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THE SMALL FIRM LOAN GUARANTEE SCHEME IN
JORDAN: AN EMPIRICAL INVESTIGATION

MAHER HASAN AL-MAHROUQ

ABSTRACT

In Jordan around 98 percent of manufacturing and service sector firms are small and
medium-sized enterprises (SMEs), while around 80 percent of the Jordanian labour force is
employed by SMEs. However, SMEs face considerable difficulties in obtaining sufficient
funds, especially from external sources such as commercial banks. This has been recognized
In Jordan by the establishment of a loan guarantee scheme in 1994. However, neither this nor
any other similar scheme introduced by a developing country has been fully evaluated to
establish 1ts impact and success. The purpose is to evaluate the effects of the Jordanian loan
guarantee scheme to establish its role in improving the supply of funds to SMEs, and to
suggest policies and procedures for the improvement of the scheme.

The methodology for the study is based upon an interview questionnaire survey of
142 Jordanian firms receiving loans from the commercial banks backed by a guarantee. It
covers firms in different types of business (manufacture, services, retail and agriculture) and
in different locations (Amman, Zarqa, Irbid, Balqa and Aqaba). The study also utilizes
interviews with the credit managers of commercial banks participating in the loan guarantee
scheme. The thesis 1s organized around nine chapters including on the Jordanian economy,
SMEs 1n Jordan, a literature review of loan guarantee schemes and the qualitative and

quantitative results of the surveys.

The main findings are that younger borrowers and newer SME firms are more able to
receive commercial bank funding under the scheme than they would otherwise obtain. The
scheme also helps firms with uncertain profitability and projects that are traditionally viewed
as ‘low quality’ (e.g. low level of education or female entrepreneurs) to obtain extra finance.

These projects have low default rates and do not have high failure rates suggesting a
substantial market failure. However, the study finds that the commercial banks tend to use

the scheme as an additional source of security in their lending, and do not necessarily lend to
riskier projects, as they require similar levels of collateral. Further, the study draws attention
to the management of the scheme, so that 1t needs to be better marketed to the target group

and there needs to be better monitoring and follow-up of projects. Lessons could also be
learnt from other guarantee schemes, such as in the UK, including the introduction of a

premium charge for firms.



CHAPTER 1

INTRODUCTION

1.1 Motivation for the Study

Virtually all countries, at whatever stage of economic development, recognise the

importance of small and medium-sized enterprises (SMEs), and the need to support their
development. The importance of small and medium-sized enterprises can be observed 1n their

share of employment and output, as well as the number of firms. Small and medium-sized

firms are a very important component of national economies all over the world.

In Jordan around 98 percent of manufacturing and service sector firms are small and

medium-sized enterprises (SMEs), and nearly all of the retail and agriculture sectors are

small and medium-sized enterprises. Further, around 80 percent of the total Jordanian labour

force 1s employed by SMEs and around one third of the total output is produced by these
firms. However, the development of SMEs in Jordan, as elsewhere, is hampered by a variety
of problems. The problems may differ from one region to another and from sector to sector,

but there are certain problems that are common to all SMEs. One of the most important of
these is finance. This can be observed in the firms’ need for funds to start-up and to grow,
while the commercial banks, as a main source of finance, are reluctant to provide loans to

small firms. This is because these firms are often unable to pledge enough collateral, and

sometimes their newness translates into ‘bank speak’ as an insufficient track record.

Thus, small and medium-sized enterprises, especially in developing countries, find 1t

difficult to start-up and grow b ecause o f 1nsufficient b ank c redit. T he small and medium-
sized enterprises are seen as more risky than larger firms, because of the high level of
uncertainty surrounding them, and because of their much higher rates of failure. Banks prefer

to deal with larger firms, due to the existing links with them, and because large firms often



Introduction 2

have a good track record and adequate documentation, in contrast to SMEs. However, small
business owners are likely to know significantly more about their firms than any outsider,
including the commercial banks, but this lack of information makes the small firm’s mission
to borrow from the b anks difficult, e ven though they may have sound and c ommercially-
viable projects. This asymmetric information in the credit market makes the commercial
banks’ mission to distinguish between good and bad borrowers difficult, and it is a cause of
both adverse selection (hidden-borrower type) and moral hazard (hidden-borrower effort)
problems, and ultimately market failure. Collateral is considered to be the main way to solve
this problem, because the borrower bears a penalty from loan default in addition to losing the
project. However, as we have argued, SMEs do not have enough collateral to pledge in order

to acquire the funds that they need from the commercial banks.

As an attempt to overcome this problem in the credit market, governments have
established commercial loan guarantee scheme for SMEs. To this end, the Jordan Loan
Guarantee Corporation (JLGC) was established in 1994 to offer loan guarantees to SMEs.
The objective of the Jordanian Loan Guarantee Scheme (LGS) is to overcome the
“difficulties encountered by owners of productive projects, including their inability to
provide adequate conventional collateral to acquire the required financing from commercial
banks to start or expand their feasible projects” (JLGC, 1994). The Corporation offers
guarantees to commercial banks participating in the Loan Guarantee Scheme to encourage
them to extend the required credit to the owners of target SME projects, as long as the
individual loan guaranteed by the Corporation does not exceed 100,000 Jordanian Dinar

(J.D) or about £ 100,000, and the number of workers in the project does not exceed 50

employees.

The purpose of the guarantees provided by the JLGC is to help entrepreneurs of target
SMEs (ie. new firms, firms in rural areas, younger borrowers, female borrowers and so on)
acquire sufficient finance from commercial banks for setting up or expanding their income-
generating small and medium-scale enterprises. This is provided to feasible projects, which
do not have sufficient traditional collateral to acquire such finance. The importance of SMEs
to Jordan follows from their role in national economic and social objectives, such as
promoting real and productive investment, which boosts production capabilities. The Jordan

[.oan Guarantee Corporation 1s the first venture of its kind in Jordan to guarantee bank loans
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for entrepreneurs based on economic feasibility and cash-flow assessment rather than the
traditional collateral. Further, it is the only private initiative for supporting SMEs in Jordan.
Since 1ts inception, the JLGC gives most importance to the coverage of risks associated with
loans extended by commercial banks to small and medium scale projects in Jordan, whether
these projects are in manufacturing, retail, a griculture or services or in projects related to
handcrafts or the professionals. In total, about J.D 70 million in loans to SMEs have so far
been guaranteed under the scheme, but surprisingly there has been no independent evaluation

of this scheme.

1.2  Objectives of this Study

The primary objective of this study is to investigate the effects of the Jordanian Loan
Guarantee Scheme to establish its role in improving the supply of funds to small and
medium-sized enterprises in Jordan. The thesis aims to measure the scheme’s ‘additionality’
and 1ts economic impacts, and to recommend policies and procedures for improvements. The
study has a number of other objectives. These are to investigate the impact of the loan
guarantee scheme on the commercial banks willingness to provide loans to small and
medium enterprises, and on encouraging entrepreneurs to take-up loans from the banks. It
also seeks to examine the impact of the scheme on encouraging the commercial banks to base
their credit decisions on a project’s feasibility and cash flow rather than conventional
collateral. As such, an important issue is whether it encourages entrepreneurs to use business

plans and other documents to prove their project’s potential to grow, survive and to repay the

bank’s money on time.

The Jordan Loan Guarantee Scheme was established in 1994, and our period of study
is 1994-99. One of aims of this study is to measure the scheme’s ‘additionality’ and the
economic effects of projects that were funded by the guaranteed loans. As mentioned in the
literature, both additionality and the economic effects generated by a project need at least
eighteen months to become measurable (NERA, 1990). This study focused on guarantees
made in the main five governorates of Jordan: Amman, Irbid, Zarqa, Balga and Agaba. The
choice of these governorates was based on to them having the majority of economic activity

and around 80 percent of the population. The governorates also have more than 90 percent of
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the total firms that received guaranteed loans during the study period 1994-99. The
methodology for the study is an interviewee questionnaire survey of firms receiving loans
guaranteed under the scheme. The study also utilizes interviews with a small number of
commercial banks participating in the loan guarantee scheme. The data collected from the
firm survey are analysed in two main ways. The first is a qualitative analysis, and the other

concentrates on a quantitative analysis using regression techniques.

