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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, inithg women and young people, a goal
embedded in the ILO Declaration 2008 $acial Justice for a Fair Globalization, ahd
which has now been widely adopted by the intermaticommunity.

In order to support member States and the socréhgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wdrkn the Employment Policy Convention, 1964 (No2)l2nd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigbd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services gulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming e tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwtad8s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceueaxghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmithload/dg_announce_en.pdf

2 See the successive Reports of the Director-Gemethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

®See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.






Foreword

At the 99" session of the International Labour Conferencestiments endorsed the
need to promote a ‘pro-employment’ macroeconomanéwork. It was felt that the
current framework, while making an important cdmition to the goal of macroeconomic
stability, paid insufficient attention to the wayhich macroeconomic policy instruments
either helped or hindered employment creation amkpy reduction. In the standard
framework that has evolved since the days of theiral adjustment programmes of the
1980s and 1990s, and that has remained intact gdthi@ 2000s, the emphasis is on
attaining key nominal targets pertaining to detdicits and inflation. The rationale is that
attaining such targets in the medium to long runl vengender a predictable
macroeconomic environment that is crucial for sufipg growth and hence employment
creation. It now appears that macroeconomic stahiéi necessary, but by no means
sufficient to engender inclusive, job-rich growth.

The Employment Policy Department has been endesngup identify existing
constraints in the macroeconomic policy instrumémis may hinder generation of full and
productive employment, and to suggest a way forwardob-rich growth. A series of
country case studies has been conducted, and thentgase study of Jordan represents
one result. The country case study analyzes raoastoeconomic performance, shows
their relationship with employment outcomes or latlereof, reviews the existing
programmes on employment and social safety net,reftects the views of the ILO
constituency and other key national stakeholdeas Were collected through interviews
and consultations.

The current study analyzes the impact of recentroe@onomic policy shifts on the
Jordanian labour market. One of the main lesscaséel for Jordanian policymakers is
that while conventional economic reforms, oriertteaard stabilization programmes, may
lead to some level of macroeconomic stability, thr&y not necessarily lead to a reduction
in unemployment. Despite steady increase in reaP @tbwth rate in the 2000s and a
surge in foreign investment, unemployment rate iegat around 12 — 15 per cent. The
highest unemployment rates are recorded among wamndrthe highly skilled. Poverty
continues to affect around one-third of the popofat At the same time, trade
liberalization has resulted in more job destructibian job creation. Export-oriented
production in the Qualifying Industrial Zones (Q)Zsith the U.S. led to employment of
low-cost migrant workers than creating employmeppartunities for the Jordanian labour
force. High unemployment rate is likely to persestid its decline may occur only when the
latent reserve of labour starts to become shome. @dper identifies reduction in voluntary
unemployment, which constitutes the bulk of unemlent in Jordan, as a target of
policies to raise productivity and wages. The nadiallenge facing the Jordanian economy
is to overturn the job-poor nature of the econognmnth strategy. In this regard, the paper
suggests adjustments to a set of macroeconomistamctural policy measures, to ensure
better employment opportunities, conditions of wankl pay.

Azita Berar Awad
Director
Employment Policy Department
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1. Introduction

The current study analyzes the impact of recentroemonomic policy shifts on the
Jordanian labour market. The aim is to assess sttenteto which the macroeconomic
efforts of the last two decades have resulted ineggion of productive and decent
employment among the Jordanian labour force. ltadgmonstrate that Jordan has suffered
from a jobless growth strategy, whereby econommwmijn and employment generation
have not resulted in increased employment amordpda@ns. The nature of the challenges
facing the Jordanian labour market and the receatsy macroeconomic growth strategies
call for key structural shifts in economic policiasorder to generate better quality and
more decent employment opportunities for the natitabour force.

These structural shifts will influence the natunel @omposition of growth across the
economy, making it more employment-intensive amdsjbly, more pro-poor. An in-depth
understanding of the real challenges facing thdaloan labour market and their source is
of utmost importance to the generation of prodectiad decent employment opportunities.
It is only in such context that a role can be dedifior macroeconomic policies in reducing
Jordan’s consistently high levels of unemploymefhe 2008-09 global economic
downturn reinforced the need to rethink macroecooahjectives and policiesombined
with a new set of structural policies, which could maize the employment potentials of
each macroeconomic policy shift.

Jordan is a small, lower middle-income country,hwat relatively open economy. It
has experienced an accelerated pace of econommgelmaought about by global economic
integration and liberalization policies. The 1998arked the dominance of macroeconomic
and trade liberalization in the Jordanian econolegding to increasing levels of GDP
growth and a much-idealized macroeconomic stabdgymanifested in low inflation, a
stable currency, and a real GDP growth in exces® pércent by 2009n a short time,
Jordan entered into an Association Agreement with European Union, signed a Free
Trade Agreement with the United States and suadbssjoined the World Trade
Organization.

However, despite these trends, high rates of urmmmnt and poverty continue to
persist in the country. Unemployment remains atiaol2-15 percent, with the highest
unemployment rates recorded among women and theyhsgilled. Meanwhile, poverty
was still affecting 13.3 per cent of the populatian2008. It is suggested here that this
arises from the inability of the growth strategyatidress some of the key challenges facing
the Jordanian labour market. These challenges ameswt of the nature of Jordanian
economic growth as well as its geopolitical positidmong them are, first, high levels of
immigrant labour flows to Jordan that have fundataiynchanged the composition of the
labour market. Migrant workers constitute on aver2@ percent of the Jordanian labour
force. According to official statistics, between020and 2005 there were approximately
300,000 migrant workers in Jordan filling 62.8 paricof the newly created jobs. By 2009,
the number of migrant workers had risen to 335(A8anar, 2010a). This has increased
unemployment, while pushing the wages down, maldngployment opportunities less
attractive to those ‘inactive’ members of the labiauce.

The second challenge facing the Jordanian labodkenis the insufficient number of
jobs created. The liberalization of the economyirduthe course of the 1990s resulted in
more job destruction than job creation. Privatmatdf firms resulted in a large number of
small private enterprises with limited employmeptigration capacities. The nature of
export-oriented production, for example in the @uisg Industrial Zones (QIZs), has
implied more unskilled jobs for migrant workers.rde, the jobs created by exports have
not exceeded the number of jobs that have beenll@sto imports.



The third challenge is the quality of jobs, whick available in the market. There is a
clear mismatch between the skills of the young higtly educated Jordanians and the
jobs, which are available in the market. This, targe extent, questions the composition of
growth and the nature of jobs, which have restttah this growth in recent years.

Finally, lack of viable, productive and decent eoyphent at home has led many
highly skilled Jordanians to seek employment abreath long-term implications for the
economy’s human capital. The recent global econaméts has only aggravated these pre-
existing features of the Jordanian labour markegnd¢, what is required in order to
alleviate the unemployment bottlenecks is not aoé@licy responses to the crigisr se
but instead a set of structural changes in all Igghef macroeconomic, trade and labour
policies in order to maximize the creation of prciike employment opportunities for
Jordanians.

In order to explore the above themes in detail,dingent study will first present a
brief account of the recent developments in thelaauan economy. This is followed by a
discussion of the challenges facing the Jordanddoodr market. The study will then
analyze the recent macroeconomic policies in Joasatheir impact on the labour market,
highlighting the insufficiency of macroeconomic ip@s in Jordan to generate productive
and decent employment opportunities and the needstfactural policies in all socio-
economic spheres aimed at removing the obstaclgeneration of full, productive and
decent employment. The study will conclude wittetcd broad policy recommendations to
this effect.



2. The Jordanian economy: recent trends

Figure 1.

Recent years have brought about major changesetasttincture of the Jordanian
economy, originating from regional political andoeomic turmoil, the introduction of
IMF-led stabilization programmes, and finally, th®bal economic crisis of 2008-09. In
terms of investment and GDP, the Jordanian ecorttasyperformed well in recent years.
Private foreign investment has increased dramétisaice 2001, triggered by soaring oil
profits in the Gulf countries and the immigratioihveealthy Iraqgis in recent years. Annual
GDP growth increased from 3.5 percent during 199832to 6 percent during 2000-05
(World Bank, 2008:2).
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Source: Central bank of Jordan, 2010.

However, evidence suggests that growth has noglatmd into a diversified economic
structure and a reduction of unemployment and pggvetes. In recent years, Jordan has
particularly focused on growth of its external secthrough an export-led strategy, an
Association Agreement with the European Union,eeHrrade Agreement with the US and
membership of the World Trade Organization. Althodigese have resulted in high levels
of exports, they have failed to produce sufficiantd decent jobs and have exposed the
economy to the fluctuating waves of internatiomadfice and commerce.

Close economic and trade ties with the region, Wil of Jordan’s exports and a
quarter of its imports taking place with its neighbs, has made the economy vulnerable
also to regional economic and political fluctuasiofhis vulnerability to external factors is
reinforced by Jordan’s traditional reliance on exé sources of finance, such as worker
remittances and foreign aid — something, whichtBrthe government’s policy space when
it comes to macroeconomic planning.

In response to the late-1980s’ economic collapshénwake of a severe debt crisis,
which resulted in a decline in remittances and aid exports to the region, Jordan
accepted an International Monetary Fund (IMF) adpesit package, which included a
devaluation of thelordanian Dinar(JD) by 50 percent, as well as substantial remo¥al
government subsidies. The programmes initiallyethiio stabilize the economy, leading to
a currency and banking crisis as a result of tlcah nature of the capital account and
exchange rate regime liberalization advocated byiMF. This rapid pace of liberalization,
together with a host of political uncertaintiesated to Jordan’s relationship with the West
Bank, undermined investors’ confidence and resuhigdcreased capital flight (El-Said et
al., 2006). Within a year, the currency had depted by 50 percent and the banking sector
was experiencing a crisis. In 1989, the economyraoted by 13.5 percent.

The subsequent decline in the role of the statdhvéneconomy, in line with a tight
monetary and fiscal policy prescription, had a ipalarly dire effect on the agricultural



sector, where input subsidies were removed witlamyt public sector investment in the

sector. Together with only around 6 percent ardhiel and one of the lowest water

availability rates in the world, Jordan’s relianme the agricultural sector as a source of
output as well as input for the industrial sectas Ibeen very limited. As a result, in 2000,
agriculture constituted only around 3.8 percentGIDP, whereas services (including

finance, real estate, transport, communications gonernment services) and industry

(including mining and quarrying) constituted 70.4rgent and 25.8 percent of GDP,

respectively. This shift in economic activity haseh reflected in the composition of

employment, as shown in the table below. As thdetanggests, employment in the

agricultural sector has declined by more than 44q, whereas it has experienced major
increases of over 180 percent and 100 perceneimethl estate and health and social work
sectors, respectively (Al Manar, 2010b).

Table 1. Employment of Jordanians by Economic Activity 1995 and 2006 (excluding the Armed
Forces)
Economic activity Employment Change in Employment
(000) employment share (%) in
1995 2006 1995-2006 1995 2006
(%)
Agriculture 495 276 -44.2 7.2 29
Mining & Quarrying 7.8 6.1 -21.8 114 ) 0.6
Manufacturing 96.0 1142 19.0 139 120
Electric, Gas and Water Supply 134 14.2 6.0 19 15
Construction 55.0 60.9 10.7 8.0 6.4
Wholesale and Retail Trade 1164 1791 539 16.9 18.8
Hotels and Restaurants 124 238 919 1.8 25
Transportation 79.8 98.6 236 116 103
Financial Intermediation 16.2 215 32.7 2.4 23
Real Estate, Renting and Business Activities 184 S2.2 183.7 - By ) 55
Public Administration and Compulsory Social Security 67.8 838 23.6 9.8 8.8
Education 936 154.8 65.4 136 16.2
Health and Social Work 27.2 5438 1015 3.9 5.7
Other Community, Social & Personal Services 35.6 625 75.6 52 6.6
TOTAL EMPLOYMENT 689.1 954.1 38.5 100.0 100.0

Source: Al Manar, 2010b.

Figure 2.

Although the reforms resulted in a decline in tisedl deficit, inflation, and currency
fluctuations, in later years they failed to leadatéull economic recovery, leaving the per
capita incomes stagnant. In terms of ‘stabilizdtiorlation was kept well below 5 percent
between 2000 and 2005, since then inflation hag@sed, spiking at 13.9 percent in 2008.
In 2010, inflation hovered at around 5 percent.

Inflation (percentage change)
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Source: Central Bank of Jordan, 2010.



With an exchange rate fixed to the U.S. dollar sid®95, the Jordanian Dinar has
shown signs of stability for much of the ensuingige However, the decline in the value
of the US dollar during the 2008-09 global econoatisis raises worrying questions about
the long-term consequences, particularly for theeru and capital accounts, of this close
association with the dollar. Real GDP growth hasasha relatively upward trend in recent
years, rising from 4.1 percent in 2003 to 8.6 petrae 2004 and remaining between 7.6 and
8.6 until 2008. In 2009, real GDP growth decelatateotably, to 2.3 percent per year.
However, tight monetary policy, a small domesticrked and vulnerability to regional
instability have all discouraged domestic investmém the economy, leaving the
government with high levels of debt, which reacti®8 percent of GDP in 2000.

External debt constituted 84 percent of GDP in Hzne year. By 2010, net
outstanding domestic public debt stood at 34.5qrgrof GDP and external public debt
constituted around 23 percent of GDP, leaving ndilip debt at around 57 percent of
GDP. Labour productivity in this period fell to yelow levels (Central Bank of Jordan,
2011:36). World Bank studies show that most of doisl growth during the 1990s and
early 2000s was originated from expansion of chpitd labour, inflow of migrant workers
and high levels of foreign assistance, antidue to higher productivity. This highlights the
limited progress in Jordan’s economic competitigsnéeaving unemployment and poverty
as its major socio-economic problems (World BariQ8).

The impact of the global financial crisis on thedamian economy came with some
delay, as Jordan is not a major global investorraitdan oil-producing country. Hence, the
country avoided entering a recession after 20G8pagh real GDP growth fell from 7.5
percent in 2008 to a mere 2.5 percent in 2009 (2@,0). The initial impact of the crisis
was somewhat mitigated due to some of the statidizgolicies adopted by the Jordanian
government in recent years: for example, the Celank of Jordan’s efforts aimed at
stabilizing the banking and monetary systémalthough the IMF stated that, ‘the
Jordanian economy has proved resilient to the gletanomic downturn, thanks to sound
economic management and prudent supervision ofkittngdom’s financial sector’, the
impact of the crisis was gradually felt by the emmiy, particularly through its impact on
the remittances, access to regional grants andtimest opportunities (Dimou, 2010).

