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ABSTRACT

The importance of the role of fiscal policy_ in economic
development stems from the fact that in underdeveloped e nomies, the
government is expected to take strong positive action to foster develop-
ment, especially by mobilizing the needed financial resources for
development. This is equally true for Jordan, where a proper and well-
designed fiscal policy for ecomomic development is needed to cope with
the basic problems of the economy,

The paucity of the natural resowrces, the high proportion of
the refugee population and the relatively heavy defence requirements
over the years, in view of the existing state of war with Israel, have
all precipitated Jordan's continucus dependence on massive amounts of
foreign assistance, mainly in the form of budget support to cover a
large portion of the government's recwring expenditures, in addition
to sizeable amounts of development grants and loans. Although these
amounts of foreign assistance, together with various sources emanating
from within the economy, have contributed fo a high rate of growth of
the Jordan economy over the last fifteen years, still, Jordan continues
to suffer from basic economic problems such as a chronic trade deficit,
a high level of unemployment and a relatively low per capita income.
Moreover, the continued growth of the economy camnot be sustained with
large amounts of budgetary support. Evidence points out that the rate
of this support has already declimed both absolutely and relatively
over recent years, The planned policy of the government as well as the

.
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desire of the aid-giving agencies is to decrease gradually the level
of budget support to Jordan.

An analysis of fiscal policy and economic Manning in Jordan,
since its origin im 1950 reveals that up to 1962, centralized and
coordinated long~term econwamic planning as well as integrated fiscal
rlanning and policy were Lacking., During this period, the bisic economic
problems of Jordan remained eminent but no conscious fiscal policy or
long-term ecomomic plan were produced to tackle them. A turning point
vas rarked starting with the fiscal year 1962 /63 when the government
undertook deliberate fiscal and econcmic planning in an attenpt to cope
with the economic needs for development and growth. The workings of
this rew approach were embodied im the "Seven Year Program for Economic
Development 1964~1970."

A study of the plan reveals that a reduction in the trade deficit
is a crucial requirement comtingent upon the projected decline in foreign
budgetary support and the atctainment of fimancial and economic independence.
TChe plan emphasizes major production targets and outlines a detailed
fiscal program. To achieve the production goals, the bulk of develop~
mental expenditures must be comcentrated in such sectors of the economy
that will increase exports as well as import-substitution im order to
alleviate the chronic trade deficit. The plan's fiscal program aims at
mcbilizing the required fundis through increased domestic budgetary
revenue which is expected to offset greatly the projected decline in
fereign budget support without hampering imes-tmnt incentives. This is

expected to absorb a good pwrtion of the expected increase in purchasing
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power caused by developmental activities. Favorable stabilizing and
balance-of -trade effects are expected to ensue. However, the over-all
contribution of the Jordan budget towards development financing remains
2 very small share out of a projected budget surplus. Aside from
domestic budgetary revenue, the plan emphasizes the importince of private
savings as a major source of financing development expenditures. The
foreign borrowing program forms an additional important source of

devel opment financing.

An evaluaticn of the fiscal prograx of the Seven Year Plan
reveals several characteristics. Deficit financing is not envisaged as
2 source of development financing. This reflects a conservative policy
aimed at maintaining the fiscal and monetary stability that Jordan has
experienced till now. The striking features of the fiscal program are
the ambitious projections for development funds from foreign aid and
Private savings. Over the plan period, funds from foreign aid are
expected to account for 49 e rcent of total development funds mainly in
the form of foreign loans (36 percent)., Foreign borrowing forms an
indispensible form of development financing. Its high share in the
required development funds introduces an element of vulnerability to
the fiscal program. In view of the already high present or likely
commitments by internatiomal agencies and foreign governments, it will
not be surprising if a shortfall in externmal borrowing occurs. This
implies the need for greater pressure on domestic funds and foreign
grants. Besides, excessive reliance on foreign borrowing will impose a

heavy burden on the economy when these become due for repaynent.



The success of the plan depends greatly on the achievement of
the very ambitious growth rate of private savings. About 39 percent of
development funds are expected from these savings. ‘To achieve this
high growth rate, the plan expects to restrain the growth rate of
private consumption to a very low level. Direct and indirect taxation
are the means for this. However, the proposed increases in taxation
leave disposable incomes relatively high. Therefore, they are
insufficient for curtailing the growth rate of priwvate consumption.
Other than this means, the plan is not clear as to how it Froposes to
restrain the growth of private consumption. Besides, it is not easy to
urderstand why private savings are planned in excess of priwate
expenditures on gross capital formation especially that the private
sector is envisaged ay a net borrower from the govermment. The realiza-
tion of such an excess implies a tendency towards & price and monetary
deflation and/or a large outflow of private savings into investments
abroad. Judging from past trends in the economy, and the lack of
policies of government controls over imports, consumption and investment,
it is likely that a higher growth of priva.fe consunption and imports,
and a slower growth of private savings than proposed in the plan will
be achieved. In case the planned excess of private savings over private
capitil expenditures is realized, it is recommended that the government
undertake a program of sale of governme nt bonds. This is likely to -
help in mobilizing more devel opment funds and in attracting private
capitdl to stay in the country.

The plan's targets for domestic budget revenue are realistic.



Budget actuals for recent plan years wers very much in lLine with the
plan's projections. These projections are, however, congervative in
view of the need for restraining private consumption and increasing

the growth rate of private savings. The burden of fa:.ation in Jordan

is not heavy by standards of many developing countries. The tax system
is also highly regressive. The implementation of wvirioms recommendations
for tax reform are expected to increase the share of tax revenue to GNP,
These aim at introducing a moderate degree of progression into some
taxes. A nore effective tax administration is al so recommended. These
reforms may increase tax revenues more than is projected in the plan.

If this increase is realized, it will, to a certain extent, serve as a
cushion against a shortfall in the other financial targets of the plan,
especially foreign budget support and foreign borrowing, The reforms
are recommended for certain aspects of the income tax, the company tax,
the agricultural land tax, some excise taxes and the imtroduction of

a capital gains tax.,

The plan envisages the control of the growth of government
recurring expenditures to the lowest limit compatible with efficiency
and security demands. This is necessary for the achievement of a
budget surplus that is expected to fimante 10 percent of development
expenditures. However, with Jordan's relatively heavy defence
redquirements, especially for 1967 and the 1968 budget estimates, the
restraint on recurring expenditures was disrupted. This makes the
attaintment of @ budget surplus more difficult in later years. Therefore,
it is not unlikely that the budget surplus will not fﬂfﬂ its share

in development finance.



It is mot likely that all the goals aimed at in the plan will
be realized by the end of the planning period, especially in view of the
June 1967 var which has greatly disrupted the worlcimgs of the plan.
However, it is necessary to realize that the artificial situation which
has existed im Jordan so far, with the heavy reliance on fareign
assistance and the vulmerability of the economy to outside changes
¢énnot possibly continue for long. The country should consciously
déttenpt undertaking strict fiscal measures and be ready to offer sacri-
fices so as to maintain the high rate of growth that it has attained in
its recent history, Soci~political conditions in Jordam and the
neighbouring area are likely to shape, to a large extent, the effective-
ness of development and fiscal programs. It is to be moted that fisecal
policy is mot the omly solution for the structural ecomomic problems

of Jordan.
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CHAPTER 1

THE ROLE OF FISCAL POLICY IN ECONOMIC DEVELOPMENT

A, Intro iom

Before dealing with the subject matter of this chapter, a brief
discussion of what makes an underdeveloped country underdeveloped and
a definitiom of fiscal policy are necessary.

The term underdeveloped area has become a popularly used term
indicating a region which, compared with vestern standards, has low
levels of livimg., Ineffective use of natural resources, lack of suffi-
cient investable funds and of industrialization are some of the
characteristics often associated with the concept of underdevelopment,
but an irea can be underdeveloped in other respects. A detailed
discussion of thke characteristics of an underdeveloptd area is deemed
unnecessary for the purposes of this chapter. A sat isfactory measure of
what an wnderdeveloped ecomomy is has been stated by E.M. Bernstein:

The test of an underdeveloped country is its level of real

income and the rate at which per capita real income is increasing.

In short, an underdeveloped country is ome im which output per

‘capita is relatively low and in which productive efficiency is
very low, if at all.l

Some of the more impor tant prerequisites that must be met if
economic growth is to take place are the will to economize, the accumu-

lation and applicatiom of knowledge and capital formation. It is by far

J'B M. Bernstein, "Financing Economic Growth in Underdeveloped
Economies,” Sa in Mo nony, ed. Walter W. Heller
(Mimmeapelis; University of Mimesota ﬁau, 1953), p. 267.
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capitil accwmalation which poses as the most important limiting factor,
If the will to economize on the part of the important segments of the
population is existing, the whole process of economic development
revolves mainly around the possibility of achieving a mach larger rate
of capital accumulation than what currently exists.?

By fiscal policy is meant "... a policy under which the govern-
ment uses its expenditure and revuiue programmes to produce degirable
effects and avoid undesirable effects on the national income, production
and employment KL

This understanding of fiscal policy is a relatively recent one.
The relation of a govermment's financial operations to the working of
the national economy was mot as clearly umderstood and the role of
government in the economy vas on 2 much smaller scale before the popul a-
rization of the Keynesian concepts of public finance. Before Keynes's
General Theory, the then existing theory of public finance comsidered
the government as just another fimancial unit among several others each
of which financed certain expenditures out of incomes received., Public
finance was te be conducted on essentially the same principles of private
finance implying that public expenditures meant collective consumption
and public revenues the costs thereof. As long as the govermment was

regarded on the same grounds as a private economic unit, the government

2Raja Chelliah, ¥ Polic¢y in U oped Countries (Londom;
George Allen and Unwin Ltd., 1960), pp. 38-39.

Arthur Smithies, "Federal Budgeting and Fiscal Policy,"

Aﬁﬁnmmm (Philadelphia: the Blakiston Company,
1949), 1, 174.



wis strongly expected to pay its own way like any other firm. Over and
alove, due to the classical assumption of full employment, financing
government expenditures by a deficit could only mean inflation. There-
fore, it is mot surprising to find that a main principle of pre-Keynesian
public finance wvas that of a balanced Iaudget.4

With Keynes's Ceneral Theory, the whole concept and enphasis on
public finance changed. Keynes's theory gawe a different relation of
govermment finances to the level of income and employment. It became
clear thit public finance should influence the general level of economic
activity by affecting the level of effective demand. This new idea
started the modern understanding of fiscal pelicy in the adwanced
Vestern vorld. The main underlying idea is that the revenues and
expenditures of a government should be manipulated in such a way as to
produce a2 stable and high level of economic activitr.‘s

The two outstanding implications resul ting from this approach
to fiscal pelicy are, first, that fiscal policy is to be comducted on a
functional basis so that revemues and expenditures are mot considered as
being caused merely by the requirement of making available collective
consumption. This approach to public finamce is kmown as functional
finance. The second point is that the budget need not be balanced and
that a deficit or a surplus on the budget cam be incurred under certain

c:mumliti.o:m.6

4Ghel.1iah, 0P.cit., Pp. 44-45.
Sibid., p. 45.

®rbig.



Therefore, Keynes's Genreral Theory has shifted the objectives
of public finance in the i.dvamed countries from ",.,, the older objec-
tives of minimom imterference amd avoidance of deficits... to the objective
of promoting stability"? vhich, broadly speaking, cam be conceived of
as the primary objectii-e of fiscal policy in advanced countries.

A realistic and sound fiscal policy for any country has to
derive its meaning from the econemic conditions and the objectives aimed
at by that country. The formulation of fiscal policy for a certain
country must take into comsideration the stage of economic devel opment
reached by that comntry and the degree of elasticity of response of the
system to economic stimali. Therefire it is clear that it is "... in
the context of the problems of growth that the differences in i:he
objectives of fiscal policy in developed and underdeveloped countries

can most profitabl y be ii-cuued.."a

B. Objectives of fiscal policy for devel opment

The importaince of the role of fiscal policy in economic
development stems from the fact that in underdeveloped countries, the
state is expected to take stromg positive action to foster development,
Autonomous savings are so lov in most underdeveloped countries that rapid
development usually upheld as the main objective of dmloplent plans,
can take place only if the state is willing to ensure collective savings

and to promote private savings throwgh fiscal policy. Therefore, fiscal

TIbid., p. 19,
8 Ibid., p. 4.



policy for economic development implies the manipulation of the govern-

ment receipts and expenditures in a positive and deliberate manner that
would further the dewelopment objectives of the count:ry.g

Since the nain stress is on accumul ation of resources for
cevelopment, fiscal policy should use tools capable of raising as mach
cf these resources a: possible from internal means. These means are
taxation and other re¢vemues derived from licenses, etc., borroving from
the public and credit creation. If these domestic means are not suf {icient,
the government has & resort to either external loanms or depend on gifts
and grants. Although foreign borrowing is useful for the development of
most countries, still, what can be raised of home savings is more
important even if it is quantitatively leas.lo

The easiest vay of extracting savings dwmestically for development
is by the process of "deficit fimance" whereby the government spends more
than it gets and covers the difference by either borrowing from the
Central Bank, if in existence, or by simply printing money. This method
transfers economic resources to people who get the new money causing,
because of increased spending, a pressure on goods and services and
probably a price rise. The people whose incomes have not risen suffer and
are thus caught in a position of forced saving.n This method has mamy

’Reuben E. Slesinger, "Fiscal Policy Comsiderations for Under-
developed Economies,™ Kyklos, XV (1962), 624.

Wyrsula kK, Hicks, Development Finance, Planning and Coatrol
(Oxfordz Clarendon Press, 1965), p. 47. i

Unigd., p. 4.



tisadvamtages of inflatiomary tendencies and the like. This chapter will
omly discuss the means of financing development through taxation., While
¢ll the weans of raising rewemnues for development should be used in a
harmoniows and coordinated mamner, taxatiom remains the most important
means both for the direct contributions vhich it can make to revenue and
for its indirect comtrol effects.

However, it should be emphasized at the start, that choosing the
appropriite fiscal methods cannot turn a bad development plan into a
good one but it can make it better. If fiscal measures required by the
physical plan cannot be carried through because of political or economic
unattainsbility, changes in the physical plan become necessary. This
shows the great importance of proper fiscal policy in the development
plans of underdeveloped comntries.l? It should always be remembered
though, that fiscal policy is but one developmental tcol and that it ¢ane
not be separated from other policies, especially monetary policy. Also,
fiscal policy should be correlated with other general objectives such as
the amount of employment desired, the extent of acceptable inflation,

the amount of production aimed at and the condition of the balance of

payments .1 3

The govermment of am underdevel oped country should act as an
imvestor, a saver, a stabilier and an income redistributor in its fiscal

operatioms for promoting dewvelopment,
As an investor, the government can design fiscal policy to

1 Xone1 13ah, op.cit., p. 23.

laSlesiLnger, loc.cit., p. 625.



promote and accelerate the growth of productive and desirable investment
both in the public and private sectors, and to discourage undesirable
investment. In its role as a saver, the government can use fiscal policy
to mobilise the maximum volume of real and finanmcial resources for the
plan of the public sector. This can be done by reducing unnecessary
comsunmption and umessential investments competinmg with ecomomic devel op-
ment. As a stabilizer, fiscal policy should try to maintain a reasonable
meagure of economic stahility' and reduce the inflationary pressures
resulting from the process of economic development . Finally, fiscal
policy can be designed to redistribute the growing natiomal output.u

The objectives of reallocation of resources and redistribution
of imcome are mot as important as the objectives of accumal ating savings
and promoting needed investment in underdeveloped countries. The problem
of development is more one of insufficient resources than of inefficient
use of resources and the low per capita income in poor countries is not
cawsed so much by the unequal distribution of national income, as by the
low natiomal income itself .15

These objectives of fiscal policy in underdeveloped countries
sound nore or less the same as the objectives of allocative efficiency,
stability, economic growth and optimem income distribution which make up
the guidelimes of fiscal policy in advanced countries. However, the

L4, .N., Department of Economic Affairs, %M_cf_ﬂ_n_nﬁg‘
Ecomomic Development in Underdeveloped Countries (New York, 1949),

PP. L4-15.
15

G.M, Meier and R.E. Baldwin, nomic Development: Theory,
History, Poligy. (New York; John Wiley and Sons Ltd., 1957), p. 384.



apparent similarities in goals should not conceal the wide differences
in the economic conditions, the degree of development reached, and the
environsent within which tools of fiscal policy have to be formulated.
These differences mean that different policies should be undertaken even
if the ultimate objectives are the same. Another important point is
that the order of priorities among the objectives should be quite
different. Broadly speaking, it can be said that while in a developed
economy, the main emphasis of fiscal policy will be om the maintenance
of stability, capital accumalation will be given first priority in an
under d eveloped ecomm.lﬁ Amplificatiens and modifications of the
objectives of fiscal policy in underdeveloped areas are discussed in the

mext section.

C. What fiscal pelicy can accomplish for development

1. Social overhead capital:

It is very unlikely that amy nation can accelerate its rate of
development without the means of social overhead capital which is
essential not only to provide basic public facilities but also to make
the existing activities of the priﬂte. sector more useful and profitable.
There are very few developing countries vhere the private sector has
enough initiative and the necessary capital to finance overhead capital,
whether social overheads such as educational systems or onrilu.ds of a

reproductive nature, such as the production of goeds and services like

1 M1bert 0, Hirschmam, "Fiscal Policies for Underdeveloped

Econonics," Studies in Eco : s ed. B. Okun and K. Richardson
(New York: Holt, Rinehart & Winston, 1962 » P. 449, ‘



traaspert systems. Overhead capital also has returns which are too
remvte and too slov to materialize to attract the private sector. Fiscal
policy, through its public expenditure programs, can set up a base of
social overhead capital by imvesting in such fields as health, education,
training, highways, power projects and the like thereby facilitating and
has tening economic development by thus generating extermal economies,
Such economies are essential first, for directly promoting economic
development by providing the basic public wutilities needed, and second,
for raising the rate of returns on investment thereby attracting private

capital to participate in economic development .17

2. Mobilization of savings:

In an advanced country the high average income almost automatically
allows for a large flow of private savings. Therefore, fiscal policy for
investment in advanced couatries. ains mainly at minimizing the possible
interference of taxation with the incentives to invest the savings pro-
ductively. Tax and expenditure policies try to soften or offset the
flactuations in the volume of capital formaticn and the destabilizing

18 On the other hand, fiscal policy

effects on the economy in general.
in loew dincome countries has to exert a great deal of influence on the
mobilization of savings, and the chamelling of the existing savings into
investments which are not only productive and profitable but which will
alse fit with the development objectives. Fiscal policy has to avoid

the danger that the free market mechanism, driven by a profit incentive

L’Sl-esinger, loc.cit., pp. 625-26.

LBHirsdman, op.cit., pp. 449-50.



might attract a flov of investment funds into very profitable investments
which induce luxury production and other such unessential consumer goods
instead of allowing these investable funds to go to projects that might
be most essential for the development program but wllieﬁ might not be as
profitable in the short-—run.l’

In low per capita income countries, the marginal propensity to
consume is high and there will not te a high level of savings on the
part of the public unless a positive fiscal policy tries to decrease the
marginal propensity to consume thereby increasing the marginal propensity
to save. The full wse of suitable taxes and particular expenditure
policies can influemce the direction and the totality of savin;s.zo
Commodity taxes, such as high import duties and excises on luxury goods
are usually advocated for tapping resources that are otherwise squandered
on conspicuous and non~functional consumption and imports. In many cases,
progressive personal income taxes with steep rates in the upper income
brackets are also favored as instruments for impounding on swuch incone.n

Taxes can also direct the flow of savings into the desired flows.
They can penalize sarings diverted into land, buildings, inventories and
other such unpreductive investments undertaken for speculative gain,
security or social prestige purposes. Such tax instruments as land

value increment taxes, taxes on idle land, progressive taxes om either

1951esinger, loc.cit., pp. 626-27.
201piq,

21R N, Tripathy, Public Finance in Underdeveloped Countrie
(Calcutta: the World Press Private Ltd., 194 %, P. 94,
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het worth or real estate holdings and tax on capital gains should be
ilpoaad.zz Another set of techniques can be used which gives tax conces-
sions as imcentives for enhancing productive imvestment. New industrial
Tentures can be given a tax holiday for a mumber of years. Accelerated
depreciation allowances are mother device for helping new plants,
bdevelopment rebates may also be given when profits are ploughed back into
investment. These and other such concessions can be regarded as a
disguised government expenditure. However they don't enter the budget
at any point.23

There is the risk that mobilizing savings through taxation might
reduce rather than increase private savings because of the effect of high
marginal rates of income taxation on incentives and for other imstitutional
reasons arising from the underdeveloped nature of the countries considered.
Ideally, this dilemma can be resolved by designing a scheme of taxation
which combires high rates of taxatiom in genveral with preferential
treatment for desired developmental activity and penalty taxes on undesir-
able economic Lcti.vity.u However, this ideal solution is often hindered
from coming through because of various barriers discussed in the coming
section of this chapter.

Fiscal policy can thus be expected to Play a regulatory and

promotional role im mobilizing and channelling savings.

227bi4.
L1bid.
M 1hid .



3. Reallocation of resources:

Fiscal policy in an underdeveloped economy can affect the reallo-
cation of resources as between ome region and another in the economy .
It is a wual phenomenon of a govermment budgetary system to use funds
collected from regions and people where abilities to pay are high to
help finance public investments and services in the more needy regions.
Fiscal policy can as well reallocate resources between economic sectors,
public vs. private, agriculture vs. industry or production vs. consumption
goods, Government expenditure im a certain sector usudlly attracts
resources to that sector and away from another sector where a particul ar
tax is imposed. Therefore by affecting factor mobility among sectors,
goverment revenues and expenditures cam reallocate resources. For
example, land and property taxes cam affect the land tenure system and
certain tax exemptions and tax discrimination, subsidies etc.... »
nentioved above, cam influence the flow of investment from one sector

into amother .25

4. Income redistribution:

Extreme inequalities in income distribution cam be harnful to
the process of development as these depress the nutritional, health and
standard of living of the people as well as enhance unaecessary demand
for imported luxury goods, increase the transfer of funds abroad and
thereby hinder any integration or growth of the domestic markets. Fiscal
policy in its redistributive role, can attempt to reduce these inequali-
ties, either through redistributive public expenditure or thro\;gh

2Seier and Baldwin, op.cit., pp. 383-84.
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redistributive tax policy. Investing in human capital improves producti-
vity and technology. Such improvements in heal th, education and the like
can gemerate working capital thereby increasing the availability of man-
power for development. These investments act as equalizers as they give
more opportunities for the low income group and thus raise the standard
of living.26

As for redistributive tax policy, it must be highly progressive.
However, a highly progressive tax structure is difficult to implement
in the initial stages of development because of low income lewvels and
administrative difficulties. Another consideration limiting progressive
taxation is that of damaging effects on initiative, risk-taking and
managerial efforts. However, compared to advanced countries » the sources
and the uses of high incomes in underdeveloped countries are such that
adverse effects om incentives are not as damaging as in the advanced
countries. When high marginal rates are imposed on incomes that are
largely derived from entrepreneurial effort and vaiich are largely ploughed
back into investment, disincentive effects are then damaging. Yet where
land rents and interest charges are a very important source of large
incomes, and where luxury speculative and conspicuous spending are the
outlets for such funds, taxation of income and veilth would not produce
adverse effects on incentives. Such taxation can marrow the gap between
rich and poor as well as yield resources for investment by the public

sector .2 7

j"El'r.ilm:lu:, op.cit., p. 63.
Tyirechman, op.cit., p. 465.
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5. Stabilization of the economy:

Stability is a joint objective with economic growth in developing
countries. These countries are susceptible to inflaticmary pressures
resulting from complex phenomena indicating economic systems characterized
by structural rigidities, bottlenecks in the supply of essential commodi-
ties, am« imbalance between the supply and demand for real resources and
an. inadequate rate of savings to fimance the mecessary investment
required for development.

dccelerating the volume and rate of investment in a continuous
and sustained mamner needed for development is usually associated with
rising wages and prices particularly in sectors where Jarge investments
are undertaken. Developing countries therefore, have an inherent
tendency towards rising prices which, if allowed to go on can get to be
inflatiomary. The nature of the development plan deternimes the suscepti-
bility to inflatiom. If the plan is mainly oriented to the production
of consumption goods, the inflationary tendencies are reduced because
the inmvestment expenditures which generate money income: are offset by
a relatively quick increase in the production of consumption goods. On
the other hand, if the development plam is mainly oriented to the produc-
tion of capital and basic goods, the inflationary potential becomes
significant as the gestation period of such capital inwestments is quite
long. These investments tend to create money incomes in the short-rum
before a corresponding expansiom in output of consumption goods takes
place .28

"sli-ipathy, op.cit., pp. 76-77.
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These inflationary tendencies resulting from grwoth can be

reduced by a manipulation of the structure of relative prices while
maintaining the stability of the general price level, Manipulation of
relative prices through tax and expenditure measurey can affect the rate
of growth of the ecomomy by affecting investment aad savings rates,
elasticities of supply of factors of Production, as well as methods of
production. Tax manipul ation, subsidies, purchases and sales of product
by the government directly and government direct investment im the private
sector are some of the means which fiscal policy can use.zg

Another general characteristic of underdeveloped countries is the
exposed nature of their economies which makes them usually wulnerable to
world market changes. This characteristic stems from the fact that
underdeveloped countries are usually Primary producing countries
exporting ome or two agricwltural or mineral products and depending on
the export receipts as a source of national income and fore ign exchange.
At the same time, such countries are usually in great demand of imports
of manufactured products and often of foodstuffs. Increasimgly, the
underdeveloped countries seek to protect theﬁ exposed economies from the
ebbs and flows of the world market by the use of fiscal, foreign exchange
and other policies designed to alleviate the vulnersbility at least in
the short-run.