In the field of loan guarantee scheme evaluation in Jordan, this study must be
considered as a pioneering research. It might also be considered to be pioneering in most
other low income countries, as Vogel and Adams (1997) report that they are “unable to find
any e valuation of loan guarantee programs in low-income c ountries” (p, 26). Also Cressy
(2000) reports that “despite widespread use of LGS [loan guarantee schemes], only a few
attempts have been made to evaluate the contribution of these schemes, especially in Europe”™
(p, 251). As such, this 1s the first evaluation of loan guarantees in developing countries, and
an important contribution to the literature. The main finding of the study i1s that the 1 oan
guarantee scheme has had a relatively poor effect, and that the banks lending practices have
been little changed. H owever, the scheme 1s more successful 1n encouraging the banks to
adopt the appropriate credit policy in the case of some target groups of firm and borrower.

The study offers a number of recommendations for improving the operation of the scheme.

1.3 Organisation of the Thesis

The main body of the thesis is organised into seven chapters, plus a concluding
chapter. In the next chapter, a general overview of the geography of Jordan, 1ts economic
background and socio-economic characteristics is provided. The chapter looks at the labour
market and trade and investment in the Jordanian economy. It gives a brief explanation of the
sectoral composition of the economy, focusing on the pertod 1994-1999. Chapter Three 1s
sub-divided into four main parts. The first part discusses the definition of small and medium-
sized enterprises in Jordan, but looks at this definition in the UK, the European Union and
elsewhere in the world. In the second part, the role of SMEs in Jordan 1s reviewed, including
the number of SMEs, their employment level, their output and productivity and their value

added. The third part looks at the problems facing SMEs, as outlined in the literature, and
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particularly the problems specific to Jordan. Finally, the chapter presents the main features of
SME finance in Jordan, such as different sources of finance, obstacles to financing SMEs,

collateral requirements from commercial banks and the ‘finance gap’ in Jordan.

In Chapter Four a survey of the loan guarantee scheme literature is undertaken. This
1s organised 1n to three main parts. The first part examines asymmetric information as a
reason for credit market failure, which could be potentially be corrected by firms pledging
conventional collateral to the commercial banks. However, 1t i1s argued that this is a problem
for small firms. In the second part the rationale for the loan guarantee scheme as an
alternative or substitute for collateral i1s examined. Finally, the last part of this chapter
considers the empirical evidence on loan guarantee schemes, including the evaluation
experiences of the UK and the USA. Chapter Five explores the Jordanian experience of the

loan guarantee field. Attention focuses on the early loan guarantee programme that existed in

Jordan for two years 1n the early 1990s. The rest of the chapter concentrates on the Jordanian
Loan Guarantee Scheme (LGS) run by the Jordan Loan Guarantee Corporation (JLGC) since

1994. It describes the nature of the loan guarantee scheme and its scale.

The methodology for this study 1s set out in Chapter Six. In order to support the
chosen methodology, a review of previous approaches that have been taken by similar
evaluative studies is provided. The methodology involves a large-scale interviewee survey of
loan guarantee recipients, and a small number of interviews with p articipating b anks, and
these are described in some detail. In the subsequent two chapters, the analysis 1s undertaken
of the data gathered from the survey of loan recipients. This commences in Chapter Seven
with a qualitative analysis of the data, which presents data on the demographic nature of the
interviewees and the characteristics of the sample firms. It also considers the start-up of the
firm, the firms’ history with the commercial banks, the take-up of JLGC support and the
financial and economic effects of projects that were supported by a guaranteed loan. This
chapter reviews the qualitative feedback from firms on the loan guarantee scheme. The last
part of this chapter discussed the commercial banks’ view on the scheme. Chapter Eight
presents the quantitative analysis of the firm survey results. It discusses the variables that are

used and the nature of the model estimations. The rest of this chapter examines the firms’
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situation prior to the project, the nature and size of the guaranteed loan, the finance

additionality of the guarantee and the economic effects of the project.

Finally, Chapter Nine concludes the study. It contains a discussion of the main results
to emerge from the research, and puts these in the context of the loan guarantee scheme
evaluations in developing countries. The chapter also presents recommendations and
suggestions to improve the procedures and activities of the Jordamian Loan Guarantee
Scheme. Since each of the chapters is reasonably self-contained, tables and figures are
collected at the end of each chapter to make the reading of the text easier. The appendices for

all chapters and the bibliography are collected at the end of the thesis.



CHAPTER 2

JORDAN AND ITS ECONOMY

This chapter 1s concerned with describing the main features, changes and problems
facing the country of Jordan. It examines the geography, population, economic background,

soclo-economic characteristics of Jordan. It also examines the Jordanian economy and

industry. The purpose 1s to give an overview of Jordan and its economy.

2.1 Geography

The Hashemite Kingdom of Jordan 1s a small developing country, located in the

Middle East between latitudes 29 and 33 north and longitudes 34 and 39 east. It 1s situated
between Israel and the Palestinian National Authority regions in the west; Iraq and Saudia
Arabia 1n the east; Syria in the north and Saudia Arabia and the Red Sea 1n the south. This 1s
shown in Figure 2.1. The total land area of Jordan is 89,300 km®, of which only 7.8 percent is
agricultural land. The remaining area 1s uncultivated, and comprised of either desert or barren
hills. The country can be divided into three main geographical regions; namely, the

Highlands, the Jordan Valley and the Desert region.

The Highlands which are towards the west of Jordan extend from the Syrian border 1n
the north to the Agaba Gulf on the Red Sea in the south. The Highlands are host to the main

cities of Jordan (see Figure 2.2). These are the Capital City of Amman, as well as Zarqa,
Balga, Irbid, Ajloub, Jerash, Madaba, Karak, Tafilah and Aqaba. The Jordan Valley lies

along the western border of Jordan, and along the western edge of the Highlands; through it

runs the Jordan River. Most of the Valley 1s below sea level. The Dead Sea lies in the centre
of the Valley with a total length of 90 km and a maximum width of 16 km. The Jordan River
runs from Lake Tiberias in the north and empties into the Dead Sea as shown in Figure 2.1.
The Desert region, to the east and southeast of Jordan, occupies nearly 70 percent of the total

land area. For a long time, only a small number of nomadic Bedouins have lived here.
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Jordan consists of twelve administrative areas, which are known as Governorates (see
Figure 2.2). Ten Governorates, located in the Highlands and Jordan Valley, account for 33

percent of total land area. The other two M a’an and Mafraq account for the remainder ot

Jordan, and are in the Desert region. Table 2.1 shows the total land area of each Governorate.

The country generally has a Mediterranean climate, though the temperature varies
from one region to another. The temperature in the Highlands may reach an average 30°C 1n

summer, but rarely falls bellow zero in winter. The rainy season in this region usually starts

in early November until the end of March, with an average annual rainfall of around 125mm.

In the Desert the temperature is very high and reaches an average of 45°C in summer and
around 15°C in winter, without rain. The Valley has a dry summer with an average

temperature of 40°C and warm short winter with an average temperature ot 20°C. The
average quantities of rainfall in the Jordanian Governorates during 1997/98 are shown 1n

Table 2.1. It shows clearly the lower rainfall in the Desert region, and the much higher levels

of precipitation in the Highlands, especially in the areas such as Irbid and Ajloun, while the

south receives only 37 mm.

2.2

Economic Background

From the sixteenth century to the end of the First World War, Jordan was a part of the
Muslim Ottoman Empire. The Allies defeated the Ottomans in the First World War, and
signed the Saykes-Picot Treaty of 1916, whereby Great Britain was to govern Iraq, Palestine

and Transjordan (now Jordan, which was an appendage to the British mandate in Palestine),

and France assumed responsibility over Syria and Lebanon. The state of Transjordan, which

was under close British supervision, was formally created in April 1921, and recognised

Amir Abdullah as its ruler.