Although the oil price boom of 2002-08 increasesl thmittance flows, revenues from
tourism and regional development assistance, @ kd to a higher import bill due to a
heavy reliance on imports of oil and gas, whiclcheap to 23 percent of GDP. As a result,
Jordan initially benefited from lower commodity afel prices following the global
financial crisis. The lower oil prices resultedairsaving of 10 percent of the country’s GDP
in 2009 (Brach and Loewe, 2010). However, soorsthecture of the economy revealed its
vulnerability to the regional and global economlowslown. As a major recipient of
external financing in the form of remittances, oegil and foreign assistance, and loans, the
decline in economic activity of the regional oilpexting countries started to have an effect
on the inflow of these external resource flows @oddn. According to the Arab Labour
Organization estimates, the economic crisis redultiean overall 19 percent decline in
employment opportunities across the Arab world @2 possibly creating a 30 percent
decline in demand for Arab labour in the Gulf coigst (GMG, 2010). The return of many

® For example, via measures such as setting 12 measea percentage for capital adequacy (as
opposed to the standard rate of 7 percent), whictepted the banks from many financial problems
and the possibility of bankruptcy. In addition,léaling the global financial crisis, all banks were
requested to disclose all their toxic papers ireotd monitor any potentially growing problems in
the banking system. These papers amounted to USBilion, which is small compared to the
USD 1 billion profits of these banks in 2008 (SeémBu, 2010).



Jordanian workers from the Gulf countries, follogvithe decline in economic activity,
together with the influx of more than a million diarefugees in recent years, and high
levels of land speculation resulted in a 10 percmdine in the levels of remittances in
2009, high levels of unemployment and over-invesinie real estate. Between 2008 and
2009, the number of Jordanian companies who filet thhe Ministry of Labour (MoL) for
mass layoffs tripled from 13 to 32 (ILO, 2010). B§09, foreign aid alone had dropped by
87.8 percent. The fall in real GDP growth was maitlie to weaker activity in finance,
manufacturing, and trade sectors. While an incréaseapital spending — to support
domestic activity — was largely offset by lower aoodity subsidies, a cyclical weakening
in domestic revenues and a dramatic downturn iareat grants induced a widening of the
overall deficit by more than 3 percentage point$8fP, reaching 8.5 percent of GDP in
2009. As a result, the debt-to-GDP ratio rose muab6 percent by the end of 2009 (Brach
and Loewe, 2010).

According to more recent data from the Departmé@tatistics (DOS), the growth of
the national economy showed a positive trend in02Q@anks to the improvements in
regional and global conditions and the growth afises and export-oriented sectors. At a
sectoral level, some sectors withessed a markedoirement, particularly mining and
guarrying, which picked up strongly, recording alrgrowth rate of 24.4 percent compared
to a contraction amounting to 24 percent a yealieeailransport and communications,
trade, restaurants and hotels and finance, inseraral estate and business services also
witnessed major growth improvements. In contrdst, ¢onstruction sector experienced a
noticeable contraction amounting to 6.7 percentpamed to a growth rate of 13.5 percent a
year earlier (Central Bank of Jordan, 2011).

In order to minimize the negative effects of thexabtrends on the labour market and
to protect workers against the adverse consequerfcédse economic instabilities, it is
crucial for the post-crisis macroeconomic policiesbe formulated in close coordination
with labour market policies. Jordan’s Executive Blepment Program (EDP) for 2011-13
has set employment creation as one of its top ipesy aimed at ‘stimulating economic
growth, increasing the welfare of Jordanians byicaty poverty and creating jobs through
sustained and broadly shared growth, while achig¥iscal sustainability and external
balance through boosting investments and enhamesipgrts’.

Although the EDP places much emphasis on ‘maimginfiscal and monetary
stability’, it does so by highlighting the role @ficreasing self-reliance’ in achieving such
objective — a welcomed policy tone, which pointwdods creation of domestic sources of
growth and economic stability, which are likelyrsult in more sustainable job creation
opportunities. The EDP further emphasizes ‘devalppihe public sector and human
resources and increasing their productivity’ wHagnchronizing education with labour
market requirements’ (Ministry of Planning and hmitional Cooperation, 2010a). All of
these point towards the government’s realizatioth i@tognition of the need to focus on
improving the state of the labour market througtreasing reliance on domestic sources of
growth.

The *Arab Spring’ factor

The ‘Arab Spring’ has posed yet a new challeng&otdan’s volatile macroeconomic
and employment structures. Political unrest actbssArab world since late 2010 has
pushed Jordan to dramatically increase governnpentding on public sector salaries, food
(USD 550 million) and energy subsidies and thea®afety network, in an effort to avoid
domestic protests by improving the situation of tieeintry's poor and unemployed. The
initial round of extra government spending was exieal in August 2011 by an additional
JD 584 million for social welfare payments and feotsidies. Hence, in 2011 government
spending exceeded its original JD 6.95 billion bgroJD 700 million, raising the estimates
of the budget deficit from 5.5 percent to nearlpéetcent of the GDP. A further blow to
state finances came from a record energy bill thaxpected to top USD 4.5 billion after



the disruption of Egyptian gas supplies to Jordamtd sabotage of the pipeline in the Sinai
region following the political unrests in Egypt@arly 2011. As a result, the kingdom was
forced to switch to more expensive diesel fuel émayate electricity. Together with the
debt incurred by the national electric power comypahe government debt levels this
autumn went beyond the legal limit set by Jordaie®@ipercent, according to the finance
ministry.

Still struggling to recover from the global finaattrisis of 2008-09, the economy of
Jordan is expected to grow at around 3 percendirl 2much slower than the average 7
percent seen over the last decade. In mid-2011gdkernment attempted to finance the
growing deficit through getting funds from the aahtbank, a move that raised much
criticism from those fearing the jeopardy of theJZBndependence. The USD 1.44 billion
in foreign grants received by the kingdom in 20fbllpwing a dip in foreign aid during the
global financial crisis, has contributed greatlyctvering the increased public expenditure,
ensuring that the 2011 budget deficit target of1JD60 billion or 5.5 percent of GDP is
met.



3. Labour market and employment in Jordan

In Jordan around 180,000 Jordanians were unemploy@®09; at the same time,
more than 335,000 non-Jordanians were working enkingdom during the same year.
These numbers highlight a critical paradox in tbantry’s labour market: while demand
for labour is high, most job vacancies are filleg rhigrant workers or remain unfilled,
leaving many Jordanians unemployed over long perifdtime. Existence of such deep
structural problems in the labour market implieattaconomic growtlper sewill not be
sufficient to reduce the levels of unemploymentl$io explains to some extent why GDP
and foreign direct investment (FDI) growth in recemars has not resulted in lower
unemployment, as shown in the figure below. Theegoment's strategy in recent years
has been to attract foreign investment and gengrateth to create 46,000 additional jobs
per year, with the expectation that this will reedumemployment to 6.8 percent by 2017
(World Bank, 2008:2). Indeed, in line with the gowment’s unemployment reduction
strategy, GDP growth has generated a substantmbeuof new jobs: from 2000 to 2005,
the Jordanian economy created between 24,000 aj@D®i4dditional jobs per year.
However, unemployment did not decline but fluctdatgound a fairly high level of 14
percent. This is despite the low ratio of laboucéoto population, which is a product of the
large pre-working age population as well as lowelswf female participation. In recent
years, more than half of new jobs created in trenecly have been filled by migrant
workers.

Figure 3.  Paradox: Strong investment and GDP growth, but high unemployment
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High rates of population growth have resulted lalmur force growth rate of about 4
to 5 percent annually, with more than 50,000 emsrda the labour market each year,
resulting in unemployment rates ranging from 1216 percent. Statistics show that in
2009, of the total number of unemployed, more th&rpercent were below the age of 29
(Al Manar, 2010). Unemployment is particularly higimong the educated youth and
women. Despite the government's extensive and digesi health and education
programme, its lack of targeting has resulted segmented labour market characterized by
high unemployment amongst the highly educated. Muse 80 percent of the unemployed
men are educated at the secondary level and alaodeas much as 75 percent of the
unemployed women have an intermediate and uniydesiel education (Al Manar, 2010).
Moreover, despite measures such as compulsory galudarough grade 10 and stricter
child labour laws, women’s participation in econonaictivities is still far below that of
men. They also face higher unemployment and lowages, resulting in high female
employment in the informal economy.

It is worth mentioning that the severity of the mpdoyment problem in Jordan is to
some extent disguised by the low labour force gigdtion rate of women with less than
higher education. Jordan has one of the lowestulabarce participation rates of those
above 15 in the world: 64 percent for males andp&dcent for females. The female
participation rate declines even further when imes to females with less than higher



education — something which could be due to a bbs$actors, particularly the very low
wages on offer in the private sector resulting fibia excess supply of labour (ILO, 2010).
This implies that, even if the rate of job creatiaccelerates, the present high rates of
unemployment are likely to persist given the currguality and wage structure of the
labour market. If labour demand increases, any avgment in working conditions, most
especially rates of pay, is likely to generate amoréase in labour supply, as those
previously economically inactive find the rewardsemployment more attractive. As a
consequence, unemployment rates will decline slpiflgat all, until the latent reserve of
labour is exhausted. To this should be added &durthallenge, which relates to the
construction sector, which has been the drivingdobehind much of recent economic
growth in Jordan. The construction sector is tylbyddie most volatile major sector of any
economy. Propelled by investments from remittantdes,wealth of Iraqi immigrants and
other factors, the construction sector has beanca ffor growth. However, the activity in
the sector is bound to slow down in the near fytieeding to a large-scale loss of jobs.

Hence, a continuation of the government’'s macroacon and labour policies in the
future will perhaps lead to further growth in terofSGDP and investment, and even jobs,
but may not lead to reduction of unemployment. s tcontext, the government’s
macroeconomic policies need to be formulated cHyefin coordination with the
employment priorities of the labour market in orttemeet the demands of the Jordanian
labour force.

Below, we highlight some of the major structurahtfees of the Jordanian labour
market, which need to be taken into account cdyefwhen devising macroeconomic
policies with the aim of reducing unemployment. 3é&énclude the job destruction caused
by the recent wave of economic liberalization atadbifization programmes; the significant
share of migrant workers; high levels of emigratdrdordanian labour; low quality of jobs
available in the market and infrastructure; and ¢Rpansion of the employment in the
informal economy.

Job destruction after liberalisation

Various elements of Jordan’s macroeconomic stalbitim policies of the last two
decades have resulted in higher levels of job detson than job creation. One of these
factors has been Jordan’s drive towards fiscal @atetion and privatization. The public
sector has been traditionally one of the largegtleyers in the Jordanian labour market.
The relatively higher wages, social protectiontimtients and lack of viable private sector
employment opportunity has for long made the pusdictor a favoured choice of the new
entrants to the labour market, particularly womEemale applicants for public sector
forces reached 64 percent of the total in 2003. él@n, a reduction in the size of the
government civil servant wage bill and a move talgaprivatization has been among the
major economic ‘reforms’ of recent years. Jordaate of privatization has been faster than
many regional economies, helped by its trade ageatstwith the US and Europe, yet the
nature of this privatization process has not bespleyment-friendly.

Another factor, which has resulted in high leveigob destruction in recent years, is
the nature of government’s investment and tradstesires. Economic liberalization and
export promotion in Jordan has particularly focusadow manufacturing sectors, such as
apparel manufacturing, that offer poor working dtinds, making them less attractive to
domestic workers. The sudden and unprotected infibaheaper imports has undermined
many domestic producers, pushing them out of basiner directly affecting the
employment and wages of their workers. Jordan’sliQuay Industrial Zones (QIZs) with
the US are another element of Jordan’s trade aresiment policy that though attracting
high levels of investment, have had devastatingeguences for employment of nationals.
To be eligible for free access to the U.S. margatducts from the QlZs have to have at
least 8 percent Israeli content, 11.7 percent himdacontent, and a total content from



Figure 4.

Israel, Jordan, West Bank and Gaza, and/or theeiStates of at least 35 percent (Nazzal,
2005).

Though many have argued that QIZs have resultedare jobs and higher foreign
exchange reserves due to higher exports, the mgaddt of the QIZs on the Jordanian
economy should be assessed on the basis of wagksampad on increases idomestic
investment through spillover effects and re-invesimof the profits in the Jordanian
economy. Figures from the Jordan Investment Bodligi) (show that 88 percent of capital
invested in the QIZs is from foreign firms. In atiloh, more than half of the workers in
QlZs are migrant workers (see Figure 4 below). Agsbnthe Jordanian workers, the
majority are women who are paid lower wages. Rnatiost of the goods produced in
these trade zones are low level manufacturing mtsdsuch as low cost clothing destined
for the American market, which have low value-addm®l hardly represent a real
diversification of Jordan’s productive structune.a drive to reduce the costs of production,
wages and working conditions are being depress#uese trade zones, resulting in higher
employment of migrant workers who are willing taept such conditions. The decline in
real wages in Jordan in recent years is an ingicatf the impact of migrant workers in
turning Jordan’s labour-surplus economy into a &iled, low productivity, low wage
equilibrium. This in turn requires a combined maoenomic and labour policy effort
aimed at generating high value added jobs with wdgeline with expectations of the
Jordanians. This would be also important in ordeattract the large number of skilled
Jordanian labour force currently working abroad.
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Though many have argued that QIZs have resultadare jobs and higher foreign
exchange reserves due to higher exports, the mgaddt of the QIZs on the Jordanian
economy should be assessed on the basis of wagksampad on increases idomestic
investment through spill over effects and re-inresit of the profits in the Jordanian
economy. Figures from the Jordan Investment Bodligi) (show that 88 percent of capital
invested in the QIZs is from foreign firms. In atlol, more than half of the workers in
QlZs are migrant workers (see figure 4 below). Agginthe Jordanian workers, the
majority are women who are paid lower wages. Rnatiost of the goods produced in
these trade zones are low level manufacturing mtsdsuch as low cost clothing destined
for the American market, which have low value-addm®l hardly represent a real
diversification of Jordan’s productive structune.a drive to reduce the costs of production,
wages and working conditions are being depress#uese trade zones, resulting in higher
employment of migrant workers who are willing taapt such conditions
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Quiality of jobs

The growth of the Jordanian economy has been ctriated in sectors, which do not
offer ‘high quality’ jobs to the educated Jordaniabour force. In other words, there is a
mismatch between the labour market demand andkiltee and educational backgrounds of
the workers. The young, mostly educated Jordan@dmsiot show any interest in adopting
the low-skilled, manual jobs offered by the minimgnufacturers or the QIZs, as these not
only have no association with their subject of gtiit are also low-paid, offer poor
working conditions and lack social security. Acaogdto official statistics, only 42 percent
of the labour force in Jordan is covered by thead@ecurity system. The surge in the rate
of inflation in recent years has further damperedalready low wages, which dominate in
these sectors, making them even more unattractitieetskilled labour force.

