exchange reserves
and meet external debt service obligations. In toutal, cencral
government capital expenditures over the plan period are
prujected at J0 2.1 billion, comprising JD 0.9 bhillion for
investment prujects, JD 0.6 billion for external and internal
deht pavments, and JD 0.5 hillion for re-lending to public

authurities and other entities.

At the same time, the Plan prujects a curtailment in growth in
current government expenditures to an average annual rate of 6%,
while domestic revenues are tov increase by an average of 11%
yearly so that dumestic revenue completely cuvers current
expenditures. (Note in 1986 this vhjective was already
achieved.) Capital expenditures would then he largely covered
hy foreign budget support, projected at JD 250 mitlion annually
from 1987 on, by JD 0.8 billiun in external burrowing, and by JD

0.2 hillion in domestic borrowing.

thile a surplus in domestic revenues over current expenditures
was already achieved in 1986, pruspects for continuation of
increases in government domestic revemues, and hence for the
financing of prujected investments, and deht are clouded. An
AID-financed tax team from Svracuse iniversity, in preparing a

- 19 -



preliminary assessment of Jordan's cax svscen, reveloned several
scenarios for growth in revenue and expendicture, based on pasc
performance and che then preliminary Five Year Plan expendicure
targecs. Assuming a revenue buovyancy of 1,08 or chac actained
in the 1981-1985 period, 4.1% annual inflacion and a 3.2% annual
GDP growch rate, the tax team found that domestic revenues would
cuver onlv 85% of currenct expendicures. Since that analysis was
prepared, the Plan cargets were revised downwards in tems of
hoth expendicure and domescic revenue growch., Nunetheless, the

lack of huoyancy in Jurdan's cax system remains.

Jordan's willingness tu raise raxes substantially during the
current recession is limiced; the best thact mighct be hoped for
is a revenue neutral cax refourm package, which vver the
longer-cerm might ¢reate a more huoyanct tax system. In short,
rises in dumestic revenue cullectiuns are limited hv
continuacion of low ecunomic growth rates coupled with puor
huuyancy in the tax svstem. Future increases in grant bhudget
support are unlikely. The Baehdad Pact commitments expira2 in
1988, and while Arab donors are likely to continue hudget
suppurt tu Jordan, new commictments are unlikely to bhe at higher
tevels than the orizinal Bachdad Pact. Tighter development
assistance budgets in donor councries and compecing demands from
Africa and other regiuns on the resources of multilateral
financinl instictucions make the prouspects for higher inflows of
concessivnal develupment luans dim, Higher debt service and

puur export performance alsu raise the costs of fureign



commercial bourruwing., Emerging ltarge sized-deficits in 1985 and
1986 tugether with rapidly rising deht service also make
expenditure contrul all the more paramount. On che uther hand,
the new government commitment to JD 10 million in development
expenditures fur the West Bank/Gaza is in addition tou the
amhitious planned capital budget programmed in the Five Year
Plan. 1In sum, Jordan is likely to experience a growing fiscal
gap, and a cash cransfer designed to underwrite development
expendicures and Jordan's development program for the West PRank

and Gaza is fully warranced un the basis of fiscal need.



ITI.

Implenencation Prucedures and Mechanisms

The purpuse of the cash cransfer of $14.0 million is co assisc
Jurdan in addressing both ics balance-of -pavments and fiscal
constraines. Accordingly, the cash transfer Jdollar resuurces
will be made available to the private sector for eligible
impurcs while the eaqiivalent in local currency will he nsed to
fund develoupmenc prujects nnder Jordan's Program for Fconomic
andd Social Nevelopmenc in che Occupied Territories, The
procedures onclined beluw are consiscent vich recent
Congressional requiramencs thar boch dullars and generated local
currency he adequatelvy monitored to ensure appropriate use nnder

the program,

A. Dullar and Local Currency Special Accounts

When che condicions specified in che Granc Agreement, Article
1T, have been wmet, che 1J.S. Treasury will transfer the full
dullar amount of che grant to a Grancee account in a L3, Bank
escahblished specifically to receive U.S. dollars from this cash
transfer, The Grancee will cthen create two parallel separate
accounts wicthin the Central Bank of Jordan: a special dollar
account funded by the cash transfer to receive the dollar
depusics unly from the cash transfer, and a second special local
currency account funded by local currency generations. The

accounts will he maintained separacely and the dinar account



will be in the name of che Ministry of Finance. Funds in chis
snecial accotme will be Jdrawn down in an amuunt equivalent to
executed letcer of credits (L/Cs) for US impores. The Central
Bank of Jordan will submit L/Cs ru AID for ics review and
approval. The dinar equivalent of the dollar drawdowns will he
depusiced in the dinar accounc. Thus, the drawdowns from the
dollar account against approved lecters of credic will resulrt in
eqlivalent deposits in cthe dinar account. The exchanpe rate to
he used in converting dollar drawdowns to equivalent depusits in
dinars will be che highest exchange race lepally availabhle on
the dace U.S. dollar granc funds are depousited in che Grancee
account with a U.S. bank. The dollars will be made available tu
the Jordanian private sector through the Central Bank of Jurdan
to comtercial banks, in accordance with Cencral Bank foreign
currencv procedures, The dollars will be used for imports which
are not currently funded under che 15,S, Commudity Import
Prugram. The ohjective is to establish a system to monitor the
cash transfer account in accordance wicth AID policy and
regulations not to estahlish a Commodity Impourt Program.
Eligible imports are defined as all U.S. source and origin
imports destined for Jordan and excludes police and military
ecuinment, aburtion devices, and any other items harmful co
public health and the envirovnment. If after three months, a