Jordan became independent at the end of the Second World War on 25 May 1946, but
remained under British tutelage. However, it experienced periods of instability, firstly due to
the death of its ruler Abdullah in 1947, and secondly due to King Talal’s illness between
1948-52. In several respects then, Jordan only really became independent after the accession
of King Hussein in 1952. Since this time the country has faced several obstacles to its
development. These are a general lack of natural resources and two periods of Israeli

occupation of Palestine in 1948 and of the West Bank in 1967, which was the formerly a part
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of Jordan. It created political instability, and made thousands of Palestinians homeless or

refugees. In 1994 Jordan signed a Peace Treaty with Israel, ending almost 50 years of

conflict.

During the period 1952-66, the emphasis of government policy was on building the
country’s 1nfrastructure. Numerous projects were undertaken in industry and agriculture,
including 1rrigation, and national output increased substantially from J.D (Jordanian Dinar)
60.5 million in 1952 to J.D 239.2 million in 1966 (market prices). Funding for this
investment depended heavily on foreign loans, and on grant assistance from other Arab and
European countries. Real per capita income increased by 4.4 percent per annum during the
period 1955-66, with agricultural income growing by 3.6 percent annually and industrial

income by 14.4 percent. Income from the service sector increased by 9.1 percent annually.

In 1967, Jordan lost the West Bank to Israel, a significant part of its territory. Over
the next five years the Israeli occupation drove tens of thousands of refugees into Jordan,
with significant demographic and labour market implications. Matters came to a head in
September 1970, with serious civil unrest between government forces and some of the
Palestinian refugees. The refugees wanted to use the Jordanian western border to fight

against Israel, but without Jordamian Government acceptance. Emergency economic

measures were taken to maintain order and to revive the economy. Despite this, national

output grew from J.D 229.9 million in 1967 to J.D 285.7 million in 1972.

The Jordanian economy continued to grow after 1972, and this has been aided by a
series of Government Plans. The primary objective of the 1972 three-year Plan was to
“realise the highest possible level of economic activity and employment, and to develop
manpower skills, qualifications, and capabilities in the service of development”. The second
objective was to “realise the highest possible rate of growth of GNP”, and the third objective
was “the distribution of public services and the benefits of development among all regions ot

the Kingdom and all groups and start a society” (see Ifram, 1997) (p, 73). This Plan aimed to

solve the problems resulting from the Israeli occupation of the West Bank and the civil unrest

in 1970.

A new five-year Plan followed in 1976, and this was supported by assistance from the

Arab oil-producing countries, which benefited from rising oil prices. The country
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implemented most of the economic and social projects envisaged by this plan, and output
grew further, from JD 285 million in 1972 to JD 1,214 million in 1980. However, oil prices
tell over 1981-85, and the Jordanian economy encountered new problems, with the Arabian
settlements to Jordan falling from JD 415 million in 1981 to just JD 229 million in 1985.
This was compounded by the War between Iraq and Iran, which lasted until 1988.

Further problems arose in 1988, as the Jordanian economy suffered as a result of a

general economic depression throughout the region. Foreign debt increased and the
government started to make use of its foreign reserves, resulting in a loss of confidence in the
Jordanman dinar. The value of the dinar fell from JD 1= US § 3 in May 1988 to 42.5 percent
of this value in May 1989, stabilising at around US$ 1.41. With the resulting balance of
payment crisis, the government abandoned the 1986 five-year Plan, and introduced a
structural adjustment programme supported by the International Monetary Fund and World
Bank. However, with the invasion of Kuwait by Iraq in August 1990, the government also
had to abandon this adjustment programme. Because of government support for Irag, many

Jordanian citizens were obliged to give up jobs in Gulf countries, leading to a substantial

Increase 1n unemployment.

Faced with the problems of rising unemployment, a serious imbalance in foreign
trade and reduced assistance from other Arab states, the government took a two-pronged
stance to resolve these problems. Firstly, 1t prepared a structural adjustment programme for
the 1992-98 period, which was again supported by the IMF. The funding served to
compensate for the declining assistance from the Arab countries, which had ceased due to the

Jordanian stance during the second Gulf War. Secondly, to work alongside this, 1t introduced

a new five-year Plan (1993-1997).

After the death of King Hussein 1n 1999, and the accession of his successor King
Abdullah, there was intensive scrutiny of the economy. The government undertook new
measures to develop the economic situation and to encourage investment. This was achieved
through the creation of new laws such as the Privatisation Law, Investment Law and the Free
Zone Law. Under the new king, the government has adopted a more international approach to
the economy. So, within the last few years, the Jordanian government has joined the World
Trade Organisation (WTO) and signed a free-trade agreement with the USA in October 2000.

It has also signed a partnership agreement with the European Union in November 1997.
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2.3 Socio — Economic Characteristics

2.3.1 Demography

The Jordanian government has cast four censuses of population and housing; the first
one In 1952 and later censuses in 1961, 1979 and 1994. These form the basis for our
discussion, although for some other years the Jordanian Government has produced estimates

of population size.

Jordan has a population of around 4.8 million (in 1998), of which 52 percent are
males. Population growth 1s 3.9 percent per annum, c ompared with around 2.5 percent 1n
other developing countries and just 1 percent in industrialised countries. Jordan’s population
increased trom 680,000 1n 1952 to 2,133,000 1n 1979 and to 4,755,000 in 1998. The average
annual population growth rate during the period 1952-60 was 3.1 percent, rising to 4.8
percent during 1961-79, but at 3.9 percent during 1994-98, retlecting both a natural increase

and net immugration. Table 2.2 shows the population level over the years 1952-98.

The population density of Jordan has changed significantly over its short history. In
1952 there were 8 people per km®, in 1961 there were 10 people per km®, 24 people per km®
in 1979 and 44 people per km® in 1994 (Ziuod, 1997). The current population density is
around 54 people per km”. The largest proportion of the Jordanian population is in the centre
of Jordan, in the administrative areas of Amman and Zarqa (see Table 2.1). Together these
account for 54 percent of total population in 1998. Irbid, in the northwest of Jordan also has a
significant proportion of the population around 18 percent of total population, and 523 people
per km°. Approximately 80 percent of the Jordanian population are urban, while the rest is
rural. The urban population is concentrated away from the Desert region, which means 90

percent of the Jordanian population live in just 30 percent of the whole land area (Table 2.1).

During the period from 1950 to 1998, the rate of population increase, as well as the
demographic distribution of the population, has been influenced by a variety of social,
political and economic factors. These may be considered as a permanent change in
population growth patterns, coupled with imbalance in demographic distribution and the
domestic labour market (Ziuod, 1997). These factors include: migration from the West Bank
to Jordan, especially after the 1948 and 1967 Wars between the Arab countries and Israel;
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migration from the rural area to the cities, especially to Amman and Zarqga; immigration of
Arab and foreign workers, partly to cover for Jordanian workers attracted to the Gulf States;

and the returned of Jordanians from the Gulf countries due to the Gulf War in 1991.

Lite e xpectancy at birth is 6 8 years for males and 70 years for females (in 1998).
Generally, this high rate of life expectancy reflects a good level of health services. In Jordan
there are around 7,480 physicians, of which 50 percent are in the public sector. From Table
2.2, 1t can be seen that more than 50 percent of the total population are less than twenty years
of age, while around 85 percent are under forty years of age. This means that the majority of
Jordanian society 1s young, w hich has implications for e ducation and other service needs.
The majority of the population (92 percent) is Sunni Muslim, nearly 6 percent are Christians
and the rest are small communities of Circassians, Chechens or Armenians. The official
language of Jordan 1s Arabic, but English is widely spoken. French and German are spoken

by people who have commercial or cultural interests.
2.3.2 Education

Education 1n Jordan 1s free at the point of use, and compulsory 1n the first ten school
years grades. It is free 1n both types of secondary education (general and vocational), at all
Teacher Training Institutes and Higher Institutes of Agriculture, and for boarding students 1n
secondary vocational and higher education institutes. The policy of free education has led to
a rapid expansion of education and attainment. As a result, the illiteracy rate in Jordan has
been reduced sharply, from 68 percent in 1961 to 34 percent in 1979. In 1998 the 1lliteracy

rate stood at 12 percent for the whole population, but it 1s 6 percent for males and 18 percent

for women (Ministry of Education, 1998).