Specific fiscal measures like export and impert taxes can be used
to alleviate this exposure. However, it should be stated here that fiscal

policy is not the only effective developmental tool that can be used

2% 1bid. pp. 81-e3.
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either to alleviate the domestic inflationary tendencies or to reduce
the vulnerability of underdevel oped countries internationally. Mornetary
policy has to play an important role in helping fiscal policy in its

role as a stabili:er.so

D. Fiscal policy in operation

Although the positive contributions that fiscal policy can make
to the development process cannot be more emphasized, yet the actual
efficacy of the role of fiscal policy depends on structural improvements
in the tax and expenditure policies presently existing im underdevel oped
countries which are a far cry from the ideal conditions required for an
effective role of fiscal policy. The conditions under which a modern,
equitable and flexible tax structure thrives in an advanced economy are
non-existent in most underdeveloped areas thereby callimg for substantial

modifications of the fiscal tools when applied to these areas.

1. Existiag tax structure in underdeveloped countries:

One major characteristic of the existing tax systems in under-
devel oped ccuntries is not only that it provides gowvernment with inidequate
revenues but also that as a percentage of GNP, the tax revenue of under-
developed countries is generally much smaller than in the advanced

31

countries. Whereas 25 percent to 30 percent of ONP is

3°li:irsthmn, Op.cit., pp. 453-60.

3Ly Tun Vai, "Taxation Problems ard Policies of Underdevel oped
Countries,", International Monetary Fund Staff Papers, IX (November, 1962),
429. See also table 1, p. 429 showing central government revenue as a
percentage of national income in 1959 for high, medium and low incone
countries., :
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collected in taxation in the advanced countries, underdeveloped countries
uspally collect from 8 percent to 15 percent.32

The second main characteristic of the revemue structure in under-
developed countries is that direct taxation forms a small propertion of
total revenue33 and, consequently, the tax structure im most underdeveloped
countries relieg heavily on indirect taxes which ussally have regressive
effects. In many underdeveloped countries, taxes on foreigm trade account
for a quarter to a half of the total revenues. Comparing tax revenue
from foreign trade vith total tax revenue shows a rouwgh relationship
between low per capita incomes and a country's dependeace on taxes on
foreign trade .

Various reasons explain these main characteristics of the tax
structure in underdeveloped counmtries. First, certain conditions necessary
for a successful tax policy are generally lacking im underdeveloped count-
ries thereby explaining the poor achievement of the tax systems. Among
these are: (a) A bdasic requirement for proper and prempt agsessment and

tollection of revenuve is the comfidence of the people, The taxpayers

32yicholas Kaldor, "Will Underdeveloped Countries Learn to Tax?"
Yoreign Affairs, XLI (January, 1963),4%1. )

3% Tun Vai, loc.cit., p. 431. See also table 2 shoving direct
tax revenut as 2 percentage of total central government revemne in 1959
for high, medium and low income countries. It is seen that the median
for direct tax revemue as a percentage of total revemue in the high per
capita income countries is 43, while that in the low per capita income
countries is 20.

M vid.



vhould agree with the policies and aims upheld by the govermments and
thould believe that the govermment is stable enough to be able to carry
(it its objectives; (b) Tax officials mmst be intelligent, vell-trained
ind well-paid so that they will net callect something on the side;

(c) Te best experts camot collect adequate taxes under the poorly
drafted tax laws which are "... riddled vith loopholes and ambiguities’3S
(d) The ecomomy must be préde-i.nuﬂy a monty economy as it is by fu;
¢agier to impose taxes in a monetary economy with market transactions
than it is im a barter economy where it is very difficult te assess real
:in:lrm:um:“’ﬁ (e) Reliable and honest accounting records are clearly of
vital importance,

Other than these institutional barriers in the way of an efficient
tax syatem, rhe tax base in underdeveloped cowintries is much smaller than
iv deweloped countries. This stems from the low per capita income levels
utvally approaching a mere subsistence level which makes most of the
ircome receirers have their incomes below the exemption limit thereby
dtereasing the proportion of people subject to income taxation. Even if
the exemption levels were to be lowered in order to raise larger revenues
frem personal income taxation, no substantial additional revemues can be

obtaimed becamse of the disproportionate increase in the cost of collection

and agsessment .37

As urderdeveloped countries require a larger and lar_ger volume of

resources for financing development, and because of the above mentioned

hicks, op.cit., p. 47.
:’su 'Lll H‘i’ IOCGCitG’ p' ‘30{

37
Tripathy, op.cit., p. 98.



ecomomic and administrative limits teo the mobilization of resources
through direct taxationm, despite the existeace of progressive and inheri-
tance taxes on paper and at high nomimnal rates with but a few cases
where such taxes are effectively carried out, underdeveloped comntries,
out of logical mecessity, have to exploit indirect taxes in their search
for reverue.’® Indirect taxes pass through a smaller number of hands
thereby reducing the oppertunities for confusing the amount of tax due teo
the government and the actual money collected, and the incidence and
evasion of taxation. The sophisticated methods of record keeping and the
high degree of public awareness needed for effective direct taxes are
not so much required by imdirect taxes. rherofore, it is not surprising
to find developing countries attracted to the levy of export and import
taxes which pass through a limited number of middlemen., Such taxes gain
more importance in these countries because of their heavy dependence on
exports of primary prodm‘.ts.39 Other indirect taxes such as commodity
taxes on consumption are also resorted to by underdeveloped countries
as they are a less obvious way of collecting revenue than direct taxes
and therefore are less likely to result in resistence from the public
upon t::nvjlilmu.ztiun.“0
From this sketch of the main reasons for the poor achievement

of the existing tax systems in underdeveloped countries, it becomes

PKaldor, loc.cit., p. 412.

JQSluimger, lec.cit., pp. 630-31.
i,
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clear that a successful tax policy, cther than overcoming the imstituional
problems of the economy, should be devised in such a manner that would
increase total revenue as a percentage of national imcome from its present
low level, as well as introduce more progressivity im the existing tax
system, vhether by improving the progressive income tax, or through other

taxes having the same effect.

2. Taxes appropriate for underdeveloped countries:

An analysis of complex details of specific tax policies is
beyond the scope of this chapter. However, some brief comments on
various taxes that cam contribute to the development process will be
stated.

Personal income taxation cannmot be expected to play a major role
in the imitial stages of development because of the re¢asons discussed
above. However, the fact that there are barriers in the vay of effective
progressive personal income tax should mot mean that it should be
completely discarded by underdeveloped countries as it has no suitable
alternative in mitigating the growing inequalities and im reducing the
amount of resources going into ummecessary and non-productive luxury
v::':m.m-;n;:iom.41 Even though income taxation cannot be extensively used
in the early stages of development, it may be possible and desirable to
tax selected forms of imcome like the untapped taxable capacity of land
and vealth. Although the agricultural sector forms wsually a sizeable
share in (NP in underdeveloped countries, still, it virtually escapes

taxation because of the primitive traditional land taxes existing in

‘lxlldﬂ‘r, l'oc‘Eis +3 PP 414-16 .



in these countries which are predoninantly regressive and vhich do mot
respond to changes in agricul tural production A2

Generally, the agricultural sector in underdeveloped areas does
not invest in inve stments that are deemed important for the economic
development. Rather, large remts of the rural aristocracy temd to go
into conspicuous cemsumption, hoardings or imto real estate. Therefore,
a progressive income tax om agriculture can act as a "potent engine" of
resource mobilization without fear of impairing incentives iin produé—-
tive investment. PFrogressive "laad tax yields not just revemae, but the
right kind of l'e1vem:|e;"“3 it incrmes the supply of foodstuffs to
urban areas thereby increasing employment opportunities outside agricul-
ture with no inflationary tendencies; by transferring land ownmership,
sach a tax makes for a more efficient utilization of land. Thus by
reforming the land tax and making it more progressive, it can hit at the
concentrated income of large landowners and reduce the burden om small
tenants and farmers.

However, despite the obvious benefits of a progressive income
tax om agriculture, it may be himjered from being putt use effectively
because of the chaotic institutional and economic set-up of the rural
economy in underdeveloped areas., Landholdings are divided inte small
pieces and subsistence farming is predominant. The yield from the income
tax will be reduced because of the exemption principle and the same

problems associated with personal income tax cam become of relevance here A

“2rripathy, op.cit., p. 107

“3galdor, Loc.cit., pp. 413-14.
“‘l‘ripl.thy, op.cit,, 109.
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Underdeveloped coumtries should make effective use of the
various forms of land tax mot only im its progressive income form but
also in a combined design of taxes such as property tax, which can either
be on the value of land, or on the value of the annual production or
rent from land. A case can be made for property taxes in underdeveloped
countries as the distribution of property tends to be more unewen than
the distribution of dincome. Hence a propertional property tax can have
more progressive effects and easier administration than an income tax.
Other taxes are betterment of levies, capital gains tax, which can act in
a supplementary manner to divert resources from excessive speculation,
and taxes on uneconomic use of the land.*®

A greater degree of progressivity can be introduced to the tax
system through the levying of inheritance taxes. Such a tax would, other
than increasing tax revemae, mitigate the unequal distribution of imcome
and wealth from passing from one gemeration to the other. However, strong
social opposition can arise against such a tax which explains why many
underdeveloped countries tend to discard such a t:a:x.46

Such a tax might have better effects, from the standpoint of
encouraging development, than a heavy tax on business profits. This
latter tax may have adverse effects on the incentive to invest and the

ability to finance imvestment prejects from the undistributed earnings.

It is therefore undesirable to tax busimess profits too heavily so as to

4%1pid., p. 112
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have a high level of private savings and to maintain an incentive for

private enterprise .‘1

The tax system cam as well provide various tax and other
incentive measures, discussed above under the mobilization of savings,
in the nature of tax holdings, depreciation allowances etc... which
would provide encouraging incentive for investment of private and foreign

capital.
Despite the improvements that can be introduced to make the

direct tax contribution greater, still, in the early stages of a
developing country, the major reliance will have to be on indirect
taxation. This, of course, reflects not only the difficulties involved but
very often the lack of serious effort put into collecting direct tms.‘a

The main types of indirect taxes are import levies, export
levies, excise duties, sales and other related taxes as well as taxes on
the services or use of certain capital goods.

Import duties are by far the most important type of indirect
taxes, often amounting to about 30 percent of the tax revemue in under-
developed countries while in advamced countries import duties rarely
amount to much more than 10 jnn-ccn'(:.“9 Generally, taxes onm outgoings
(indirect taxes) have regressive effects 8gainst income. They tend to

be antidistributionmal . However, the regressive features of import

TIniq.
48 |

Hicks, op.cit., p. 70
Ibig., pp. 70-71.



duties can be comsiderably reduced if high daties are imposed on luxury.
consumption vhile the mecessities of life are allowed on the free list
or else at very low rates. However, this entails a loss of revenue.
If lwary consumption or consumptiom in general should be reduced,
dome stic sumptuary taxes could be used and these tend to be less subject
to tax evasion through the use of substitutes .50 One of the reasons
usvally presented to show the desirability of import dtuties, other than
their ease of collection, is the protection of infant home indwstries.
Export levies are suited to the fiscal and economic needs of
"export economies", usually primary producing ones, where the proceeds
fron these levies are bound to provide a very significant source of
devel opment f’i:umeuu.!’l Also when eport duties are levied on an ad
valorem basis, they can act as contracyclical fiscal measures in under-

2 Both types of t axes on foreign trade can yield

dewvel oped cmtriu.s
substantial revenues yet both have the disadvantage that revemue varies
with the ¢bb and flow of the world market.

Indirect consumption taxes, such as excise and sales tazes, have
the advantage of falling on consumption and mot on saving. These taxes
are not e¢asily evaded and therefore are among the leading sources of
revemue in underdeveloped countries. However, such taxes have the disad-

vantage of raising prices and the cost of living, as well as being generally

50'lmutic Financing of Development: Government Sources and the
Application of Funds," émo#gs to Economic Development, eds. N. Buchanan
and H. Ellis (New York, 1955), p., 329. ,

51Ila:m., p. 328,

20 fun Wai, Loc.cit., p. 44l.
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regressive in nature. Consumption taxes can become mildly progressive
if levied in a discriminatory mammer against luxwury items and in favor

of mecessary commodities.

3. Expenditure policy:

[n this chapter, tax policy in underdeveloped countries has been
more emphasized than expenditure policy. This relative emphasis on tax
policy, hewever, does not mean that expenditure policty is mnimportant.
Just as 2 low level of per capita income is so generilly used as a
definitiom of underdeweloped areas, the defimition cin also be as
accurately made in terms of government expenditures per umit of popula-
tion. The ontrist betweem the high levels of goverment expenditures per
unit of the population in advanced countries and the low levels of
governme nt expenditures per unit of population im underdewveloped countries

is um:'nm.u."'3

Expenditure policy is dictated by such motives as the
demand of the public for more services, the desire for a wider base of
economic activity and the generation of social overhead capital. How-
ever, under such stimmli it is not ytrange to find the demand for public
expenditures far in excess of the capacity of the mation to defray them.
From here stems the mwre important role of tax, and other revemue, policy.
The question of priorities and striategies as well as political
considerations emter the picture when the demand for various public

expendi tures is in excess of the revenues available. Some underdeveloped
countries adopt the system of a divided budget of developmental and

5llnclnnu and Ellis, opecit., p. 323.



non-developmental outlays. Such a classification can prove to be useful
except that there is the danger that such an approach may accept many
expenditures which are beyond the nation's ability to handle » but just
Jjustified on the grounds of being developmental .5‘ That is why a
developing country must have a priority scale in draving up its expendi-

ture policy.

43l esinger, loc.cit., p. 632.



CHAPTER II

DESCRIPTION OF THE JORDAN ECONONY

A. Historical background

Jordan, as an independent political state, was created as a
result of events following the First Vorlz?:nd the Pilestine War of
1948. Before the First World War, Trmjordml was under the rule of
the Ottoman Empire and for administrative purposes was included in the
province (vilayet) of Syria. After the defest of the Turks, and the
disintegration of the Ottoman Empire, Amir Faisal, son of Sherif Hussein
ruler of the Hejaz, vas proclaimed King of Syria om Narch §, 1920.>
However, this conflicted with the policy of the Allies as stated in the
Sykes-Picot secret Agreement of 1916 vhich intended to divide that area
into spheres of influence. Sherif Hussein saw in these intentions a
complete contradictiom to the promises given him by the Allies to
assist him in establishing a united independent Arab State.>

As a result of the proclamatiom of Faisal as King of Syria, the
allies convened at San Remo om April 25, 1920, and decided to divide up
the Arab lands and establish mandates over them. Pilestine amd Iraq were

to become British mandates while Lebanon and Syria vere to be Freach

lTl‘I.nljDNl-!I when mentioned in this thesis vill refer to that
territory east of the Jordam River,

28yria in this context included Palestime and Lebanon. The
establishment of this Arab independent kingdom was the price the Arabs
demanded from the Al lies in return for revelting against the Turks in 1916.

3or a lucid account on this period of Arab history see Ceorge
Antonius, The Arab Awakening (Lonmdom, 1938), especiilly Chapters IX, X
and XIII.
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mandates, On July 24, 1920, Fench troops occupied Damascus s thereby
ending the short—lived independent Syrian Arab kingdom of Faisal.?

After the Fremch occupation of Syria proper (present-day
Syria), the southern part of the country, comprising a large part of
Trans jordan, was left in a chaotic state with virtually no ruling
authority. The British at this point, by agreement with the Fremch, took
over the responsibility of Transjordan. On March 2, 1921, Emir Abdullah,
second son of Sherif Hussein, arrived in Amman from Hejaz intent on
arousing the tribes to reconquer Syria from the French. However, before
he had time to carry out his plan, he was invited on March 27, 1921 to
4 meeting in Jerusalem with Mr. Winston Churchill, then Secretary of
State for Colonies, Herbert Sammuel, first High Commissioner in Palestine
and T.E, Lawrence . Churchill persuaded Abdullah to become ruler of
Transjordan under British tutelage and to follw a policy of appeasement
towards the French vith the hope that they would restore Syria as an
independent Arab State within a period of six months. This meeting
marks the creation of the Emirate of 'h'ansjordln.s

The next important event in the history of Transjordan was the
ratification of the Jmglo-Jordanian treaty in 1928. Al though this treaty
gave Emir Abdullah a large measure of internal autonomy, yet it gawe
Britain direct contrel over the country's defence, finance and foreign

‘Iudu » ppi w‘-wg'

A, Konikoff, MWT_E.—_QM (2nd ed.; Jerusalem:
Ecomomic Research Imstitute o Jewish Agency for Palestine, 1946 ),

’t 11.
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policy, and Britain had to subsidize any deficits in the Jordan ludgei:.6

In the treaty of March 22, 1946, Britain recognized the nominal
independence of Jordan. However, this treaty was replaced by the March
1948 treaty which was to run for twenty years and by the terms of which
the Emirate of Transjordan became a kingdom. The treaty gave Britain
the right to use air bases and to station troops in Trans jordam, and in
return, Britaim agreed to supply Fransjordan with army equipnmt.?

In May 1948, Transjordan intervened with other Arab states in the
Palestime var amd at the end of that war a part of east Palestine was
still in the hands of Tramsjordam. In December 1948, the country became
knowvn as the Hashemite Kingdom of Jordan, and on April 24, 1950, the
part of east Palestine that remained under Jordaniam occupatiom was

annexed by Jordin and became referred to as the West Bank of the

8
Hashemite Kingdom of Jordan,

B. The land, its people and natiomal income

L. The land:
The total area of the Hashemite Kingdom of Jordan is 97,740
8q. kilometers, including 7555 sq. kilometers of Dead Sea.area. The area

the
east of/ Jordan River and the Dead Sea is 84,535 sq. kilometers vhereas the

6Ih1d. »> P. 12. A discussion of the fiscal system of Tramsjordan
appears in Chapter III of this thesis, pp. 72-77.

7hphu1 Patai, The Kingdom of Jordan (Princeton: Primceton
University Press, 19585, pp. 45-41, .

eﬂeorle L. Harris, Jordan, ed. Thomas Fitzsimmons ("Survey of
World Cultures"; New Haven, 1958 ), p. 17.



area of the West lank is 5650 sq. kilometers. Jordan can be divided into
four geographical districts: (1) the desert, (2) the eastern uplands,

(3) the Jordan walley, the Dead Sea and Wadi Araba and (4) the Western
uplmds.g Most of Jordan is desert land and more than 86 percent of the
total area receives in rainfall less than an awerage of 200 millimeters
(7.9 inches) per amnum., The cultivable area is approximately 15 percent
of the total land area and the climate varies from one district to

10
another, thereby affecting the population distribution.

2. The people:

Arab Swmmi Moslems are by far the overvhelming majority with
only 2 substantial religious minority of Arab Christians., There is one
sizeable minority of Circassians who are Sunni Moslems, as well as a few
other minorities .u

At the end of 1947, although no official census had ever been
conducted in Tramsjordan, the Transjordanian pepulation was estimated at
about 375,000, Between 1948 and 1950, the population of Jordan increased
at a tremendous speed. As a result of the Palestine War, not omly did
Transjordan acquire an area of 5650 sq. kilometers by annexing the West
Bank area, but it also augmented its population by about 810,000 inhabi-
tants, 460,000 of vhich were residents of the West Bank and about 350,000

The' General Federation of Arab Chambers of Comerce, Industry
and Agriculture, Economic Dcmoggﬁ; in the Arab Countries 1950-19%65
(Beirut, 1967), pp. 7-8. (im Arabic). ‘ '

101 5.%.D, s The %gnoule Development of Jordan (Baltimore:
Johns Hopkins Press, 1954), pp. 42-45,

nlhrris, op.cit., p. 5.



refugees from the rest of Palestine. Thus Jordan's population more than
tripled between 1948 and 1950 while the total arable land was increased
by about one-third. The first population estimate of Jordan, after the
fusiom of the two bamks, was based on the 1952 housing cemsus which gave
an estimate of 1,329,000 1neo]|10.1'2

According to the first population census of 1961, Jordan's
Fopulation was 1,706,226 and at the end of 1966 the Department of Statis-
tics estimated the population at 1,978,000,13 derived from an estimated
amaual growth rate of about 3.1 percent, which is a relatively high rate.
The density of popul atiom per square kilometer is 21 based on the census
of 19561 and an area of 90,185 sq. kilometers, excluding the area of Dead
Sea. This figure is relatively low, and at first sight it appears as if
Jordax has no population problem, However, this is mot a very representa-
tive figure as in fact the geographical distribution of the population
is a result of the ruinfall pattern. Only the nerthwestern part of the
country, on both banks of the Jordan River, receives emough rainfall for
regular cultivation and, therefore, the overwhelming majority of the
people is concentrated in that area.u Accordingly, the 1961 census
shews that 7/8 of the population live in less tham 1/8 of the total land
area, 4/5 of the rest of the population live in scattered imhabited areas

and the remaining 1/5 live in the duort.ls

1ZI.B.RJ)., ﬁ!.Cit-, w. ‘1-49.

llJordm, Department of Statistics, Some Eff of Fore Tr
on J 95 ("The Jordan Economy"; Amman, ]367;, p. 68.

In Arabic ).

1
4l’au.i, op.cit., p. 10.

lsl'he General Federation of Arab Chambers of Commerce, Industry
and Agriculture, opecit., p. 8.



The 1961 census estimated the labor force at about 23 percent of
the total population which is a rather low proportion. This reflects
the fact that Jordan's population is a relatively young one inm which
about 45 percent were under 15 years of age according to the 1961 census.
Moreover, although females are approximately 50 percent of the population,
only 5 percent of the females in the age group 15-64 were classified as
economically aci:i'n.]l6 The young characteristic of the population and the
very low number of economically active femiles point out to the presence
of a large number of dependents among the population.

Jordan faces a problem of unemployment, the level of which has
sometimes been estimated at 25-33 percent of the male labor force. The
1961 census classified 7 percent of the "ecomomically active" populatioa
as "seeking work". Another 9 percent were classified as "ceémieally
inactive", While this includes some retired or inclpacitited people, it
still probably portrays a measure of disguised unemployment in addition
to the 7 percent mentioned above. Therefore, it appears that approximately
12-14 percent of the labor force were unemployed in 1961, in addition teo
underemployment whose extent cannot be easily eatinted."