Jordanian workers’ refusal to accept low-wage egpknt is often attributed to their
high ‘expectations’ about their employment prospeutd earning potential. However, as
argued below, rather than being a matter of urstaliexpectations’, this highlights the
mismatch between the high levels of educationnitngiand experience of the labour force
and the prevailing low wages on offer in the ecopoBvidence shows that Jordanians
would be ready to accept even unpleasant jobseif fhaid well enough (World Bank,
2008). This phenomenon has led to high levels ofufntary unemployment’'— something,
which cannot be easily reduced by boosting investraed GDP. A survey conducted by
the University of Jordan’s Center for Strategicdita shows that around 54 percent of the
unemployed fall in the category of the ‘voluntariipemployed’ (World Bank, 2008:19).
An increase in economic growth may lead to a paréduction in the number of those
‘involuntarily’ unemployed, but is insufficient teeduce ‘voluntary’ unemployment. The
jobs that have been created in the QIZs, whictchagacterized by low pay and offer poor
working conditions, have gone to migrant workerovelne willing to accept them. Hence,
in its policies, the government needs to distingulsetween these two groups of
unemployed and target specific policies aimed @irmg the productivity and wages of
employment opportunities in order to attract theumtarily unemployed, who constitute the
bulk of the unemployment pool in Jordan. This itune requires further diversification of
the economy and increase in the productivity anchpeditiveness of the employment-
intensive sectors to ensure better employment dondiand pay.

One of the consequences of the low quality of abéél jobs in the economy is the
high rate of ‘inactivity’ in the labour market. Amaing to its official definition, individuals
are considered to be outside the labour forcenactive’, if they are neither employed nor
unemployed, that is, not actively seeking work.urgg5 shows the high rate of economic
inactivity in Jordan. The latest figures show thatof 2011, ‘there are around 3.5 million
people aged between 16 and 64 who are eligiblevfik, out of them 1.4 million are
economically active and 2.1 million are inactiv®,&rcent of them are students’ (Obeidat,
2011). This highlights lack of decent and produetemployment opportunities, which
could encourage Jordanians to seek employment.

® When unemployed Jordanian workers were asked dbeutwillingness to accept jobs from a list
of widely available jobs at prevailing wages, abé&tpercent of respondents indicated a willingness
to accept at least one of the jobs. The other $depé of unemployed Jordanians want to work, but
not at available jobs — unless the pay were sicpnifily more than presently offered. The attractibn
civil service jobs and income support from familymbers (more than three in four unemployed
Jordanians (76 percent) live with their parents amig¢t one in four belongs to the lowest expenditure
quintile, and significant numbers of unemployedividlials belong to Jordan’s wealthiest families)
are two factors which allow them this choice (WdBlaink, 2008).
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Figure 5.

Table 2.

Inactivity Rates in Jordan, 1997-2007
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The low quality and attractiveness of jobs offeiredhe Jordanian labour market are
further demonstrated through the large number efwhorking poor’, which refers to those
who work for under USD 2 a day. In the case of dord7.5 percent of the population
between 1997 and 2007, and 13 percent of thoseogagplduring 1997-2003, constituted
the working poor (Saif, 2009:16).

Jordan Poverty Indicators

1997 2002 2008
. 680 JD
Poverty line 366 JD 392JD (2.8 JD/day)
Poverty rate 21.3% 14.2% 13.3%

Source: World Bank, 2002 and 2010.

The high levels of voluntary unemployment and ‘indaty’ in the labour market are
reinforced by the relatively high reservation wagéslordanians, which stem from the
expectations of obtaining higher-paid public segs and receiving income support from
their families. The expectations of civil serviab$, which pay higher wages on average
than the private sector, reinforces the unemplgardon’s hesitation in accepting existing
low-wage jobs. In theory, the lowest monthly payha public sector should be JD 206, far
above the private sector minimum of JD 150. Thiatisbutable to the provision of a cost
of living allowance of JD 90 and a living standargprovement allowance of about JD 40.
In addition, public sector employment offers grea@ security. Thus, it is highly
attractive, particularly for those with low leveiseducation.

The contrast between the conditions of public anehpe sector employment for those
with basic education is such that new entrantshéolabour force are willing to remain
unemployed in the hope that they will find a jobtine public sector. Having said this, it
should be mentioned that holders of bachelor'seleghave always been the largest section
of the labour force employed by the public sediagures from 2007 show that 45 percent
of the 165,032 public sector employees held a Bachedegree and 15 percent had less
than secondary-level education (Al Manar, 2010jhédigh the pace of government hiring
has slowed, Jordan's civil service continues t@edpNew hires crept up from about 7,000
in 2001 to nearly 9,000 in 2004 and just over 1Q,002007. Meanwhile, even a larger
number of people file applications for employmeithwhe Civil Service Bureau: about 20
percent of all unemployed individuals and 45 peradrunemployed women apply to the
Civil Service Bureau. The latest figures show ina2007, nearly 180,000 people applied
for public sector jobs, out of which only 6 percerdre appointed (Al Manar, 2010). This
ratio has remained constant — a clear indicatiorthef attractiveness of public sector
employments well aghe public sector’s inability to expand its wagk. bi
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Table 3. Annual distribution of Jordanian employees by sector (percentage)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Public 37.2 34.8 34.9 35.4 35.0 36.1 36.6 37.9 38.6 37.9
Private 61.8 64.4 64.3 63.9 64.4 63.2 62.8 61.6 61.1 61.5
Other 1.1 0.8 0.8 0.8 0.7 0.7 0.6 0.6 0.3 0.5

Source: Al Manar, 2010.

There are, however, drawbacks to public sector eynpént. The flatness of the
education-earnings profile in the public settand its willingness to hire a significant
number of people without completed secondary edutand to pay them generously often
reduces the incentive to finish secondary educatimh pursue higher education. This can
undermine the labour productivity and human capifathe economy to the detriment of
future economic expansion and diversification. Smynmales terminate their education at
the basic level, when staying in school for a ferttwo years and earning the secondary
school-leaving certificate might significantly ingwe their prospects. The generous pay
offered to the less-educated may reduce inequalitypng public sector employees, or
between less-educated employees in the public aivdte sectors, but it exacerbates
inequality between them and their counterparts afgonot successful in obtaining public
sector employment. Therefore, for a labour surgltenomy, a healthy wage structure and
an appropriate level of public sector wage arerdgiden creating the right incentives in the
labour market and preventing unnecessary constramgovernment revenues, particularly
in the post-financial crisis era.

Although the above sectors should be taken intowtcin the government’s overall
employment strategy, it is essential to remembat timemployment is a macroeconomic
problem that cannot be resolved by mere supply-gidicies relating to earnings
differentials or education. Measures to re-aligmliguand private sector pay cannot be
expected to have any immediate effect on the ungynpnt problem, in so far as it is
caused by an insufficiency in the aggregate demfamdlabour. Most recently, the
government of Jordan has announced a nationakgyrdbr employment through ‘striking
a balance between demand and supply in the labaudketh (Obeidat, 2011). Although
establishing funds to ‘support small and mediunerrtses’ can lead to some levels of
employment creation, it is an increase in and difieation of domestic and international
demand for goods and services produced by the diard&conomy, which would play a
more important role in generating further and nsustainable employment levels.

Realizing the ‘dangerous’ nature of very high rateeconomic inactivity amongst the
labour force and its ability to ‘limit the state’ability to combat poverty and
unemployment’, the government has proposed thedattion of structural policies in the
areas of support to SMEs, introduction of more degabs, greater coordination between
the demand and supply in the labour market, anelviion of the government’s labour
immigration policy (Obeidat, 2011). The above hasrbrecognised to some extent in the
government’s Executive Development Programme 2@®l1-Which highlights the
importance of rejuvenating investment in the ndagl@cagricultural sector to ensure its

’ The reason for the flatness in public sector egmprofiles is, of course, that major components of
earnings, the cost of living allowance and thenljystandards improvement allowance are minimally
related to education.
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‘sustainable development’ and contribution to unayment reduction. To ‘increase self-
reliance and improve the agricultural trade balanaad to ‘promote economic
opportunities for agricultural producers and benéfbm local and international trade
opportunities’ are among some of the governmeng¢daives in this respect (Ministry of
Planning and International Cooperation, 2010).

Similarly in the area of investment in industry g@ratle, the EDP aims to ‘provide an
enabling environment for business and investmertt,eanhance the competitiveness of the
national economy on local, regional and internatiorfironts’, ‘provide new job
opportunities’ and ‘upgrade and modernize the itréhlssector’ with the aim of expanding
its capacity and competitiveness. The governmens @b adopt policies which ‘enhance
partnership between the public and private sectordhdustry and trade, ‘support the
industrial sector (Industrial Policy), and promtieal industries’ (Ministry of Planning and
International Cooperation, 2010). Both these agjtical and industrial policies have the
potential to expand the economy’s employment geimgraapacity.

Although the policies aimed at expansion of traddustry and agriculture have the
potential to increase employment opportunitieshese sectors, the EDP’s approach to
employment generation fails to address the issugnefmployment as a standalone issue
and considers it as a spill-over of expansion béoeconomic sectors.

Migrant Workers

Jordan’s trade and investment liberalization peficand the drive towards expanding
competitiveness through a race-to-the-bottom imseof reducing wages and prices of
other inputs has in some cases resulted in low-judid created by foreign investments
which dominate Jordan’s trade and investment sqaandicularly in the QIZs. These low-
paid jobs were often filled by migrant workers whiould be ready to accept the low wages
and poor working conditions prevailing in these &yment categories. The working
conditions in these export zones have been refdgateticised by various international
organizations which have accused them of violatiaour rights (National Labour
Committee, 2006). In addition, the poor conditioffered in the QIZs have encouraged the
expansion of the informal economy.

Several of the sectors with the highest GDP growthrecent years, including
manufacturing and construction, have produced gelaumber of low-skilled, low-wage
jobs that were unattractive to Jordanian workeis \@are, hence, picked up by migrants
(Figure 6). A similar trend has happened in thdcaiural sector. This has led to a net
decrease in jobs for Jordanians. According to tsPduring 2000 to 2005 between 52 to
63 percent of newly created jobs were filled by naigs. As a result of this trend, in 2009,
foreign workers in Jordan numbered more than 3%5,8& more than the number of
unemployed Jordanians which stood at 180,000 irséime year — see Table 4 below (Al
Manar, 2010a). Migrant workers are mainly young math low levels of education from
other countries in the region, particularly Iragd3tine, and Egypt. The exact number of
migrant workers in Jordan is estimated at aboup@@ent of the Jordanian labour force.
They are often concentrated in the export zonesedlsas the agriculture, construction and
manufacturing sectors¢eTables 5 and 6).
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Figure 6.  Employment of Jordanian and non-Jordanians working in Jordan, 2000-2006 (2000=100)
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Source: Al Manar, 2010b.
Table 4. Comparison of the number of Jordanian unemployed and migrant workers
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Registered
foreign 110,580 136,573 127,181 148,823 218,756 261,781 289,730 313,196 303,325 335708
workers
Unemployed 143730 158566 171430 164431 144236 177,359 171,390 172,203 170,114 180,284
Jordanians
Employed 908,314 920,042 951,612 969,171 1,012,734 1,023,681 1,055,847 1,140,446 1,172,701 1,220,521
Jordanians

Source: Al Manar, 2010 and 2010a.

Table 5. Employment of migrants working in Jordan by economic activity, 2000 and 2006
Economic activity Employment (000s) As % of total employment
in the economic activity
2000 2006 2000 2006
Agriculture 305 68.3 375 71.2
Mining & Quarrying 23 29 20.2 325
Manufacturing 16.8 69.7 13.7 379
Electric, Gas and Water Supply 0.2 0.2 13 14
Construction 20.2 443 229 421
Wholesale and Retail Trade 103 194 5.9 9.8
Hotels and Restaurants 7.2 15.2 255 39.0
Transportation 18 20 18 20
Financial Intermediation 09 19 42 83
Real Estate, Renting and Business Activities 16 19 5.1 36
Public Administration and Compulsory Social Security 03 0.2 05 0.2
Education Ll 14 0.8 0.9
Health and Social Work 04 1.2 0.9 v |
Other Community, Social & Personal Services 17.0 61.0 239 494
Total 110.6 289.7 11.2 233

Source: Al Manar, 2010b.
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Table 6. Distribution (percent) of the employment of Jordanians and Non-Jordanians by economic
activity in 2000 and 2006 (excluding the Armed Forces)
Economic activity Jordanians Non-Jordanians
2000 2006 2000 2006
Agriculture 5.8 29 276 23.6
Mining & Quarrying 10 0.6 21 10
Manufacturing 121 120 15.2 241
Electric, Gas and Water Supply 16 15 0.2 0.1
Construction b 6.4 183 153
Wholesale and Retail Trade 189 188 9.3 6.7
Hotels and Restaurants 24 25 6.5 5.3
Transportation 111 103 16 0.7
Financial Intermediation 2.2 23 0.8 0.7
Real Estate, Renting and Business 34 59 15 0.7
Activities
Public Administration and Compulsory 84 88 03 01
Social Security
Education 141 16.2 1.0 05
Health and Social Work 48 5.7 04 04
Other Community, Social & Personal 6.2 6.6 154 211
Services
Total 100.0 100.0 100.0 100.0

Source: Al Manar, 2010b.

In general, migrant workers are less skilled andeheeceived less training than
Jordanian workers, but their readiness to accdy# yoith low salaries and poor working
conditions and their general flexibility make thenfiavourable option for most employers.
Furthermore, Jordanians’ expectations of employmamportunities that satisfy their
academic and professional qualifications have niadm less ‘employable’. Nonetheless,
improving the quality of education continues toifgortant in promoting relevant fields of
specialisation. Among university study fields, umpdéoyment rates in agriculture,
veterinary, and educational specializations haveameed twice as high as those of
engineers and health care workers. Although higkiig the lack of informative
mechanisms and a mismatch between supply and deimaine labour market, this is also
an indication of low levels of output and produitjivin such sectors, which could
potentially be a source of employment. The govemtiene2011-13 EDP aims to ‘provide
opportunities for universal education and ensuragality and fairness in educational
services both quantitatively and qualitatively’; t®quip students with the skills and
knowledge needed by the knowledge-based economg’t@elevate the ‘quality level of
higher education and its outputs’ (Ministry of Riarg and International Cooperation,
2010a).

More recently, the government’s National Strategy Employment has set out plans
for replacing migrant workers with Jordanian wogkdn the short-term it aims to replace
guest workers with local labour, particularly ireteervices, hospitality, water, electricity,
health, construction and trade sectors, whereathenmedium term, this strategy will
expand to the sectors of mining, industry and adftice. Parallel to this, the government
aims to boost investments in sectors and industwlgh employ the majority of
Jordanians in order to also ensure a dynamic eigan$ employment opportunities in the
country (Obeidat, 2011). This is a highly valuablgjective as long as the government
focuses on expansion of the economy’s capacityéworeration of productive, high-wage,
decent employment opportunities in a wide arragaanomic sectors.

The new Provisional Amended Labour Law aims todrsatrganize and regulate the

employment of non-Jordanians, and include clausedomestic workers. However, while
under the new Social Security Law all workers imddm can be potentially covered by

16



social security regardless of their nationalityistidoes not seem to benefit domestic
workers, most of whom are migrants. Under the ‘doisation’ policies of the Jordanian
government, agriculture and construction were awmrsid as the first sectors where
Jordanians could start replacing migrant workeysdtbering to subsidize the salaries and
social security contributions of Jordanian emplayeeSimilar policies were also
implemented across the QlZs: any company that irasw Jordanian is eligible to hire
two migrant workers with an exemption of permitde€&inally, in partnership with the
private sector, the Ministry of Labour establishasumber of agreements with some of the
occupational sectors to facilitate the replacenwdntnigrant workers with Jordanians by
setting some targets for the shares of these taugpgrin company workforces.