The number of school students in Jordan rose from 290,000 in 1967 to 895,000 1n
1985, giving an annual average growth rate of student numbers of 7 percent. This 1s
significantly higher than the growth rate of the population, reflecting the soaring demand for

education and the successful implementation of compulsory education. However, in the last
four years the average annual growth rate has slowed to just 2.5 percent, due to the reduction
in population growth. However, Table 2.3 shows that the number of school classrooms and
teachers at all levels has continued to grow over recent years. Eight public universities have

been established in Jordan, mostly in the last twenty years. In addition, there are thirteen
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private universities. Access to university is much greater through the public universities,
where the fees are substantially lower. The total number of university students educated in
Jordan rose from 167 in 1963 to 115,842 in 1998. In addition, there are around 45 two-year
colleges. In 1998 the number of students in these colleges was 24,657.

2.4 The Jordanian Economy

The performance of the Jordanian economy during the period 1995-99 is shown in
Table 2.4. It can be seen that the economy is still suffering from the effects of the above
mentioned problems. Per capita income in 1995 was J.D 1063, butin real terms this had
fallen to J.D 982 by 1999; an annual rate of decline of about 2 percent. This decline in per
capita imncome 1s compounded by unfavourable regional conditions, including the political
turmoil 1n Palestine and the ongoing embargo against Iraq, a leading trade partner of Jordan.
National income as a whole has been growing, but at relatively slows rates, so that it has
been exceeded by population growth, which has increased at an annual rate of 3.3 percent
between 1995 and 1999. The control of inflation has been one of the main successes of this
period. From 6.5 percent in 1996, inflation has fallen to 0.6 percent in 1999. This decrease in
intlation has not only been a result of government policy, but is also due to a fall in the world

price for goods, such as wheat and sugar (Central Bank of Jordan, 1999).

2.4.1 Labour Force

The growth of manpower in Jordan has been influenced by demographic, economic
and social factors. On the one hand, there has been an increase in the proportion of the
population under the age of 15 years, increased enrolment in education at all levels and
growing manpower emigration. On the other hand, there was a large influx of Arab and
foreign labour, and an increase in participation by women in the domestic labour force,

which has increased from 3.1 percent in 1961 to 12.5 percent in 1985, and 1s reckoned to be

around 20 percent in 2000 (Ministry of Planning, 1999).

The size of the labour force in Jordan was 218,000 in 1961, rising to 405,000 in 1979,
to 680,000 in 1988 and around 1.25 mullion 1n 1999. According to Jardaneh (2001), the
Jordanian labour force increases 5 percent yearly, which means around 40,000 people are

expected to enter Jordan’s job market each year. Table 2.4 shows also the labour force
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distribution by major economic sectors. The service sector currently employs 54.5 percent of
the total labour force in 1999, while the retail sector (the Department of Statistics separated
out the retail sector from the rest of the service sector, because of the size of this sector, and
because 1t serves primarily very local markets) employs a further 18 percent. Mining and

manufacturing, construction, and agriculture employ 14.5 percent, 7.5 percent and 5.5

percent respectively in 1999. Services are the main sources of growth in the economy, while

other sectors have been declining in their share of employment.

Emugration of Jordanian manpower to the Gulf countries started in the early 1950s,
and 1ncreased 1n the 1960s and 1970s. In 1989, it stood at 380,000 people according to the
Ministry of Labour estimates. As a result of this outward migration Jordan has encouraged
immuigration by foreign labour. Arab and other foreign labour working in Jordan registered an
Increase from 41,000 in 1979 to 143,000 in 1985. In 1997, the number of Arab and foreign
labour was 250,000, plus an estimated 100,000 additional illegal workers (about 28 percent

of all employees).

2.4.2 Unemployment

As an outcome of the Gulf War 1n 1991, around 300,000 Jordanians returned from the

Gulf countries, leading to a steep rise 1n unemployment. The unemployment rate rose to
about 25 percent. This increase in unemployment has also been caused by other factors,
which are i1dentitied by Ziuod (1997) as follows: the low economic growth in Jordan and the
Gulf countries; the high rate of population growth; the mismatch between education and the
needs of the economy; the increase in female participation in the labour force; and the poor

information avatlable to employers and employees on the supply and demand for labour,

which has resulted 1n fictional unemployment.

Government efforts to reduce unemployment have been manifested in the adoption of

several measures. Regulations governing Private Employment Bureaus were enacted. The

aim of these regulations is to provide job opportunities for the Jordanian labour force inside
the Kingdom and abroad. The government also continued its efforts to regulate the labour
market and monitor expatriate labour by 1ssuing instructions, setting forth the condition and
procedures for both recruiting and employing immgrant labour. In addition, the government

has continued to allocate funds for the implementation of the first stage of the social safety
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net, and give the necessary financial support to the National Aid Fund (NAF) and
Development and Employment Fund (DEF). The aim of these is to provide the necessary
financing for small-scale, labour-intensive, income-generating projects throughout the
Kingdom. Further, approval has been given to the Vocational Employment Management Law
No.27 1n 1999, which aims to enhance the role of the Vocational Training Corporation in
qualiftying the Jordan labour force and increasing their efficiency to meet the needs ot the
Jordanian labour market. The corporation will carry out this task through classification ot
workers, preparation of job descriptions, and granting vocational practicing licenses to
workers after they have passed a prescribed test of their technical ability. As a result the

government has reduced the unemployment rate, as shown in Table 2.4, from 18 percent in

1995 to around 12 percent in 1999,

Table 2.5 shows that the unemployment rate by governorates 1s different. In Amman,
which has 38.1 percent of total population, the unemployment rate 1s 9.8 percent, while 1n
some other governorates, such as Tafeleh, Karak and Irbid, the unemployment rate is around

11.5 percent. This difference in unemployment rates between governorates 1s due to the

different levels of development between these, with projects tending to focus on the main
cities and regions. The unemployment rate differs between males and females. It 1s 8.8
percent for males, but 18.5 percent for females, as shown in Table 2.5. This 1s partly due to
the conservative social view of women’s participation in the labour force. The government 1s
still working to reduce the unemployment rate by creating new job opportunities for the
Jordanian labour force in other countries, such as Libya, and through encouraging investment
in Jordan in different sectors in order to create new jobs. The Jordan Loan Guarantee

Corporation 1s one such 1nitiative.

2.4.3 Trade

The traditional export markets for Jordaman products are other Arab countries, which
accounted for 41 percent of the total value of exports 1n 1999, while only 7 percent of the
total values of exports were to the European Union countries. The destination of these
exports is shown i Table 2.6. Iraq 1s the biggest market for Jordanian exports. This
represents around 8 percent of total exports, which is down to the accessibility of the Iraqi
market, despite the international economic sanctions against Iraq after the invasion of Kuwait

in 1990 and the current tense political situation. According to the commodity composition of
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domestic e xports chemical products account for the largest share of exports, at around 32

percent, followed by phosphate and potash, at 27 (see Table 2.6).

According to the geographical distribution of imports, Table 2.6 shows that imports
from the European Union countries make up around 31 percent of the total value of imports,
followed by 24 percent of total imports from Asian countries and 22 percent from the Arab
countries. The composition of imports by commodity 1s also shown in Table 2.6. Machinery
and transport equipment accounts for 27 percent of the total imports in 1999, whilst food and
live animals made up around 18 percent. The other main imports are manufactures and raw

materials, while chemical and mineral fuel accounts for around 15 and 13 percent

respectively.