3. National income:
There are three main studies on the national income of Jordan

conducted for different time periods all of which point out clearly to a

16Ju‘rdla, Department of Statistics, Some Economi or
("The Jordan Economy"; Amman, 1966), p. 1. ;

17fhe Jordan Development Board, ven Year Program f
Economic Dewelopment of Jordan 1964-1970 (Jermsalem: the Commercial Press,
n.i.), p. 4. The Jordan Development Board is hereafter referred to as
JDB. :
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sharp increase in Jordan's national income over the years. The first
study, covering the period 1952-1954, was conducted by the Economic
Research Institute of the American University of Bei.rutr in cooperation
with Jordan's Department of Statistics. Owing to the lack of basic data
at the time, accuracy of the study is questionable and probably that is
why the detailed study was never published. A summary of provisional
figures reproduced in the table below indicates that agriculture remained
the main sector during 1952-1954 despite the fluctuations in the value of

its production caused by good and bed crop years.

TABLE 1

NATIONAL INCOME AT MARKET PRICES 1952-1954
(in JP million)

Sector 1952 1953 1954
Agricul ture 17.6 11.6 19.7
Mining and quarrying 0.1 0.1 0.2
Industry 1.8 2.1 2.7
coﬂmc ti.o.l 0.6 0.‘ 0.6
Buildings 4.8 4.8 4.9
Public utility 0.2 0.1 0.1
Transport and communications 2.7 2.9 3.2
Government 7 6 7.9 8.8
Services 1.4 1.5 1.6
Commerce 7.4 74d 7.9
Finance 0.3 0.3 0.3

Total 44 .5 38.8 50.0

Source: Privately secured from the Department of Statistics,
Amman ,



The main study of national income for 1954-1959 was carried out
by the British expert R.S. Porter. Table 2 shows thatgoss domestic
product fell between 1954 and 1955 due to a very large fall in agri-~
cultural income. Similarly, the sharp increase in gross domestic product
between 1955 and 1956 is mainly attributed to the high increase in
agricultural output. GDP did not change much between 1956 and 1957
but agricultural production fell sharply, the decline being balanced
by increases im all the other sectors. Between 1958 and 1959 GDP
increased rapidly despite the further drop in agricultural production.

Thus, between 1954 and 1959 CODP increased by 56 percent at current

TABLE 2

INDUSTRIAL ORIGIN OF GROSS DOMESTIC PRODUCT AT CURRENT
FACTOR COST 1954-1959
(In JD millieon)

Sector 1954 1955 1956 1957 1958 1959
Agriculture & forestry 14,2 6.2 19.0 12.8 12.9 10.5
Mining, manufacturing

and electrLCity 4-2 5.2 6-3 6-8 7-6 7.9
Construction 142 1,5 1.7 1.9 2.4 3.7
Transportation 4.4 5.5 6.8 B3 9,0 9.7
Uwnership of dwellings 2.3 2.3 2.9 3.1 3.3 4.2
Public administration

and defence 9.1 9,7 11.5 13.3 15.6 16.1
ser?ius 3.0 3.3 2.7 3.7 3.9 6-0

Cross domestic product 47.7 43.0 61.4 61.9 69.1 T4.3

Net factor income )

Source: R.3. Porter, Economic Trends in Jordan 19 9 (Beirut:
Middle East Development Division, July 1961), pp 1, 6. (Typescript).




prices, that is at an anmual growth rate of 9,3 percent, while. income
originating in agriculture dropped both relatively and absolutely. Thus
the contribution of the agricultural sector dropped from 30 percent of GDP
in 1954 to 14 percent in 1959 which was an exceptionally bad agricultural
year. However, the contribution of trade and banking to GDP increased
from 19 percent in 1954 toc 22 percert in 1959, that of defence and public
administration increased from 19 percent to 22 percent, transport from 9
percent to 13 percent, mining, mamufacturing and electricity from 9 percent to
L1 percent and services from 6 percent to 8 percent during the same period .18
The Department of Statistics of Jordan carried out a study on
national accounts for the period 1959-1965 which is presently being
brought up to 1966. This study is not based on Porter's results as
appears from the divergence of figures for 1959. ONP at current market
prices increased by about 37 percemt between 1959 and 1966, from a level
of JD 99,33 miilion to JD 185.78 million. This gives a cumulative rate
of growth of about 9.4 percent per annum, which is similar to the rate
achieved during the preceding period 1954-59, However, no suitable price
indices were constructed which would enable the calculation of GDP at
constant prices and hence the annual rate of growth of real GDP. One
study estimated the average annual rate of growth of the country's real
income at about B percent since 1954, which is a relatively high rate

in developing ':mmtr:le:;.l9

18%,5. Porter, Economic Trends in Jorden 1954-1959 (Beirut:
Middle East Development Dividiom, July 1961 ), pp. 1-2. (Typescript).
19 Abdul-Rahman Toukan, "The Implications of Achieving Fiscal

Iudel;endance for Jordan" (unpublished Ph.D. thesis, Vanderbilt University,
1967), p. 2.
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The agricultural sector has again undergone fluctuations in its
contribation to GDP due to the irregularity and scarcity of rainfall.
Whereas the share of agriculture in GDP at factor cost was 16 percent in
1960, it increased to about 25 percent in 1964 and dro;;ped to 18 percent
in 1966. However, the sharp fluctuations in agricultural income did not
affect the steady growth in GDP vhich reveals that most of the other
sectors were growing remarkably in absolute values although most of their
percentage contributions to GDP remained approximately the same, In sone
years, wholesale and retail trade contributed more to GDP than agriculture.
For instance the trade sector accounted for 22 percent of GDP im 1960,
and then dropped to 21 percent in 1964 and to 19 percent in 1966. Public
adminigtration ani defence formed the third main sector contributing
about 14 percent of GDP in 1966 compared to 18 percent im 1960. Manufac—
turing and mining increased from 8 percemt to 11 percent of GDP, while
also achieving a large absolute increase as did most of the other sectors,

On the expenditure side, private consumption expenditures
increased by about 72 percent between 1959 and 1966, that is at an annual
growth rate of 8.1 percent at current values. As a ratio of total GNP,
private consumption expenditure was 88 percent in 1959, 84 percent in
1960 and 80 percemt in 1966. GCeneral government consumption expenditure
increased by 47 percent between 1959 and 1966, an increase which was made
possible mainly by large amounts of external official transfer payments.
Fimally, gross fixed capital formation increased by 53 percent during the
same period, that is at an annual growth rate of 6.3 percent at current

values. (See table 4).
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Increases in CNP hawe led to increases in the per capita income
level although the latter is still a relatively lov figure. I 1966,
GNP averaged JD 94 per person compared to JD 62 in 1959, an increase
of about 52 percemt in current prices.zo

Income distributiom figures were calcuilated for the first time
in Jordan in 1965. Out of a gross domestic income at factor cost of
JD 151 million, incomes from farms, professiors and from swn account work
had the main share (JD 66 willion). 7The second share wvas that of incomes
of employees (JD 52 milliom}, and the last share went to incomes from

iR
property (JD 33 million).

C. Agriculture

Undoubtedly, agricalture is an important sector of the Jordan
economy which has contributed an average of about 20 percent of GIP
during the period 1959~66 although its amnual shares in GIP have varied
mwarkedly from year to year. Om the other hand, while agriculture provides
enployment for around 35 precent of the laber -t‘urc:cy22 Jordam is still
unable to produce all the fool necessary to feed its people. Imports of
food have therefore averagtd nore than 25 "percent of the total value of

imports in recemt year:. Alsc, agricultural products are the maine xports

2‘)l)cpa.rtmem: of Stitistics, Some Effects of Foreign ‘l‘r-gc on _the
Jordan Economy, 1950-1966, op.cit., p. 68,

zl.lt\crclam,. Pepartment of Statistics, The National Accounts 1959-1965
(Amman, n.d.), p. 4, For figures on the distribution of income for 1965,
see p. 40Q.

zznapa.rtunt of Statistics, Sowe Economic Indicatoers, eop.cit., p. 6.
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of Jordan and have averaged over 45 percent of total exports over the
last few years.

According to the agriculture census of 1965, there vere
93,492 agricultural holdings. Some 36 percent of these. holdings are
less than ten dunums each, 50 percent range between 10 amd 99 dunums,
12 percent between 100 and 499 dunums, and only 2 percent of all holdings
have an area of 500 dunums or more eaclz.23 Although the agricultural
sector is still rather lacking in agricultural machinery, however,
mechanization has increased over the vears as appears from the increase
in the number of tractors from 1752% in 1952 to 2068 in 1965.25

The main agricultural products are wheat, barley, pulses,
tomatoes, fruits, vegetables, olives, tobacco and others. The field
crops--mainly barley, wheat, beans and lentils—are subject to wide
fluctuations in gutput as they are mainly grown on nom-irrigated fields
and therefore deperd on the irregular rainfall. Barley exhibits the
widest fluctuations followed by wheat. The latter is the main stable
product which, although produced in large quantities, still remains far

below the needs of the country in most of the je&rs.zs

23J0rdﬁn, Department of Statistics, Report on Agriculture Census
1965 (Amman, 1967), p. 86,

Rl

24patai, op.cit., p. 125.

2Jordan, Department of Statistics, Statistical Yeirbook 1966

(No. 17; Amman, n.d,), p. 134.

263ee table 12 in Department of Statistics, Some Economic Effects

of Foreign Trade on the Jordan Economy, 1950-1966, op.cita., p. 31, which
shows the annual wheat production and the annual needs of wheat 1953-1966.




TABLE 5

ESTIMATES OF PRINCIPAL ACRICULTURAL PRODUCTS
(In thousand tons)

Product 1960 1961 1962 193 1964 1965 1966
Wheat 44 138 112 76 z95 278 10l
Barley 13 62 36 23 97 95 23
Other field crops 12 29 34 18 57 65 26
Tomatoes 156 214 169 215 z28 189 145
Fruits 87 148 158 144 163 182 —_—
Vegetables 243 319 325 323 184 394 238
Olives 17 114 7 39 97 31 -
fobteco 0.4 1.5 ]-02 003 J 17 1 o7 —_—

Source: Jordan, Department of Statistics, Statigtical Yearbook,
1966, (No. 17; Amman, n.d.), p. 125.

The production of olives also displays wide fluctuatioms and im general

a good olive year, as that of 1961, is usually followed by a year of low
yields. Fruits, vegetables and tomatoes are not erratic in their produc-
tion trend as other products because in recent years their production

has depended mainly on irrigation.

Income from livestock has been contributing steadily increasing
amounts to agricultural income reaching a level of about JD 12 million
in 1966 compared to JD 5 million inm 1959, This includes incomes from
sales of animals and their products, honey and poultry as well as an
estimate of the value of the increase in livestock numbers which in 1966

were 1.1 million sheep, 766,000 goats, 78,000 cattle and 17,000 euell.”

2Tbapar trent of Statistics, Statistical Yearbook, 1966, op.cit.,

Pe 130.
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Although the igricultural sector has progressed over the years,
it still faces many problems some of which arise from matural physical
limitations. Ome such limitation is that only 15 percent of the total
land area is cultivable and about 900,000 hectares (1 hectare = 10,000 sq,
meters ) are cultivated which form less than 10 percent of the land
u-u.za Eowever, the more important physical limitation is the scarcity
and irregularity of rainfall. As mentioned earlier, most of the country
receives im rainfall am amnual average of less than 200 millimeters per
annum. Iry-land farming, depending on rainfall alome, is predominant
in Jordam with only about 30 percent of agricultuwral production derived
from irrigated .lmd.29 The predominance of dry farming and the recurrence
of droughts introduce a measure of vulmerability to Jordan's economy
which is clearly portrayed by the violently fluctuating proceeds of
agriculture to the GIP as well as by the changeable values of agricultural
exports and imperts.

Another problem handicapping agricultural development is the
low productivity of land and labor resulting from "goil erosion, lack of
planned land-use pattern, marketing problems, lack of adequate long-term
ctpitll"ao and & general umawireness by most farmers of modern production
technigques.

In its attempt to overcome the problems arising from the scarcity
and irregularity of rainfall, the govermment has undertaken various

irrigation schemes, some of which were completed vhile others are still

28gyria, Lebanon, Jordan (Ecomomist Intelligence Unit; Annual
&lppla‘nt, 1966 F ] p' 1“'0

3911:3, op.,cit., p. 12.

®mig., p. 7.
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underway. Work om the East Ghor camal project, the first stage in the
Yarmuk River project which was prepared by Baker and Herza Company in
1955 to irrigate a large part of the Jordam Valley, had started in 1957
and was recently completed. This first stage has tru'.nﬁd the technical
personnel and farrers im how to distribute and use the waters of the
Yarmuk riwr.u Upon completion of all the stages of this project, it
is expected that TD percent of the Yarmuk waters will be utilized to
irrigate an estimated area of 15,000 hectares in the Jordan Y&:Llcy.sz
The govermment, in its endeavors to assist the farmers im their
efforts to imcrease efficiency and to expand agricultural production,
has established several authorities with detailed rfesponsibilities.
Among these are the Department of Cooperatives, the Central Cooperative
Union, the Central Water Autherity, the East Ghor Canal Authority and
the Agricultural Credit Corporation which was established by law No. 50
of 1959 and which was amended by law No, 12 of 1963. This Corporation
extends medium and long-~term agricultural loans to farmers as well as to
cooperatives who also receive short-term loans., Its Board is made up of
four governwent and five non-govermment representatives. The declared
capital of the Corporation is JD 7 milliom but its paid up capital was
ébout JD 4.2 million in 1965. At the emd of 1966, the total walue of

the loans extended by the Corporation was JD 1.5 ni_l.lim:.33

A1pid., p. 12.

B,'anard Federation of Arab Chambers of Commerce, Industry and
Agriculture, op.cit., Pe 20 :

33Central Bank of Jordan, Department of Research and Statistics,
Quarterly Bulletin (No. 3; Amman, 1967), p. 45. (In Arabic).




In comclusion, it is clear from the above that imprevements in
agricul ture must be undertaken as it is a maim sector which can share
significantly in solving some of the basic proklems facing the economy .,
Principally, it can alleviate the pressure on the balance of payments by
an expamsion in the production of crops that are foreign exchange earning
or foredign exchange saving. It can also offer more exploynent opportuni-
ties as agriculture is in general more of a labor than a capital imtensive

sector.

D, Industry

Before 1948 there was practically mo imdustrial sector in Trans jordan,
and evem handicrafts were very limited. After the formation of Jordan, a
few modern industries were established and today industry is steadily
gaining in importance.” The main factor which led to the derelopment of
industry was the influx of the Palestiniam refugees in 1948 which brought
with it a fall in the wage level, the availability of skilled workers,
an incre ase in domestic demand consequent to the increase in population
and liquid capital with the richer refugees as well as considerable
agsistance from government and internatiomal smcea.u

Mireral resources are fairly important but mot yet fully exploited.
The Dead Sea mimerals are quite valuable and their resources vere estimated
at 2,000 milliom tons of potassium chloride, 980 million toms of magnesium
bromide, 11,000 million toms of sodium chloride, 22,000 million tons of
nagnesium chleride and 6,000 million toms of calcium chloride.’® Other

3patai, op.cit., pp. 113-114.
3%Ibid., p. 115,
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than these, Jordan possesses abundant high-grade phosphate deposits

mainly at Ruseifa where the mines contain 72 percent phosphates, one

of the highest known percentages in the world. Pholpluge deposits are
also available in Al-Hasa, Ma'an and Ras Al-Nakb and all the deposits

are estimated at about 400 million t:ms."6 Jordan also has large deposits
of high guality marble, building stomes, clay and limestone. Oil has

not been found yet and the only concession given to an American company

in 1964 has been cancelled. Some iron and copper deposits were discovered,
the latter in Wadi Araba but these were not exploited.

Industry in Jordanm can be divided basically into three groups.
First, the handicrafts which are mainly located in the West Bank and
are engaged in jewellery, embroidery, ceramics, pottery and mother of
pearl work, all of which appeal to tourists.

Another group of industries are directly dependent on agricul—
tural products for their raw materials. Among the main industries in
this group are flour mills, bakeries, olive oil, soap, foed canning,
alcoholic beverages, vegetable oils, and the cigarette and tambac
industries, with the latter two industries being the most significant
ones.

A third group of industries is emgaged in metallic and mining
activities. Jordan, aiming at improving its balance of payments positiom,
places heavy reliamce on the productiom and exportation of its minerals,
especially phosphate;.37 This group includes Jordan's three main

36General Federation of Arab Chambers of Commerce, Industry and
Agricul ture, opecit., p. 29.

375pB, op.cit., p. 13.



industries, namely, phosphates, cement and petroleum refining which are
all run by semi~private enterprises with government participation. The
rich phosphate deposits are being largely exploited and productiom has
increased sharply in recent years except for 1963 and 1964 when production
was 564,000 tons in the latter year against 681,000 tons in 1962. Howe ver,
this was an intentional drop as exports were met from accumulated stocks
of previoms years; in 1965 phosphates production increased again to a
level of §28,000 t:nu.l.‘?'a As for cement, since the establishment of the
company in 1954, its production has been imcreasing steadily in an
attempt t¢ met the rising demand of the comstruction secter. Im 1965
some 305, (00 tons were produced compared to 165,000 tons im 19603’ and
86,000 in 1953.‘0 The petroleun refinery was established in 1960 with
the main imtemtiom of providing cheaper fuel resources. Before 1960
fuel was imported with hard currency through Lebanon and transit ducs were
paid te Sywria. Production of kerosene, benzime and solar has increised
from 38,000, 43,000 and 72,000 tons respectively in 1961 to 61,000,
§8,000 and 132,000 toms respectively in 19&5.‘1

The marble industry produces large supplies of marbles with
unique colors, partly used locally and largely exported to the Arab
countries. Furthermore, an Arab Potash Company was formed in 1965 to

38mepartlent of Statistics, Some Economic Indicators, op.citi p. 27.
g,

‘Oﬁer&l Federatiom of Arab Chambers of Commerce, Industry and
Agricul ture, op.cit.,p. 32. '

41'ﬂlpm-t:-:ent of Statistics, Some Economic Indicators, loc.cit.
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exploit the Dead Sea salts with the Arab governmemts and Jordam partici-
pating in the capital of the industry. Studies were completed and &
project was recommended after comsidering the suggestions of the World
Bank. However, the project is not yet executed although it received

due emphasis in the Seven Year Program. Jordan also has other light
industries including among others clothing, tannimg, plastics and
chocolate industries.

In 1965, an industrial survey was carried out which surveyed
completely all industries that employed ten or more laborers while
sampling methods were used in covering other industrial establishments
employing less than ten people. The survey results give a rather clear
idea of the main features of the industrial sector. According to this
survey, there were 6838 industrial establishments employing 37,004 pecple
including family workers, wage earners, salaried employees and domestic
servants. The total wages and salaries paid im 1965 amounted to JD §.2
million, the valuve of gross industrial output was JD 38.3 million while
the value added by the sector as a whole was about JD 16.2 lli].litm.‘2
Compared to the 1959 industrial census in which all the industrial
establishments were completely surveyed, the total mumber of the estab-
lishments in 1959 was 6887 which gave employment to 23,068 people. The
total wage bill was JD 1.3 million while the value of gress outjut was
JD 11.5 million and the value added vas JD 6.3 ll:i.Ll.‘l.un.43 Al though the

two studies are not strictly comparable, still the above figures indicite

42jordan, Department of Statistics, Lh_c_!ng%ﬂéi_qmnju{
1965 ("The Jordan Economy"; Amman, 19%7), pp. 16-17. (In Arabic),

$migd., pp. 6-9.




the fast progress that has taken place in industry over time whether as
to the number of people employed, the wage bill or the value of gross
output and the value added.

An important feature of Jordan's industrial sector revealed by
the recent industrial survey is that in 1965, out of a total of 6838
industrial establishments, only 596, or 9 percent of these establishments,
employed ten or more pecple. This group of relatively large establish-
ments (according to the mumber of people employed), gave employment to
about 45 percent of the total industrial work farce and paid 61 percent
of the total wages and salaries .“ Moreover, this group of large
establishments accounted for 84 percemt of the total value of fixed
agsets of all industries which amounted to JD 19.7 milliom in 1965.
Also, this group produced 70 percent of the value of gross output and 65
percent of the total walue added by imdustry as a whole. Furthermore,
three of this group, mamely, cement, phosphates and petrolewm refining,
.accmmud for 40 percent of the value of fixed assets of the whole group,
produced 31 percent of its total value of gross output and 42 percent
of the total value lddcd.“

The geographical distribution of the large establishments shows
their heavy concentration in the districts of Axman and Jerusalem. The
District of Amman includes 42 percemt of the estiblishments of the group

accounting for 65 percemt of the value of fixed assets, produces 80

441bid., pp. 30, 93.

*S1big., pp. 18-19, 34.
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percent of the value of gross output and 82 percent of the value added

by the large indistrial concerns as a whole. The Jerusalem district
contains 26 percemt of the big establishments, accounts for only 8§ percent
of the value of fixed assets of the large group and produces 9 percent

of the gross value of output and 9 percent of the value added by this
group. The Nablus district includes 23 percent of these establishments
while 5 percent are inm the Irbid district and 4 percent in the Hebron
diltl'il.‘t.“

The above shows that although industrial ¢ stablishments are
relatively numerous, yet they are also relatively small in size and
each accounts for a relatively small share of the value added by the
sector. A noticeable feature is the concentration of industrial
employment, output and capital in an extremely small number of establish-
ments mainly located in the Amman district.

Bothwithstanding the market improvement that has takem place in
this sector over the last decade, industry is still in its infancy if
measured by its comtribution to GNP or by the number of people employed.
In 1966, findustrial production accounted for only 11 percent of CDP
compared te € percent im 1961 and 7 percent in 1959, According to the
populationm census of 1961, around 10 percent of the economically active
populatiom were engaged in indmtry." Varions impediments limit
industrialization such as the paucity of domestic capital, the limited

number of technicians and skilled laborers, the scarcity of power

“1bid., pp. 31-32.

"hepartmnt of Statistics, Some Econmomic Indicators, op.cit.,

P. B,



resources and of raw materials in general, and foreign competition,

The govermment is taking the respomsibility of tackling these
problems by encouraging industries mot only through favorable legis-
lation but also by participatimg with private capital in fimancing
industrial activities. Law No. 27 of 1955 known as the "Law for the
Encouragement and Cuidance of Industry' was amended by the temparary
law No. 33 of 1963 which provides various facilities for industrial
activities. Subject to a recommendation by a development committee,
certain projects, considered essential for economic development, could
be exempted either completely or partly from customs duties, import and
additional fees on materials, and machinery and equipment necessary for
the establishment of the project. However, primary and raw materials,
needed for the output of the project, ire not exempted from the above
duties and fees except if they are alretady so exempted by terms of the
customs tariff. Also upon recommendation by the economic development
comuittee, the importation of foreign products which compete in a
harmful manner with local products could be prohibited.‘s

Law No. 28 of 1955 as amended by law No. 34 of 1963 for the
"Encouragement of Foreign Capital Investment in Jordam", gramts foreign
capital all the facilities offered by law No, 33 of 1963 for the
encouragement of local industry. Moreover, owners of foreigm capital
are authorized to transfer their annmal earnings in foreignm currency

the
out of /country and to repatriate foreign capital im the same foreign

exchange in which it was brought into the country without any interfcrencc.‘g

Braw wo. 33 of 1963 for the Encouragement and Cuidamce of Law and
Industry,” Official Hazette (No. 1717; Amman, October 27, 1963), pp. 1461-1463.
(In Arabic). :

4al..aw No, 34 of 1963 for the Encouragement of Foreigm Capital
Investment in Jordan," Ibid., pp. 1463-464.



Other than favorable legislation, the govermment has provided
various technical training schools which are helping in impreoving
skills and technical knmow-how. Another main encouragement to industry
was the establishment, by the government, in 1965 of the Industrial
Development Bank by Law No. 27 of 1965 which was amended by law Ne. 7
of 1968.50 This Bank took over the responsibilities of the Endustrial
Development Fund that used to be rum by the Jordan i)nelopneﬁt: Board
and the purpose of the Bank is to encourage industrial projects by
providing guidance and credit facilities to industrial projects. The
declared capital of the Bank is three million JD divided into three
million shares each of a value of ome JD.Sl By the end of 1966, the
value of the paid loams of the Bank amounted to JD 484,00052. However ,
although the Bark has been functioning well, it still needs more funds

in order to meet the increasing demands for credit facilities.