Emigration of skilled Jordanian labour

Figure 7.

Jordan is a country, which relies heavily on ‘emédr sources of revenue, including
remittances from Jordanians who have gone abroadearch of better employment
opportunities. Since the early-1970s and the fisboom, Jordan has been exporting a
large number of workers to the oil-exporting Gutiuatries, providing high levels of
remittances for the Jordanian economy. In 2009,ittence constituted 20 percent of
Jordan’s GDP (Figure 7).

Remittances by expatriates to Jordan, absolute values (USD, millions)
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Following the Gulf War, around 300,000 Jordaniam®vad sought employment in
the oil-rich Gulf economies since the late-198@$umed home. As a result, there was a
sudden disruption of remittances and aid flows frim oil-rich Gulf economies. In
addition, the gradual increase in migrant workeosnfother regions in the Gulf countries,
which began in the mid-1980s, also contributed steady decline in remittances observed
until the mid-1990s. Furthermore, following the GWar, Jordan’s exports were largely
affected given Iraq was one of its main tradingmpens. This was further worsened by the
fall in exports to other Arab countries during thar.

The Gulf war had a major direct bearing on all sketors of the Jordanian economy,
as well as the labour market, resulting in an urleympent rate of nearly 30 percent and an
increase in the poverty rate to 33 percent. Theugranormalisation of political relations
between Jordan and the Gulf countries in the yeatsch followed resulted in the
resumption and full recovery of remittances whiehahed almost USD 2 billion in 2002.
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Figure 8.

Since then, remittances have on average constiiepercent of GDP. Figure 8 below

shows the significance of remittances in the Jaestaeconomy during the period 1970-
2002, highlighting that remittances have been theraource of foreign exchange. Indeed,
if remittances in kind and unrecorded remittancess aso included, their significance

would increase even further. Some argue that theblevel of remittances can be as much
as 60 percent to three times higher than the efff@ures (El-Sakka, 2005).

Remittances in Jordan 1970-2002
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The emigration of Jordanian workers has also lddliour shortage at home, fuelling
larger scale entrance of migrant workers, and degdrthe economy of essential skills and
human capital. According to the Ministry of Laboir,2008, about 4.9 percent of the total
Jordanian population lived abroad. Estimates from Ihternational Labour Organization
(ILO) indicate that around 600,000 Jordanians, tiafsize of the Jordanian labour force at
home, work abroad and are often employed in gki#isive jobs. This is an indication of
an ‘imbalanced skills situation’ whereby, local plypof skills exceeds local demand for
skills at wages on offer in the local economy. Tdexline of oil prices and economic
activity in many of the oil-exporting economiesléoling the global economic crisis of
2008-09, resulted in a decline in employment opputies in the Arab region by around 20
percent in 2009, with demand for labour decliniyg30 percent (GMG, 2010). As a result
of these developments, remittances to Jordan dasmtday about 10 percent during 2009,
with many of those workers who stayed behind inGlof countries having to accept lower
wages and poor working conditions. Furthermore,esestimates show that the outflow of
remittances by migrant workers have offset the tt@amces sent in by Jordanians abroad.
This calls for an emphasis on reforming structypalicies (macro, industrial, trade,
business and taxation, for example) aimed at mowuimg economy towards high
productivity, high wage equilibrium that is morepeale of absorbing the country’s skilled
labour supply.

Recent government policies related to labour espioam Jordan have been focused
on channelling more remittances through officialtes in order to maximize their use for
the country’s macroeconomic stability, rather tli@ousing on generating attractive jobs
for the expatriate Jordanians. Jordan's fixed emgharate regime enhances the role of
remittances on the growth of monetary aggregatesugih the liquidity in the banking
system and the balance of payment surpluses. Rewes have been one of the main
sources of foreign exchange in Jordan, helpingnante the balance of payment gaps. In
addition, according to the IMF, remittances areiemant to more than 40 percent of
exports of goods and services, largely offsettioigldn’s trade deficit. Thus, the country’s
monetary, fiscal and trade performance to a lakgen¢ hinge on the level and stability of
the remittances. In other words, in Jordan, thereadf labour flows plays a key role in
determining economic performance and macroeconstalality rather than the other way
around.

Evidence has also shown that remittances, as addbumearned income or rent, can
reduce labour supply by acting as a disincentive diher members of the recipient

18



households to work. This can lead both to a dedlinebour force participation and an
increase in unemployment. Furthermore, a recemtyshy the IMF (2006) argues that
remittances have had a significant impact on Josdesal exchange rate, hence reducing
Jordan’s competitiveness. Remittances have thengiate¢o induce a real exchange rate
appreciation, widen the current-account deficitaken monetary control, contribute to
inflationary pressures, and result in sectoral Hasation of investment. In addition, in
Jordan, remittance income accrues primarily to meiddnd high-income families, as most
of those who emigrate tend to be well educatedfaord prosperous families. As a result,
remittances are greater for wealthier households thr poor ones and contribute little to
reducing poverty levels and inequality in Jordan.

Informal Economy

Jordan’s economic growth has failed to producei@sfit formal employment that
provides social protection for its workers. Thusipdoyment in the informal economy has
gained much importance. According to unofficiairestes, the informal economy accounts
for about 20 percent of GDP and employs about 2&ep¢ of the workers. The jobs created
in the formal economy are inadequate for the 5@HiIsand new entrants to the labour
market each year. Other reasons behind the grofatiednformal economy in Jordan are
the high rates of poverty (14.7 percent in 2005ha{@abkeh, 2007); a high rate of
population growth, especially inflated by largelomis of refugees; the mismatch between
the skills of the labour force and the demandshaf €conomy; the bureaucratic tax
procedures and licensing requirements for settindpusinesses, and the unforeseen costs
involved in establishing a formal business; thehbigstandards of living in urban areas and
the labour flight from rural to urban centres; dahd acceleration of the privatization and
restructuring programmes, which have resultedrigel@cale job losses. The drive towards
privatization and minimizing of public enterpridess resulted in a large number of private
establishments.

According to the Department of Statistics, micro{# workers) and small (5 — 19
workers) enterprises constitute 98 percent ofiahd in Jordan (ETF, 2005). These firms
are responsible for around half to two-thirds agie sector employment in Jordan. Apart
from very limited potentials for employment genarat this private sector structure also
limits the resources available for workers in terofigraining, career development, and
social security. Therefore, added to the promiqpeasence of non-Jordanian workers, the
Jordanian labour market is also segmented betwsemaf employment in the public and
private sector and employment in the informal econavith very low mobility between
the two areas.

The informal economy is said to be growing fastent the formal economy, as
indicated by low official levels of labour partigfion rate (25 percent), creating most of
the new jobs, with migrant workers and women cdumstig around 75 percent of
employees in this sector. These are mainly agtialltworkers, home-workers, domestic
employees, the self-employed, unpaid family workessd workers in unregistered
enterprises as well as the QIZs. Since the empoyethe informal economy do not pay
taxes, they do not benefit from various labour @#ndiness regulations; hence, leaving
workers with inadequate protection and social sgguower wages, lack of application of
international and national labour laws, lack of uational safety standards, and harsh
working conditions. Although the informal economoyides a cushioning effect at times
of economic downturn, low working standards minienike positive effects of the informal
economy employment. Labour laws need to be ametudeibtect the rights of the workers
and a minimum wage in the informal economy, manwledm work in the QIZs. Although
desirable, provision of training and rehabilitationthe workers in the informal economy is
insufficient for moving workers to the formal labromarket, as it is the unavailability of
productive and decent employment opportunitiedyerathan labour skills that is the real
obstacle to this move.
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One of the main reasons driving the poor to avadnksing and formalizing their
businesses is the high taxes imposed by the goesmrithere are many types of taxes
imposed on the various business sectors, undeyuganames, such as income. The absence
of government support and subsidy programmes lsascabated a significant impact on the
existence of informal businesses in Jordan. Lackamy subsidy programmes for the
commercial, industrial, agricultural and servicesters to help with setting up start-up
businesses, ‘formalizing’ the unlicensed businesstos and giving them legal status,
reduces the number of business entities, whichab@én the formal market. The need for
subsidizing programmes is particularly vital to eopith the increasing costs of industrial
and agricultural production when natural and ecdnomesources are becoming
increasingly scarce. Finally, the numerous obssafdeing the poor during the process of
litigation involving their business, particularlize high court fees, is a further prohibitive
factor. For example, the Jordanian administrataxe loes not provide for quasi-judicial
bodies in the various governmental institutionsjclvtcould help setting up businesses or
protect poor citizens’ rights in disputes.

Social protection

As mentioned earlier, social security has beenitacfor the majority of workers in
Jordan; this includes the majority of those in {mévate sector, a large section of
agricultural workers, the workers in the informaloeomy, and of course the migrants.
There are two sets of social protection systensdne: contributory and non-contributory
schemes. In recent years the government has agdrgpexpand its social protection to the
above groups, and also to consolidate both schetttesne social security system in order
to increase the efficiency and coverage of the fitert® workers. Less than 1 percent of
GDP (and declining) is being spent on non-contdbusocial protection, and a total of just
over 8 percent of GDP on social expenditure exolydeducation. Contributory-based
social protection schemes, such as pension andl sggurity, comprise 62 percent of total
expenditures on social protection and are the rsaiirce of income for 28 percent of
households.

The Social Security Corporation (SSC), a governnaggncy, administers pension
arrangements for all Jordanian nationals employeeéstablishments with five or more
workers. Prior to 1995, government employees hddferent system, but since that date,
new recruits have been subject to the same arraengsmas private sector workers. It is a
defined benefit scheme, with employees contribufing percent of total salary to the
pension fund and employers contributing 9 perc&mployers contribute a further 2
percent to the fund to cover workplace insurancgalilishments with fewer than five
workers may contract into the scheme voluntarily, raay individuals not otherwise
covered. Individuals so doing, must pay both theleyee and employer contributions.
When disaggregating by gender, only one out offéemales of working age are insured
with the SSC compared with more than one out & fivales of working age. This is an
indication of both the lower female labour partatipn, as well as a lack of universal
provision. In addition, the concentration of wom&much higher in the informal economy
and agricultural sectors, both of which suffer frtower wages, poor working conditions
and non-existent social security. In addition, $bf-employed are also not fully covered in
these social security schemes. In view of this,gineernment has recognized the need for
changes patrticularly to the contributory socialtpction schemes.

Many consider Jordan’s social security pensionesysas extremely generous and
possibly a disincentive to employment. However nethee World Bank has argued that the
‘existing social protection programmes in Jordan dot appear to create major
disincentives to work’ (Razzaz, et al, 2008:14)eiEhis no evidence that in Jordan, the
National Aid Fund (NAF), social security, and serare pay policies keep the unemployed
from accepting existing jobs. NAF is a major nhomiilbutory social protection scheme,
which provides cash assistance and support to faoalies. The categories of individuals
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eligible for NAF tend to be outside the labour farcThus there are few unemployed
beneficiaries, and for them evidence shows thativerg NAF benefits does not have a
significant effect on labour-force participation daloes not raise the likelihood of
unemployment. The social security pension systerdardan is also considered to be
unsustainably generous in terms of its overall belevel and early retirement provisions
that allow beneficiaries to retire at age 45 withlyominor reductions in their monthly
pension. The early retirement pension is said &l v a sharp decline in employment
around the age of 45. However, the impact of timigh® overall unemployment levels in
the country will be minimal since the majority difet labour force and unemployment is
concentrated among the youth. Evidence shows tie@nhployment rates are very low for
those over 40 (Razzaz, et al., 2008). Hence, timsipe system does not have a large
impact on unemployment. As for workers who are meztiundant and are eligible for
‘Income support for the unemployed’, severance palcies are considered unlikely to
create significant disincentives to accepting emmpient because the total received in
severance pay is shown to be unrelated to theidnrat unemployment.

Although the recent global economic crisis has Itedun unrealized losses of 20.4
percent for Jordan’s largest investor and admaisirof social security benefits, the SSC,
the government extended social services to vultemoups through targeted policies to
support poor families and the unemployed (WorldilB&008). A new Social Security Law
was passed in 2010 that made provisions for ungmpat, insurance, maternity insurance
coverage of the health insurance to the poor arempioyed. In view of the sudden
increase in unemployment following the crisis amgk tack of formal employment
opportunities in the economy, a ‘temporary’ law vedso passed to extend social security
coverage to informal workers. In the same year,nttomthly minimum wage rose from
USD 155 to USD 211, and the funding for NAF incexhdy USD 28 million. The
government has also aimed at setting up unemploymearance savings accounts for
those workers who have built up sufficient savirigstheir individual accounts. A
programme to support low-skilled workers has bespeeially beneficial to women in the
agricultural sector and aims to boost female s@ipleyment.

The government’s EDP 2011-13 calls for a ‘comprehen and effective social
security system for the poor’ aimed at ‘empoweregnomically-poor factions and create
sustainable local economies’ and ‘linking monetaig provided to the poor to the
conditions of enabling them and improving theiidy standard’ (Ministry of Planning and
International Cooperation, 2010). As the existinggrammes are reformed, it is important
to ensure that social protection reforms increagker than reduce incentives to work.
Introducing unemployment insurance and improvirgtdrgeting of the NAF (to cover the
working poor) are both valuable reforms, yet cameptially introduce disincentives to
work. These can be minimized through establishargful links to programmes that permit
monitoring of beneficiaries’ job search and thetrteptance of job offers. However,
Jordan’s budget constraints mean that it will netdble to expand and upgrade social
protection programmes sufficiently within its curtdiscal envelope. As will be discussed
later, such social reforms have wide fiscal imglanas and their implementation has at
points suffered from the government’s fiscal coitadlon policies. For this reason, the
composition of government’s social spending neexdd carefully examined and re-
prioritized with the aim of targeting the unempldyand the poor. In line with this, for
example, in 2010 UNICEF suggested that the Jordag@ernment should consider
phasing out its Liquid Petroleum Gas (LPG) and whsdbsidies to reduce the subsidy
burden particularly given the fact that the wealshiquintiles receive a disproportionate
share of the LPG subsidy (UNICEF, 2010).
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4. Macroeconomic stabilisation and
employment

As discussed earlier, since the late-1980s Jordemn rhceived large loans from
international financial institutions, particularlthe IMF and the World Bank. The
stabilization and reform programmes, which camehwthese loans, dominated
macroeconomic policy making until very recently.eTtf91 Gulf War, as well as the more
recent lraq war, further altered the stability lod tlordanian economy due to its high levels
of dependence on remittances and external finafficals, all of which were severely
disrupted as a result of these wars. Although ittkhnd financial aid from the regional
governments has helped to cover part of this deflogé growth rate has often struggled to
recover following these uncertainties. Despite gadlistimulating macroeconomic stability
and creating further employment opportunities, W= programmes have been more
successful in achieving some indicators of stadtilin, such as lower inflation,
strengthening of the trade sector and reducinggdwernment’s fiscal expenditure, rather
than achieving sustainable employment and povesjgctives. The main elements of the
IMF-led stabilization programmes have been policiesboost domestic saving and
investment, wide-ranging structural reforms in flseal, monetary and external sectors,
legal institutional reforms and privatization, caining current expenditures, improving the
efficiency of the tax system, reducing subsidieslevinaking them more targeted, and
supporting the exchange rate peg through activerdst rate and international reserves
management policies.