Jordan has suffered from a continual deficit in its trade balance, acting as a
considerable constraint on 1ts growth. This 1s also shown 1n Table 2.6. The deficit was JD
2,004 million in 1996, but narrowing to JD 1,584 million in 1999. It 1s evident that the trade
deficit 1s persistent, but the government looks yearly to reduce this balance as well as 1t can.
Decreasing imports reduced the trade deficit by J.D 80 million in 1999, or (3 percent), while
an increase in exports also reduced the deficit by 1.6 percent. Accordingly, the ratio of the
trade balance deficit to GDP declined by around 3 percentage points below the 1998 level to
reach 25 percent in 1999 (Central Bank of Jordan, 1999).

2.4.4 Investment

The level of investment in the Jordanian economy 1s volatile, being susceptible to
changes in politics, the economy and other circumstances. Gross domestic investment was
around 31 percent in 1995, but decreased to 23 percent in 1999 (Central Bank of Jordan,
2000). This was due to a fallback in the benefits that were expected after Jordan signed the
Peace Treaty with Israel in 1994. A shortage in savings was the main reason for the low level
of investment in Jordan. Saving is always lower than domestic investment, but the savings
gap has increased annually, so between 1995 and 1998 1t increased from JD 997 million to
J.D 1,114 million. Another reason for the savings gap 1s that the government created a large
budget deficit by overspending relative to total government domestic revenues. The only way
to fill the gap between investment and saving 1s to depend on foreign assistance and grants.

Nowadays the government is working with the IMF through the adjustment programmes to
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bridge the gap between saving and domestic investment on one hand, and to improve the

national economic performance on the other hand.

2.5 Jordanian Industry

The Jordanian economy is market-oriented, but consisting of both private and public
sectors. Both sectors have an important role in the Jordanian economy, with the Government
playing a vital role in regulating the economy and attracting inward investment. The
Jordanian economy consists of five sectors: agriculture, industry, construction, retail and
services. The Department of Statistics separates out the retail sector from the rest of the
service sector, because of the size of this sector, and because it serves primarly local

markets. The relative size of each sector as a proportion of GDP 1s shown 1n Table 2.7.

Two-thirds of GDP comes from the service sector. This share has increased recently
from 59.4 percent 1n 1995 to 64.3 percent 1n 1999. Services and retaill combined amount to
nearly 70 percent of total output. The next most important sector 1s the industrial sector
(manufacturing and mining). Its share of GDP has been stable at around 20 percent over the
period. The output share of the construction sector increased after the Gulf War; 1t was
around 9 percent in 1994, but it decreased to 5.7 in 1999. Finally, the agriculture sector has
lowest share of total output, which has decreased from 11 percentin 1992 to around 4.5

percent in 1999. The remainder of this chapter briefly discusses the nature of each of these

economic sectors.

2.5.1 Agriculture

Only about 7.8 percent o f the country’s land area 1s cultivatable, with most of the
agricultural activity being concentrated in the rain-fed Highlands, situated mainly in the
middle and north of the country. Only 10 percent of the cultivatable area is irrigated, mostly
in the Jordan Valley, where the principal services (including irrigation, housing and roads)
are controlled by the Jordan Valley Authority. The agricultural sector is the main source of
income for about 15 percent of the population, and 1n 1998 it provided employment for about
6 percent of the labour force. The available indicators on the agriculture sector show that

output fluctuates, but the annual growth rate has fallen by 4.3 percent over the period 1995-
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99 (Table 2.7). The value added of the agriculture sector decreased by 20 percent in 1999.
This compares with a reduction of 4 percent in 1998 (Five Years Plan, 1999-2003).

The output of the main agricultural products is shown in Table 2.8. This table also
presents the percentage changes output of these products over 1998-99. Field crops declined
dramatically from 103.1 thousand tons in 1998 to 59.1 thousand tons in 1999, including
wheat, barley, corn and clover (see below). However, vegetable crops, including tomatoes,
aubergines, cucumbers and potatoes, registered a substantial growth in 1999. Agricultural
stock products increased in 1999, but meat (both red meat and poultry) increased by 13.7
percent. Egg production was broadly static. The agriculture sector’s significance to GDP was
reduced tfrom 9 percent 1n the 1970s to 7 percent in the 1980s, and to only 5.5 percent in the
second half of the last decade, as shown 1n Table 2.7. This reflects the long-term relative

decline of the agriculture sector.

This sector has been atfected by many problems, the most important being the
relative loss of traditional markets, especially for vegetables. This 1s due to the competition
from o ther c ountries, which has resulted 1n an 1rregular flow to the e xports market. A lso,
there has been a shrinking of agricultural land due to uncontrolled urban expansion, which
has affected agricultural products, and in particular field crops. Furthermore, the lack of rain
is still one of the main problems facing this sector (Five Year Plan, 1999-2003).

The government has tried to encourage private-sector investment in agriculture. And
has geared its policy towards irrigation, with the implementation of advanced methods and
technology. Private sector investment in agriculture was only around J.D 400 million 1n the
last decade. Credit facilities extended to the agriculture sector by the Agricultural Credit
Corporation (ACC) rose from J.D 92.7 million in 1998 to be around J.D 103.4 mullion 1n
1999. The growth in ACC financing was due to the government policy of helping farmers
alleviate the effects of drought. Likewise, credit facilities by commercial banks increased

from J.D 115.3 million in 1998 to J.D 121.8 million in 1999 (Central Bank of Jordan, 1999).

2.5.2 Mining

Jordan is relatively poor in natural resources. The minerals that are available in

economically feasible quantities are phosphates, potash and cement (Central Bank of Jordan,
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2000). Together, these account for about a quarter of Jordan’s exports by value. So, the
mining industry in Jordan is one of the main contributors to economic growth and a principal
generator of national income. The mining industry earned approximately JD 182 million in

1999, representing around 3.5 percent of GDP.

Phosphate 1s the main mineral in Jordan, and the country is the largest producer of

phosphate 1n the Third World after India. Table 2.8 shows that phosphate rock production has
grown by an average of 4.9 percent per annum over the years 1995-99. Phosphate production
1s controlled by the Jordan Phosphate Mining Company, which exports a large percentage of
1ts production. On average, the amount exported is around 12.3 percent of the total value of
Jordanian GDP (see Table 2.8). The share of phosphate in total exports is likely to increase in
the tuture, as Iran has decided to buy a large quantity of phosphate from Jordan.

Jordan’s second mineral resource is potash, which also accounts for a significant
proportion of total exports. Potash is mined from the Dead Sea by the Arab Potash Company,
which 1s the second largest company 1n Jordan. The Potash Company now has a permit to
begin work to mine other minerals from the Dead Sea. Its production of potash decreased
from 1,780 thousands tons in 1995 to 1,416 thousands tons 1n 1997. This was due to
competition from an Israeli company, which was also operating in the Dead Sea, but
production has recovered by 18 percent in 1999 (see Table 2.8). It retlects the company’s

successful efforts in implementing new marketing strategies.

Cement production increased slightly from 3,415 thousands tons 1n 1995 to 3,512
thousands tons in 1996. This was due to the Peace Treaty signed between Jordan and Israel
in 1994, which resulted in Jordanian cement being allowed to reach the Palestinian markets.

In 1999 cement production decreased to 2,682 thousand tons (see Table 2.8), due to the

closure of the Palestinian markets after the clashes between the Palestinians and Israelis. The
share of cement in the total value of Jordanian exports has decreased from JD 33,449

thousand in 1997 to JD 16,546 thousand 1n 1999, as shown 1n Table 2.8.

2.5.3 Manufacturing

The discussion about the manufacturing sector is brief due to the lack of generally-
available manufacturing information in official statistics. These statistics mainly relate to the

industrial sector, which includes both manufacturing and mining. Industrial firms, on the
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whole, are mostly privately owned and are characterised by small-scale. More than 40
percent of the industrial establishments produce food products or clothing. The three heavier
industries (phosphate, potash and cement) account for 30 percent of the products in the

industrial sector (Department of Statistics, 1999).