balance still remains in the dollar account, AID Geographic code
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935 (Special Free World) imports and corrasponding lecrers of
credic may he used to convert remaining dollars in the special

account.,

The commercial banks will presenc copies of letters of credic
detailing dollars used to the Central Bank which will maintain
records for reporting purpuses. The Central Bank uf Jordan will

report on the funding status of both acconnts to USAID/Jordan.

8. Program Suppourt fur cthe West Bank and Gaza

As described above, dinars received for dollars will he
depusited in a separate Central Bank local currency account in
the name of the Ministry of Finance. Wichdrawals from this
dinar accounc will be used for developmental purpuses, as
mucually agreed upon by the GOJ and AID. Funds will he used
only for the West Bank and Gaza, either for specific prujeccs or
as set asides for special program activicies, e.g. pulicy
studies, credic mechanisms, as micually agreed upoun between che
GOJ and AID. In general, it is anticipated that the bulk of
funding will suppurt improvements in municipal infrastructure
and services. linder current procedures, the reaiests for
assistance vriginate wich Arab residents in che West Bank and
Gaza, eicher through civic/charicable groups or minicipal level
government. The project propusals are vetted through local
regional development committees and later forwarded to the

Ministry of Occupied Territories Affairs (MOTA) for technical
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and financial review. Acceptable prupusals are then ranked in
accordance with G0J develupment privrities and submitted to a
Ministrial level commictee for funding approval. The GOJ
approved list of projects 1is subseaquently reviewed by AID fur
USG funding eligibility hased on agreed criteria. Next, the GOJ
will desinonate specific projects from the eligible sub-list for
USG suppurt. These prujects are recommended to a four member
committee for project funding from the special dinar account,
The commictee will be comprised of a representative from the
“inistries of Finance, Occnpied Territories, Planning anl the
Agency for International NDevelopment. Hinisters, oT their
appuinted representatives, will represent the Vinistries and AID
will be represented by the tMission Directur or his designee.
This committee will meet regularly (at least quarterly or as
needed) tou review and approve acrivities eligible for financing
from the account. Drawdowns from this dinar account will be
hased sulely un activities approved by the committee, Quarterly
accounting will be provided to the comnitcee members hy the
Central Bank and the Ministry of Finance to support the

drawdowns from this special dinar account.

C. FEvaluation and Audit

During the life-of-program, there will he quarterly bhilateral

reviews to evaluate program progress and discuss topics of
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mitual concern. The evaluation of specilic prujects and
activicies, funded under the program, will he conducted un a
selective basis, as needed. The responsivility for overall
program auditc, as well as the audit of specific projects and
activities rests with the Government of Jordan. In addition,
A.1.D. reserves audit rights for that portiun of the program
directly related to USG funded activities. All arrangements for
evaluaciun and audit will be coumnmunicated through separace side

letcers and agreements,
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GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

FY 1987 Continuing Resolution Sec. 523: By normal agency
FAA Sec. 634A. Describe how '

: : A procedures
authorization and appropriations
committees of Senate and House have

been or will be notified concerning
the project.

FAA Sec. 611(a)(2). 1If further .-
legislative action is required within 1O
recipient country, what is basis for

reasonable expectation that such action

will be completed in time to permit

orderly accoaplishment of purpose of the
assistance?

FAA Sec. 209. 1Is assistance more
efficiently and effectively provided
through regional or multilateral
organizations? If so, why is assistance
not so provided? 1Information and
conclusions on whether assistance will
encourage developing countries to

cooperate in regional developnment
programs.

150



l0.

FAA Sec. 601(a). Information and
conclusions on whether assistance will

Yes (a)
encourage efforts of the country to: (b)
(a) increase the flow of iqternational (c)
trade: (b) foster private initiative and (d)
competition:; (c) encourage development (e)

and use of cooperatives, credit unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture, and commerce; and
(f) strengthen free labor unions.

FAA Sec. 601(b). 1Information and

conclusions on how assistance will

encourage U.S, private trade and Yes
investment abroad and encourage private

U.S. participation in foreign assistance

programs (including use of private trade

channels and the services of U.S. private
entecprise),

FAA Secs. 612(b), 636(h); FY 1987

Continuing Resolution Secs. 507, 509.

Describe steps taken to assure that, to /A
the maximum extent possible, foreign

currencies owned by the U.S. are utilized

in lieu of dollars to meet the cost of

contractual and other services.

FAA Sec. 612(d). Does the U.S. own , .
excess foreign curcency of the country lio

and, if so, what arcangements have been
made for its release?