However, realizing the limits of these policies achieving the country’s social
objectives, as well as the political challengeseadfing these programmes to a population of
mainly jobless ‘returnees’ from the Gulf States IMF gradually adjusted some of its
programmes with the aim of reducing their contreuic nature. For example, their 1996
programme allowed for an increase in real per aapiinsumption, in order to ‘partially
reverse sharp declines in the preceding years tagdther with expanding employment
opportunities, make the programme ‘politically moseceptable’ and ‘socially more
sustainable’. The 1999 Extended Fund Facility-sujggloprogramme also aimed to create a
balance between further fiscal sustainability, aneidance of undue recessionary effects
from rapid contraction’ (IMF, 2004:7). More recdhtF programmes became more aligned
with Jordan’s Plan for Social and Economic Transftion (PSET), adopted by the
government in 2001, which highlights the need t@rione the quality and standard of
living of the population through attraction of haghprivate sector investment and human
resource development, while maintaining the maawoemic stability. A Stand-By
Arrangement (SBA), which expired in July 2004, neatkthe official end of Jordan’s
reliance on IMF loans; however, the country stiliintains a close relationship with the
Fund in the context ax postmonitoring and technical assistance.

The nature of the government’'s macroeconomic Esics all the more critical in the
context of the further challenges posed to the albeth economy and employment
following the global financial crisis. At this junge, protection of domestic demand is of
crucial importance to economic stability and vial@mployment generation. For that
matter, the nature and pace of any fiscal condibidastrategies, an attention to the
accommodative nature of monetary policy in view tbé inflationary pressures, and
creation of carefully-designed subsidy programmes @rotect both businesses and
workers against the adverse effects of the crids. rest of this paper explores the impact
of Jordan’s macroeconomic policies in recent yearthe levels of employment.
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Fiscal policy

Figure 9.

As mentioned earlier, fiscal policy reform has beenomponent of Jordan’s recent
macroeconomic policy framework. Fuelled by varidosns of grants, loans and foreign
assistance from the regional countries, as weltasnational organizations, the Jordanian
government’s expenditure has stood at around 4&epeof GDP over the past two decades
(Ramachandran, 2004:3). This level of fiscal spegdias been both helped and threatened
by changes in oil prices. However, in order to ramits spending on social services,
particularly in the face of politically unpopulawortractionary economic reforms, the
government has always maintained its current expeedevels at the expense of reducing
capital. High levels of government expenditure oublig employment, health and
education have been components of government’&lsoantract’.

During this period, IMF called for a reduction ihet size of the government
expenditure, whereas the World Bank placed a gremphasis on increasing the quality
and efficiency of government expenditure. Accordinghe IMF, the austerity measures
led by the IMF and implemented by the governmentrowed its fiscal balance in the
immediate post-debt crisis era, registering a sgrf 1.2 percent in 1992, excluding
grants. Although the government’s fiscal status eéamder pressure following the 1991
Gulf War, due to a sudden decline in Arab aid, afl as remittances, by 1999 the fiscal
deficit had declined to 2.4 percent of GDP, inchgdgrants, and 5.8 percent without them.
By this year, the total government debt was hafvech over 200 percent of GDP in 1989
to 100 percent of GDP by 1999 (Maziad, 2009:10¥ Tsumption of remittances in later
years meant that by 2003, they amounted to JD illidnb offsetting 80 percent of the
country’s merchandize trade deficit (Luxford, 2004)

An important development in recent years is a chammgthe composition of the
country’s debt structure. According to the IMF,&@n2000, public debt has moved from
external to domestic debt, with the share of foretgrrency debt falling from over 80
percent of total debt in 2001 to below 50 percent2D08, reducing the economy’s
vulnerability to external shocks and exchange matessures (Maziad, 2009:17). The
government'’s decision to finance its budget defluibugh issuing bonds and treasury bills,
rather than relying on external borrowing explaihe decline in the levels of Jordan’s
external public debt to 24.2 percent of GDP by éhd of 2008, compared to an internal
public debt of 32.6 percent of GDP. This perhapsame extent, explains the delayed and
relatively smaller impact of the global financiaists on the Jordanian economy. The
budget deficit in 2008 reached 4.9 percent of G&fpared to 5.1 percent a year before
(Ministry of Planning and International Cooperatid®910). Figure 9 below shows the
government’s budget deficit trends in recent years.
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Figure 10.

The aim of much of the fiscal reform programmesrabe past two decades have
been to reduce the size of public sector expergiparticularly in the area of civil service
wage bills, health and education, with the aim rafréasing efficiency. However, these
tasks have remained challenging, particularly ie #ibsence of a viable private sector,
which could act as an alternative source of emptynfor the 40 percent of the labour
force, which is employed by the government (Al MariZD10). A large part of Jordan’s
private sector has been created as a result cét@ation of public companies, such as
Jordan’s cement and telecommunications comparaéserthan setting up of new private
businesses and entities. As a result, this forprihtization has done little to generate new
employment opportunities as it merely shifts thenerghip of the company from public to
the private sector. If anything, in an attemptrioréase worker efficiency and reduce costs,
the private owners may in fact reduce the sizéheifr tabour force. Rather than generating
new jobs, the private sector has tried, at besgcmmmodate some of the unexpected
waves of ‘returnees’ following each regional ecoimar political upheaval.

Meanwhile, the focus of fiscal consolidation hasrbglaced on minimizing the cost
of labour. But a lowering of wages for the publec®r workers is likely to have a direct
bearing on their purchasing power and demand lelzelser levels of expected demand in
the economy can in turn reduce the levels of agtiahd investment in the economy’s
productive capacity, which in turn has the potériiaproduce even more employment.
Therefore, a reduction in public sector wage lifie threaten the country’s demand base,
something, which can be one of the viable futurgses of growth and employment.

Jordan’s dependence on foreign aid still consstuge worrying trend for the
government’s fiscal situation: foreign aid and gsaconstituted around USD 1 billion in
2009 alone (ISSA, 2010:6). Figure 10 below demanasrthe significance of foreign grants
in Jordan’s GDP in recent years. When these grardgstaken out of the budget, the
government’ finances show signs of worry. To thiewdd be added the country’s debt due
to multilateral and bilateral creditors. This isther problematic given the country’s weak
tax structure: income tax ranges from 5-25 peredtit the average taxpayer paying a
marginal rate of 5 percent.

Foreign grants, 2005-2010 (in JD million and percent of GDP)
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In response to the global financial crisis, theddaran government panicked into
adopting fiscal consolidation measures such asvahad fuel subsidies in early 2008 at a
time when food prices were rising. The IMF recomdesh further expenditure-reducing
austerity measures in order to cut the countngsdii deficit, which had expanded by 3
percent in 2009, to reach 8.5 percent of GDP by-gad. The Fund argued that although
the Jordanian economy suffered from lower trade extidrnal financing as a result of the
global crisis, the spending cuts, which took plac2010, achieved a good level of fiscal
consolidation, which will push down the fiscal agfito around 6 percent of the GDP by
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the end of 2010. The IMF recommends further refofnthe tax system and substantial
fiscal consolidation, mainly from the spending sid&olving greater prioritization of

capital spending and savings in current expenditurecluding from containment of the
public sector wage bill and reductions in the ofiegacosts of public institutions and
independent agencies. Additional revenue measuegs @aiso introduced in June 2010,
including raising indirect taxes on petroleum atitko commodities (IMF, 2010).

However, the impact of such tight fiscal policygaite worrisome, particularly in
terms of employment. This is particularly the casee, as will be seen below, the burden
of government’'s fiscal adjustment has fallen oniteapexpenditures with far-reaching
growth and employment implications. Aware of thégmbially destructive impact of a tight
fiscal policy in the post-crisis setting and to ltos the impact of the crisis and rising
prices on households, the government of Jordanrbegamplement some expansionary
fiscal measures such as subsidies to local wheatbarley farmers, fixing the price of
bread, and eliminating profit margins on basic cadities. The government also
increased the salaries of public sector employeesl, servant workers, military and
security personnel. Other measures aimed at progedhe labour market were the
expansion of social safety net transfers, includiimgct cash payments to non-government
workers or pensioners with an average per famitpime of less than USD 1,400 per year,
plus an increase in payments to the beneficiarieshe National Aid Fund (NAF).
Furthermore, the new Social Security Law has intoed an indexing mechanism, which
provides for annual adjustments of pensions in Eaeto the inflation rate, which
accelerated in recent years due to increase iratoil and food internationally, in order
to protect the pensioners’ purchasing power. Rmalhd significantly, Jordan’s minimum
wage was raised in 2008 from JD100 to JD150 (ILaLM.

To enhance the employment benefits of governmeidtal policy decisions, the
Ministry of Labour has introduced a number of pelc aimed at maximizing the
employment impact of fiscal policies. For examaleying the post-crisis situation, the
government has aimed at reducing labour costs tintgesome of the employers’ outlay
for training, social security contributions and wagIin order to maximize the impact of
these initiatives, the Ministry of Labour has sdrtargeting agriculture and construction
with incentives and subsidies for companies to Borlanians in order to help Jordanian
job-seekers replace the large number of migrankersrin these sectors. In coordination
with MoL, the government also aims to facilitatellskdevelopment through provision of
further vocational training to move into an advahdechnological level and providing
training for teachers that would correspond torteeds of the labour market. Furthermore,
MoL has established a programme to subsidise labosts to Jordanians employed in
different sectors, such as agriculture, by toppipgthe salaries of Jordanians by JD 80 a
month for up to six months and paying fully or iarpthe employees social security
contribution.

It is then crucial, in a post-crisis phase, for #tate to carefully formulate its fiscal
policy with the aim of protecting the labour marleetd living standards in the context of
volatile regional and global economic circumstandasthermore, given that the global
financial crisis highlighted the risks of relying snternational markets as a main source of
revenue, Jordan’s future growth and developmeatesjy should be focused on developing
the country’s domestic demand base as a more se@uk@t and source of revenue. In line
with this, tight fiscal policy may in fact hampeordestic demand.

Government revenues (including grants) increasednégrly 3 percent in 2010
compared to 2009, driven mainly by the increasdath foreign grants and domestic
revenues by JD 58.6 million and JD 53.0 millionspectively. Domestic revenues
increased by 1.4 percent in 2010 as result ofifeein the proceeds of ‘tax revenues’ and
‘pension contributions’. According to Central Basligures, tax revenues increased by
more than JD 63 million in 2010, accounting for47@ercent of domestic revenues. The
general sales taxes on goods and services alsmagent by 16.5 percent in 2010. On the
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Figure 11.

other hand, the proceeds from ‘income and prokesadeclined by 18.7 percent in this
year, which was a result of the slow pace of tte¢ eeonomic growth registered in 2009
and its impact on companies’ profits (Central Bahlordan, 2011).

Public expenditures declined by more than 1.5 peroe 2010 to stand at JD 4.9
billion, which was due to a 28 percent drop in tapexpenditures with long-term
implications for growth and employment-generation the economy. For example, a
freezing of public sector employment can aggrauage volatile employment situation
regardless of the desirable fiscal effect of suolicp. A 5.2 percent increase in current
expenditures was due to the rise in the compemsafithe civil sector's employees (wages,
salaries and social security contributions) andtanl expenditures. Increases in external
and internal interest payments, as well as goobisidies, which rose due to the increase in
world commodity prices, added to the increase meru expenditure. Meanwhile, ‘social
benefit expenditures’ only increased by JD 5.7 iomill The substantial decline in capital
expenditure of more than 28 percent, equivalemdoe than JD 284 million, implied that
by the end of 2010, total capital expenditure stabdD 731.9 million (Central Bank of
Jordan, 2011). Figure 11 shows the changes in dhgasition of public expenditure in
recent years.

Composition of total public expenditure, 2005-2010 (in JD million)
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The government’s proactive fiscal response to tligs¢ in terms of an increase in
public sector wages and institutional improvemengsulted in increase in the budget
deficit which stimulated a number of fiscal condation measures by the government. For
example, all public institutions were required td their operating expenses by 20 percent,
including cutting the salaries of the ministeriguin (ILO, 2010). Furthermore, new public
sector recruitments were frozen in most sectorsickleby 2010 there was a decline in the
general budget deficit, including foreign grantsansling at around JD 786 million
compared to the 2009 figure of JD 973 million. THexline was also due to a decline in
domestic demand which could potentially hamper rutieconomic activity and
employment generation. Net outstanding domestidipudebt (budgetary and own-budget)
stood at 34.5 percent of GDP, reflecting an ina@eak JD 852 million during 2010.
External public debt also experienced an increds#do619.9 million, constituting 23.3
percent of GDP seeFigure 12 below (Central Bank of Jordan, 2011)pgSroutstanding
domestic public debt of the government (budgetarg awn-budget agencies) reached
more than JD 7.8 billion, or 40.7 percent of GDRisTwas a result of the increase in the
budgetary domestic public debt as well as the googstanding domestic public debt for
own-budget agencies. Net public debt (domesticeattdrnal) increased in 2010 to reach
more than JD 11.1 billion, or 57.8 percent of Gy, the end of 2010. It is worth
mentioning in this respect that the amended Pubdibt Management Law for 2008 sets
new ceilings on public debt. According to the idwoed amendments, net outstanding
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Figure 12.

domestic public debt and outstanding external puidibt shall not exceed 40 percent of
GDP for each. In addition, total outstanding puldiébt shall not exceed 60 percent of GDP
(Central Bank of Jordan, 2011).
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The government’s EDP (2011-13) sets as one ofrigsifies the ‘reduction of public
debt aimed at maintaining financial stability andrease self-reliance’. In addition, in early
2011, the government of Jordan announced a sdrfescal measures aimed at ‘alleviating
the economic difficulties, improving the living aditions of citizens, as well as meeting the
challenge of rising world prices and mitigatingiitgpact on local prices’ (Central Bank of
Jordan, 2011). These measures include, among othengasing the cost of living
allowance for employees and retirees in both awidl military sectors; allocating JD 20
million to implement services and income-generafumgjects in underprivileged areas;
approving special conditions allowing hiring in thenistries of education, health, social
development and women's affairs outside the stdnfilamework of selecting and hiring
employees in government positions, as a resultraéw20 percent of the jobs listed under
the Manpower Tables will be allocated for the dipéoholders from underprivileged areas
(Ministry of Planning and International Cooperati@d10a).