Manufacturing industry is concentrated in the northwest of Jordan i1n the
Governorates of Amman and Zarga, which contain 65 percent of all manufacturing. Twenty
percent 1s located 1n the Irbid Governorate, and the remainder 1s distributed between Balqa,
Ma’an, Karak and other Governorates. The relative importance of the manufacturing sector
1n total output has increased yearly. It was around 11 percent in 1992, but 13 percent 1n 1999.

The growth rate of this sector was around 2 percent in 1999.

The available figures indicate an increase in the growth rate of real value added
generated by the industrnial sector, including both manufacturing and mining, to reach 3.5
percent in 1999 compared with 2.5 percent in 1998 (see Table 2.8). This came as a result of
growth in mining industries, which had a positive growth rate of 6.5 percent in 1999, against
a decline of around 6 percent in 1998. It also arises because of an increase of potash products

and exports in 1999 (Central Bank of Jordan, 1999). However, the available information on
the manufacturing sector shows that output was fluctuated during the period 1995-99, but
showing a slight increase 1n 1999 (see Table 2.8).

Credit facilities extended by commercial banks to the industrial sector increased from
J.D 701.8 million in 1998 to J.D 769.1 million in 1999. Also the credit facilities provided to
this sector by the Industrial Development Bank (IDB) increased from J.D 92.5 mllion to J.D
98.2 million in 1999 (Central B ank of Jordan, 1999). The Government 1s still working to

develop this sector through establishing Qualifying Industrial Zones (QIZs), and has signed a

free-trade agreement with the USA, which provides benefits for national industries, and a

partnership agreement with the European Union.

2.5.4 Construction

The available estimates on the performance of the construction sector in 1999 indicate
that this sector’s share in GDP has fallen compared with the previous years. Table 2.7 shows
that the construction sector share in the total output increased in the first five years of the last

decade. This was due to the return of Jordanians from the Gulf States during the Second Gulf
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War, who needed places to live, as well as the optimistic projections for tourist activity after
the country signed the Peace Treaty with Israel in 1994. Unfortunately, the breakdown of the
Peace Treaty and the unstable situation that has followed in the region has led to a reduced

share of the construction sector in the national economy during the second part of the 1990s.

2.5.5 Services and Retail

Services and retail combined amount to nearly 70 percent of the total output, and the
growth rate of these combined was around 3 percent in 1999. The largest sector in the
Jordanian economy is the service sector (excluding the retail sector). The total share of this
sector 1n the Jordanian economy was around 64.3 percent in 1999 (see Table 2.7). Because of
the size of this sector the Department o f Statistics divides it into six main sub-sectors as
follows: transport and communication; finance, real-estate and business services; social

service; producer of government services; non-profit institutions; and domestic household.

Transport and communications took a leading role in driving the real growth of the
service sector. It registered a real growth rate of 8 percent in 1999, compared with 12 percent
In 1998. Growth 1n these sub-sectors moved 1n parallel with implementation of the
privatisation process 1n transport and communications activities, with the expansion of the
Jordan Telecommunications Company and other private c ompanies operating in this field.
Finance, real estate and business services, and the social services sub-sector each registered a
real growth rate of 2 percent in 1999, against 2.3 percent and 2.5 percent respectively in
1998. The government service sub-sector achieved a real growth rate of 1 percent compared
with a growth of 0.5 percent 1n 1998. Consequently, the finance, real e state and b usiness

services; producers of government services, and transport and communications Sectors

retained the three main sub-sectors of the services sector (Jaradneh, 2000).

The importance of the retail sector 1n total output 1s shown in Table 2.7. In 1990s, the
share of the retail sector in total output was around 4.5 percent on average. This share
increased in the first five years of 1990s, from around 3.6 percent to 5.8 in 1997 (see Table
2.7). This was because of the return of Jordanians from the Gulf Countries in 1991, who
started-up in retailing due to the easy entrance for the new entrepreneurs into this s ector,

which does not require special skills or experiences. This situation continued until 1998, and
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the sector’s share then declined to around 4.6 percent in 1999. It was badly affected by the

renewed political instability in the region.

2.6 Conclusions

Jordan become independent with the accession of King Hussein in 1952, and 1ts land
area is 89.3 thousand km®. The population is around 4.8 million, and the annual growth rate
In population 1s 3.9 percent. The capital city is Amman, which has 38 percent of the total
population. Education in Jordan is free and compulsory, and this has helped to reduce the
1lliteracy rate during the 1ast few years, so that student numbers in the different levels of
education are around 1.3 million, which is about one-third of the total population. Jordan’s
health care has also achieved a good level of service, so the number of population per

physician has decreased from 893 in 1996 to 636 in 1998.

Jordan has a market-oriented economy with both government and the private sector
playing an important role. However, the economy 1s handicapped by a shortage of natural

resources, so that its main sources are phosphate and potash. The other problems facing this

economy are the small size of the domestic market, and the high rate of unemployment,

which stood at 12 percent in 1999. The deficit in the balance of trade and the government

budget, as well as the gap between investment and savings are, also important economic

problems.

Despite these problems, the Jordanian government has succeeded in putting the
national economy in good order with good growth rates in output. National income has been
growing in the last five years by 3 percent annually (1995-99), and the government has
succeeded 1n controlling inflation, to keep it at less than 2 percent. The government has

sought to solve the unemployment problem by creating new jobs for the Jordaman workers,

both in Jordan and in some other countries. The Implementation of loan guarantee scheme 1s

an important component of this, with the purpose of helping to create jobs in small firms and

to reduce unemployment.
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T'able 2.1: Area of Governorates, Population and Rainfall

Governorate Area (km®) % Population Density Population Average Rainfall
serson/km’ thousands)* Yo (mm) 1998/99

Amman 8,231 (9.2) 220 1,809.8 (38.1) 341
Irbid 1,621 (1.8) 523 848.3 (17.8) 406
Zarqa 4,080 (4.6) 183 747.9 (15.8) 120
Balqga 1,076 (1.2) 290 312.2 (6.6) 363
Karak 3,217 (3.6) 59 191.4 (4.0) 234
Jerash 402 (0.4) 348 139.8 (2.9) 371
Madaba 2,008 (2.2) 60 121.3 (2.6) 289
Ajloun 412 (0.5) 256 105.5 (2.2) 735
Aqgaba 2,114 (2.4) 14 95.4 (2.0) 37
Taftielh 0,593 (7.4) 34 72.4 (1.5) 204
Mafraq 26,435 (29.6) 8 219.0 (4.6) 129
Ma’an 33,163 (37.1) 3 92.7 (1.9) 161
Total 89,342 (100.0) 54 4755.8 (100.0) -—

Source: Department of Statistics, Jordan, 1999.
* Population by governorates in 1998

Table 2.2: Population in Jordan
In Thousands
a) Population over time

Year 1952 1961 1979 1994 1998
Males 350 470 1,116 2,182 2,487
Females 330 431 1,017 1,920 2,269
Total 680 901 2,133 4,102 4,756
(b) Population by age and gender in 1998

Age Male Female Total Cumulative of total population %
0-4 376 354 730 15.3

5-9 346 324 670 29.5

10-14 308 295 603 42.1

15-19 283 263 346 53.6

20-24 281 236 317 64.5

25-29 234 195 429 73.5

30-34 159 138 297 79.7

35-39 119 107 226 84.4

40-44 85 82 167 87.9

45-49 70 68 138 90.8

50-54 70 61 131 93.6

55-59 57 50 107 95.9

60-64 40 35 73 97.5

65+ 59 61 120 100.0

Total 2,487 2,269 4,756 ---

Source: Department of Statistics, Jordan, 1999.
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Table 2.3: Number of Students and Schools, 1995-99

In thousands

1995 1996 1997 1998
Student numbers 1,249 1,281 1,305 1,346
Number of Schools 4.0 4.2 4.4 4.5
Number of Classrooms 42.2 43.7 45.0 45.6
Teacher Numbers 59.3 63.1 63.5 61.7