E. Foreign trade and the bal ance of payments .

l. General features of foreign trade:
Foreign trade is characterized by a chronic and rising deficit
in the balamce of trade which pauses a serious problem to Jordan's

economy as it has resulted in a heavy dependence upon external sources

50'!4& No. 7 of 1968 of the Industrial Devel opment Bank,"
Official Cazette (No. 2076, Amman, February 15, 1968 ), pp. 191-194.
(In Arabic ,.

nllinistry of Information, The Jordan Economy (Amman, 1966 ),
p. 81. (In Arabic).

”Geutrll Bank of Jordanm, Suarterly Bulletin (No. 3, Aeman, 1967).

p, 45,
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to finance the deficit. The following main features of foreign trade
are revealed from table 6 below.

a) Imperts have increased sharply over the years from a level
of J) 18.4 million in 1953 to a level of JD 68,2 million in 1966 with a
slight drop in 1961 caused by a good agricultural year which reduced
the reed for imported cereals. The highest annual percentage increase

in imports, namely 37 percent, was between 1954 and 1955.

TABLE 6

VALUE OF EXPORTS AND IMPORTS OF GOODS
1953-1966
(In JP million)

Beficit in the ¥ of exports

Ye ar Imports Exports balance of to imperts
trade
1953 18 .4 1.9 16.5 10.3
1954 19.8 2.4 17.4 12.1
1955 2741 2.6 24.5 9.6
1956 27 .8 4.4 23.4 15.9
1957 30.5 4.3 26.2 14.1
1958 30.0 31 30.9 9.1
1959 40 .3 3.1 37.2 7.6
1960 42.9 3.5 39.4 8.1
1961 41 .9 4.3 37.6 10.2
1962 45 .6 4.9 40.7 10.7
1963 50.9 5.5 45.4 10.8
1964 53.6 7.0 46.6 13.0
1965 56 .1 7.8 48.3 13.9
1966 68,2 B .8 59.4 12.9

Source: Jordan, Department of Statistics, So ct

cono
of Yoreign Trade on the Jordan Economy, 1950-1966 (Amman, 1967), pp. 4,
60, '
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b) Exports have also increased markedly from a level of JD 1.9 .
million in 1953 to a level of JD 8.8 million in 1966 with the highest
percentage increase of 69 percent registered between 1955 and 1956 .
After 1958 there has been no drop in the value of exports al thoagh in
1958 the value of exports has dropped sharply below the level of 1956
and 1957 due to the irregularity of rainfall and therefore the drop in
the level of agricultural production.

c¢) It is noticeable that usually a big rise in the value of
exports, as has happened in 1956 and 1961, is accompanied by either a
drop in the value of imports as has happered in 1961 or else a relatively
very small increase in the value of imports as has occurred im 1956,
This is explained by the good and bad agricultural seasons which reduce
importation of cereals and increase the value of exports in good crop
years.

d) The deficit in the balance of trade has been increasing over
the years except for very minor drops in 1956 and 1961. Between 1953
and 1966 the deficit increased from JD 16.5 million to JD'S9.4 million
respectively. The highest anmual rates of increase in the trade deficit
were in 1955, 1959 and 1966,

2. Analysis of imports:

The sharp increase in the imports of goods over the years could
not be attributed to amy fall in customs tariffs since these have in fact
increased over the years, mor does it seem to have been caused by a drop
in transportation costs. The main factors leading to this steady;

increase in the imports of goods were the increase in the level of national
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expenditures that was largely caused by the sizeable inflow of foreign
2id and loans combined with the anmmal increase in population. Also,
bamks advances have increased over the years registering a 712 percent
increase between 1953 and 1966.53 The increase in the level of expendi-
tures and incomes has resulted in an increase in ageregate demand inc-
luding demand for domestic goods and goods imported from the rest of the
world. However, as most of the local production requires the importa-
tion of riw materials and intermediary products, an increase in the
demand for local products is partly translated into an increase in
demand for imports of raw materials and intermediate goods. This dis a
basic feature of Jordan's pattern of imparts wheéreby any increase in
domestic incomes has primary repercussions on increasing the demand
for imported and domestic goods » @nd secondary repercussions on
increasing the demand for imported input contents of domestic out:pm:.54
#An analysis of the composition of imports according to their
final use indicates that whereas imports of consumer goods accounted
for a relatively high proportion of total imports in the 1950ts, this
ratio has been declining during the last decade and reached 62 percent
in 1965 compared to 76 percent im 1955 and 75 percent in 1952. However inm
absolute terms, the value of consumption goods bas been increasing during

the same period amounting to JD 35.6 million in 1965 compared to

53Departnent of Statistics, Some Economic Effects of Forei
Trade on the Jordan Economy 1950-1966, op.cit., pp. 914, -

341pid., p. 15,
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JD 13 million in 1952. This relative decline in the share of tonsumer
goods in the total imports reveals a structural change in the composition
and pattern of imports during the period 1955-65. The share of capital
goods in total imports was about 7 percent in 1952, ranged b tveen 10
and 12 percent during 1955-62, and then dropped again to its pre-1955
level since 1962. The higher share of imports of capital goods during
1955-62 is mainly attributed to the establishment of the main imdustries
during this period which required additional imports of machimary and
equipment, The imports of raw materials and intermediate products have

also increased over the peried from 10 percent of total imports in 1952

TABLE 7

IMPORT: ITEMS AS A PERCENTACE OF TOTAL IMPORTS
FOR SELECTED IEARS

Consumption Capital Intermediary and
Year Total goods goods pPrimary goods
1952 100 75.1 6.9 1840
1955 100 76 .0 9.6 | U
1956 100 76.3 10.4 Lial
1959 100 63.0 11.3 25.7
1961 100 65.9 10.5 23.6
1962 100 61.2 11.0 278
1963 100 64 .6 6.1 29.3
1964 100 64.9 7.8 27«3

1965 100 61.7 7.0 3l.4

Source: Jordan, BDepartment of Statistics, &g_lc_q_gg;_i_g_lj_m;.
of Foreign Trade on the Jordan Economy 1950-1966 (Amman, 1967), p. 23.



to 31.4 percent in 1965 but have fluctuated over some years. Again, the
increasing imports of these goods have been necessary for the establish-
ment of many hdutrieu.ss

Jordan's main import items can be grouped in seven categories, as
appears in table 8, the maim group being that of foodstuffs, beveriges
and cigarettes which has more than doubled between 1955 and 1966. This
group includes cereals, live animals, vegetables, fruits, coffee, tea
ind other foodstuffs excluding vegetables and animal oils.

The relatively high increases in the value of food imports in
1959, 1963 and 1966 are attributable to a relatively higher increase in
tereals’ imports in those years. The second group of imports is that of
inedible raw materials inclading tobacco, wood, metal ores, rubber,
paper, animal feed and skins whose values have tripled between 1955 and
1966. The group of mineral fuels which consists mainly of crude petroleum
énd its by-products has undergome some changes in the items imported over
tiwe. Before 1960, the date of the establishment of the oil refinery,
crude 0il was imported in small amounts while great amounts of its by-
products were imported. After 1960, imports of crude petroleum increased
sharply but those of its by-products decreased. As for imports of
vegetables and animal oils, these have fluctuated over the years due to
Fluctuations in domestic production of the olive fruit. During bad
hirvest years, for imstance, imports of this group increased greatly,
especially that these products are greatly demanded by some industries
like the soap industry. The increase in imports of chenicgls, including

sslbj.dc, PPe. 21"420
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Pharmaceuticals, chemical fertilizers and others, has been relatively

the most sharp among all the groups of imports and has registered an

increase of 478 percent between 1955 and 1966, Imports of machinery

and transport vehicles also marked a steady rise accompanying the econo-

mic development of the various sectors; and the group of "others® which

includes mainly consumer goods such as clothing, glassware, etc....

has greatly increased thereby affecting the general increase in imports .55
As for the distribution of Jordan's imports by countries of

origin, Western Europe has provided a varying ratio of 38-53 percent

of the total annmal value of imports between 1955 and 1966, follewed

by the Arab countries which supplied between 17-23 percent of the value

of total imports during the same period. North America ranked either

second or third in different years, with a ratio of imports rising from

a level of 10 percent in 1955 to a range of 15 to 21 percent during the

period 1964-66. Imports from Eaistern Europe have also increased over

the years and particularly in 19%4 and 196."».5"7

3. Analysis of exports:

Table ¢ shows that up to 1961 the ratio of exports to imperts
was fluctuating sharply and reached its highest level in 1956. This
fluctuation is explained by the occmrrence of good and bad agricultural
seasons which greatly affected the level of exports. However, after
1961, the fluctuations in this ratio were greatly reduced, 2 phenomenon
which could be mainly explained by the increased irrigatiom of vegetables
which made their production less dependent on rainfall. Since vlogetablea

56Ilazld., Pp. 45-51.

Thid., pp. 52-56.
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account for a sizeable part of Jordan's total exports, the value of the
latter has become less dependent on the rainfall and consequently, the
ratio of exports to imports has become more stable. Nevertheless,
droughts still affect the value of the production and exports of cereals,
and in such years where cereals' production drops greatly thereby increas-
ing the value of imports relatively more than in other years, the ratio
of exports to imports would either not change or it will be reduced a
little as happened in 1966, although the absolute value of exports was
still increasing.ss Another reason explaining the steady increase in

the ratio of exports to imports since 1961 is the structural change in the
composition of Jordan's exports which has occurred over the last six
years, Exports of phosphates, cigarettes and batteries started t» have

a relatively high importance in total exports which greatly offset any
changeability in the value of other exports.

The main exports of Jordan can be divided into four groups
consisting of agricultural products, manufactured foodstuffs, mineral
products and other manufactured goods. Exports of tomatoes and melons
make up 40-50 percent of agricultural exports whose value has more than
doubled between 1958 and 1966 mainly because of increased dependence on
irrigation in vegetable growing. Exports of tomatoes alone have accounted
for 17 percent of the total value of exports in 1960 and 22 percent in
1966, As for exports of manufactured foodstuffs, which include products
of flour mills, wvegetable oils, sweets, canned food and other products,

their value has varied according to external demand, but its ratio to

®1bid., pp. 57-58.



- 6] =

TABLE 10

VALUE OF MAIN EXPORTS
1958-1966
(In JD thousand)

Main exports 1958 1959 1960 1961 1962 1963 1964 1965 1966

Agricultural pro-

ducts 1752 1613 1736 2109 2769 2778 3125 3771 3992
Manufactured food- :
stuffs 223 228 193 237 320 589 395 452 483
Minerals 1028 1051 1346 1660 1568 1537 2470 2547 3258
Other manufac-
tured products 136 206 206 246 272 618 1022 982 1026
Total 3139 3098 3481 4252 4929 5521 7012 1752 8759

Source: Jordan, Department of Statistics, Some Economic Effects of Foreign
Trade on the Jordan Economy 1950-1966 (Amman, 1967). p. 61,

the value of total exports remains relatively low. Exports of mimerals
consist almost entirely of phosphates except for some exports of cement
in certain years. Whereas the ratio of phosphates' experts to total
exports was only 2.5 percent in 1952 and 1953, this has increased to 36
percent in 1966. Other manufactured products include a variety of goods
of which cigarettga have become a predominant item, Exports of this
group have increased at an increasing rate over the yelrl.sg

As for the geographical distribution of Jordant's exports., the
Arab countries are by (. far the main market which tock 68 percu.ut, 73

percent and 64 percent of total exports in 1958, 1963 and 1966 respectively.

>%1bid., pp. 61-65.
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Other export markets include Eastern European countries, mainly
Yugoslavia and Czechoslovakia, with whom trade has started in 1957 and
accounted for 12.6 percent of total exports by 1965. India received

7.9 percent of total exports in 1965 consisting mainly of phosphltea.‘o

TABLE 11
PERCENTAGE DISTRIBUTION OF EXPORTS TO ARAB AND OTHER COUNTRIES

Countries 1958 1959 1960 1961 1962 1963 1964 1965 1966
Arab countries 68 66 61 62 70 73 67 69 64
Other countries 32 34 39 38 30 27 33 3l 36

Source: Jordan, Department of Statistics, Some Economic Effects

of Foreign Trade on the Jordan Economy 1950-1966 (Amman, 1967), p, 65.

4. Balance of payments:

As appears from Table A in the Statistical Appendix, the main
feature of the balance of payments h;chronic merchandise trade deficit
which has been increasing sharply over the years. Although the bal ance
on the invisible items has shown an increasing surplus over the years,
mainly because of increased earnings from tourism, yet it has managed to
offset only a small part of the trade deficit, and, therefore, an overall
deficit on goods and services has been registered over the years reaching

a level of JD 35.62 million in 1966 compared to JD 16 million im 1955.

S06eneral Federation of Arab Chambers of Commerce, Industry and
Agriculture, op.cit., p. 48.
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The second characteristic of Jordan's balance of payments is
the large amount of transfer payments that has been necessary to cope
with the deficit on goods and services. These transfers are of two
kinds, private and official, the former being made up mainly of remittances

from enigrants to their relatives and which form only a very small but

dncreasing amount of total transfers. Official transfers on the other

hand, are much more significant and consist of payments by U.K,, UNRWA,
USA and, in later years, payments by Arab countries (see table 12).
Before 1957, the date of the termination of the Anglo-Jordanian treaty,
the U.K. accounted for the largest amount of transfer payments, followed
by UNRWA, while the USA payments were relatively unimportant. After 1957,
The U.5. payments became by far the main source of transfer payments to
Jordan, amounting to an average of 54 percent of total transfers between
1961 and 1966 . However, since 1962, the U.S. transfers started declining
both in absolute and relative terms although they continued to be the
main source of transfer payments. Despite this drop in U.S. transfers,
the total amount of transfer payments has increased over the years
except for a slight drop in 1962 and 1963. The continued increase since
1 964 is mainly attributed to transfers from Arab countries as well as to
the steadily increasing private transfers. Thus, during the 1960's,
there wvas a structural change in the nature of transfer payments to
Jordan vhereby U.K.'s transfers have become relatively unimportant com-
pared to U.S. and Arab transfers in later years. Transfer payments
have enabled Jordan not only to cover most of its deficit on goods and

services but also to accumulate a surplus in certain years such as in

1964 and 1965 .
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TABLE 12

TRANSFER PAYMENTS FOR SELECTED YEARS
(In JD million)

Source 1953 1954 1955 1961 1962 1963 1964 1965 1966
Private 2,34 1.65 1.66 1.72 1.74 1.62 2.00 2.68 2,32
U.K. 6.43 5.87 B8.04 2.36 1,50 1.50 1.50 1.40 1,30
U.S.A, .97  1.25 2,73 17.05 16.71 15,51 14,64 11.98 13.37
U.N.R.W.A. 4.86 5.50 4.66 5.15 5.26 5,51 5.7 6.01 5.50
Arab coun-

u‘ie’ - - - - - - ‘.54 7 03‘ 9 0‘9
Other - - - - - - - 0.05 1.66

Total 14.60 14.27 17.09 26.28 25.21 24.14 28,46 29,46 33.64

Source: For 1953-1955, Ministry of Economy, Economic Planning
Unit, Survey of Jordan Economy 1955 (Amman, 1956 ), p, 33; for 1961-1966,
figures were privately secured from the Central Bank of Jordam; Figures
for 1956-1960 could not be obtained,

The non-monetary capital account consists of (1) official
capital inflows in the form of loams to the governmmemt from such agencies
as the I.B.R.D., I.D.A., and loans from other govermments, (2) private
capital inflows, which have not been very significant, as revealed by
official estimates. An overall surplus on the balance of non-mone tary
capital movements has been registered for almost all the years during
1953-1966, thus offsetting the deficit on the current account and even
achieving a surplus on the overall balance of current and capital
accounts in various years such as 1964, 1965 and 1966. (See table A in

the Statistical Appendix).
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The above discussion reveals the vulnerability of the balance of
pPayments position of Jordan because the extent of the deficit is mainly
affected by two factors: (1) the trade deficit which is in turn greatly
increased in drought years and (2) the amount of transfer payments,
mainly official transfers that depend on factors external to the 200 nomy .
A bad agricultural season could greatly increase the imports of cereals,
thereby increasing the trade deficit. Should this be coupled with a
sharp cut in the amount of transfers uncompensated for by loans, grants
or other external sources of fimance, the situation could pause serious
problems to Jordan's economy. In 1963, the U.8. aid agency decided to
drop the level of U.S. transfer payments to Jordan steadily over the
years. This urged the Jordan Development Board to prepare a Seven-Year
Program with the main objective of reducing the balance of trade deficit

and the large dependence of the economy on foreign aid.

F. Money and banking

Jordan is a member in the sterling area and its dinar, introduced
in 1950, has always been tied to sterling, Prior to the establishment of
the Central Bank of Jordan which started its operatioms in 1964, the
Jordan Currency Board, founded in Lomdon in 1949, held the responsibility
of currency issue. Total momey supply increased sharply over the years,

rising from a level of JD 14 million in 195361 to a level of JD 60 million

*lpepartment of Statistics, onomic Effect For

Trade on the Jordan Economy 1950-1966, op.cit., p. 11.



- 66 =

in March 1967.62 Whereas money in circulation was 70 percent of total
money supply in 1953, this ratio has been declining over the years
reaching 52 percent by 1966.63 This shows that a banking habit is
slowly forming among the people and that therefore, a larger sector of
the economy is getting under the control of the monetary authorities.

Despite this marked increase in money supply, Jordan has
enjoyed relative price stability if compared to the countries in the
area. (See table 13). This is partly explained by the fact that Jordan
has followed a conservative monetary policy where no deficit financing
has been undertaken., Moreover s the increase in the level of expenditures
and incomes which has led to an increase in the aggregate demand could
have created inflationary tendencies in the economy, if most of the
increase in demand was directed to the domestic products which are
inadequate for meeting the demand and would have rai sed prices. However,
the marginal propensity to import is relatively high in Jordan and this
has greatly alleviated the demand pressure.

Recent years have witnessed an expansion in the activities of
commercial banks, insurance companies and specialized financial insti-
tutions such as the Agricultural Credit Corporation and the Industrial
Development Bank. Total bank deposits have increased from about

JD 11 million in 1953°* to JD 53 million in 1966,%5 with private

82Gentral Bank of Jordan, Quarterly Bulletin (No,.3; Amman,1967), p. 33.

Gsﬂepart-ent of Statistics, Some Economic Effects of Fordj,‘n Trade
on_the Jordan Economy 1950-1966, loc.cit.

G‘General Federation of Arab Chambers of Commerce, Industry and
Agricultm‘e, OE.cit., po 53-

®%Central Bank of Jordan, Quarterly Bulletinm, op.cit., p. 40.
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deposits forming about 85 percent of total deposits in 1966.

TABLE 13

GENERAL WHOLESALE PRICE INDEX OF AMMAN
(1958 = 100)

1960 1961 1962 1963 - 1964 1965

General whole-
sale price
index 111 96 93 102 100 92

Source: U.N., Economic and Social Office in Beirut, Studies
on Selected Development Problems in Various Countrie in the Middl
East (New York: U.N., 1967), p. 63.

Monetary policy with its traditional quantitative weapons does
not yet play a significant role in Jordan mainly because over 50 percent
of the money supply remains outside the control of the banking system.
Another reason is that commercial banks invest most of their reserves
in foreign assets rather than in Jordanian ones. The lack of a developed
money market is another reason which inhibits the functioning of the
traditional central banking weapons. Selective and direct controls may
prove to be more effective if used to alleviate the secondary eff‘ects
of trade fluctuations and channel credit f acilities according to a
certain priority system.

Tables 14 and 15 on the official foreign exchange reserves of
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TABLE 15

OFFICIAL GOLD AND FOREIGN EXCHANGE RESERVES BY TYPE OF CURRENCY FOR
THIRD QUARTERS OF 1966 AND 1967
(In JD thousand)

Third quarter Third quarter

Type of Currency of 1966 of 1967
Gold 2,272 2,341
Sterling 53,142 45,496
U.S. dollars 12,132 24,583
French franc 14 8,482
Swiss franc 6 12,052
German 281 2,178
Other 259 174

Total 68,106 95,306

Source: Central Bank of Jordan, Quarterly Bulletin, (No. 3,
m’ 1967), po 20.

Jordan reveal that most of the reserves were held in sterling balances,
which accounted for 89 to 98 percent of total offiecial reserves during
1960-64. However, since 1965, the composition of foreign reserves
began to be more diversified and the ratio of sterling balances to total
official reserves dropped to 48 percent by the third quarter of 1967.
Moreover, gold was virtually absent in the foreign reserves of Jordan
prior to 1965. By 1967 gold accounted for 2.6 percent of total
reserves. Also the ratio of U.S. dollars has increased from less than
2 percent in 1960 to about 18 percent and 26 percent of total foreign
reserves in the third quarters of 1966 and 1967 respectively. Other
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foreign currencies that previously accounted for less than 0.5 percent
of total reserves up to 1966, increased to 2.3 percent in the third

quarter of 1967.

G. Economic devel opment

Jordan's underdevelopment may be basically attributed to the
pPaucity of its resources and the increasing population pressure on
these resources. The influx of Palestinian refugees brought with it a
sizeable number of people who had experiénced a standard of life much
better than that then existing in Transjordan, as well as a certain number
of skilled workers and an amount of liquid capital all of which had been
the main factors behind the initiation of development in various sectors
of the economy, especially industry and commerce. Yet this influx also
brought with it a large number of destitute refugees who added
tremendously to the pressure on the productive resources. Despite the
fact that the economic development that has taken place in Jordan
between 1950-1966 has been rather spectacular, still the country is faced
with various basic problems that require a solution before it reaches a
self-sustaining process of growth. The main problems are the chronic
trade deficit and consequently the large dependence on official transfer
payments to cover it, the high levels of unemployment and underdevel op-
ment, and the relatively low per capita income. -

In light of these major problems, the JDB has published a "Five
Year Plan for Economic Development in Jordan, 1962-1967", which proposed

to raise GDP and to decrease unemployment and the deficit on the balance



of trade at an estimated cost of JD 127 llj..].li.on.66 However, this

plan has been superseded by a "Seven-Year Program for Economic Develop-
ment of Jordan 1964-1970" which is more specific in content and is
basically intent on attaining possibilities of fiscal independence for
Jordan. This high priority for a decrease in the level of foreign budget
support has resulted from the declared intention of the U.S. aid agency
to cut gradually the amount of U.S. aid to Jordan over the years. The
program aims at investing JD 275 million and to increase GNP from a
level of JD 158 million in 1964 to JD 226 million in 1970. Over the
period, various projects are to be carried out and the main agricultural
projects consist of the irrigation of the Jordan Valley and the Yarmuk
Dam. Mining investment, essentially in phosphates, copper and Dead

Sea potash, is very much stressed. Many other encouragements and
projects are designed for the various sectors of the economy .

After June 1967, many projects of the Seven Year Program have
been interrupted and there is a possibility of a revision -in the plan.
However, no matter what plan is followed, the fiscal program remains the
most essential om which will depend the possibility of the success of

the plan.

seﬁeneral Federation of Arab Chambers of Commerce, Industry and
Agriculture, op.cit., p. 64.



CHAPTER III

THE PLACE OF THE FISCAL SYSTEM IN THE JORDAN ECONOMY

A. Introduction

The aim of this chapter is to measure the importance of the
fiscal system in the Jordan economy, After a brief historical account
of the Trans jordanian fiscal system in Section B, the main features and
components of public expenditures and revenues are analyzed in
Sections C and D, while Section E discusses briefly the public debt of

Jordan.l

B. The fiscal system of Transjordan

1. Past conditions:

As mentioned in Chapter II, prior to World War One, Transjordan
formed a part of the provice of Syria under Turkish rule. in 1921, the
British gave over its administration to Emir Abdullah. At that time,
Transjordan was inhabited by bedouin tribes and a few town—dwellers

!Some tables in this chapter include actual budget figures for
the fiscal years 1959/60-1966, reestimated figures for 1967 and budget
estimates for 1968. However, the tables relating public expenditures
and revenues to GNP include actual figures for the calendar years
1959-19%5 only, because the latter year is the latest one for which
national accounts have been calculated by the Department of Statistics.