In addition, the government has signed a numbegrafits and loan agreements in
order to fill the funding gap left by the fiscalf&. The government has, among others,
signed four grant agreements extended by the Urittedies Agency for International
Development (USAID) in the amount of USD 100 miflioaimed at supporting
development priority projects included in the Budgaw in order to reduce the fiscal
deficit. The funding will also aim to cover a numlaé projects to stimulate trade, improve
the investment environment, create jobs for Joadeiand support the youth and fight
poverty. Other grants and agreements have beemrregeftom the Japan International
Cooperation Agency’s (JICA), the United Nations I@ten's Fund (UNICEF), and the
Jordanian-Egyptian Fajr Company. Although usefulirses of short-term financing of
government deficit and debt, in the long-term Jordeeds to focus atomesticsources of
deficit financing. If anything, reliance on extersaurces of revenue, such as grants and
remittances, has been one of the factors, whick bé&en increased the vulnerability of the
Jordanian economy towards regional and globalipaliand economic trends. Therefore,
developing domestic sources of revenues will ndy aot as a more sustainable source of
government revenue, but also, by developing domeéstnand, can expand the economy’s
capacity for generating more sustainable employrapportunities. For this to materialize,
there needs to be an explicit government employragrategy and a strong coordination
mechanism that will enhance the linkages betwebaula market policies and trade and
industrial policies.
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Monetary and exchange rate policy

Autonomy of monetary policy in Jordan has oftenrbe®rginalized as a result of a
number of factors, including fixed exchange rabe, fluctuating flow of remittances and
aid flows, as well as the monetary policy conditilities of the IMF. The debt and currency
crisis of the late-1980s gave rise to a restructudf the Jordanian monetary system with
the aim of giving more autonomy to the Central Baftkl flows and remittances are the
country’s largest sources of foreign exchange, Wigizen the fixed exchange rate regime
of the country, have an important impact on thentyts balance of payment and hence
are key to an analysis of Jordan’s monetary polidye erratic nature of these flows as
determined by regional economic and political teehds often reduced the government or
Central Bank’s ability for long-term monetary pgliplanning. In addition, remittances
directly affect the liquidity levels in the bankimystem and hence, impact the conduct of
monetary policy.

Foreign aid constituted 42 percent of total govenimrevenue until 1983, while
remittances averaged 22 percent of GDP annually 1883. It was the decline in aid and
remittances, following the decline in oil pricestire early 1980s that resulted in economic
recession and heavy external borrowing. Foreign ilebeased by an annual average of 17
percent between 1983 and 1987, reaching a peakdpércent of GDP in 1988. When
adding domestic debtthe total government debt reached a staggeriBgpécent of GDP
that year (Maziad, 2009:5). Together with the gowant's expansionary monetary and
fiscal policies aimed at maintaining governmentengiture and access to services, as well
as the chronic dependence of the economy on fozgital, the unsustainably high levels
of debt resulted in an exchange rate crisis in MBand a sharp devaluation of the fixed
exchange rate.

As a result of the above trends, the average rB& Growth rate of 13 percent, which
dominated until 1982 declined drastically to 1.5cpat in 1988, with a further 10 percent
contraction in 1989 following the crisis (Maziad)(®:5). The subsequent programme of
macroeconomic stabilization aimed at restoring arge rate stability, reducing the
accumulated debt, enhancing monetary policy ingnim and the independence of the
Central Bank. Since the government also recognisatione of the main causes of the
crisis was ‘borrowing from the Central Bank’, fugttfiscal discipline and the enforcement
of limitation on Central Bank financing of the budgleficit became critical components of
the post-crisis reform period (Maziad, 2009:6).

Tighter monetary policy was introduced in the fooh higher interest rates and
reserve ratios. The Central Bank of Jordan alseased its discount rate from 5.75 percent
to 7 percent in 1988 and 8.5 percent in 1989. Tikerest rate structure was liberalized in
1990, resulting in higher lending rate of 12 petckter that year. Monetary policy
continued to be tightened during the 1990s, whikxlit to the government and overall
domestic credit started to decline, while moneypbugrowth stayed limited to 3 percent.
It is argued that a fixed exchange rate helpedaloid maintaining price stability and
attracting foreign capital and investment, paraciyl from the region (Maziad, 2009:9).

The government has continued to exercise its mongualicy through interest rate
adjustments and market operations to contain iafiaty pressures generated from high oil
prices and the global financial crisis. The sungdood and fuel prices led to a spike in

8 The CBJ's lending to the government systematicaktgeeded the 20 percent (of government
revenues) limit since 1980; between 1983 and 189€rage annual CBJ lending to the government
was 52 percent of revenues, reaching a peak oéfpt in 1989 (Maziad, 2009:8).
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inflation, which reached nearly 14 percent in 200fen these pressures eased, inflation
declined. During these years, the CBJ adopted #ocaumonetary policy, which aimed at
controlling inflation, protecting the exchange rated stimulating economic activity at a
time of global economic downturn. In order to cohthe levels of liquidity in the market,
the CBJ stopped issuing certificates of depositsclvresulted in an increase in the level of
domestic liquidity by 6.7 percentage points, toclted?7.3 percent in 2008 compared to a
year before (Ministry of Planning and Internatio@aloperation, 2010).

Following the global financial crisis, Jordan expaced a slowdown in credit
activity, with the crisis highlighting Jordan’s widrability to sudden increases in its budget
deficit and public debt. Jordan’s fixed exchange,rids dependence on the US dollar, and
the widening of the interest differential betweeongtary policy rates in Jordan and the
United States, reflecting Jordan’s tighter monetpoficy in the wake of the global
financial crisis, were behind this slowdown of dtdtbws. According to official figures,
‘credit facilities given by banks to individualsuplged by 4.9 percent during the first seven
months of 2009 compared to the same period in 2@8&mon News, 2009). The
government’s ‘reactionary response’ to the criagsreflected in tighter grip on lending and
tougher lending standards exercised by banks,duréduced credit. The relatively higher
policy rate in Jordan also attracted excess resdosthe CBJ, further discouraging lending
to the real sector. This poses challenges for atcpthat is largely relying on the public
sector for provision of employment opportunities.

This conservative lending policy at the time ofigiresulted in closure of dozens of
small and medium-sized projects and businesseshwiere unable to obtain loans, further
deepening the impact of the crisis. In the fac¢hete threats, the Central bank of Jordan
(CBJ) adopted a policy of easing which was condlidietween November 2008 and
February 2010 with the aim of stimulating credipgly, facilitating lending and increasing
the credit flows. This also narrowed the gap betwgaicy rates in Jordan and the United
States, and increased the supply of bank credigh®yan, 2010). Major components of
this expansionary monetary policy included full gardee of all bank deposits, pre-emptive
actions such as decreases in the discount rateeghattions in obligatory reserves on
deposits, a reduction in policy interest rate b Basis points between August 2008 and
July 2009, and a freeze on the issuance of CBificatts of deposits that resulted in an
increase of extra liquidity in the banks by JD Bidm (ILO, 2010). Other policies such as
expansion of credit for microenterprises througbcH projects and the Development and
Employment Fund aimed at protecting the labour etaak the time of crisis.

One of the major shortages of credit that Jordalikédy to face in the post global
financial crisis era is likely to originate frometfuture of funding from the Gulf States. The
sharp decline in the economic activity of countrsegh as the United Arab Emirates,
signals the possibility of unstable future oil-fedinvestments in the Jordanian economy.
During the second half of 2008, inward FDI flowsJtwrdan declined by 64 percent mainly
due to the freezing of investments by the Gulf stees (Brach and Loewe, 2010). It is also
possible to expect further flight of Gulf investnhidémom Jordan in search of more profitable
(and cheaper) investment opportunities in the USEurope, particularly in the real estate
sector. The implications of such capital flightvde disastrous for the Jordanian economy
and its labour market, which rely so much on exknapital flows to the economy. The
figure below shows how closely correlated Jordatsenomic activity is with that of the
Gulf countries.
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Figure 13.  Correlation between GCC and Jordanian economic growth
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The decline in investor confidence, following thiesis, resulted in a sharp drop in the
Amman Stock Exchange (ASE) in 2008, leading to ¢fowernment and large banks
assuring the investors of the health of the cotmtfynancial sector. Maintaining the
confidence of local and international investorsciigcial to Jordan’s economy, which is
largely dependent on ‘external’ sources of incomehsas trade, foreign assistance and
FDI. The vulnerability of international banks toethglobal financial crisis led the
government to adopt banking policies to strengtherrisk management capabilities of the
banking institutions. Setting a capital adequactjoraf 12 percent (compared to an
international standard rate of 8 percent) in 208&geted the banks against the financial
crisis and the high risks of bankruptcy. In the iethate outbreak of the global financial
crisis, the banks were requested to disclose ailt thxic papers, which amounted to USD
40 million, which was minimal compared to the pt®finade by them in the same year
(Dimou, 2010). In addition, the government fullyaganteed all bank deposits in local and
foreign currencies, as well as inter-bank lendingr@?008-10. November 2008 to February
2010 constituted a period of monetary easing byltimdanian government.

Figures show that the CBJ's foreign currency resemncreased by USD 1,362.2
million, or 12.5 percent, at the end of 2010 corepato their level at the end of 2009,
standing at USD 12,241.2 million. This level ofe#eges is equivalent to around 8.5 months
of the Kingdom’s imports of goods and services. Bstit liquidity grew by JD 2,293.4
million, or 11.5 percent, during the same peri@hching JD 22,306.7 million — as shown
in Figure 15 below (Central Bank of Jordan, 20Thjis increased liquidity was reflected in
the banking sector activities: the outstanding medaof credit facilities extended by
licensed banks increased by 8.5 percent at theoEB810 compared to the previous year,
reaching JD 14,5 billion. The increase in the edéeh credit facilities took place
particularly for the sectors of construction, gehdrade, industry and public services and
utilities; which increased by 22.6 percent, 11.9cpnt, 17 percent, and 14.6 percent,
respectively, compared to their levels at the end089. The credit facilities extended to
individuals experienced a drop of nearly 7 perceninpared to a year earlier (Central
Bank of Jordan, 2011). Similarly, total depositdiGinsed banks increased by 10.9 percent.

During 2010, there was an increase in both net domassets and net foreign assets
held by the banking system (Central Bank of Jord2011). Securing ‘monetary and
banking stability in the Kingdom’ are among the tojorities of the Jordan’s EDP (2011-
13). In line with this, the government aims to ‘gbg Jordanian dinar's exchange rate to the
US dollar’, increase ‘knowledge of capital marketues and investment in it in addition to
strengthening the culture of investment in stoakd promotion of the national capital at
local, Arab and international levels’, and gengraib exert ‘continued efforts to strengthen
the capital market’ (Ministry of Planning and Imational Cooperation, 2010a).
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The focus on ‘stabilization’ of the Jordanian mamgtsystem has been only partially
successful in protecting the economy against changethe international interest and
exchange rate markets — particularly, given Joslartreasing integration into the global
economy and its dependence on the US dollar. Masadhelming focus on stabilization of
monetary variables has diverted attention away fotimer socio-economic objectives, such
as the creation of viable and high quality emplogitn@pportunities within the Jordanian
economy, which in the long-run could reduce theaipisity of the country’s capital flows
generated by remittances. As mentioned, Jordarld-23@ Executive Development Plan
has argued for price stability with the aim of bitivg employment and promoting
investment (Ministry of Planning and Internatio@aoperation, 2010a).

Figure 14. Domestic Liquidity, 2005-2010 (in JD million)
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Trade liberalisation

Given the small size of the Jordanian economy reatdérade has been emphasised as
an important component of the economy with widegiag implications for the
government’s fiscal and monetary policies. In t88s, quantitative restrictions covered
40 percent of domestic manufacturing and more @fpercent of the total import value.
Jordan’s complicated and highly variable tarifusture in this period implied a maximum
tariff rate of 318 percent and an average weighdeff rate of 19 percent (Saif, 2009:12).
Around 51 percent of all imports were exempted fiowport duty and about 40 percent of
imports were subject to quantitative restrictiddader the guidance of the World Bank, the
government adopted several policy changes aiméblestilizing the trade sector. Over the
years, it replaced most of the quantitative retstms and import bans with tariffs, began
rationalizing the tariff structure, making sure ttllae measures did not adversely affect
revenues to avoid undermining the stabilizatioreotiye. The government also lifted most
price controls, except on some essential commaditi®stly food items. Along with these
measures, the government abandoned the fixed eyehate, moving it to a managed
float.

Jordan’s accession to the WTO in 2000 reinforcesl gace of trade reform and
liberalization. In 2004, the average weighted imgariff rate of 13 percent, a maximum
rate of 30 percent, and a standard deviation of Yfercent featured the now more
simplified Jordanian tariff structure (Saif, 2008)1 Non-tariff barriers and exemptions
from import duties have now been eliminated sigatfitly. The depreciation of the real
effective exchange rate (REER) by 16.5 percenthkyeind of 2007 compared to 2002 has
resulted in further exports in this period. This ha some extent also reflected the strong
export performance of textile and apparel sectwhich benefit from US duty- and quota-
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free access, making Jordan one of the top10 apgespelters to the US in 2006. As a result
of these developments, trade in Jordan has inaesiskstantially since 1995, both in

absolute terms, as well as a percentage of the @BBeen in Table 7, between 1997 and
2007, exports rose from around 20 percent of GDRrétmnd 28 percent. However, the

increase in imports was even more pronouncedgrisom 56.6 percent of GDP in 1997 to

82.9 percent in 2007.

Table 7. Jordan’s Trade Performance, 1997-2007
1997 1999 2001 2003 2005 2007
GDP *° 5137.6 5767.3 6363.8 7228.7 9012.2 117215
Dom. Exports'0 1067.2 1051.3 1352.4 1675.1 2570.2 3183.7
Dom. Exports (percent GDP)" 20.8 18.2 213 232 28.5 27.8
Imports'? 2908.1 2635.2 3453.7 4072.0 7442.9 97222
Imports (percent GDP)'? 56.6 457 54.3 56.3 82.6 82.9
Trade Deficit (percent GDP) -31.2 -23.0 -22.4 -19.6 -39.5 -39.3
Vol. of Trade (percent GDP) 774 63.9 75.6 79.5 1111 110.1

Source: Saif, 2009:18

The increase in exports since the mid-1990s wasbiledn increase in exports of
manufacturing, particularly in the labour-intensiveanufacturing of clothes, which
expanded twenty-fold between 1999 and 2005, asnietited from advantages under QlZs
relative to other countries (Saif, 2009:20). Otlegport commodities include food and
animals, crude materials, and chemicals. Howewes,ihcrease in exports has been more
than outweighed by an increase in competition fioyports, particularly in manufactured
goods and equipment. One of the main imports tdtdanian economy is oil-related fuel,
which has experienced exponential increase in @iivee 2003 and cessation of access to
subsidized fuel from Iraq and the Gulf. The higleest of fuel together with increased
competition from imports has threatened the suhdfamall domestic producers and their
workers.

As seen above, between the mid-1990s and earlys2@0@ecline in imports and an
increase in exports led to a narrowing of the traelécit. However, since 2003, the deficit
as a share of GDP increased dramatically, duerge limcreases in imports —largely due to
the rise in oil prices following the Iraq war arigtstagnation of exports. Although exports
increased in later years, the much higher incrembaports did not allow for a recovery of
the trade deficit. Furthermore, the evolution aftigll terms of trade in 2007 and disruptions
in mining sector production have resulted in annelarger trade deficit. The external
current account deteriorated during 2004-05 and’ 286 a result of high levels of imports,

® Nominal GDP at market prices, in JD millions.