Source: Department of Statistics, Jordan, 1999; Ministry of Education, Jordan, 1997

Table 2.4: Economic Indicators

1995 1996 1997 1998 1999
(a) Output
Per Capita GDP (J.D, 1995 prices) 1,063 1,036 1,013 997 982
GDP (J.D mullion, 1995 prices) 4,560 4.605 4,662 4741 4 815
Growth rate of GDP (%) --- 1.0 1.2 1.7 1.6
GNP (J.D million, 1995 prices) 4.444 4.546 4617 4,735 4. 807
Growth rate of GNP (%) --- 2.3 1.6 2.6 1.5
(b) Inflation
Change 1n cost of living index (%) 2.4 6.5 3.0 3.1 0.6
(¢) Other Macroeconomic Indicators
Ratio of total consumption to GDP 87.8 94.6 96.4 97.6 97.3
Ratio of gross fixed investment to GDP 30.9 30.7 26.8 22.8 21.8
(d) Labour Force by Economic Sectors (%)
Agriculture 6.8 9.3 7.7 6.1 5.5
Mining & manutacturing 14.7 12.8 14.2 13.1 14.5
Construction 10.3 9.7 9.5 7.1 7.5
Retail 16.5 17.1 18.2 19.0 18.0
Other Service 51.7 51.1 50.4 54.7 54.5

18 16 14 14 12

(¢) Unemployment Rate (%)

Source: Thirty Six Annual Report, Department of Research and Studies, Central Bank of Jordan, Amman, Jordan, 36, 1999.

Department of Statistics, Jordan, 1999.
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In percent

Source: Unemployment Survey, Department of Statistics, First round, Jordan, 1999

Highlands & Jordan Valley

Desert

Table 2.5: Unemployment Rate by Governorate and Gender

Governorate

Amman
Irbid
Zarqga
Balga
Karak
Jerash
Madaba
Ajloun
Aqaba
Tafielh

Mafraq
Ma’an

" Total

Total

9.8
11.8
10.2
9.2
11.4
1.9
11.6
10.2
6.2
11.1

10.2
10.0

11.3

ale

(8.3)
(10.1)
(8.8)
(8.0)
(9.5)
(7.7)
(11.2)
(8.7)
(4.8)
(10.5)

(8.7)
9.8

Gender

(8.8)

Female

(17.7)
(21.0)
(21.4)
(15.0)
(21.6)
(9.5)
(13.7)
(18.6)
(15.6)
(14.7)

(21.9)

(11.1)
(18.5)

Table 2.6: Trade in 1999 and Trade Balance, 1995-99

Jordanian Dinars, millions

i Exports Imports Trade Balance
(a) Trade Partners
Arab countries 427 574 -147
European Union countries 61 330 -769
Other European countries 8 172 -164
NAFTA countries. 10 271 -261
South America countries 0.5 69 -68.5
Asian (non Arab) countries. 315 637 -322
Other countries 230 82 148
Total 1,051 2,635 -1584
(b) Trade by Commodity
Food &Live animals 127 483 -356
Beverages and Tobacco 3 27 -24
Phosphate and Potash* 282 84 198
Mineral Fuels 0.1 323 -322.9
Animal and vegetable o1l and fats 45 45 0
Chemicals 341 336 5
Manufactured good classified by Material 107 391 -284
Machinery Transport Equipment 69 721 -652
Misc.Manufactured articles 77 180 -103
Others 0.1 45 -44.9
Total 1,051 2,635 -1584
(c¢) Trade Balance
1995 1,005 2,590 -1585
1996 1,040 3,044 -2004
1997 1,067 2,908 -1841
1998 1,046 2,714 -1668
1999 1,051 2,635 -1584

23

Source: Monthly Statistical Bulletin, Department of Research and Studies, Central Bank of Jordan, Amman, Jordan, Vol

36.6, June 2000.
* Jordan exports phosphate and potash and imports crude materials except fuels.
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Table 2.7: Sectoral Shares of GDP, 1990-99

In percent

_Sector 1991 1993
Agriculture 105 77
Industnal 19.4 18.7
Construction 5.2 8.7
Total Commodity 35.1 35.1
Retail 3.4 4.1
Services 61.5 60.8
Total Services 64.9 64.9
Total 100 100 |

1999

1995 1997
6.0 53 4.5
21.4 20.7

8.5 6.9 5.7
35.9 32.9 31.1
4.7 5.8 4.6
59.4 61.3 64.3
64.1 67.1

100 100 100

20.9

68.9

26

Annual Growth Rate 95-99* )

-4.3

5.7
-6.4
-0.80

2.8
4.4
3.8

Source: Monthly Statistical Bulletin, Department of Research and Studies, Central Bank of Jordan, Amman, Jordan, Vol

34.10 and 36.6, Dec.1998, June 2000.

Note: Industnal production includes mining and manufacturing.

* Average annual growth rates 95-99.

Table 2.8: Agricultural and Industrial Output

Products 1995 1996 1997 1998 1999 1998-99 % change
(a) Agriculture Products

Field Crops (tons, thousands) 133.4 129.8 109.5 103.1 59.1 -42.7
Vegetables (tons, thousands) 886.6 680.5 714.4 740.9 762.3 2.9
Fruit Trees (tons, thousands) 273 305.6 293.5 379.7 209.7 -44 .8
Meat (tons, thousands) 122.0 116.0 113.5 115.2 131.0 13.7
Milk (tons, thousands) 147.0 165.1 170.0 170.8 170.8 ---
Eggs (million) 715.0 726.0 954.0 948.1 9037.0 -1.2
(b) Some Industrial Products

Phosphate (tons, thousands) 4,984 5,355 5,896 5,925 6,014 1.5
Potash (tons, thousands) 1,780 1,765 1,416 1,527 1,800 17.9
Cement (tons, thousands) 3,415 3,512 3,251 2,650 2,682 1.2
(C) Exports of Industrial Products

Phosphate (JD thousands) 105,493 126,922 134,533 139,717 132,508 -5.2
Potash (JD thousands) 121,616 125,628 98,599 111,633 125,956 12.8
Cement (JD thousands) 29.576 41,453 33,449 16,189 16,564 2.3
(d) Indicators of Industrial Sector*

Value Added (J.D millions, current price) 737 695 761 780 807 3.5
Growth Rate (%) 11.0 -5.7 9.5 2.5 3.5 40.0
Share of GDP (%) 21.4 19.9 20.7 20.5 20.9 2.0
(e) Manufacturing Products (tons, thousands) 8,382.8 8,070.2 11,642.6 10,890.7 10,900.7 0.1

Source: Monthly Statistical Bulletin, Department of Research and Studies, Central Bank of Jordan, Amman, Jordan, Vol

36.6, June 2000.
* Industrial production includes mining and manufacturing, and its expressed as GDP at factor prices
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Figure 2.1: Political Map of Jordan

® al Hafif

e Azraq ash Shishan

Z7



Jordan and Its Economy

Figure 2.2: Map of Jordanian Governorates
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CHAPTER 3

SMALL AND MEDIUM-SIZED ENTERPRISES
IN JORDAN

3.1 Introduction

Small and medium-sized enterprises (SMEs) are a vital component of the socio-

economic development of emerging states. Many such countries have given SMEs special
attention 1n view of their role in promoting productive capacity, and in helping to deal with
the problems of poverty and unemployment. Hobohm (2001) shows that small and medium-
sized enterprises (SMEs) are the backbone of the private sector, making-up over 90 percent
of enterprises 1n the world and between 50 and 60 percent of employment. The importance of
SMEs lies 1n their role in growth at various stages of economic development. They contribute

to output, fulfil social objectives, attract considerable foreign reserves into a country and

have a clear importance in providing employment.

Hobohm (2001) attributes the vital contribution of SMEs 1n the development process
to the following reasons: firstly, SMEs are more labour-intensive and tend to lead to a more
equitable distribution of income than do larger enterprises; secondly, SMEs contribute to a

more efficient allocation of resources in developing countries; and thirdly, SMEs support the

building of systemic productive capacities.