It should be mnoted that the discrepancies between the figures of these
tables and the others result from the fact that whereas the budget figures
have followed a fiscal year basis (ending March 31) up to 1966, the
Department of Statistics has adopted a calendar year basis in The National
Accounts 19591965,

- T2 =
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whose sense of government was severely prejudiced by centuries of Turkish
rule, under which taxation and public finance in general were charac-
terized by a state of extreme corruption. Taxation in those days could
be described as tribute or loot which was collected more for the
officials' benefits than for furthering an increase in government
expenditures on reforming the conditions of the tribes. Other than the
construction of the Hijaz railway (opened in 1904) which was largely
financed by private donations, the Turks did little to gain the sympathy
of the tribes who were left largely on their own. In short, public
finance under the Ottoman rule was nothing short of chaotic.

With the establishment of the new government of Abdullah’ in
Trans jordan, money was needed to finance a police force and an army in
order to establish law and order. However, the emirate's finances were
in a very chaotic state and "... little revenues could be collected until
the armed forces could establish m'dner'."2 Britain soon supplied Transjordan
with all the needed money for the budget in the forn?:ubsidies » as agreed
upon between Abdullah and the British. These subsidies continued forth-
coming, under various forms, till they were terminated in an amicable
mutual manner on March 31, 1957. Other than these subsidies, Transjordan
was also relieved of other financial burdens including its share in
the Ottoman Public Debt which Britain repaid in a period of ten years by
a yearly subsidy of 31,000 sterling pounds. Transjordan was also granted

40,000 sterling pounds for a hydrographic survey and some public health

2 john Baghot Glubb, The Story of the Arab Legion (Londonm, 1948
p. 60, _
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and public education services financed by foreign charitable and
religious institutions.>

Despite the urgent need for a revised tax system, the archaic
system inherited from the Ottomans remained in use for some years. With
time, the necessary statistical data was collected on the basis of which
certain taxes were abolished and replaced by more equitable ones, other
tax rates were revised, and, most significantly, taxes were uniformly
imposed in all parts of Transjordan.

The main four direct taxes were: (i) The land tax which was
first introduced in 1933 and which replaced three agricultural taxes
levied under the Turkish rule namely, the Tithe, the Werko and the Road
tax; (ii) The Animal tax was kept but was reformed and enforced in
1929; (iii) The House and Land tax was levied on the rental of buildings
and lands within municipal areas., It replaced the urban Werko of the
Ottoman administration and was first applied in 1928; (iv) An Income
tax was introduced for the first time in 1933 replacing the old Turkish
vocational tax called "Tamattu" which was imposed on merchants and
artisans up to that time. The income tax of 1933 was levied at first
only on the salaries of employees but was later extended to all other
trades and professions.4

As for indirect taxes they included: (1) Customs duties;

(ii) Excise duties imposed on tocacco manufactures, wines and spirits;

3. Konikoff, Transjordan: An Economic Survey (2nd ed.; Jerusalem:
Economic Research Institute of the Jewish Agency for Palestine, 1946 ),
Pp. 94-95,

4lhid., pp. 88-91.



- T e

(iii) Stamp duty which continued as it existed in Ottoman days up to
1936 when Trans jordan enacted a new stamp duty law that required the

affixing of stamps on documentary papers.5

2. The budget of Transjordan

Table 16 contains the main components of total revenues in the
pre-Second World War year of 1938/39 and the pre-Palestine war year of
1947/48, VWhile total revenues in the former year were LP 529,6136 of
which 26 percent were grants from Britain, the amount of total revenues
in 1947/48 increased to LP 4,195,932 of which foreign grants formed
50 percent. Thus, whereas domestic revenue rose by a little less than
- five times over the ten year e riod under consideration, the grants-in-—
aid increased by about 14 times. This reveals that the rise in total
revenues was caused more by direct grants from Britain than by a growth
in the economic activity and of the national income of the country.
Moreover, it should be noted that, over this period, the tax structure
and rates did not change in a manner that would cause an increase or
decrease in domestic revenue. These figures also indicate that with
Trans jordan's slow development, its reliance on foreign aid was greater
than would be expected. Definitely part of the increase could be
attributed to the rising prices during the war.7

On the other hand, government expenditures increased from

SIbid., pp. 92-94.

6The Palestine Pound (LP) was the unit of currency circulat:.ng
in Trans jordan.

"No price indices are available for this period to mdlcate the
magnitude of the real increase.



TABLE 16

TRANSJORDAN'S BUDGET REVENUES BY SOURCE,
1938/39 and 1947/48

(In LP)

Type of Revenue 1938/39 1947/48
Customs and excises 127,703 929,207
Licenses and taxes 137,649 418,400
Courts and departments fees 45,606 164,442
Revenue from State property 3,952 6,552
Other receipts 12,205 454,599
Sale of State domain 3,568 2,789
Grants-in-aid 139,778 2,108,887
Reserve fund 59,152 111,056

Total 529,613 4,195,932

Source: Ali Dajani, Lect on Eco of Jordan (Arab
League publications, 1954), pp. 10-11. (In Arabici.

LP 538,718 in 1938/39 to LP 3,661,298 in 1947/48, which is almost a
sixfold increase. As appears from Table 17, security's share in

total expenditures increased from 37 percent in 1938/39 to 67 percent

in 1947/48. In contrast, the share of justice, ‘health and education

in total expenditures dropped between these two years forming 3 percent in
1947/48 as opposed to 11 percent in 1938/39.

A main shortcoming of the fiscal system of Transjordan as
revealed from table 17 is the low level of government expenditures on
economic activity such as public works, agricultural projects and other
such developmental activities. Actually the share of ;ont_-ment‘emendi-

tures on economic activity in total government expenditures dropped from
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TABLE 17

TRANSJORDAN'S GOVERNMENT EXPENDITURES BY TYPE,
1938/39 AND 1947/48

(In LP)

% of % of

Type of expenditure 1938/39 total 1947/48 Total
Administration 149,808 28 787,584 22
Justice, health & education 69,306 11 108,351 3
Defense and security 195,915 37 2,465,817 67
Economic activity 123,689 23 299,546 8
Total 538,718 . 100 3,661,298 100

Source: Ali Dajani, Lectures on the Eco f Jordan, (Arab
League publications, 1954), pp. 10—1§. (In Arabic i.

23 percent to 8 percent between 1938/39 and 1947/48 respectively.

These figures indicate the lack of interest of Transjordan's government
along with its British advisors in the economic development of the
country. Inevitably, Transjordan's economy remained backward, weak
and subsidized increasingly by British grants. i'his situation became
still more "intensified and exposed" after the Palestine war of 1948.°

C. Public expenditures

1. Public expenditures related to GNP:
The current and investment expenditures of the Jordanmian

government represent a sizeable percentage of national expenditures.

8abriel Rezek, "The Fiscal System of Jordan" (unpublished,
M.A thesis, Department of Economics, McGill University: Montreal, August
1957), pp. 61-64.
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TABLE 18

GOVERNMENT EXPENDITURES COMPARED TO GNP IN
1959 and 1965
(At current prices)

1959 1965
Value & share % of Value & share % of
in GNP total in GNP total
1. Current expenditures"
(JD million) 25.81 82.4 37.89 76.0
Percent of GNP 26.0 21,0
2. Invest-gnt expendi-
tures” (JD million) 5.52 17.6 11.94 24.0
Percent of GNP 5.6 6.6
Total® (JD million)  31.33 100.0 49.83 100.0
Percent of GNP 31.6 27.6
Source: Jordan, Department of Statistics, Natio
1959-1965 (Amman, n.d.i.

“Current expenditures include total government consumption
expenditures plus transfers to households and the rest of the world.

bInvest-ent expenditures include total government expenditures on
capital formation and govermment loans, grants and investment in the
private sector, excluding change in stocks.

“The discrepancy between expenditure figures in the table and
the budget figures appearing in other tables is due to the adjustment
(made in the National Accounts) of the fiscal years to calendar years
for purposes of GNP accounting.

Specifically, in 1965, government expenditures amounted to JD 49',93
million representing about 28 percent of gross national expenditure:
(GNP at market prices). As revealed from table 18, almost a qmt‘ar of
total government expenditures represents expenditures on investment

while the remaining three fourths are current expenditures.
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Between 1959 and 1965 total public expenditures (at current
prices ) increased at an annual rate of 8 percent which was lower than
the 10.5 percent anmnual rate of increase of GNP at current prices
during the same period. Consequently, the share of public expenditures
to GNP dropped from about 32 percent in 1959 to 28 percent in 1965.9
Each of the main categories of public expendi tures showed a different
rate of increase over this period. First, the annual rate of increase
in current expendi tures between 1959 and 1965 was 6.6 percent which
was quite below the 10.5 percent annual rate of increase in GNP thereby
causing its share in GNP to drop from 26 percent in 1959 to 21 percent
in 1965, as shown in table 18. On the other hand, the share of invest-
ment expenditure to GNP increased from 5.6 percent to 6.6 percent
between 1959 and 1965 at an annual rate of increase of 13,7 percent
which is higher than the annual rate of increase in GNP (10.5) over the
same period.

Revealed in table 18 is the gain in importance of the government
investment expenditures at the cost of government current expenditures.
Thus, while investment expendi tures accounted for 17.6 percent of total
government expenditures in 1959, this share increased to 24 percent in
1965 while that of current expendi tures correspendingly decreased.

Such comparisons clearly demonstrate the effect on the pattern and
structure of public expenditures in Jordan of relatively modern ideas
concerning central planning and the role of government in fostering

economic development through public investments.

9his share was declining during all the years 1959-1965 with
the highest share reached in 1959 and the lowest in 1964.



2. The functional distribution of public expenditures:
Table 19 reveals the sharp continuous increase in budget expendi-
tures over the last decade. Although figures for the years before 1959
are not included, still the sharply rising trend of public expenditures
could be traced back to the early years of Jordan as a kingdom in 1950,
The rapid expansion of public expenditures since Jordan became
& kingdom can be explained by various factors, three of which are worth
mentioning: First, a sharp increase in military expenditures due to the
Palestine war of 1948 and the state of war with Israel. The importance
of army expenditures in total government expenditures is discussed
below. Second, the influx of a large number of refugees from the occupied
part of Palestine after 1948 and the annexation of the eastern part of
Palestine (West Bank) has tripled the original population of the country,
all of which required a rapid expansion in government administration
and services, especially that a sizeable number of those refugees were
accustomed to a higher standard of living where their government offered
more varied services than did the government of Transjordan to its
inhabitants at that time.'’ UMRWA operations in Jordan greatly relieved
the government from the responsibility of caring for the destitute
refugees by providing food rations, shelter and educational and medical
services. On the other hand, the Jordan govermment could receive only

a small proportion of the cost of its services through taxation, the

1°Hest Jordan continued to have a separate budget through‘
1950/51 whose deficits were met by the Jordan government. The first
consolidated budget of the two banks was that of 1951/52.
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TABLE 19

RECURR NG AND DEVELOPMENT EXPENDITURES
1959/60 - 1968
(in JD thousand)

Fiscal Total ex— % Recurring #  Development %
year? penditures change expenditures change expenditures® change
1959/60 30701 100 25904 100 4797 100
1960/61 32842 106 26863 104 5979 125
1961/62 32983 107 28045 108 4938 103
1962/63 37525 122 29926 115 7599 158
1963/64 39347 128 33193 128 6154 128
1964/65 43623 142 34457 133 9166 191
1965/66 46988 153 36059 139 10929 228
1966 368600 126 28240 109 10360 216
1967 55498 181 39854 154 15644 326
1968 84651 276 56700 219 27951 538
Source: Jordawa, Report of the Ministry of Finance, Fiscal years

1959/60 to 1966 and Buxdget Department, Budget Law for the Fiscal Year

1968.

*Actuals 1959 /6 ©O—1966; 196 fiscal year was nine months;
reestimed figures for 1. 967 and budget estimates for 1968.

bFor years 1959 /60-1962/63 this category includes some items
which can be comsidered recurring expenditures of the Jordan Development

Board.

population being a gerse x~ally impoverished one with a relatively very
lovw income level. Coms e quently, foreign aid on a massive scale was
indispensible in ordex ®To save a sizeable proportion of the population
from starvation and to jPwall the economy from a stagnating level .11 A

11I.l!.ll.ll., T o o (Bal timore:
Johns Hopkins Press, 1957 ), p. 4.
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third factor which necessitated this sharp growth in public expenditures
is the ecomomic development objective fostered by the government since
the early years of the formatiom of Jordan as a kingdom. Although at
that time comscious ecomomic planning coupled with a conscious fiscal
policy oriented towards achieving the main goals of a certain plan were
not yet the importamt issues at stake as is the case tody, still the
basic problems of the economy were clearly realized by the respomsible
people at the time and gradually the increased awareness of these struc-
tural problems led to the realization that the govermment can, through
its fiscal measures, largely help in raising the mational product,
enploying the surplus population, contrelling the trade deficit and
possibly reducing the dependence on foreign aid.

a. Recurr nditures: These are grouped into seven
categories in table B of the Statistical Appendix. These expenditures
are met every year by the various government inthorities, ministries and
other governmental bodies and they are in the nature of salaries, wages,
allowances, repairs, maintenance, stationary, fuel, electricity, telephonme
charges and other similar items. It is estimated that about two-thirds
of recurring expenditures go for salaries and allowances, the government
being the largest single employer in .ltzvrdm.m

The most striking feature revealed from table B in the Statistical
Appendix is that defence expenditures form by far, the largest share in
total recurring expenditures. On the average durimg the ten year period

lzllﬂk, og,cit., Pe 115.



1959/60 to 1968 army expenditures represented about 56 percent of total
recurring expenditures. On a yearly basis, the share was gradually
falling over the years 1959/60 to 1967. However, the budget estimates of
defence expenditures for 1968 form 62 percent of total recurring expendi-
tures which is about 12 percent above the share of defence expenditures
for 1967. Another way of showing the magnitude of army expenditures in
the economy is by a comparison between defence expenditures, domestic
revenues and the share of each in the broader national magnitude of GNP.
Table 20 reveals that defence expenditures fermed during 195§~1965 an
average of about 13 percent of GNP. Compared to domestic revenues over
the same period, it is observed that defemse expenditures by themselves
exceeded total domestic revenues during some years such as 1959, 1960
and 1961, a case which has been predominant in the years before 19.59.13
After 1961, domestic revenues started exceeding defense expenditures so
that in 1965 while domestic revenues totalled JD 28.12 million forming 15.5
percent of ONP, defense expenditures were JD 19.78 million accounting for
10.9 percent of GNP, However, despite this relative decline, defense
expendi tures still formed about 70 percent of total domestic revenues
which remains a relatively high share.

is revealed from table B in the Statistical Appendix, the second
main group is that of general administration which includes recurring
expenditures of the following: the Royal Hashemite Cowrt, Parliament,
gouncil of ministers and Prime Minister's office; ministries of .interior,

public works, national economy, finance, foreign affairs, development

13gee Jordan, Report of the Royal Fiscal Commission (Amman,
August 1960), pp. 12-14. i'l'ypeacripti.
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TABLE 20

DEFENSE EXPENDITURES AND DOMESTIC REVENUES AS
PERCENTAGE OF GNP
1959-1965
(At current prices, in JD million)

Defense Domestic
Defense exp. as revenue s
expendi- Domestic £ of as % of
Year GNP tures revenues GNP GNP
1959 99.13 16.01 14.00 16.1 14,1
1960 105.69 16.30 14,90 15.4 14,1
1961 ¥27.14 16.75 15.97 13.2 L2.6
1962 130.83 16.15 21.85 12.3 16,7
1963 137.62 18.57 20.40 13.5 14.9
1964 160.62 16.61 22.81 10.3 14,2
1965 180.54 19.78 28.12 10.9 15.5

Source: Jordam, Department of Statistics, The National Accounts
19591965 (Amman, n.d. ).

Note: Figures on defense expenditures and domestic revenues do
not ceincide with those of the budget actuals bacause the above years
were calculated on a calendar year basis, and not a fiscal year, for

purposes of GNP calculations. No figures after 1965 are included as
the complete National Accounts of 1966 are not yet published.

and reconstruction, information and municipal and rural affairs;
departments of geological research and mining, statistics, supply, import
and export, income tax, budget, lands and survey, passperts, and customs
department; external liaison office, Shar'ia courts, awdit burean and
civil service commission. On the average during the years 1959/60 to
1968 expenditures on general administration accounted for 16 percemt of
total recurring expenditures while on an annual basis dai.s-sha.re wag
increasing gradually over the last decade except for an estimated drop

in 1968.
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In order of importance, recarring expenditures of the ministry
of education ramked third throughout the period 1959,/60~1965 averaging
about 10 percemt of the tmtal recwring expendi tures during the period,
Again, on an annyal basi.# this average has been increasing steadily over
the decade except for its estimated share in 1967 and the estimated one
for 1968, Im the fourth position ranked expenditures on justice and
police imcluding expenditures of the ministry of justice and expenditures
on public securdity which had an average share of 8.2 percent in total
recurring experditures durding the mentioned reriod, while on a yearly
basis this share showed some fluctuations. Recurring expenditures on
" health and welfare services accountsd for a rather steady share in total
recurring expenditures which averaged about 4.5 percenmt during the last
decade. This growp includes exenditures of the ministry of social
a@ffairs and labsr and of the ministry of health, 4As for the group of
other services it includes recurring expenditures of the following:
Jordan River and tributaries regiondl corporation, ministry of agricul ture
and its departments of: forests, agricultural extension, agricultural
research and maxketing, amd the veterinary depﬁrmnt; antiquities
department, aythorities of tourism, central water and the East Ghor Canal
authority, the dewel opment board, civil aviation, ports and railways.
The share of these expenditures vas relatively small and it averaged
about 2.8 percemt of total recurring expenditures over the period. The
last group of expenditures is that on commmunications which includes
expenditures on posts, telephones and telegramns and whose share ‘in total
recurring expenditures has been very small averaging about 1.7 percent
during the period under re view.



b. Development cxpenditures: These include expenditure on the

various developmental projects such as road and port cons truc tion,
irrigation and agricul tural schemes, mining projects and other such
activities. Also includéd under this section are all capital expendi-
tures of the various ministries and governmental bodies im the nature of
constraction of schools, hospitals and other public buildings; purchases
of durable goods such as office fixtures, machines and various equipments
as well as some minmor expenditures on membership fees in the 1.B.R.D.,
the I .M.F, and other international agencies. Another important activity
worth memtioning is the govermmemt participation in industrial enter-
prises, a policy actively launched in 1951 aimed at encouraging indus-
trialization imn order to diversify the economy, offer empl oyment
opportunities, attract private capital participation and reduce the im-
balance in the current account of international payments. This proved
to be ome of the most successful governmental activities that vere
undertaken over the last 17 years and at the end of 1967, government
participation in industrial enterprises amounted to JD 7,513,200 which
represented about 32 percent of the total paid-ﬁp capital of the main
twenty emterprises in which the government participates as appears from
table 21. In conmtrast, total govermment shareholdings at the end of
1954/55 amounted to JD 795,000 which accounted for 50 perceat of the
total paid-up capital of the main four imdustrial enterprises im which

the goverment participated at the tile.:“

141 B.R.D., opecit., pPp. 236-37.
SpeCit
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TABLE 21

COVERNAENT SHAREHOLDINGS IN INDUSTRIAL ENTERPRISES AT 1/12/1967
(Im JD thoasand)

futhorized Paid-up Government Particlpation

Entex)ari se capital capital No. of shares Value
Jordan (ement Factories

Comapny 4,500 4,500 222,750 2,228
Petrolewn Refinery Co. 4,000 4,000 50,000 250
Fho sphate Mines Co. 3,000 2,000 1,026,142 1,026
Veget able ©il Industries

Co. 500 444 178,806 179
Jordan Fisheries Co, 100 61 16,357 16
Arab Paagrnacenticals Co. 250 250 11,000 55
Jordin Paper Industry Co, 650 524 66,000 330
Tannery's Co. 400 400 20,000 100
Alia, Royal Jordamian

Adrways Co. 1,250 1,250 125,000 1,250
Jordan Fotel ¥ Tourism Co. 723 723 62,000 520
Arab Potash Co, 4,500 3,013 100,000 500
4Ajloun Electricity Co. 1,000 590 165,365 165
Jordam E ectricity Co. 2,500 2,415 60,000 60
Hly Lands Hotel Co, 500 506 100,006 500
Industrial, Commercial

and Agricultural Co, L ,000 776 29,000 29
Jordam Mireral Waters Co. 75 41 4,000 20
Union of tme Capital's

Buses (o, 500 650 10,000 100
Jordin Sweets and Choclates -

Facturies Co, z50 152 10,000 10
Cloth Fazteries Co, 450 317 50,000 50
Tourist Crangport Co. 300 162 25,000 25

Totel 26,849 22,115 - 7,513

Svurce: Jordan, Budget Department, Budget Law for the Fiscal Year

1968, Appemiir, Schedule C.
Note: Figures do mot aid up to totals due to rounding.
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Table C im the Statistical Aprendix represents government
terelopment expenditures for 1959/60 to 1968 subdirided into six main
tategories .15 bef ore the fiscal year 1963 /64, budget expenditures were
divided into "or dimary" and "extrwrdinary” expenditures and the latter
included the caital expendicwres of the various mimistries and depart-
ments while tie mafin capital developmental pro jects, such as port or
big roads coms tructtion, irrigation schemes ete. were included in the
development budget of the Jordan Development Board, alse grouped under
the heading of 'extraordimery® expenditures. Since the fiscal year
1963/64 a more imtegrated amd comprebensive manner of classifying budget
erpenditures vas aflopted and it ddivided expenditures into "recurring"
ard "developmental' expenditures with no separate budget for the Jordan
Developme nt Baara..16

The shary of each of the six subdivisions of devel opment budget
epeniitures im the total was calculated for the years 1963/64-1968 .

As appears from taitlle C in che Statistical Mpperdix, there is no indica-
tion of a rising or falling trend for any of the categories except for 2
rising one in iewlopmental expenditures on mic:ﬂ:ture and irrigation.
The shares of the ocher categories vere fluctmating during this period
ani tvo possible explanations of this Phenomemon are that some projects
take more than a year to be erecuted and also that certain projects

lepend on extermal [ inancing which might be deoretsed or may not be
forthooning as plawm d.

1511:@ comomerts of each cate gory are mentioned in 2 note at the
emd of table B in the Statistical Appendix .

1e,m cmange im the budget format is discussed in Chapter IV.
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A main consistent feature of government development expenditures
was and still is, that of supplying the various ¢xternal econonies needed
Lo encourage private enterprises. The government participates in big
comcerns which are considered of particular reference for the d evelopment
of the country such as its participation in the rain industriall enter-—
Prises, discussed above, which form key industries for the development
of the economy., An Industrial Bank established by the government also
extends credit facilities to the injustrial enterprises. It is also
noticed that the Jordam government maintained a sort of "balanced growth"
between the different se=ctors and regions. Thus over the last fifteen
years or so, the government other than participating in, and encouraging
the industrial sector, also executed various agricultural and irrigation
projects such as the East Ghor canal Project as well as others. These
int:r-miuced;:. large section of the agricultural population better agricul-
tural techniques and more efficient methods of land distribution and use.
The government also established various agricultural departments, cooper a~
tives and organizitions to further the development of the agriomltural
séctor, the main ¢nes being the East Ghor canal authority, the Central
Water authority, amd the Agricultural Credit Corporationm which extends
credit facilities to the significant agricultural projects. As for the
development of the varioa: re gions of the country, the government is keen
om establishing schools, hos pitals, housing conﬁcdom and a good road

system in all the regions.



D, Publig re venues

1. Piblic revenues related to (NP;

dgain, the twi years 1959 and 1965 are chosen to measure the
importance of public revenues vith respect to ONP at market prices.