10 Central Bank of Jordan, Monthly Statistical Bulist Table 33 (34): Summary of External Trade
Developments.

" bid.
12 |ncludes imports of non-resident agencies.

13 bid.
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as well as the increase in the international food faiel prices, which preceded the global
economic crisis. The widening trade deficit togethdth the fluctuations in foreign
assistance, have resulted in a widening of Jordeursent account deficit, reaching 17.5
percent of GDP in 2007. Although Jordan has ofemeived the much needed financing to
fill this deficit, the sources of this financingfereign assistance, FDI and remittances — are
far from stable external sources of revenue. Tlais been reflected in wild swings in
Jordan’s current account in recent years.

Any positive impact of trade liberalization on emyhent generation for Jordanian
workers has been very limited and at times evemtingg In addition, the impact of trade
liberalization and export promotion varies by sectBor example, sectors such as
manufacture of apparel have benefited from thedizmation of trade. Two sectors with the
highest employment potentials are apparel and asmmanufacturing. Apparel
manufacturing contributes to around 7 percent ofeahployment in Jordan and has
experienced a job growth rate of over 33 percerindl2001-06. The Qualifying Industrial
Zones (QIZs) presented an important opportunitytéxtile and clothing manufacturers
from other countries to circumvent their quotanieBons. The production processes in the
QIZs are primarily cutting, sewing, trimming, iroigj, and packaging — all low-investment
and labour-intensive processes. However, althobghekports from this sector constitute
more than a quarter of Jordan’s total exports, waged labour productivity remain very
low. In 2003 for example, the average monthly wégea QIZs worker was JD 130
compared to an average of JD 260 in the industeieior (Saif, 2009). It is, however, worth
mentioning that since these factories are locatathlgnoutside of Amman, they employ
mainly female workers especially from the ruralaarevho are entering the labour market
for the first time.

Although QIZs have been responsible for a largeesbéthe growth in exports and
employment in Jordan since 2000, this trend hadriboed little to employment of
Jordanian workers. The share of QIZs' exports taltexports grew from 0.2 percent in
1999 to almost 28 percent in 2005, generating 2488w jobs during the same period,
about one-third of which have been taken by Jomtamvorkers. Among the Jordanian
workers who hold QIZs jobs, nearly two-thirds aremen, many of whom are holding
their first job. While these jobs provide signifitabenefits to the workers’ families, the
impact on unemployment has been negligible, astihasnen were unlikely to be in the
labour force before being hired. The number of amgrworkers, most of whom are on
temporary contracts, swelled after 2004, when theeghment decreased work permit fees
for migrant workers employed at the QIZs from treual JD 300 per year to JD 150
(Razzaz et al., 2008). In addition, the QIZs previdw, if any, linkages to other parts of
the economy and, therefore, have had little indijeb-creation effect. It is worth
mentioning that following the global economic aidiordan experienced a decline in the
economic activity of the QIZs, as investors beganrdlocate to competitor regional
economies, resulting in a 20 percent decline inoggpfrom the QlZs and a 23 percent
decline in the employment of Jordanians in QlZsvieen 2008 and 2009 (ILO, 2010).

Diversification of Jordan’s trade profile is one thie major challenges facing the
external sector and its employment creation patenfiordan’s export basket remains
narrowly based, and is concentrated in three sectohemicals (fertilizers and
pharmaceuticals), clothing, and food products.0&® the main export commodities were
clothes, potash, ‘medical and pharmaceutical prisuc/egetables, fertilisers and
phosphate — together constituting around 60 pemfetutal exports in 2010 (Central Bank
of Jordan, 2011). This trade structure is not coigu to employment creation
opportunities. The apparel and food industries Hase part of their competitiveness in
recent years and their demand levels grow slowgnchk generating narrow profits for
producers. Jordan’s concentration in clothing Hae &d to only moderate increases in
employment of Jordanians, with most of the jobsegaied being low quality and low-wage
categories. Finally, given the high levels of watearcity in Jordan, agriculture can be an
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unpredictable export base, with most of its joliedi by migrant workers who are willing
to accept the sector’s predominantly low wagespout working conditions.

Although chemical manufacturing does not createnmasly jobs as the apparel
manufacturing, wages are often higher in the formier most cases up to 50 percent higher
than the average wage in the industrial sectorveisade. This, together with the high levels
of productivity in this sector highlights the potiais of this sector for creating high quality
jobs. Mining and quarrying is another sector witha#i scale but high wage employment
potentials. Despite its capital-intensive natuhés sector relies on Jordan’s main natural
resources and also benefits from concessions éptivate investors, making it a sector
with potentials for expansion. Food production,utio not a major source of exports, is
another branch of the manufacturing with high ptitds for employment generation.
Agriculture has been one of the traditional souesmployment in Jordan. Agriculture’s
contribution to the GDP has declined from 6-7 petda the early-1990s to around 2-3
percent during 2000-07. Water shortages, flighvvofkers to urban areas domestically and
internationally in search of better jobs, liberation of the agriculture and food sector,
have resulted in the decline of this sector. ByQG@riculture employed only 2.8 percent
of total employed Jordanians, following a steadglide in recent years (Al Manar, 2010).
As a result of this, most of the food consumeddrddn has been imported, as Jordanian
producers have lost competition in traditional tframd vegetable categories. Low wages
and working conditions, as well as lack of adeqeat@loyment laws and social protection
for agricultural workers, have resulted in a departof Jordanian workers from this sector
and their replacement by migrant workers. The natide Agricultural Strategy, which
started in 2009 aimed to ‘upgrade the agricultgedtor and assist workers in this field’
though taxes on imports of some products and imfretsiral projects to assist the
agricultural production and exports (Jordan Tin2309). In addition, the government’s
initiative entitled, ‘Support Programme for the Wm@oyed and Agriculture Workers’ aims
to increase job opportunities for low-skilled agittaral workers, especially women.

In the wake of the global economic crisis, althoudlgl current account is likely to
improve, a deficit is likely to persist thanks to appreciation of the exchange rate in
response to the fuel price hikes, pushing up theegrand reducing the competitiveness of
Jordanian exports. During the first seven month20f9, Jordan’s exports and re-exports
dropped by 15.6 percent, compared to the samedoerid008. This had a direct impact on
the state of Jordan’s industrial sector, which e @f the major contributors to the
Jordanian economy. The value of total merchandigeorts (domestic exportplus re-
exports) increased by around 10 percent during 2018ach JD 4.5 billion. Similarly, the
value of merchandize imports increased by aroupdr8ent, totalling JD 9.9 billion. As a
result, the trade deficit expanded and the curaexbunt recorded a deficit of JD 579.9
million or 4 percent of GDP in 2010, slightly lowttran the 2009 figures (Central Bank of
Jordan, 2011).

Capital controls and investment in Jordan

Jordan is an economy, which is highly dependeregxternal capital flows as the main
source of government revenue. The levels of FDI ey influence the state of the
economy but also have important consequences f@logment, wages and working
conditions of workers. The socio-economic instéibsi that Jordan has been subject to in
recent years, together with lack of internal inwestt-friendly infrastructure, have
traditionally undermined Jordan’s attractivenesgttential investors, particularly those
from abroad. In 1990, Jordan still had fairly extign capital controls in place. Export
receipts were controlled, although inward capitavements were not restricted (including
FDI), but permissions were required for outwardvio Repatriation of inward FDI capital
was subject to approval. In 1994-95 the requiremargarding export receipts were
liberalized, and in 1997 most controls on capit@h$actions were abolished although some
minor restrictions were added in the following year
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Figure 15.

The Jordan Investment Board (JIB) has in recentsyatiempted to provide various
financial incentives and legal exemptions for domseand foreign investors. There has
been much effort in simplifying registration andelhsing of investment projects. The
Investment Promotion Law (IPL) of 2006 further a@inat removing the regulatory and
bureaucratic obstacles to investment in Jordan.

According to the CBJ's most recent monthly repartgsestments benefiting from the
IPL totalled JD 1.7 billion during 2010, of whicl8.5 percent were foreign investments,
compared to JD 1.8 billion a year earlier (CenBahk of Jordan, 2011). According to the
JIB, the levels of employment in some FDI sectasehincreased in recent years; these
include tourism (from 11,200 in 1999 to 44,000 i@02), pharmaceutical manufacture
(expected to grow to 7,000 by 2012) and the food beverage manufacturing sector
(expected to reach 54,000 employees by 2012) (8809:29). The JIB also highlights
employment growth in the communications sector,cWwladded 5,094 employees in 2004
alone. However, given that the primary goal of BBo attract the maximum amount of
investment in the country, the quality of the emypbent opportunities generated is of
secondary importance to them.

As seen in the figure below, FDI was negligibléttie late-1990s, amounting to less
than JD 12 million each year, or less than 1 pdroktotal investment. In 2000, investment
in privatized public entities increased, refleciedhe unusually higher levels of FDI. FDI
started to increase sharply since 2002, from a &vB.9 percent of total investment
reaching (JD 58 million) to 17 percent (JD 309 ioil) and 18 percent (JD 461 million) of
total investment in 2003 and 2004, respectively.2B95, it had reached over JD 1 billion
(Saif, 2009:25). FDI has been concentrated in thmeén areas: the QIZs and Special
Economic Zones, which allows unrestricted accestheoUS market; the mining sector,
which has become more attractive in recent yeaedalthe increases in commodity prices;
and services and other emerging sectors ‘orientedegional markets and clients’,
including tourism and medical services (IMF, 2008).

Jordan’s FDI and Gross Fixed Capital Formation
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A recent report by the United Nations Conference Toade and Development
(UNCTAD, 2006) ranked Jordan among the top 20 ratisctive countries for FDI, due to
its recent privatization of power, water, transpand telecommunications services.
However, despite the currently high levels of prveoreign investment (figure 16), which
have flooded the economy since 2001 because ofngoail profits in the region and
immigration of wealthy Iragis, this may not be astsiinable trend. Oil-exporting Arab
states have provided 96 percent of Jordan’s tatermal financing in recent years, a trend
which is likely to shift towards more investorsrtdAsia in the coming years.
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Figure 16.
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Despite these increases in the levels of investmbatimpact of this on the labour
market has not been as important and beneficiekpscted. Higher levels of FDI may not
only potentially provide workers with more employm@pportunities but can also increase
the total factor productivity of workers. Howevas will be seen in the case of Jordan, the
nature of the FDI, the sectors in which it has bemmcentrated, and the subsequent loss of
local industries and investors have all minimizésl bheneficial employment and wage
potentials. Also, if foreign investors switch to gorted products as their inputs, put
pressure on local wages through the forces of cttigpeand hiring of cheaper foreign
labour, and repatriate their profits abroad, they darm the local economy and the
country’s capital flows, further reducing laboumtsnd and wages. By raising the price-
elasticity of labour demand, even relatively snratireases in domestic wages due to FDI
capital flows may cause a steep decline in labeunnahd. The ability of foreign investors
to outsource cheaper foreign workers further regluttee bargaining power of local
workers. Although evidence from around the worldngoto the fact that compared to
domestic investment foreign investment can prodeegeer jobs, in the case of Jordan,
foreign investment has resulted in generation wf$é&ill jobs.

A large share of investment in Jordan goes intiviies that do not directly generate
jobs. For example, more than 35 percent of therEBdived in 2005 consisted of purchases
of existing company assets (including the largevatization programme) by foreign
investors, and about 15 percent comprised of pseshaof land and real estate.
Nevertheless, capital investment — that is, investmrin assets (plant and equipment)
directly involved in production that can generateg — continued to grow, reaching 24
percent of GDP in 2005. Furthermore, since mid-2GiEbut JD 492 million has been
invested in the QIZs by foreign as well as domeistiestors. However, given that in 2006
67 percent of the QIZs’ workers were non-Jordaniarded by Jordan’s FDI structure and
the option it gives to QIZs employers to bring fgre labour, much of the spillover
employment effects of the foreign investment in QiZ allocated to non-Jordanian workers
and is ‘outsourced’ immediately (CARIM, 2010). Thefee trade zones allow for
exemptions from personal income tax, as well asak@ervices tax for non-Jordanian
workers, and licensing fees for construction amd kaxes.

Although some of these taxes were modified asultresJordan’s membership of the
WTO, there are several factors, which still resaltlower wages and poor working
conditions for the predominantly non-Jordanianskivy in the QIlZs. Migrant workers
often do not get paid on time; are not coveredHsy ltabour Law while also prohibited
from joining labour unions; in many cases they héweger working hours and sub-
standard working conditions; and, are threatenedidyportation since their immigration
matters are often incomplete and controlled byrthaiployer. In addition, the inflow of
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Figure 17.

un-skilled migrants employed under poor working diians has put downward pressure
on wages and has decreased worker bargaining power.

Although the levels of private domestic investméatlined by half during the initial
phase of macroeconomic reforms, from 26 perce@@®P to 11 percent between 1993 and
1998, ‘non-residential’ investment based on remdés, grew in this period. As the figure
below demonstrates, the absolute levels of GrossdRCapital Formation (GFCF) declined
from about 30 percent of GDP in the mid-1990s twuad 20 percent in 2000. However,
since then, the levels of domestic investment hageeased and stayed strong. Domestic
Jordanian investment grew from 19 percent of GDRQO@2 to almost 25 percent in 2004.
In fact, latest annual figures show that in 201@mdstic investment that benefited from
IPL* accounts for 86.5 percent of total investments (UB billion), while foreign
investments accounted for the remaining 13.5 pércentral Bank of Jordan, 2011). The
relatively higher growth of FDI than GFCF as a patage of the country’s GDP, as shown
in the figure below, is an indication of the veowl initial levels of FDI in the Jordanian
economy compared to other economies of the region.
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Financed by remittances and foreign aid, Jordaorseastic investment has also failed
to generate more employment, as it is often conatd in non-productive sectors. As of
2010, investment in the ‘hotels’ sector accountad4fl.6 percent of the overall domestic
investment,followed by the sectors of industry, ‘leisure aretreational compounds’,
transportation, hospitals and agriculture, whicboaoited for 35.6 percent, 15.3 percent,
4.3 percent, 1.8 percent and 1.4 percent, respeéct(i€entral Bank of Jordan, 2011). Much
of the remittances from the Jordanian workers abl@eve been invested in real estate, with
little spill over effects to the rest of the econoin terms of revenues or employment
creation.

141t is worth noting that the nature and coveragmweéstments benefiting from the IPL differ from

those of the Foreign Direct Investment (FDI) statssin the balance of payments. The first indicato
measures the size of planned investments by batfeslic and foreign investors in a number of
targeted economic sectors in accordance with thewRile FDI statistics measure the actual size of
capital inflows from the outside world in variousctors, including the real estate sector.
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Figure 18.