FAA Sec. 601(e). Will the assistance
utilize competitive selection procedures
for the awarding of contracts, except

where applicable procurement rules allow
otherwise?

N/D

FAA 121(d). 1If assistance is being
furnished under the Sahel Development
Program, has a determination been made
that the host government has an adequate
system for accounting for and controlling
receipt and expenditure of A.I1.D. funds?

/A

FY 1987 Continuing Resolution Sec. 532
Is disbursement of the assistance

conditioned solely on the basis of the
policies of any multilateral institution?

N/A



B.
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FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

Nonproject Criteria fort Economic Support
Fund

a. FAA Sec. 52V(a). Will this
assistance promote economic and political
stability? To the maximum extent
feasible, is this assistance consistent
with the policy directions, Purposes. and
programs of Part 1 of the FAA?

b. FAA Sec. 531(e). Will assistance
under this chapter be used for military
or paramilitary activities?

c. FAA Sec. 531(d). Will ESF funds made
available for commodity import programs
or other program assistance be used to
generate local currencies? If so, will
at least 50 percent of such local
currencies be available to support
activities consistent with the objectives
of FAA sections 103 through 1067

d. ISDCA of 1985 Sec. 205, Will ESF
funds made available for commcdity
import programs pe used for the purchase
of agricultural commodities of United

States-origin? _If so, what percentage of
the funds will be so used?

e. 1SDCA of 1985 Sec. 801. 1f ESF funds
will be used to finance imports by an
African country (under a commodity import
program or sector program), ++ill the
agreement require that those imports be
used to meet long-term development needs
in those countries in accordance with the
following criteria?

(i) spare parts and other imports
shall be allocited on the basis of
evaluations, by A.I1.D., of the
ability of likely recipients to use
such spare parts and imports in a
maximally productive, employment
generating, and cost-effective way:

Yes

/A

/A

/A

A
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(ii) 1imports shall be coordinated
with investments in accordance With
the recipient country's plans for
promoting economic developmgnt.
A.I1.D. shall assess such plans to
determine whether they will
effectively promote economic
development;

(iii) emphasis shall be placed on
imports for agricultural activities
which will expand agricultural
production, particularly activities
which expand production for export or
production to reduce reliance on

imported agricultural products;

(iv) emphasis shall also be placed
on a distribution of imports having a
broad development impact in terms of
economic sectors and geographic

regions;

(v) 1in order to maximize the
likelihood that the imports financed
by the United States under the ESF
chapter are in addition to imports
which would otherwise occur,
consideration shall be given to
historical patterns of foreign
exchange uses;

(vi)(A) 75 percent of the foreign
currencies generated by the sale of
such imports by the government of the
country shall be deposited in a
special account established by that
government and, except as provided 1in
subparagraph (B), shall be available
only for use in accordance with the
agreement for economic development
activities which are consistent with
the policy directions of section 102
of the FAA and which are the types of
activities for which assistance may
be provided under sections 103
through 106 of the FAA;



{B) Xhe agreenent “shall -xequire, that
‘The qoveznnent of«the countzy-nake-.

Lovernaent: Tguch portion of ‘the amount
xdaposited -in‘the -speclal-;account as . :

may be_ deternined _by the President 1o

‘be * necesaary for tequizelents ot ;the
—Un1Ced States-Goveznnant e B

B .\‘
m‘:::—-"r'*-w..;?‘\" - ": -.n* e K 3L A _~‘39‘-'=¥

£ T I5DCA BF 1985 Sec. (207, VT —251'-3 K

‘funds be msed to.finance.rthe ronstrnction

of _or.the':operation or maintenance.of,

or the-supplyinq’of ~fuel .for, »a ";ex*.x
nuclear facility? “71f 50, hagthe s
President'tertitied-that'such country %
‘{1) “is :a*party to the Treaty on‘'the :o 2
‘Non-Proliferation of Nuclear Weapons or
the Treaty for -the Prohibition of Nuclear
Weapons i+ .atin American (the “Treaty of
Tlatelolco®), "(2) cooperates fully

with the IAEBA, and (3) pursues
nonproliferation policies consistent with
those of the United States?

g. FPAA Sec. 609. If commodities are to
be granted so that sale proceeds will
accrue to the recipient country, have
Special Account (counterpart)
arrangements been made?

h. PY 1987 Continuing Resolution. If
assistance is in the fsozm of a cash
transfer to any country which receives in
excess of a total of $5 million as cash
transfer assistance in the current fiscal
yvear: (a) are all such cash payments to
be maintained by the country in a
separate account and not to be commingled
with any other funds? (b) will all
local currences that may be generated
with funds provided as a cash transfer
to such a country also be deposited in a
special account to be used in accordance
with FAA Section 609 (which requires such
local currencies to be made available to
the U.S. governnent as the U.S,
determines necessary for the requirements
of the U.S. Goveranment, and which
requires the remainder to be used for
programs agreed to by the U.S. Government
to carry out the purposes for which new
funds authorized by the FAA would
themselves be available)?

avallable'Xoixhe nited :states sl

s

/A

N/A

a. Yes
b. Yes