In 1865, total revenues, incluiing domestic revenwes, current and capital
transfers from abroad amd foreign loans, amounted to JD 50.93 milliem
represemting 28.2 perceat of GYP for that year. As shown in table 22,

in 1965, a little more thin half of the total revemues were secured from
dome stic sources, while about 2 quarter came from direct budget supyport
in the fom of current transfers from abroad; capital tramsfers from
abroad accounted for 17 percemt of the total revemues and foreign loans
for the rest,

Between 1959 and 1965, the relative importance of the various
main groups ¢f total rewvemues changed in a rather structural manner
vhich portrays a new trend in the revemue sources of the Jordam
goverrment partly initiated by policy measures and partly by outside
factors controlling the linancing of budget support to Jordan. The
striking feature revealed from table 22 ig that total revenmes in 1965
remeseated a smaller share im GNP (28 percent) than in 1959 (34 percent)
becauss the ammual rate of growth of total revenues over the Period was
7 percent which is relatively lower than the 10.5 percent amual rate of
increase of GIP during the same period. Perhaps this point is- more
enphasized if only the share of - current revenue (domestic revenues

Plus cuyrent transfers from abroad) in GNP is considered. It is observed



TABLE 22

TOTAL PUBLIC REVENUES COMPARED TQO GNP IN
1959 and 1965
(At current prices)

(in JD million)

1959 1965
Value & share % of sub~ % of Value & shae % of sub- % of
in GNP total 1 total in GNP total 1 total
1. Direct taxes 1.48 10,6 4.4 3.10 11,0 6.3
Pereent Uf GHP 105 . lt?
2. Indirect taxes 8.36 59.7 24 .7 16 .66 59.2 31.8
Percent of GNP 8.4 9.2
3. Income from property
and entrepreneurs 1.80 12.9 5.3 3.87 13.8 7.9
Percent of GNP 1.8 2.1
4. Other cur. trans,
from households 2.36 16 .8 7.0 4 .49 16 .0 8.9
Percent of GNP 2.4 245
Sub-total 1 (Total
domestic rev.) 14,00 100.0 41.4 28.12 100.0 54,9
Percent of GNP 14,1 15.5
% of sub- % of sub-
total 2 total 2
5. Current trangfers from
abroad 16 .69 84,3 49 .4 11.83 51.9 23.3
Percent of GNP 16.8 6.5
6. Capital transfers from
abroad 2.62 13,2 7.7 8.b4 37.9 17.1
Percent of GNP 2.6 4.9
7. Foreign loans 0.50 2.5 1.5 2.34 10.2 4.7
Percent of GNP 0.5 1.3
Sub-total 2 (total ;
foreign assistance) 19,81 100.0 58.6 22.81 100.0 45,1
Percent of GNP 19.9 2.7
Total revenues 33.81 100,0 50.93 ) 100,0
Percent of GNP 34.0 28.2

Source: Jordan,Department of Statistics, The Natiopal Accounts 1959-1965 ( Amman,

Note: Discrepancy between revenue figures in the table andthe actual budget fi-
gures is due to the use of the calendar year, and not the fiscal year, as the basis.

n.d.).



thet this share dropped from 31 percemt in 195¢ to 22 percent im 1965,
Lndicating a slower annual rate of increase in current revenues (4.5
pexcent | than in GNP (LD.5 percent) between 19/9 and 1965 .

t. Domestic Revenues:~ An analysis of the main changes that

took plice in domestic revenues reveals that the above-mentioned decline
im the share of tctal revermes in GNP cannot be attributed to a drop in
the share of domestic revenues. On the mntrary, the annuil rate of
grovth of domestic revenues was 12.3 percent tetween 1959 and 1965
vhich is higher than the anmual rate of increase of GNP (10.5 percent)
for the same period. This led to an increase in the share of domestic
rewenues in GNP from 14 percent to 15.5 percent between 1959 and 1965.
‘e most outstandimg characteristic of domestic revenue is that it is
Jargely derived from indirect taxes, a phenomemnon general of under-
«developed countries but still greatly emphasized in Jordan. A country °
that depends heavily upon imports because of its limited resources
which are needed for production, because its imdustries are still
greitly in their infancy stage and because its standard of living is
"¢ avily subsidized by foreign a.id,"l?, will natarally derive a large
anount of its domestic revemues from indirect taxes, especially custonms.
Taus, in 1965, indirect taxes formed 59.2 percent of total domestic

¢ venues and about 84 percemt of total tax revenue .18 Moroever, indirect

1-7Jordan, Report of the Royal Fiscal Commission, og,ci't., p. 12.

Lﬂlndirect taxes include customs and excise duties, trade and
Laport licenses, the natiomal guard tax and revernue from posts , telephones
mand telegrams. Revenues from the last group ar¢ not usuvally classified
mider imdirect taxes but this classification was adopted im this section
wily, as it was used in the national accounting magnitudes in Jordan,
Wepartme 1t of Statistiecs, The National Accounts 1959-1965 (Amman, n.d.),
p.52.
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taxes represented the largest single share of total revenues in 1965
(31.8 percent) whereas it ramked second in importance in total revenues
in 1959 (24.7 percent). Hswever, its share in domestic revenues declined,
although slightly, over the years under review, mainly because of the
increase in the importance of other sources of domestic revenue. At
the same time, the share of indirect taxes in GNP increased from 8.4
percentto 9.2 percent indicating a higher anmual rate of growth of
indirect taxe revenues (12.2 percent ), compared to that of GNP (10.5
rPercent ) over the period.

On the other hand, the annual rate of growth of direct taxeslg
over these years (13.2 percent) was a little higher than both the
amnual rate of increase of indirect taxes and GNP, thereby increasing
their share in domestic revenues, although slightly (from 10,6 to 11
percent ) and in GNP (from 1.5 to 1.7 percent). As a percentage of
total revenues, direct taxes imcreased from 4.4 percent to 6,3 percent
between 1959 and 1965. Despite this increase, direct taxes still play
a relatively minor role inm total revanuea.m

The share of government income from property amd uem;repn"eneurship21

Dpirect taxes follov the classification of Ibid, which includes
imcome tax, social welfare tax, land tax, animal tax and taxes on urban land
and buildings.

2°Tah1e D in the Statistical Appendix comtains a breakdown of reve-
nues by components and the percentage contribution of each in total
domestic revenue simce 1963,64.

21This includes rental income from land and buildings owned by
the government; income from investment in local companies; interest on
bank deposits; profits of the Central Bank and income from oil companies
in respect of wayleaves and prospective rights, see lbid.
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in domestic revenues increased from 12.9 percent to 13.B percent between
1959 and 1965 increasing at an annual rate of growth higher than that
of GNF thereby dncreasing as a percentage of GNP from 1.8 percent to 2.]
percent ower the period. The main reason for this is the high increase
ln govermmnt investment income resulting from government participation
in the main industrial activities which were pProgressing markedly over
this period. As a result of this increase, this group of revenue accoun—
ted for 7.6 percent of total revenues in 1965, which was higher than that
of direct taxes. Finally, revenues from "other current transfers from
househol ds ,22 accounted for 16 percent of domestic revenues in 1965
which is slightly below their share in 1959. Their annual rate of growth
was slightly higher than that of GNP so that their share in ONP increased
slightly over the years (2.4 percent to 2.5 percent ).

The main point of observation concerning domestic revenues is
the great increase im their share to total revenues which was about 55
percent in 1965 compared to 41 percent in 1959, This increase in their
share was partly achieved at the expense of a declime in the share of
current transfers from abroad as is pointed out in the following pages.
Pespite the increaise in the share of domestic revenues in total revenues )
still this imcrease should be of a larger magnitude in order to increase
total revenves at a higher rate of growth, taking into consideration the
expected decline im current transfers from abroad, other than the fact

a
that they are /vulreraible source of income.

22'1'1!:30 cover various miscell aneous fees and other income such asg
fimes which cannot be readily allocated to other headings, see Ibid.
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b. Foreigm aggijtances:~ Another maim characteristic of Jordan's
revenu¢ system is its great dependence on foreign assistance, mainly in
the form of budget support, but including as well capital transfers from
ebroad and foreign loans. However, an analysis of revenues from total
foreign assistance between 1959 and 1965 reveils that its share in total
revenues dropped from 59 percent to 45 percent during this period. More-
over, the annual rate of increase in total foreign assistance over these
rears (2.4 percent) was significantly lower than that of GNP (10.5 percent )
and therefore its share din GNP dropped from 19.) percent in 1959 to 12.7
percent in 1965. The explanation of the drop din the share of total
revenues in GNP between 1959 and 1965, which vas referred to earlier in
this section, lies in the declime of the importance of curreat transfers
from abroad, wvhich form the main part of foreign assistance. Tables 22
and 23 reveal that govermment revenue from current transfers dropped
both in absolute and relative amounts between 1959 and 1965. Thus
whereas these were JB 16,7 million in 1959 forming 16 .8 percent of GNP,
their value in 1965 dropped to JD 11,8 million vhile their share in GNP
was 6.5 percent implying an annual rate of decline of 5.5 percent over
the period. This drop in budget support me ant a decline im their impor—
tance in total revemues as they formed only about 23 percemt of total
revenues in 1965 compared to about 50 percemt in 1959 and earlier .23
Table 23 shows that the decline in the share of budget support in CNP and
current revenue (domestic reveme and budget sapport) was contimuous

daring 411 the years 1959-1965.

szordln, Keport of the Royal Fiscal Commission, opacit., p. 14.




TABLE 23

FUVERNMENT HECEIPTS FROM CURBENT TRANSFERS FROM ABROAD
RELATED TO ONP AND GOVERNMENT CURRENT REVENJES
1959-1965
(At current prices, in JD million)

1259 1960 1961 1962 1963 1964 1965

Currenmt trinsfers l6.69 16.52 16.52 15,39 13.23 14.51 11.83

Pexrcemc of ONP lé.d 15.6 13.0 11.8 9.6 9.0 6.5
Percemt wf current

Sowrce: Jordan, Department of Statistics, The National Accounts
1959-1965 (Aman, 2,4.)

The budgetiry dependence on curremt transfers from abroad dates
back t» tihe days of Transjordan before the Kingdom of Jordan was Formed
in 1950. 4s mentiomed earlier, the U.K., by terms of an agreement with
Trans jordun, subsidized any deficits arising in its budget and fi mamced
varioms other activities. Britain's annual grants to the Kingdom of
Jordan were regulated by means of an alliance between the two coumtmies
which vas concluded in March 1948 replacing an earlier ome of 1946. This
agreeme nt va: to run for twenty years, and by its terms Britain paid
grants to the Jordan Army (Arab Legion), financed certaim projects, and
provided pension payments to former Palestine government anpl_n'yees .2‘

Usk., wis the main supplier of official current transfers while the USA

z“llnpluual Fatai, The Kingdom of Jordiam (Princeton: Princeton
University Press, 1958), p. 75.
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»fficial current transfers played a relatively very ninor role till

1457, In 1956, the preferential alliance with fritain was abrogated,

the British Gemeral (lubb of the Jordan axmy wis ousted and the U.K, grants
that financed the arny and other projects were ami cably terminated and the
subsidy stopped is of April 1957. At first, Egypt, Syria and Saudi Arabia
yreed to supplant the U.K. subsidy but scon Spria andEgypt got on bad
terms vith Jordan which turned to the USA for aid. Up to that tine,

LS4 vas providing current transfers to Jordan Ln accordance with the tech-
vical cooperation agreement signed om February 27, 1951, Howerer, till
1957, USA official currenttransfers played a relatively very minor role

@s Britain was th2 nain supplier of grants-in-iid tiLlL that tine., After
1957, USA tecame by far the main supplier of budget sapport vhile
Britain®s role im those transfers became very secomiary in importance.
Therefore, since che formation of Jordan, its economywas highly subsidized
by greac mmounts »f foreign budget support, without which Jordan could

not have progressed at the rate at which it did over the last eighteen
years or so. Im 1963 it was declared that the Aerican budget support

was goimg to decline gradually over the years ami the Jordanian plamning
aathorities prepared a "Seven Year Program 1964~]197(" which saperseded

an earlier Five Year Plan. The main objectives of the new program is to
plan the economic activities of the country in such a vay that would
decrease substantially the dependence of Jordan on foreign budget support,
substituting for the Loss of revenwe from these soarces by an imcrease

5
im internal revenues as well as an increase in internitional bor*rcwing.z

25he role of fiscdl policy in the Seven Year Program is
discussed im Chapter V.
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Although U.5, aad U.K. aid was expected to decline gradually daring the
Plan period 1964-1970, it stopped completely for the year 198 as appears
from the buiget estimates. The Arab countries eontribut_:ed budget support
to Jordan, wvhich amounted to JD 40,0 milliom andwhich was for thecoming
after the Jume 1967 war with Israel . The share of budget support forns
about 69 percent of estimated currest revenues for 1968 which is far
abore the level of 29 percent of 1965 .26

Capital transfers from nbrnadﬂ form the second main group of
foreign assistamce (item 6 in table 22) and their annual rate of increise
over the years 1959-1965 (22 percent) was renarkably higher tham that
of GNP (10.5 perceat) thereby causing almost a doubling in its share in
GNP over this perisd. This sharp increase in capital transfers offset
partly the declime in the absolute aad relative amouats of budget support.
Thus vhile carreat transfers from abroad as a percentage of total foreign
assistance dropped from 84 percent to 52 percent, the share of capital

transfers fron abroad in total foreigm assistance increased from L3

percent to 4D percent between 1959 and 1965. In the 1968 budget ost.i.lax:eu,

2..Im-dam, budget Department, Buiget Law for the Fiscal Year 1968.

27 Ppe se comprise payments by U.S, government in respect of warious
econoaic developnemt proj cts plus the proceeds of sales of wheat, flour
and other foodstuffs received from the U.S, by terms of the Pablic Law
480 surplus commodities under titles X, II and III. As the proceeds of
these sales are, by agreement, devoted to economic development projects
they are considered as capital tramsfers. Also this item includes the
value of equipment and other non-food items received from the U.S. for
devel opment purposes. This heading includes, other than U,.5. differemt
payments, cash grants for development purposes from West Cerminmy amd the
Arab countries. SeeJordan, Departmemt of Statistics s The National Accounts,

op.cit., pp. 54-55.



capital transfers from abroid as a percentage of total foreign assistance
estimates are aroand 7 percemt.

levemaes from foreign Jlr.mlszB form the third group of foreign
asgistamce and their ammual rate of growth (29 percent) wvas a very
sharp ome comparad to that of ONP (10.5 percent) over the years 1959-1965. Cor—
fespondingly, their share in ONP more than doubled during this period
and their importance in foreigm assistance as a group of revenue went
up to 10 percent im 1965 as opposed to 2.5 percent im 1959, The increase
in the importance of both foreign loans and capital transfers from
ibroad vas mecessary to off setthe decline in the importance of badget |
support daring 195921965, In the coming years, these sources of
finance, especially foreign Loans, will become more impert ant if the
budget support to Jordan, from whatever source, is going to drop as
anticipated by the Seven Year Program,

In conclusion, om¢ can say that although the dependence of
revenues on foreign assistamce vas still sizeable in 1965, still the
relative importance of domestic revenues increased and thait of foreign
assistance dropped by 1965, primarily due to @ marked decline in the
share of U.S. budget suppert. In 1965, the two main sources of revenues
were indirect taxation (32 percent) amd budget support (23 percent).

A short mote on the 1968 budget estimates shows that the trend over the

Zrhese dmclude loams from the British govermment &n 1959 and
1961; from the British and Kavait gowernments in 1960, 1962-1965; from
West Germany to Agsba Port Awthority in 1962-1965; from I.D.A. in 1963
and 1965; and from B.L.F, im L9%4. Se table Din the Statistical
Appendix on goverament external loans as at end of 1967.
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Jears 1959 to 1965 vas sharply disrupted due to the aftermath of che
var vith Israel in June 1967. Thug the share of total foreign assis-
tance in total reverues is estimaged at abour 75 P rcent with budget
suprert forming 55 percent of total revenues. On the other hand, in
1965 those shares were 45 percent and 23 percent respectively. As for
the share of revenues from d mestic sources to total revenues, it is
estinated at 25 percent in the 195§ budget compared to an actual figure

of 55 percent in 1965.29

2. Brief description of the main components of domestic revenue:

a. The dmcome tax:- Revemues from the income tax increased from

7,08 percent of total tax revenue in 1959 to 9,28 percent in 1963/64
but then dropped to 8,67 percent in 1965/66 and went up again in 1966
t¢ 9.84 percent. As a percentage of total domestic revenues incime tax
was 5,37 percent im 1959/60, 6.80 percent in 1963/64, 6.565 percent in
1965/66 and 7.3 percent in 1966 .

™o income tax laws, the Transjordan and the Palestinian were
applied separately in the East Bamk area, originally Transjordan, and
the West Bank arei after the 1948 Pilestine War and even after the
fornation of the Kimgdom of Jordan im April 1950. In 1951, these two
separ ate lavs were replaced by a single income tax law No. 50 applying
to all Jordan. This law vas later replaced by the income tax law No. 12 of

195&,30 which cawsed some reductior in the income tax. This continued

zgjordan, The National Accounts 1959-1963, op.cit.; Jordaa,
Budget Bepirtment, Budget Law for the Fiscal Year 1968, op.cit. Total
revenue estimates for 1968 are JD 72.5 million.

itficial Gazette, (No. 1177; April 3, 1954), n.p.
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in Force for a decade with no major changes until it was superseded

by che income Law No. 25 of 1964 vhich was enacted in October of that

rear and vhich became effective on April 1, L965.31 Both the 1954 and

1964 dncome tax lavs were patterned after the Palestine law which followed

eéssentially the British approach

t0 income tax and cherefore treated

taxable income iccording to

the global as opposed t» the schedular

ne thod of taxation.

The 1964 Income Tax Law No. 25 levied the tax

on the individual

residents after allowing for deductioms of wusual expenses which are

incurred exclusively in e &xrning such incomes, and also
family and other deductions. The law provides the foll

fanily allowances:

allowing for

owing basic

~ Residence allowance (for each tax payer ) JD 150
~ Wwife 100
-~ First child 25
-~ Second child 20
- Third child 15
- Fourth child 10

Maximum family exemptions

ifter corsideration of these allaw ances,

D 320

the tax is levied on

taxable income im accordance with the following rate schedule:
Taxable income (in JD's) Rate
1st 400 5
2nd 400 7
3rd 400 10
4th 400 15
5th 400 20 .
bth 400 25
7th 400 30
Next 200 35
Next 2000 40
Next 2000 and above ‘50

Jllbid., (No. 1800; October 17, 1964), p. 1455,
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Other than the above schedule, a social services tax amounting
to 10 percent is levied on the income tax liability. There are various
other sections in the law, the major features of which are the following:

(i) Company income is taxed at a flat rate of 25 percent
while dividends are exempted from the income tax.

(ii) Exempt from the tax is income derived from agricul ture,
cattle breeding and dairy farming.

(iii) A deduction of 15 percent from salary and wage incomes for
tax purposes.

(iv) A set off against income tax liabilities of the amount
paid as urbam property tax is allowed.

(v) Capital gains are not subject to tax.

(vi) The wife's income is considered as that of the husband
for tax purposes.

(vii) The withholding system subject to adjustment at the end
of the year, is followed in collection of taxes on

empl oyees.
(viii) Only income accruing in or derived from Jordan is

subjected to the income tax, while income received from
abroad is not subject to the income tax.

b. Urban lands and buildings tax:- Revenues from this tax
form a small share of total domestic revenues (1.9 percent in fiscal
year 1965/66). Between the years 1954 to 1963 there were no ma jor
changes in the urban lands and buildings tax Law No. 11 of 1954.32 In
1963, this law was amended by Law no. 42 of 1963.33 and Law No. 9 of

1967.3 This tax is levied on buildings and lands within municipal

32Ibid., (No. 1177; April 1954), m.p.
31bid., (No. 1730; December 31, 1963), p. 1733.

M bid.,(No.1978; January 16, 1967), p. 95.
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areas and paid by the proprietors of such property. The rate on
buildings amounts to 17 percent of its net rental value, while that on
vacant land forms 10 percent of its annual capital value. The law pre-
scribes a revaluation of these types of properties every five years
except if {t'is declared otherwise by the Council of Ministers. As for
the proceeds of this tax, they are now earmarked entirely to the munici-
palities from which they are derived.

c. The rural land tax:- Its contribution to domestic revenue
is insignificant amounting generally to less than 1 percent. Until March
1955 East Jordan and West Jordan were taxed on agricultural land in
rural areas according to different laws, the former following the
agricultural land tax Law No. 39 of 194635 while the West Bank was
taxed according to the rural proprty tax Law of 1942. A single land
tax Law No. 30 of 1955 replaced these two and continued in force till
it was amended by the Law No, 15 of 19633'6 and Law No. 18 of 1964.37
According to the new law, agricultural land which is irrigated is classi-
fied into five categories and a specific tax is levied per dunum

(1 dunum = 1000 sq. meters or about 0.25 of an acre) of area in each of

the categoreis. These categories are:

Category Type Rate (in fils )
1 Land planted with bamnanas 1,500
2 Land planted with citrus 600
3 Land planted with fruits 300
4 First class irrigated land 100
5 Second class irrigated land 70

351bid., (No. 880; December 25, 1946), n.p. This tax replaced
Trans jordan's land tax of 1933,

B 1bid., (No. 1684; May 24, 1963), p. 540.

371bid., (No. 1764; June 1, 1964), p. 747.
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Other than agricultural land, the law also levies taxes on the
dndustrial buildings in rural areas which amounts to a rate of 5 percent
of their net ammual rental value.

d. The animal head t ax:~ Its share in domestic revenue is as

insignificant as that of the rural land tax. The present animal tax

Law No, 41 of 1963°° superseded Law No. § of 195239

The present levy
Ls 200 fils per camel, buffalo, cow or pig, and 120 fils per goat or
sheep., Exempted from the tax are animals used for ploughing purposes.

e. Customs:- This is by far the most important dome stic
revenue source in Jordan in which custom duties play the most significant
rcle which accourted for 38 percent of total tax rennue‘o in 1966, How=
ever its contribution to total tax revenue has declined significantly
over the years as it was 61 percent in 1959/60 and 45 percent in 1964.
This decline in the relative share of customs duties cante mainly
explained by the changing structure of Jordan's commodity imports in
favor of capital goods and raw materials, as well as a possible gain in
the importance of import substitution.

Jordan has a complicated structure of customs duties which
includes various basic duties and additiomal duties of a surtax nature,

of ten imposed umder names of either separate taxes, or else as fees,

and licenses chamged frequently over the last decade. Taxes on commodity

¥Ibid., (%o. 1730; December 31, 1963), p. 1732.
¥Ibid., (No. 1100; December 16, 1952), n.p.

“This includes items 1 through 16 in table D in the Statistical
Appendix. :
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imports are levied at various ad valorem and/or specific rates taking
into consideration the purpose for which the commodity is imported.
Accordingly, raw material 8, agricul tural foodstuffs and capital goods

are either lightly tared or totally exempted while varying duties are
imposed on manufactured tonsumers' goods, depending on whether the
commodity is a food item or whether it is regarded as a semi~luxury or
luxury item im comparison to the Jorda ian standard of living with the
latter itens beiring heavy duties. Another nmoticeable point, is that
with the gainming importance of import substitution, certain comnodities
are being charged higher duties which is clearly for protective purposes,

The following is the complex rate schedule of customs :

Duty Rate

Caustoms duties Basic rates at various specific
and/or ad walorem levels

Additional duties 2%

Inspection charges 2%

Air force tax 2% + specific

Sociil services tax 0.5%

Natinal guard tax Specific

Import licenses 4% of CIF value

Recently a new Law unifying additional taxes and fees into
one duty paid on commodi ty imports and e xports was inacted‘u' and came
into force in the middle of 1966 but was later repealed in 1967.42

f. Excises:- Reverues from the se taxes amount to a sizeable

share in domestic revenues which was 11 percent and 13 percent in fiscal

“1"1'..& No, 25 of 196," Official Cazette (No. 1926 ; June 5,
1966), p. 990.