One of the issues, which need to be taken into watcoegarding investment,
particularly from foreign sources, is its impact domestic savings. Reliance on foreign
investment may become an important cause for canoethe future, given Jordan’s low
savings rate. As the figure below shows, grossonati savingS (which includes
remittances) remains positive but has fallen dsaaesof GDP over the years and is among
the lowest in the world. Gross domestic savingsehasen negative for many years. Low
levels of domestic saving will weaken both the dsticedemand base in the long run, as
well as the resources available for expanding domewestment levels. As argued before,
particularly for a country like Jordan with highvéds of dependence on external sources of
finance, developing domestic sources of demandstment and revenue should be among
the top priorities of the government’s economicalepment strategy. In order to reduce its
vulnerability to shocks from flows of remittancasdaDI, the government has taken steps
to reduce its stock of outstanding debt and itserur spending. Reliance on foreign
investment will continue, but care should be taken minimize vulnerabilities by
maintaining high reserves of foreign exchange at @entral Bank and in controlling
inflation.
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The creation of new businesses is said to be druoiajob creation, export
diversification and competitiveness. Cumbersome inegs licensing and permits
requirements also make it difficult to start a bess. While not the most important
constraint faced by businesses, access to finaneiag identified as severe or major
constraint by a third of small businesses. In regears, the government has worked on
encouraging small and medium enterprises and pioghgiublic—private partnerships
(PPPs) for its large infrastructure projects, sashthe $12 billion Jordan Red Sea Project
and the $5 billion National Railway (lISS, 2010)P#s have been complicated by the
financial crisis and the decline in investor coefide, pushing the government to step in to
mitigate the risk by injecting equity and subsidiesustain these projects. Jordan’s answer
has been to remove barriers and restrictions tokebhaentry and to improve
competitiveness. The governments could provide mpriont equity in projects and offer
better revenue enhancement schemes, developméns agd even subsidies to attract
private investors.

In the light of the 2011 political uprisings takiptace across the Arab countries, it is
likely that the subsequent instability could desisd the investment and capital flows in
Jordan too, leading to a deterioration of the dpmgaenvironment for businesses and

15 Gross national savings is the sum of gross domsatimgs and net foreign savings.
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investors. This could further widen the alreadygéabalance of payment deficit of the
country, leading to a significant decline in officforeign exchange reserves or an increase
in the levels of public debt. In order to maintgialitical stability in the light of recent
events, it is likely that the government may opt dorelaxed fiscal policy in the coming
months — a policy response similar to that of tlestygconomic crisis era. Already in
January 2011, the government announced a hike lamiesa and pensions along with a
reduction in fuel taxes and a lowering of subsidi$eod prices (Trade Arabia, 2011).
Although this can lead to some improvements inltviag standards of the Jordanians,
such a politically motivated (as opposed to ecowaity-driven) policy may not be
sustainable and can threaten the overall stat®rofad's public finances and the already
large government debt level of around 60 percett@GDP.
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5. Conclusion and policy recommendations

The above analysis has highlighted a number otttral weaknesses in the Jordanian
economy and labour market. These weaknesses stenty firam the particularities of the
Jordanian labour market and the economy’s overitdgrece on external capital flows.
Economic reform and stabilisation strategies oenmtgears have not been able to address
these structural weaknesses but have, in some, sazesen them. One of the main lessons
for Jordanian policy makers in recent years is thiaile conventional economic reforms
may lead to some level of macroeconomic stabititygey may not necessarily lead to a
reduction in national unemployment.

The reasons for this are twofold: first, the cowstrgrowth strategies should be
formulated within a developmental framework, whaims at diversifying the economy’s
structure, increasing productive investment domestic economic sectors with high
employment potential, and reducing the country’sradependence on external sources of
revenue; second, there is a need for identificatbrthe major challenges facing the
Jordanian labour market and a careful analysibepblicies required in order to tackle the
causes of these challenges — many such policieswmdlyfall outside of the realm of
macroeconomic policies. Therefore, in order to emslat macroeconomic stability in fact
benefits the majority of the Jordanian populatidin,is essential to work within a
developmental framework in which economic divecsifion and creation of productive
and decent employment opportunities are amongst nifagor objectives. In such
framework, macroeconomic policies are some of thast which can be adopted and
formulated in such way to achieve these objectives.

As mentioned earlier, most of Jordan’'s growth dyrihe 1990s and the 2000s
originated from the expansion of capital and labfmuce (mainly in the form of migrant
workers), and not from higher levels of productivit the economy. The relatively healthy
levels of GDP and investment growth in the econodegpite creation of some jobs, have
not brought about higher levels of employment toe dordanian labour force, leaving
unemployment and poverty as Jordan’s major soao@nic problems. Therefore, the
main task in the Jordanian economy is to overthenrelated structural problems of the
economic growth strategy, in view of the particutature of the labour market in this
country. For example, the low participation ratesthe labour market mean that the
existing economic policies aimed at expanding ghoarid investment will not be sufficient
to reduce unemployment, they will, at best, encgeirthe labour market participation of
those previously economically inactive. This impltaat the present problem of a high rate
of unemployment is likely to persist, and that uptayment rates will decline slowly, if at
all, until the latent reserve of labour is exhadstéence, in order to speed up this process
and to reduce the number of those unemployed, rangeted structural policies are
required.

The broad areas of policy priority should be a neffecient allocation of investment
and government resources in employment-intensigmse reduction of the labour market
segregation, minimising the mismatch between th#éss&f the labour force and the
demands of the labour market, and creation ofangtdomestic demand base as a driving
force for economic growth, particularly in the posisis era, which has exposed Jordan’s
vulnerability to regional and international wavdsam, remittances and capital flows. This
requires structural shifts in the country’s macwemmic spheres in order to achieve the
above objectives. Below are some areas which roariful attention in this regard and
which have been discussed in detail earlier irptyzer:

= Reducing voluntary unemploymeimicreased economic growth in the country may kead
a reduction in the number of those ‘involuntarilyiemployed, but is insufficient to reduce
unemployment among those ‘voluntarily unemployedivko constitute the bulk of the
unemployed in Jordan. Hence, it is vital for theeggmment to distinguish between these
two groups of unemployed persons, and to targetifipegolicies aimed at raising the
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productivity and wages of employment opportunifieorder to attract those voluntarily
unemployed. This, in return, requires further déifezation of the economy and increase
in the productivity and competitiveness of the emgpient-intensive sectors to ensure
better employment conditions and pay. In line witts, trade, investment, industrial and
agricultural policies need to be revised with then aof increasing these sectors’
competitiveness, productivity and capacity for hgghality employment creation for the
Jordanian labour force.

Rethinking the government’s labour immigration pwligiven the significance of migrant
workers for the Jordanian labour force, it is intpat that the government coordinates its
labour immigration policies with its macroeconoraitd labour market policies, as well as
its employment strategy. Following from a long phas relaxed government immigration
policies, which have often provided strong incessifor immigration of migrant workers
to Jordan, the government’s national strategy fopleyment announced in March 2011
sets out as its objective the replacing of gueskers with local labour in most sectors of
the economy over the next decade. Having said thahould be borne in mind that
although useful in the short- and medium-terms,icjgd aimed at increasing the
employment of Jordanians relative to migrants gshogb beyond educational and
‘immigration’ policies, and focus on boosting derddny increasing the capacity of the
economy for generating productive, high-wage, de@mployment opportunities in a
wide array of economic sectors.

Reducing dependence on external sources of revehoretan's reliance and over-
dependence on external sources of financing suehdas-DI, and remittances, is one of
the major weaknesses of the economy, which has ihadmerable to regional and global
waves of economic and political uncertainty. Foraraple, as discussed earlier,
remittances, as a form of unearned income or camtreduce labour supply by acting as a
disincentive for other members of the recipientdahwlds to work. They can also have a
significant impact on appreciating Jordan’s reath@nge rate, hence reducing Jordan’s
competitiveness and widening its current-accoutficitle Similarly, foreign investment
and aid flows can be erratic and not necessardynpting backward and forward linkages
with the local economy. In order to move away frams dependency, the government
needs to focus its efforts on expanding the sqgadeductivity and competitiveness of
domestic industries and investment projects. D@ietpdomestic sources of revenues will
not only act as a more sustainable source of gawemhrevenue, but also, by developing
domestic demand, can expand the economy’s capfitgenerating more sustainable
employment opportunities.

Maintaining government expenditurir response to the 2008-09 global economic crisis,
the government of Jordan has been encouraged fi &dther measures aimed at fiscal
consolidation through cutting expenditure. Howevar, this post-crisis phase, such
austerity measures should be taken with much agutiosuring that strategic sectors such
as social protection, education, active labour eaplicies and financial mechanisms to
support entrepreneurship are protected from futute and even strengthened to ensure a
quicker and more job-rich recovery. In addition,im@ning government expenditure at
this point in time is essential for preserving (&xganding) the levels of domestic demand
as a more solid basis for future growth and emphxytngeneration.

Fiscal expenditure vital given the state of thevaré sector:Maintaining government

expenditure is even more vital given the weak stditehe private sector in Jordan. As
discussed in this paper, privatisation in Jordaduane little to generate new employment
opportunities, as it has largely been a result shift in the ownership of the companies
from public to the private sector. In addition, thmall size of the private sector firms,
with micro- and small enterprises constituting @8gent of all firms in Jordan, and their
attempt to increase worker efficiency through redgccosts, limit the employment

capacities of this sector. In this situation, givie high rates of unemployment, any
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government fiscal consolidation will undoubtedlyctis on reducing the cost of labour
rather than its quantity. This, in turn, has thegta of reducing the levels of purchasing
power and demand in the economy, hence, encouragitigr voluntary unemployment.

Protecting social protection expenditurds discussed in this paper, there is no evidence
that Jordan’s relatively generous social securitgtesn has caused a disincentive to
employment. However, sustainability and expansidnsuch a system needs to be
considered carefully, given the levels of fiscafideand the high levels of demand on
government expenditure in the aftermath of the gl@zonomic crisis and following the
recent political unrest across the Arab world. Remnore, proposed reforms of the social
protection policies need to focus on increasing dffeciency of thecompositionof the
social protection structure, aimed at not only tngaan incentive to employment by
making employment opportunities more secure anddite, but also to encourage links
to programs that permit monitoring of beneficiarjeb search and their acceptance of job
offers.

Rethinking the dependence on the US dofi@liowing the global financial crisis, Jordan
experienced a slowdown in credit activity. JorddiXed exchange rate, its dependence on
the US dollar, and the widening of the interestedéntial between monetary policy rates
in Jordan and the United States were behind thivedsian of credit flows in the Jordanian
economy. Given the decline in the value of dollarrecent years and its risks for the
Jordanian financial structure, the government ofldo needs to review the Dinar’s peg to
the US dollar and avoid further tightening of ma@mgtpolicy in order to stimulate more
lending and investment in the economy. The goventimeonservative lending policy has
resulted in the closure of dozens of small and omaeiized projects and businesses,
which have not been able to obtain loans. SucHieypoan only deepen the recent global
economic crisis. Hence, the Jordanian governmeatis'éo adopt policies, which would
stimulate credit supply, facilitate lending andremse the credit flows.

FDI for employment creationhigh levels of FDI in Jordan have not been accongeh
with notable employment creation for the Jordanéoour force. This has been to a large
extent due to the composition of this foreign irm@nt and the type of economic
activities and employment opportunities that theaweh given rise to. FDI has been
concentrated in three main areas in recent ydaeQtZs, the mining sector, and services
and other emerging sectors ‘oriented to regionakata and clients’, including tourism
and medical services. The low wages and poor wgrldonditions at these basic
manufacturing and services sectors have made thetiractive to the predominantly
skilled Jordanian workers. In addition, the foreigmestor’s desire to minimise their costs
and the low levels of spill over from these invesins to the rest of the economy have
further limited their contribution to employmenteetion. Therefore, a revision of the
foreign investment policy, one of the main pillafsJordan’s recent economic growth, is
vital in order to increase its employment spillezdn line with this, the government needs
to strengthen the links between Jordan’s trade iamdstment policies to the local
economy and labour market through enhancing thedia and backward linkages and
encouraging more Jordanian investment in high vatlded sectors, which have the
potential for creation of productive and decent yipment.

Promoting domestic investmerin the long-term, the government needs to reduge it
overdependence on foreign investment and replaesthit more secure and sustainable
(domestic) sources of revenue. As seen earlieantied by remittances and foreign aid,
Jordan’s domestic investment has also failed tegga more employment, as it is often
concentrated in non-productive sectors such astmmtion, housing and finance. A

renewed concentration of investment in high pragigt industrial, agricultural and

services sectors, as well as high value-added &xpoan enhance the employment
potentials of domestic investment flows. In addifidghe sources of financing domestic
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investment need to move away from external fundingomestic resources. In line with
this, the government needs to increase the levetomestic savings. The current low
levels of savings in Jordan can be a cause forezangiven the country’s over-reliance on
foreign investment. Healthy levels of savings wilbt only feed into the country’s

domestic investment but also strengthen the denmase in the long run. Hence, the
government needs to reassess its banking, inteiesand investment policies in order to
stimulate larger levels of savings, and strengttien link between these savings and
productive investment opportunities.

Trade diversificationThe composition of Jordan’s trade and trade pdiay so far failed
to generate sufficient and decent employment oppdies, given its concentration on
basic manufacturing, low-wage chemicals, clothiagd food products. Hence, trade
diversification into high value-added products dtobe on top of the country’s trade
policy agenda. Furthermore, given that much of do'sl recent trade has taken place
through the QlZs, which have primarily employed raig workers, a closer coordination
between the country’s trade, investment and imrtiigngpolicies are required in order to
increase the chances of the Jordanian workers t@dotal economy benefiting from
expansion of the trading sector.

Supporting small businesseghile aware of the limited employment generatingeptials

of SMEs, maintaining the financial and regulatanpsort to these businesses is important
in preserving their existing employment levels andpossibly allow for their further
expansion. Hence, tight fiscal and monetary pdica this juncture of post-crisis
environment can endanger employment opportunitighese firms. As mentioned above,
by reducing lending and credit flows, the governtigetight monetary policy has already
pushed many SMEs out of business, adding to thetgos already heavy unemployment
burden. In line with this, the government’s objeetias set out in the 2011-13 Executive
Development Plan, of increasing funding opportesitio support small and medium
projects for individuals and institutions, espdygidh the poorest areas, is a welcome
move.

Labour supply and demand coordinatiofinally, an important component of the

government’s employment creation strategy shoutigoon the labour market policies
and a closer coordination between the labour dementhe economy and what the labour
market supplies. The government's 2011 nationahtefyy for employment also

acknowledges the importance of striking a balane®véen demand and supply in the
labour market. In line with this, the governmenvld improve the employability and job

prospects, particularly of the young, educated,alenand poor sections of the labour
market, while moving them to the top of the sopiatection agenda. Closer collaboration
among service providers will be important to avaittagmented system in which young
people leave school without skills, a job, or anplar obtaining either. In addition, more

systematic linking of social protection schemesldabour market programs will be

required. These schemes require further governfoeding and a need for a wider fiscal
and monetary policy space.
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