In Jordan, both the government and the private sector support SMEs. In particular, the
state has begun to implement a comprehensive programme of social ‘safety-net’ packages to
fight unemployment and poverty. This comprises schemes worth a total of JD 431 million to
develop the infrastructure of disadvantaged areas (see Chapter 2). A National Aid Fund has

also been activated and restructured to enable 1t to combat poverty by providing recurring

cash assistance and emergency aid to needy individuals incapable of working, as well as

affording vocational rehabilitation opportunities and setting up income-generating self-

employment projects for needy individuals capable of work. Another scheme is being set up
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to finance training for the poor as a practical response to their needs, so that they may enter

the labour market through self-employment.

The aim of this chapter is to consider small and medium-sized enterprises in Jordan.
The definition of an SME is important, but it varies across the countries, so that the chapter
begins by considering this issue. It also considers the role of SMEs in the Jordanian
economy, the problems experienced by SMEs, both in general and specific to Jordan, and

finally, the chapter examines the financing of SMEs in Jordan.

3.2 Definition of Small and Medium-Sized Enterprises

There is no consensus on the definition of a small and medium-sized enterprise
(SME). The terms ‘small’ and ‘medium’ are relative terms, and vary from one country to
another, and from sector to sector within the same country. One study by the Georgia

Institute of Technology, for instance, 1dentifies over 55 different definitions of SMEs in 75
countries (Abdullah, 1999). '

Despite the different d efinitions, Bridge et al. (1998) argue that any definition of a
small business should possess at least two of the following four characteristics:

(1)  The management of the business i1s independent. Usually, the managers in small

firms are also the owners.

(11)  An individual or small group provides capital and ownership.

(111) The areas of operation are mainly local, with the workers and owners living 1n
one home community. However, the markets need not be local.
(iv) The relative size of the business within its industry must be small when

compared with the biggest units in the field. This measure can be 1n terms of

sales volume, number of employees or some other significant comparison.

The definitions of SMEs can depend on many criteria, such as the number of
employees or the value of paid-up capital, or a combination of both of these. Other
definitions use total turnover, either annually or as an average over a few years; total fixed
assets: the market share of the firm; or the level of technology used by the firm (Al-Shama’a,
1998). Other studies such as SESRTCIC (1987) explain that the definition depends on the

subject under c onsideration, and varlous qualitative and quantitative criteria may be taken
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into account. The quantitative criteria focus on the size of the firm’s labour force, the size of
capital outlay, the level of utilisation of inorganic energy and the like. The qualitative
criteria result in dichotomies, such as between organised /unorganised, modern / traditional,
capitalist / pre-capitalist, formal / informal and factory / non-factory, but these can be

regarded as making the definition unoperational and perhaps controversial.

The World Bank seeks to define SMEs according to the number of employees, which
it considers to be the primary criterion. It regards a firm as ‘small’ if it has 50 or fewer
persons working in it. Several countries also use staff number as a criterion, though the actual
number varies between countries. In the USA, Italy, and France a firm 1s small or medium 1f

it has up to 500 employees, in Sweden up to 200, in Canada and Australia up to 99 and 1n
Denmark up to 50 (Amman Chamber of Industry, 1991).

The employee number benchmark has a number of advantages: it makes 1t a simple
matter to compare firms in different sectors and countries, and it is also a stable yardstick,
since it has no direct automatic relation to variations in prices, such as movements 1n
exchange rates or inflation. It is also relatively easy to gather data for it. For example, Pratten
(1991) in his study uses the number of employees rather than sales turnover or value added
because “information about the employment is readily available and because it may be

considered by managers to be less confidential” (p, 3).

Other countries use the capital paid to define small and medium enterprises. In
Malaysia, for example, small enterprises are considered as having paid-up capital not
exceeding (Malaysian Ringgit) RM 500,000 (£1 = 5.5 RM) and medium-sized enterprises as
having paid-up capital not exceeding RM 2.5 million (Abdullah, 1999). In Egypt, a small
project is one with capital not exceeding (Egyptian Pound) E£ 550,000 (£1 =7 E£). Here, the

value of the currency causes problems, as it 1s difficult to make comparisons between ‘small’
firms in two countries because of the need to convert currencies and because of currency
value fluctuations. Other countries seek to utilise several criteria, such as paid-up capital and
the number of employees, so as to obviate the disadvantages of using just one or other of
these. Whatever benchmark is selected, however, reaching a satisfactory definition of a small

or medium-sized business has proved to be headache for researchers and policymakers

throughout the world.
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3.2.1 The Definition of SMEs in the UK

In the United Kingdom, the Bolton Committee (1971) found that a small firm could
not be adequately defined in terms of employment, assets, turnover, output or any other
arbitrary single quantity. The Committee sought to differentiate between an “economic”
definition and a “statistical” definition. The economic definition regarded firms as being
small 1f they satisfied three criteria, as follows:

e  The firm has to have a relatively small share of the market;

e The firm 1s owned or part owner-managed in a personalised way, but not

through the medium of a formalised management structure; and

e  The firm 1s independent, in the sense of not forming part of a larger enterprise.

Under the statistical definition, the Bolton Committee adopted some limits, which

applied to different sectors of the economy, using three criteria: the number of employees,

turnover, and the number of vehicles used in the firm. These are set out in Table 3.1.

Manufacturing enterprises, construction and mining were defined by the employment

criterion; retailing, wholesaling, the motor trades and miscellaneous enterprises were defined
by a turnover criterion; and enterprises in the road-transport field were defined according to
the number of vehicles owned. The employment criterion uses two upper limts: 1t 1s 200
employees for manufacturing, but for construction and muning 1t 1s 25 employees. The
turnover criterion uses three upper limits: for retailing and miscellaneous firms 1t 1s £ 50,000

or less; for motor trades it 1s £100,000 or less; and for wholesales criterion 1t 1s £200,000 or

less. The number of vehicles criterion uses 5 vehicles as an upper limat for road transport

(Bolton, 1971).

The Bolton definitions (economic and statistical) have a number of criticisms. In the

case of the economic definition, these are considered by Storey (1994a) as follows:
e The economic and statistical definitions are incompatible. Bolton requires that
the owners or part-owners manage the small business in a personalised way and
not through the medium of a formal management structure. This, however, is

almost incompatible with the statistical definition of small manufacturing firms

which could have up to 200 employees. It 1s not easy to manage this number of

employees in a personalised way.
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e  The second criticism of the Bolton economic definition is the emphasis upon the
inability of the small firms to affect their environment-most notably their
inability to influence, by changing the quantity which it produces the price at
which a product or service is sold in the market place. In this respect, Bolton 1s

clearly influenced by the economist’s concept of perfect competition.

According to Storey (1994a) there are five basic criticisms of the Bolton Commuttee
“statistical” definition of a small firm. Firstly, there 1s no single definition, nor even any
single criterion of ‘smallness’. Instead, four different criteria are used in the definition -
employees, turnover, ownership and assets. Secondly, three different upper limits of turnover

are 1dentified for the different sectors, and two different upper limits of employees are used.

These make the definition too complex to enable comparisons to be made, either over time or
between countries. Thirdly, the monetary unit used in the turnover definition makes
comparisons over time very difficult, since appropriate index numbers have to be constructed

to take account of price inflation. They also make international comparisons difficulit,

because of currency value fluctuations and differences 1n purchasing power parity.

Fourthly, there are problems with employee-based criteria in comparing small and
large firms over time. As Dunne and Hughes (1989) point out, output per head at constant
prices varies according to firm size. Using an index of net output per head, where 1979
equals 100, output per head in enterprises with less than 100 workers was 125.1 1n 1986,
‘whereas for enterprises with more than 1,000 workers 1t was 132.8. Hence, taking account of
these increases in productivity over the last twenty years, the manufacturing upper limit for a
small firm, which was 200 in 1971, would be much closer to 100 in 1993. Fitthly, the Bolton
Committee definition treats the small firm sector as homogeneous. Even though the
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