“n pnendnent Law ¥o. 11 of 1967, Ibid., (No.1978; Jamuary 16,
1967), p. 97, E—
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years 1964/65 and 1965/66. Excise taxes are. imposed om liquors,
cigarettes and tobacco, salt, matches, cigarette paper and playing cards,
with most of the revenue from these sources coming from excises on 1iquors
and tobacco while the others contribute rather insignificant amounts each.
A recent excise tax imposed on petroleum products vas introduced after
the start of operation of the Jordan petroleum refinery in 1960 and this
tax is contributing sharply increasing revenue over the years. There
are other excises levied but they are not so termed such as the national
guard tax which is mainly collected from two sources:- (i) a tax on
cement production levied at a rate of JD 3.25 per metric ton and
(ii) specific import duties on tobacco and liquors. Other excises are
stamp fees on documents of various tyres and currency licenses levied
at 0,25 percent with an additiomal 0.25 percent under the national guard
tax, |

g. Licenses and fees:- Licenses generally form 2-3 percent of
total domestic revenue (3 percent in 1965/66). As for fees, their share
Ls larger and generally amounts to 10-13 percent (L0 percent in 1965/66).
There is a long list of licenses and fees which includes the major levies
nentioned below:

Trade licenses

Transport of goods licenses

Car driving and registration licenses

Production and sale of liquor and tobacco 1icenses

Import licenses

Revenue stamp fees

Land registration and settlement fees

Court fees

Passport fees

Other miscellaneous fees

Most of the revemues from fees are ‘derived from stanp duties,
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ldand registrazion fees and court fees. Other than revenue stamp fees,
all the other fees are imposed as a cost of certain public services.
Az for revenue stamp fees, they are levied on i.n.sﬁrance policies,
transfers of assets, contracts, bank checks, certificates, bonds and
others issued by the government or for commnicating with government
departments. These fees are more in the nature of taxes and could
therefore be clagsified with excises.

h. Non-tax revenue:~ The remaining domestic revenues are

mentioned im the Budget under four headings: (i) revenmues from posts,
telephones and telegraphs. (5 percent of domestic revenue in 1965/66 );
(ii) revenues from state domain (less than 1 percent of domestic revenue
in 1965/669; (iii) interest and profits (7 percent of domestic revenue
im 1965/66 ), and (iv) miscellaneous revenues (11 percent of domestic
revenue in 1965/66). No explamation is required for the first group
while the second contains revenues from rentals of government lands and
buildings and from sale of government property. As for the third group
it includes government profits of the currency cover, profits on its
investment in local industry and interest realized on the government's
balances in local and foreign banks. The last beading is composed of
sixteen items among which the follewing are the most significant:

(i) Royalties from Tapline and Iraq 0il companies, (ii) Pension fund

receipts and (4iii) Penalties and expropriations.

E. Pablic Debt

Jordan®s public debt is entirely external as the government has

not resorted to dome stic borrowing either from the banking or from the
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public as the domestic money market is rather underdeveloped and there-
fore the monetary authorities have not yet initiated such borrowing.
Governmental borrowing from abroad has been for finmancing certain deve-
lopnental capital projects .such as major pert or roid construction,

and not intended to cover a gemeral budgetary deficit, except for the
Kuvait loan of JD 5 million especially borrowed for the general budgetary
deficit im the fiscal year 1964/65.

Table E in the Statistical Appendix presents government external
loans as at Nowember 30, 1967 and covers external louns agreed upon
between fiscal years 1961/62 to 1967. Before fiscal year 1961/62,
Britain accounted for all the Jordanian public debt.‘s Since 1961/62
Jordan's externmal loins were secured from Britain, Kuvait, I.D.A,,

West Germany, A.I.D., Saudi Arabia and Denmark.

Byor figures on external loans during the fiscal years 1949/50

to 1960/61, see Budget Department, Budget Law for the Fiscal Year 1964/65,
Appendix, Schedule B.




CHAPTER IV

FISCAL POLICY AND ECONOMIC PLANNING IN JORDAN

A, Introduction

A study of economic planning and fiscal policy in Jordan since
the origin of the Kingdom in 1951 reveals that this period can be
ddwided into two phases: (i) a phase which started with the origin of
Jordan as a Kingdom and extended to 1962. This phase was characterized
by the absence of centralized and coordinated long-term economic pl an-
nimg as well as the lack of adequate integrated fiscal planning and
policy; (ii) the second phase which started in 1962 and which is still
underway is one where long—term economic Planning combined with
conscious fiscal policy became the basic means of tackling the main
structural problems facing the economic development of Jordan.

Section B of this chapter will discuss the first phase while
section C will deal with the second. The Seven Year Program for Economic
De velopment 19641970 and its fiscal implications will be discussed in
Chapter V where the main requirements and targets of the Fiscal Program

will be analyzed.

B. Fiscal policy and economic planning 1951-1962

1. Economic planning:
Despite the remarkable progress achieved by the Jordan economy

durimg this phase, as vas revealed in Chapter II, mainly under the
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impetus of the vast amounts of foreign assistance to the economy, still,
ap to 1962, centralized and toordinated long-term economic planning was
virtually monexistent in Jordan. This is a com;m observation of the
two main studies on Jordan undertaken daring that period, namely the
[.B.R.D. report of 1957 and the Report of the Royal Fiscal Commission
of 1960.2 Al though the I.B.R.D. report of 1957 recommended coordination
of central planning of the ¢conomy to emable the achievement of its
recomendations for a suggested ten-ye ar development plan which was
rever fully executed, still din 1960, the Royal Fiscal Commission reported
that over-all sconomic planning was absent ". ., except as this was done
more or less piecemeal by the Council of l‘.linisn:ers."3 Up to that time,
any planning activities that took place were not coordinated into one
integrated vhole but were rather distribated among the various govern-
mental ministries and departments grouped according to the source of
Foreign assistance financing each category. Thus up to 1960, planning
concerning the U.N. technical assistance appeared to be placed in the
ninistry of foreign affairs; the projects carried out by U.S. aid were
centered in the Jordan Devel opnent Board (JDB); the U.K. assistance was

the responsibility of the ministry of finance; other pProjects connected

lI.B.R.l)., The Economic Development of Jordan (Baltimore:
Johns Hopkins Press, 1957 )s PP, 424-29.
2

Jordan, ReFort of the Roral Fiscal Commission (Amman, August
1960), pp. 172-~73. Typescript ). )

3 Ibid.
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with foreign assistance were centered at the ministry of national
¢conony and finally all the ordinary (recurring) expenditures that were
fimanced from domestic sources were organized by the budget office of
the ministry of finance .4 This portrays clearly the disunity that
existed in the planning function of the government characterized by ‘the
lack of a comprehensive integrated long-term planning process.

What is surprising is that although the JDB was already in
existemce for almost a decade, yet it did not produce till that time
any comprehensive economic plan despite the fact that this became its
main function since 1957, The JDB was established by Act No. 37 of
April 1952 and the primary objective for its establishment then was the
desire to satisfy the creditor nation, Great Britain at the time, who
preferred to have its funds under a Separate administration and possibly
to be certain that these funds were allocated to the uses for which
they vere granted. Therefore, since its establishment in 1952 and
until 1957, the JDB was but an ageney for the supervision of the
expenditures of the British loans granted to Jordan for various develop-
ment projects.s As it was first constituted, the JDB was not called
upon to be responsible for coordinating all the developmental activities
in the Kingdom and the five~year plan prepared by the JDB for the years
1953-58/1957~58 was nothimg more than a hopeful schedule of how the JDB

envisaged spending Britigh Lom of JD 23.5 million, However, later on,

4Ibid.

5Ga.lariel Rezek, " The Fiscal System of Jordan" (unpublished M.A.
thesis, Department of Economies, McGill University: Montreal, 1957),
p. 136.
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these postulated loans were cut down trenmendously and thereby the plan
lost its significance and was mever executed .6 However, the JDB
executed various basic developmental projects between 1952 and 1957
such as the Deir Alla agricultural research station, the agricultural
loans department, the initiation of the desert highway construction,
afforestation plans, the construction of wheat silos and other under-
takings, most of which were financed by British grants and loans estimated
at JP 6.5 million dwuring that period.7

In 1957, the government of Jordam realized that the achievement
of Rong-run economic growth, and acquiring the needed large amounts for
its finance from foreign sources should beccme the responsibility of a
central specialized body in which the relevant government departments
and ministries as well as the private sector are represented. It became
also apparent that this central bedy should be responsible for designing
economic policies coordinated with an integrated development plan with
the intention of utilizing the country's resources. Therefore, in 1957,
a nev JDB was established and attached to the Prime Minister's office
with the Prime Minister as its president. Its other members included a
vice-president, a secretary-general, representatives of the ministries of
national economy, finance, public works, sgriculture and five r epresenta-
tives from the private sector appeinted by the council of ministers.
After taking on its new form in 1957, the JBB first liquidated the 1952

JDB s well as the office of consolidated services whose responsibility

®Ibid., pp. 139-140.

7Jord8n, Development Board: Objectives, Functions, Organizations
(Aomin, October 1967 ), p. 7.
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since 1954 was the administration of U.S. financed economic and technical
projects. After that, the JDB continued the implementation of certain on-
goimg projects such as the agricultural loams section, the rural develop-
ment department, the industrial loan fund and the mmumicipal loan fund.
The JDB procured the meeded finance for these proj cts and supervised
their execution. However, the JDB did not launch its main new responsi-
bility, that of long—term coordinated planning, till 1962, when it
prepared the Five-Year Program for Economic Development 1962-—196‘?.B
Therefore, the phase 1951-1962 remained lacking in centralized long-term

economic planning on a comprehensive scale.

2. Budgetary structure and fiscal planning:

The absence of coordinated development plamming in the sense of
analysis and action by Jordan to "... consolidate and make sense as a
whole of its governmemtal and private development efforts“g before 1962
impl ied necessarily the lack of a systematized budget process and fiscal
planning during the same period. Development planning involves many
decisions connected with the design of the needed development program for
the country, the prospects for its finance, the analysis of various
alternative actions that could be adopted in its implementation and the
introduction of the required administrative and institutional changes

that are deemed necessiry for its success. There is a close link between

Blbid .y pp . 8—9

9Gordon V. Pocter, "The Budgeting Process im the Government of
Jordan." (unpublished lecture, Amman, September 1966), p. 9. Privately
secured from the Budget Department.
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budgeting and development planning as the last step in development
planning requires a central budgeting process which should relate the
various projects to each other, estimate the tax burden which could be
imposed, the need for private consumption expenditures, the indebtedness
entailed, and thereby arrive at a measure of how far the country can
finance the progran. Therefore, the budget process encompasses the

whole range of fiscal policy., The above reveals that in a developing
country, proper fiscal and udget planning requires a certain level of
coordinated development plamning so that the effective use of the budget
in formulating ard executing government programs will be achieved instead
of merely using the budget as a means of exercising uncoordinated

controls upon various government expenditures. Budget and fiscal planning
should be considered the principal means of attaining acceptance to a
proposed program »f government activities during a given fiscal year.D
The central govermment budget should have two purposes: "one is to serve
as the major tocl of executive management and legislative control, and the
other is to reveal informarion significant to economic analysis and at
the same time provide the framework for a policy of stability and
develnpment."u Up to 1962, the Jordanian budgetary structure was

styled to meet omly the first purpose with the result that the budgeting

process was exercised in a highly rudimentary fashion as the budget was

101pid., p. 1

nu.u. Pepartment of Economic Affairs, Budgetary Structure and
Classification cf Covernment Accounts (New York, February 1951 ), pp. 3-4.
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considered basically a financial plam and stressed the control of
expenditures .12 Although the country was undergoing progress, little
attention was paid to budget reform and consequently it was difficult

to analyze the effect of government operations on the economy and program
planning.

Up to the end of the fiscal wear 1962/63, nost of the central
government's financial activities were reported in the Central Budget
while fev autonomous budgets such as the Agricultural Bank, Agaba port,
Jordan Mejaz railway and the municipalities also existed. Since 1953/54
and up to the end of 1962/63, the Gemeral Budget was divided into three
parts which segregated expenditures, not according to their nature but
rather according to their source of r¢vemue. Each of these parts was
to a large degree administered separately and depended for its revenues
on different sources including extermal ones. This main division of
the Gemeral Budget, created out of peculiar circumstances, led to an
apparent disunity in the budget which greatly impaired the efficacy of
the budget management function.13

Part one of the General Budget covered the Regular Ministries
Budget vhich was financed mostly from domestic sources, while its deficits
were corersd by drawings upon the Reserve Fund of the Tx'ea.';ur')r.l4 Part
two of the General Budget was the Military Budget vhich was almost

entirely financed by the U,K. until the termination of the Anglo-

1""F’m:ter, op.cit., p. 2.

13Rezek, op.cit., p. 65.

14y B.R.D., op.cit., p. 383.
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Jordanian treaty which became effective on March 31, 1957, after which
the U.S. took over this financing, although the purpose of these grants
was no more specified. Some grants from Arab League countries and
appropriations from internal revenues covered a small part of the Military
Budget.ls Part three covered the Development Budget of the JDB which
vas exclusively financed by development loans, no matter what the results
of part one and the general cash position of the govermment were. This
vas alright as long as these borrowings were interest-free loans from
Britain as no extra costs were incurred. Nevertheless, as a principle,
no borrowings should have been undertaken except when needed by the

cash position of the Treasury or else to meet an excess of international
payments over international receipts.

Moreover, expenditures were subdivided into ordinary and extra-
ordinary expenditures, the first category representing expenditures which
vere annually met by the govermment while the second category contained
mostly capital expenditures. However, there was a great deal of over-
lapping and misplacements between the two categories. Therefore, it is
clear from the above description of budget structure up to 1962, that the
major divisions of the General Budget receipts and expenditures portrayed
the administrative convenience in presenting the government's financial
statements rather than the ecomomic nature of the activities undertaken
by the central government. This improper and meaningless budget classi-

fication rendered the budget rather useless as am indicator of economic

151pid,, pp. 383-85.

11p3a., pp. 394-95.
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17
policy formlatiom.

The budgeting procedure followed during this phase also reflects
clearly the lack «f concern and understanding of budget and fiscal plan-
ning and the important role that these can play in the economic develop-
ment- of the economy. Up to and including the preparation of the 1962/63
Budget, the following procedure was followed:

There was no specific Budget Department whose full-time job was
the preparation of the budget, its follow-up and continuous research and
anal ysis needed for its planning. The minister of finance was responsible
for the preparation of the Budget but the actual work was carried out
by the undersecretary of the ministry, vho also held many other duties in
addition to the responsibility of budget preparation and administration.
He wis assisted by the Treasury accountant who alse carried many other
responsibilities,and a clerk. There were no specialized people exercising
the functioms of budget examiners and although some ministries had perma-
nent repre sentatives of the ministry of finance whose duty was to
pre-audit the expenditures undertaken in those ministries, these repre-
sencitives were not budget examiners nor were they included in the
process of budget preparation. The personnel of the ministry of finance
was also lacking in designated specialists in buo:lgcn:ing.l8

The duties of budget preparation were seasonal in nature, taking

only about one month of concentrated work. This clearly shows the

17Rezak, Op.cit., pp. 65-68.

18Jor'dan, Report of the Royal ligg'al Commigsion, op.cit.,
Pp- 158-59.
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rudimentary fashion in which the Jordan budget was prejared and reflects
the very limited conception of what the budget and fiscal functions
imvolve. Budget preparation did not entail any essen tial research or
analytical activities, and contacts between the respimsible people for
budgeting and the various government departments wem¢ ilmost non-
existent in any meaningful manner except in so far @as carrying out the
formal and casual matters of receiving the various cdepartmental submissions
for requests, making expenditure allotments and some <demands for various
transfers vithin the budget lmf.lg

The various ministries and departments were aisked to submit
their budget requests by December 1lst of each year, having taken into
consideration the general advice of the minister of f-inance only on
prospects of either tightness or ease in the forthconing fiscal year
which used to stard on April 1. By December 1, the umdersecretary of
the ministry of finance would have prepared the reverue estimates for the
coning fiscal year based almost solely on previous ye ars' experience.
Be tween Deceunber 1 and February 1 the ministry of frinance prepared the
preliminary budget which was considered by the council of ministers
where the various ministers debated and defended their demands. After
apmroval of the council of ministers, the budget wassent to Parliament
which referred it to its finance committee for s tudy., After the reporting

of this committee, the Budget was debated in Parliammt and then passed.

19¢ordon Potter and Dr. Taglor /[No forename given/, "Budget
Proposal (unpublished correspondence between Gordon Potter, U.S.A.1.D.
Budget advisor and Dr. N. Dajani, Amman, July 15, 1962), p. 14. Privately
secured from the Budget Department.,-

20 jordan, Report of the Royal Fiscal Commigsion, opscit., p. 160.
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By law, Parliament may not increase but can decrease the budget expendi-
tures as approved by the council of ministers. After legislation of the
budget, the ministry of finance, through its under secretary, made
allotments of appropriations to the various agencies concerned.zl

The budget organization and procedure that existed up to 1962
led to very superficial fiscal and budget planning which were characterized
by the many weaknesses mentioned above as well as various others such as
the uncecessary and prolonged delay in closing accounts. The latter
resulted basically from a general failure to realize the importance of
knowing the results of recent past fiscal operations for economic and
fiscal planning purposes. Another reason was simple inertia in doing
the job, which is a general feature of administrative personnel in
underdeveloped countries and very clearly noticeable in Jordan's case.
A further reason for the excessive delay in closing the accounts resulted
from the nature of the budget and accounting systems then in existemce.
The law demanded that the accounts must remain unclosed till after six
months from the close of the fiscal year in order to keep the door open
for any necessary adjustments after the end of the fiscal year. This
implied a legislated insistence upon substantial delay which also
extended into longer delay.22

The above discussion of budget and fiscal plamning till the end

of fiscal year 1962/63 clearly shows that the existing system greatly

2lppid.

221pid., pp. 161-62.
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undermined the fiscal and budgeting functions to a position far below
their potentialities for furthering the government developmental activi-
ties. But on the other hand, coordinated long-term development plan-—

ning itself had not by then played an effective role in the economy.

C. Fiscal policy and economic planning since 1962

1. Economic planning:

This phase is characterized by the emergence of centralized and
integrated long-term economic planning prepared primarily by the JDB in
cooperation with other governmental bodies. In mid 1962 the JDB was
slightly reorganized as to include in its Board the governor of the
Cemtral Bank and the director general of the Agricultural Credit Corpora-
tiom. Between 1962 and 1965 the JDB carried its responsibilities connected
with research, planning, securing the necessary finance and the execution
of the main developmental projects in the country. In 1965, the JDB was
again reorganized in such a manner as to increase its responsibilities of
assisting to follow up the implementation of the Seven Year Program for
the Economic Development of Jordan 1964-1970. Today, the JDB is
effectively ... the central government agency responsible for the planning,
financing and follow-up of economic and social development in the Kingdom."23
Its main functions are the following:z‘

(a) Preparation of a comprehensive and coordinated long-term

economic development program which contains projects in a

23 jordan, Development Board: Objectives, Functions, Organizations,

op.cit., p. 7.
24I‘rsici., pp. 10-12.
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(c)

(d)

(e)

(f)

(g)
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certain order of priority, to be determined in close
cooperation with the concerned ministry or department, and
to be implemented in specific time phases.

Preparation of an annual program of implementation for some
of the projects already approved in the long-term coordinated
program; this annual program must be incorporated in the
govermment budget of the following year.

Preparation of studies for all the projects financed by
foreign assistance irrespective of the source; preparation
and signature of agreements of these projects after approval
by the council of ministers; organization of the necessary
arrangements for their implementation and supervision.
Preparation of studies for negotiations of loans between
the government of Jordan amd any financing agency or
authority.

Reconsideration of the long-term or the annual economic
program in view of current developments and the requirements
of practical application of the progranm.

Submission of recommendations to the council of ministers
pertaining to the need for issuing any law, regulation or
other measures considered mecessary by the JDB for furthering
the economic development inm the country or for the specific
implementation of the programs and objectives of the JDB.
Upon legislation of the state budget, which incorporates

the annual program of economic developmental projcts, the
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JDB shall directly start the follow-up of the implémenta-
tion of the approved projects which arecarried out by the
concerned ministries or departments,

In its early days, the JDB's policy comcerning project implemen—
tation was to entrust the execution of projects to the relevant ministry
if it contained the adequate set-up for this purpose while the JDB had
the right to supervise and review the execution of the project only.
However, in the case of projects of very significant importance whose
execution requires the establishment of a rew technical body which is not
in existence, or if a certain project requires the responsibility of more
than one ministry, the JDB can, by the terms of its constitution, under-
take the implementation of the project by estatlishing a specialized
implementation department within the JDB for this purpese. In cases
where such projects acquire a permanent nature, the JDB grants that
department autonomous powers to execute its functions or may attach it
to any of the concerned ministries. This procedure was followed 'in
various cases such as the East Ghor canal antharity, the Agricultural
Credit Corporation, the Central Water authority, the Regional Corporation
for the exploitation of the Jordan River waters and tributaries, the
Industrial Development Bank and the Municipal and Rural Loan Fund,

However, in recent years, with the preoccupation of JDB with
extensive research for long-term coordinated plamning, it became clear
that extensive implementation of project:_; by the JDB would divert it

from its main function of central planning activities. Consequently, the
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current Seven Year Program recommends that the JDB deal primarily with
research, planning and follow-up of implementation.

This analysis of the functions of the JDB reveals that the
government of Jordan realized the importance of centralized coordinated
long~term planning for the purposes of furthering the economic de velop—
ment of the country and has over the years increasingly entrusted this
respongibility to the JDB. Despite the fact that the JDB was reorganized
in 1957 to become the main agency responsible for designing and formula-
ting economic development policies and plans, as discussed in Section B
of this chapter, still the JDB did not produce any such comprehensive
plan earlier than 1962, which can be evidently named as the date of the
emergence of long-term economic planning in Jordan.

In 1962, the Five Year Program for the Economic Development of
Jordan for the years 1962-1967 was ratified after extensive specific
study and action projects in the JDB., The main objectives of the Five
Year Program were, in order of priority, an increase in the rate of
growth of GNP, a reduction in the existing unemployment level, and
thirdly, a cut in the chronic balance of trade deficit. This was the
first coordinated long-term economic program produced by the Jordamian
authorities. In 1962 and the beginning of 1963, some of the projects
approved in the Five Year Program were either implemented or underway.
However, in 1963, it became necessary to introduce into the program
substantial and significant changes of e.mphasis resulting from changes
in the economic setting which were not apparent when the Five Yea.r-

Program was under preparation. The main change in the setting was that
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whereas the assumption behind the Five Year Program was that the level of
budget support would continue to be forthcoming to Jordan at a steady
rate during the plan period, it was realized in 1963 that the level of
budget support, especially the bulk of it provided by the USA, was going
to decline over the years. This required a basic revision of the on-
going Five Year Program which meant that, in view of the uncertainty
concerning sources of finance, primary emphasis should be placed on
redressing the chronic foreign trade deficit substantially, even if this
could probably be achieved only at the expense of a slower rate of
econemic growth in general, compared to earlier years. The outcome of
this revision was that the Five Year Program was superseded by the Seven
Year Program for the Economic Development of Jordan 1964-1970 which
does not indicate that it abandoned the original Five Year Program but
it introduced a basic rearrangement of priorities in the goals of the
Program as well as in various projects, due to the change in the financial
resources available for the program.25
After the war with Israel in June 1967, the status of the Seven
Year Program became rather awkward. The existing uneasy situation with
the uncertainties that it involves about the future of the political and
economic status of Jordan poses several dilemmas concerning the Seven
Year Program. Under the present conditions of a possible new war and

the military occupation of a sizeable and economically important part

255pB, The Seven Year Program for Economic Development of
Jordan 1964-1970 (Jerusalem: Commercial Press, n.d.), p. 1.
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of the country, should the execution of the Program continue or should
it be structurally changed to meet the current conditions? The economic
setting im 1963, when the Program was prepared, was structurally different
from the situation today. Ia 1963, Jordan contemplated in its Seven
Tear Program a sizeable cut in the chronic trade deficit and the dependence
on foreign budgetary aid. This implied restraining the level of public
and private consumptionexpenditures including the defence expenditures
vhich were supposed to remain at the sane level throughout the plan
period. FHowever, in —view of the current situation, Jordan's economy
nay need to be geared more into a war economy which means that the
national resources of the country should be used to meet the defence
requirements as a first priority before economic development.

In August 1967, the government of Jordan discussed the awkward
position of the Seven Year Program and decided the fvzollmarix:lg:26
(i) continuation of the Seven Year Program in principle according to the
way it was legislated; (ii) implementation of that part of the plan which
can be executed in the East Bank area of Jordan; (iii) discontinuation
of that part of the plan vhich cannot be executed due to the present
conditions till further notification.

This brief discussion of economic planning in Jordan since 1962
reveals the important role which is now accorded to long-term economic

planning in the effort to solve the basic problems facing the Jordan

economy .

26
Jordan, Budget Department, "Assessment of the Economic and
and Financial Situation” (unpablished report, Amman, August 1967),
pp. 8~9. (In Arabic). Frivately secured from the Budget Department.
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Z. Budgetary structure and fiscal plamning:

Commenmsur ate with the growing importance of centralized economic
development plawming since 1962, there was a general realization that
significant changes in fiscal planning were greatly needed. With the
introduction of structural changes in the budgetary structure and process
since 1962, a conscious fiscal policy and its plannipg emerged in Jordan
for the first time, and today, the intention of the government of Jordan
is to try to solve its basic economic problems through proper fiscal
and economic plamning,

It was nentioned in the previous section that until 1962/63
budget and fiscal planning, in the semse of furthering the requirements
of economic planning, were almost entirely non-existent with the result
that the budge tary structure and process were based on extremely
chaotic and rudimentary methods which did not enable the use of the
budget as a guiding document to the economic developmental policy of the
gowvernment. In 1960, the Royal Fiscal Commission reported on the exist-
ing fiscal situition in Jordan and im Chapter 10 of the Report, it
recomuended the undertaking of fundamental changes in the existing
budget organization and practice in order to enable better fiscal and
economic planning; very similar recommendations were suggested in the
1.B.R.D. report on Jordan in 1957, Also, the Five Year Program for
Economic Develoment 1962-1967 obserwved in Chapter 20 that budget and
fiscal planning in Jordan left mmch to be desired. Moreover, the )
experience in the preparation of the 1962/63 budget, the first year of

implementing tme Fiwe Year Program, evidently revealed the need for an
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overhaul in the budgetary structure and fiscal planning. First, there
was 4 delay in the legislative approval of that budget for about six
weeks after the start of the fiscal year; second, it compared the new
estinates for the coming year only with amounts budgeted for the
previous year instead of year-end estimates of actual e xpenditures;
thirdly and most important, it was not clear how the 1962/63 budget was
going to meet the needs of the first year of the Five Year Program, which
reve &ls that there was no apparent incorporation of the Program in the
fiscal planning of that budget.

Therefore, with the start of the implementation of the Five Year
Program, it became clear that what was needed was a strong budget
authority, functioning under organized procedures, following an expertly
formullated fiscal policy and contacting the operating government minis-
tries amd departments more frequently than was hitherto done. The
existing archaic budget organization and procedure with the absence of
proper fiscal planning could not any more cope with the economic situation.
Ad justments to bring the budget into .or almost into balance at the last
minute are inevitable; that these adjustments should be big lump sums
and the subject of bargaining and give amd take around the ministerial
table, when the budget was debated, without a clear knowledge of the
possible effects of such actions on ecomomic development and the nature
of the government public services was seriously undesirable.?’ Any

ad justme nts should be intelligently made within the frame of reference

Mpotter and Taylor, op.cit., p. 1.
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of set pricrities and operating programs, if the objective is to use
the available revenues in the best manner possible.

Some of the features of the budget practice until 1962 were
quite satisfactory. Noticeable among these were that the budget was
quite inclusive; another point was the generalized character of consti-
tutional provisions, basing most organizational and process matters by
means of regulation. The problems with the budget and fiscal functions
were created far less from the legal set-up than from the practices
carried out in the same traditional manner. This became particularly
true at a time like 1962 when special emphasis was given to the objec~
tive of economic dewvelopment.

What was needed in 1962 was that the responsible authorities
should be convinced that the budget is primarily a planning tool, which
can, with proper fiscal planning, bring into an integrated whole the
correct allocation between private and public uses of the nationmal income
and the desired allocation among various projects and services on which
the government decides to spenmd its share of natiomal income. Fiscal
planning should reflect well-studied decisions as to priorities, taking
into consideration the experience and objectives of the ncerned
ministries and departments, but making the final choices between the
various claims upon available resources, all of which claims may probably
be quite justifiable. When these were realized to be the proper functions
of budget and fiscal planning, setting guidelines for improvement became
relatively clear and the following were the main guidelines for improve-

ment as visualized in 1962.28

281bido » pp . 1"‘4 .
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a. Need for a strong budget department:- The budget and

fiscal planning functions should be the responsibility of a department
that is strong because of its technical and specialized competence and
because it represents the whole government and not only part of it.

Until 1962/63 the ministry of finance formul ated the budget in accordance
with the general and vague contours of the policy of the council of
ministers. The need in 1962 was for a budget department which will have
its say in formulating fiscal policy and therefore it should be made up
of a group of research-minded, analytical and competent people who
deserve the very important job of fiscal planning. Strengthening a
budget department in this way implies that last minute adjustments in

the process of budget-making can be rationally weighed in terms of

given priorities, and the likelihood that these adjustments will "... drop
to the level of political or bureaucratic compromise to keep everyone
happy" will be r-t.-.cluced.29 A strong budget department allocates resources
in accordance with a certain planned program rather than "... upon the
bisis of allocations of last year or the year before, or the prestige

of particular officials'!3° as was the case at that time.

b. Need for administrative control:- Funds allocated to

projects which on paper sound highly important might be greatly wasted if
the level of administration in the concerned ministry or department is

low. Part of the duty of an effective budget department must be the

29Ihid., pP. 2,

3071414,
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improvement of administration in the ministries and departments by
paying close attention to the administrative performance in these places.
Such a procedure can minimize the waste of funds through administrative
inefficiency.

c. MNeed for budget officials:~ Following from (b) above,

there was a need for appointing budget officials im the various govern-
ment ministries and departments. Each budget official should be consi-
dered a member of the ministry or department to which he is appointed
and not in the budget department, and his duties should not only be the
preparation of the budget submissions of his ministry or department but
he should also be the continuing contact between the ministry or depart-
ment and the budget department for discussions on program and fiscal
planning as well as administrative reforms. This official could also be
the link with the JDB because of the significant overlapping between
development and fiscal plamming. Such a liaison could prove to be
effective for both the budget department and the various government
departments in the sense of strengthening program and fiscal planning

as well as introducing various administrative improvements. Far too
little attention was paid to such basic requirements for the proper
fiscal functioning in the phase prior to 1962/63 which resulted in the
above mentioned superficial preparation of the budget that took a rela-
tively very short time of the year's work. However, an effective
assessment of projects and their administration should be a full-time
job in most ministries and departments.

d. Need for coordinating development and fiscal planning:- As

mentioned above, the mreparation of the Five Year Program for Economic
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Development introduced new requirements from the budget function. Up

to 1962, conscious fiscal policy formulated for the execution of

certain objectives was lacking in Jordan as development planﬁlng on a
comprehensive coordinated level was also absent. However, with the
beginning of long-term planning in Jordan, it bacame essential to
integrate the program into the annual state budget in a compiehensive
manner. This requires a general policy determination by the council

of ministers before the budget preparation begins, which establishes

the priority position for the development program in the allocation of
available limited resources. Up to 1962, neither the council of ministers
no any other official group set the main outline of budget policy for
the coming year, in the light of which the various ministries and
departments should prepare their budget submissions. The absence of such
an annual statement on budget policy by the council of ministers up to
1962 is yet another indication of the lack of conscious fiscal policy
and planning during that phase. Therefore, ane ssential guideline for
improvement after 1962 was setting the budget policy by an official
statement which should include the degree of budget balance contemplated
and reasons for that (and how a planned deficit will be covered), the
areas that should receive emphasis in the budget and other such instruc-
tions "... which may influence departmental submissions and thus reduce
the need for bargaining in the later stages of budget-making."n

Jordan has invested heavily in the JDB and the preparation of

1
3 Ibid‘, p. 2.
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the Five Year Program and it was felt that this investment should be
used to the fullest possible extent. Therefore, what was required was

a close working relationship between the JDB and the various ministries
as to projects to be incorporated in the annual budget submissions.
Another close link needed was between the JDB and the budget department
when the latter is weighing the relative merits of the projects in these
submissions. In short, what was required was a close cooperation between
a proposed budget department, the JDB and the concerned ministries in the
fiscal plamming preceding the final stage of budget-making. Such a
close cooperation in the process of fiscal planning was lacking in the
phase up to 1962 which implied that the situation was not likely to
improve without a clear break with past practices and the introduction
of new ones,

e. Need for research and analysis:- Up to 1962, little research
study or analysis went into the budget preparation as was discussed in
section B above. Therefore, a major guideline for a new system in 1962
required the introduction of continuous research and analytical activities
in the process of fiscal planning in the budget department:as well as in
the JDB and the government ministries. This again implied the need for
a fresh start in fiscal planning.

In view of the realized need for structural changes in the
budgetary structure and fiscal planning, and taking into consideration
the guidelines for improvement mentioned above, the government of Jordan

enacted the "General Budget Organization Law No. 39 for the year 1%2."32

320fficial Cazette, (No. 1645; October 16, 1962). A statement of
this law is given in Appendix I.
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With the coming into effect of this law on October 16, 1962, a totally
new budget system and process were introduced by the government of
Jordan which inevitably affected the whole range of fiscal planning and
policy in Jordan. It can be stated that the introduction of this law
marks the beginning of conscious fiscal policy in Jordan, a feature
which has been progressing ever since.

The Law recognized the need for a qualified government agency to
be responsible for fiscal and budget policy, budget formulation and
budget execution on a full-time basis. Consequently, a permanent budget
department, with its director reporting to the ministry of finance was
established and staffed with qualified persommel. Article 4 of the Law
requires that an advisory board be set up including the minister of
finance, minister of national economy, governor o the Central Bank,
head of the audit bureau, and vice president of the JDB, This advisory
board is asked to assist the budget department in the generil formul a-
tion of budget policy by rendering its recommendations concerning
revenues, expenditures, fees and tax estimates. The Law entrusts the
budget department with various specific powers and functioms as appears
from Appendix I. Significant among these is the responsibility of the
budget department in allocating the necessary funds among wvarious
categories of projects according to the general economic and fiscal
policies which should be determined by the council of ministers. The
budget department, in cooperation with .the Civil Service Commission is
requested to investigate and analyze the administration of programs in

the various government departments and ministries in order to further
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their administrative improvements. The budget department is also
required to prepare an annual budget calendar stating the deadlines for
submissions of the budget policy documents, budget estimates and other
necessary material in order to ensure that the general budget will be
approved by the beginning of the fiscal year.

Article 6 of the Law calls for the assignment of budget officers
of a class one rank, in the various govermment departments and ministries,
vwho will serve as a link between their respective departments or minis-
tries and the budget department concerning all matters connected with
their department's or ministry's budget. The Law includes as well various
other articles connected with the budget format and contents as appears
from Appendix I.

Since the coming into effect of this Law, six government budgets
for the years 1963/64 to 1968 have been prepared based on its provisions.
During these six years, the budget department has established itself as
a significant and integral part of Jordam's economic and fiscal planning
set-up and has ushered in a new phase where coordimation of economic
budget and fiscal policies are paramount. The budget documents formul a-
ted since 1963/64 contain major improvements over the budget laws
formulated previously. Other significant improvements in fiscal and
budget planning that preceded the final formulation of the budget lavs
are also revealed when compared with the past fiscal and budget planning,
if any was in existence. Among the main improvements in fiscal and
budget planning as well as the budget laws themselves are:

(a) The budgets of the various ministries and departments were
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presented in terms of their functional programs, a significant change
compared to the pre-1962 practice of budgeting which was thought of
mainly in terms of finance -~ i.e. providing funds and distributing them
among groups of expenditures according to their source of revenues. On
the other hand, the functional classification presents, on the expendi-
ture side, the broad programs which the government is executing in
terms of the economic and social interests which are provided. Moreover,
since 1963/64, the budget laws used the same objects of expenditures
classification in a uniform manner throughout all the chapters and their
programs. Also, the more accurate terms of "recurring expenditures"
which refer to all the regular government's operating expenses and
"developmental expenditures" including either major capital acquisitioms
or capital developmental expenditures were used in each chapter and
besides appearing by items, they were also classified by the functional
program in which these items will be included."33
(b) The budget laws prepared according to the provision of Law
No. 39 of 1962 included also other substantial changes in the budget
format and presentation. First, the budget laws compared actual
revenues and expenditures for the past year with a reestimate of
expenditures for the current year and the estimates for the coming budget
year. Another new feature introduced in the budget law p esentation was
the incorporation of a budget message at the beginning of the budget

document which states the basic objectives of the economy in light of

33Potter, op.cit., P. 2.
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which the budget was formulated, any new procedures followed in the

fiscal and budget planning of the budget document, and a general review
of the economic and fiscal conditions in the country. This incorporation
of a budget message in the budget documents since 1963/64 reveals an
important improvement over previous budgets in the sense of incorpora-
ting the main guidelines for fiscal policy in the amnual budget law.
Unlike previous practices, the budget laws since 1963/64 included a
number of additional general summary financial tables on revenues and
expenditures as well as financial statements of short and long-term
external idebtedness of the government.

(c) In November 1963, a valuable fiscal planning practice was
started wherein representatives from the Budget Department and the JDB
worked together on an informational and policy paper entitled 'the 1964/65
Budget Situation', which contained economic and fiscal analyses as well
as various recommendations. This paper was intended as a background to
the 1964/65 budget preparation and to guide the Prime Minister in
framing budget policy which should be formally presented btefore the
final process of budget-making starts. Since Nobember 1963, this
practice of preparing an assessment of the economic and fiscal aituatioh
was continued with additional important government agencies joining in
its preparation such as representatives from the Central Bank, the
ministry of national economy, and the audit bureau. This practice is of
considerable value and, although not yet institutionalized, it will pos-
sibly be included in any revision of the General Budget organization Law

of 1962 .34

34

Gordon Potter, A Five Year Plan of Budget and Planning Improve-
ment (Amman; December 1966), p. 6 (Typescript).
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As for the budget policy letter to be presented by the Prime
Minister before budget-making for the coming year begins, this was first
introduced by Decree No. 88 of November 20, 1962 .35 This particular
decree may be looked at as a turning point in the development of fiscal
policy and its planning in Jordan. The decree stresses the creation of
the new budget department which involves a totally new approach to
fiscal and budget planning starting with the 1963/64 budget and the
annulment of the previous fiscal and budget planning practices. This
decree also emphasizes that Jordan's fiscal policy requires the formula-
tion of "a balanced budget" in order to sustain fiscal and monetary
stability in the economy. rAs for economic development, the Prime
Minister's budget policy letter explained the responsibility of the new
budget department in integrating the long-term ecomomic development policy,
as expressed in the Five Year Program at that time, within the annual
budgets. This requires a stress on the role of the various ministries
and departments in the proper preparation of their budget request
submissions to the budget department. Reference is made, in this decree,
to the adoption by the government of the recommendations of the Report
of the Royal Fiscal Commission of 1960 in order to introduce improve-
ments to the fiscal system and planning in Jordam.

This practice of presenting the Prime Minister's budget policy
letter before the formulation of the budget law is now a significant

practice in the process of fiscal planning in Jordaa.

35n0fficial Decree No. 88 of 1962" (Amman, November 1962). (In
Arabic). Privately secured from the Budget Department.
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(d) The most important and significant improvements which
introduced proper fiscal planning in Jordan were comnected with the final
preparation and execution of the Budget. This is a complex process that
requires wide preparation by all the government agencies, which should
be coordinated if the basic objectives of the governmental programs
are to be met. The budget encompasses the national plan which cuts
across all ministries and departments in an effort to tie all plans and
projects together in a comprehensive manner. Elements of discipline
and control are greatly needed if a unified plan is to be prepared and
executed.

Since the General Budget Organization Law of 1962, Jordan's
government has been combining middle and long-term economic planning
with short-—term budget planning by means of coordimated action among the
budget department, JDB, the Central Bank, the ministry of national economy
and the audit bureau. The JDB, as discussed earlier in this chapter, is
basically responsible for long and middle range economic planning as
well as annual implementation planning in cooperation with the budget
department for each fiscal year. The Central Bank's responsibility is
to maintain a stable national currency and safeguard the economy from
uncontrolled inflationary tendencies. The budget department is responsible
for annual fiscal planning of all government operations, for assessment
and coordination of the government's regular operating expenditures and
for ascertaining the achievement of the government's objectives. The
ministry of national e conomy has, among its duties, the responsibility of

encouraging the industrial development in the country, and part of the
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audit bureau's duty is to insure that the various government agencies
are working in the most efficient way possible in order to achieve the
government's main objectives. These wvarious ministries and departments
jrepare the main lines of fiscal policy fornmlation by the government.
In the coming years, Jordan being in the process of executing a Seven
Year Program, it is expected that the JDB's developmental projects will
be given the highest priority in the allocation of available financial
sources. However, this should not be carried too far at the expense
of needed expenditures in other field.s.36

(e) An important additional improvement connected with budget
reform was the installation of an obligation accounting system in the
ministry of finance since 1963 which enables the accounting division of
the ministry to close the accounts of the government on an obligation
basis within two to three months after the end of the fiscal year which
required a much longer period of time in the past. Another reform was
an improved ledger accounting system operating in the accounting and
treasury divisions of the ministry of fimance which resulted in more timely
and accurate fiscal reports of the cash balances and accounts compared

to past Jrears.37

I. Conclusion

A comparison between sections B and C of this chapter reveals

the structural changes that took place in economic planning and fiscal

}(’Potter, "The Budgeting Process in the Gowermment of Jordan",
op.cit., pp. 3-4.

1bid., p. 7.
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policy in Jordan since 1962. Thus while up to 1962 <entralized and
integrated economic planning was non-existent and budgeting was consi-
dered primarily a financial plan emphasizing only the control of ex-
penditures, the picture changed structurally since then. Developments
since 1962 led to an understanding of the economic implications of the
budget and emphasized fiscal planning as a major ecomdmic planning
instrument. Fiscal and budget planning received their due attention as
a means for regulating the volume of government expemditures and taxa-
tion in order to achieve certain developmental objectives and at the
same time safeguarding the economy from threats of imflation or
economic recession. Therefore, since 1962 there began in Jordan a

wave of interest in fiscal planning and in the use of the budget as a
work program that relates costs to performance. The first clear outcome
of this recognition of the role of fiscal policy im economic planning
was embodied in the Seven Year Program for Economic IDevelopment
1964-1970, whose fiscal program forms by far the most crucial part of

the plan.



CHAPTER V

FISCAL IMPLICATIONS OF THE SEVEN YEAR FROGRAM FOR
ECONOMIC DEVELOPMENT 194-1970

A. Aim, goals and assumptions

The Seven Year Program was prepared through close cooperation
between different government ministries, departments and authorities as
well as the JDB whose main responsibility is the preparation of long-
term coordinated economic planning. The Jordanian govermument prepared
the Seven Year Program for Economic Development 1964-1970, with the
main objective of enhancing the economic development and attaining a
large degree of financial and economic independence. The Program aims
at investing JD 275 million, 47% of which is expected to be undertaken
by the private sector while the rest should be invested by the public
sector, in order to increase GNP from JD 137 million im 1963 to JD 226
million in 1970, that is at an average anmual rate of increase of 7.3
percent. At the same time, the balance of payments deficit is expected
to decline by 43 percent during the plan period. The goals of the plan
in order of priority are:1

(a) A major cut in the chronic balance of trade deficit and

... such reduction on dependence upon budget support as Jordan may be

able to sustain."

1.!I!B The Seven Year Program for Economic Develo
of Jordan 1964—1970 (Jerusalem: Comnercn_l Press, n.d. 5, Pe 5.

Ibid.
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(b) An increase in the per capita income level at as fast a
rate as Possible compatible with the first goal in (a).

(¢) A large reduction in the unemployment level.

This order of priority of goals differs from that of the previous
Five Year Program that was superseced by the Seven Year Program. The
order of priority of goals in the former were income, employment and
lastly the balance of trade deficit. The basic assumptions behind the
Seven Year Program also differ from those behind the Five Year Program
because the economic setting has changed rather immediately after the
preparation of the Five Year Program, which was the main reason for the
preparation of the new Seven Year Program. The main assumptions behind
the latter Program are:3

(a) "If all goes well, and with great effort, Jordan may be
able to sustain a reduction in foreign budgetary aid from JD 14 million
in 1963/64 to JD 11,0 million in 1967/68 and to JD 6.0 million in
1!5"?0/71.“4 In case the foreign budgetary assistance forthcoming from
the USA and the UK declines below this level, Jordam will have to
negotiate with these or other countries for securing the additional
needed amounts.

(b) Development loans will be secured at a large magnitude
during the Plan period, increasing proportionately more than develop-
mental grants. It is contemplated that a JD 100.4 million will be

borrowed abroad by the government over the Plan period. About JD 22

3Ibid., pp. 6-7.

4‘[bid', p. 6 -
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million of this is set for net reloaning by the central government to
the municipalities and the private sector. :

(c) Development grants and Public an}ggvenues will o ntinue
forthcoming at a stable rate throughout the period.5

(d) Public Law 480 grants of commodities in surplus in the
USA will go on covering a large part of the deficits which Jordan may
have in wheat and grains alnd possibly in other commodities during the
Plan period.

(e) Prices of domestic goods, exports and imports are assumed
constant during the period.

(f) UNRWA operations will be continued over the Plan period
at their magnitude and cost of 1963.

(g) Remittances from Jordanians working abroad, as well as
other transfers to households are expected to rise from about JD 9
million in 1963 to JD 10 million in 1970.

(h) Internal and external political stability is assumed over
the Plan period.

The basic difference in the assumptions behind the Five Year
Program and the Seven Year Program is that, contrary to the latter, the

Five Year Program assumes that foreign aid will increase in amount over

the Plan period.

B. Implications of the Goals of the Seven Year Program _

As a result of its political and economic background since its

Spublic Law 480 revenues are the proceeds of sales of wheat,
flour and other foodstuffs received from the USA under the terms of

this Public Law.
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origin as a Kingdom in 1951, Jordan has an economic system which is
structurally distorted and unbalanced, characterized mainly by a chronic
and a sizeable balance of trade deficit which resul ted in a situation
where foreign current budgetary support accounts for a large portion of
total current revenues. In order to solve the basic structural problems
of the economy, and in view of the understanding that the relatively
large amount of U.S. budgetary aid will decline steadily over the Flan
period, as agreed upon between the USA and the Jordanian governments in
1963, the JDB, in conjunction with the various government agencies
prepared the Seven Year Program. The first priority of this Program
is directed at the attempt to alleviate greatly the balance of trade
deficit in order to guide Jordan as quickly as possible towards financial
and economic self-sufficiency whi:;;/;ormidable job that entails great
sacrifices by Jordanians and that requires responsible and competent
work especially by those responsible for the execution of the fiscal
program of the Plan, on which the success of the plan greatly depends.
The implications of the Seven Year Program goals are that the
decline in foreign budget support and the cut in the balance of trade
deficit will take place against a background of a moderately rising
average standard of living, a less rapid increase im government and
private current expenditures than that before the plan, and an increase
in the share of gross investment in GNP, The program aims at creating
certain conditions in the economy which will make it possible to secure
domestically a large part of government revenues, that should supplant

in part the drop in the foreign budget support so as to maintain government
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expenditures at an appropriate level. Thus, over the Plan period,
private consumption is expected to increase by 32 percent at an annual
rate of growth of 4 percent. This implies that the average standard of
living will increase by only 1 percent anmually taking into considera-
tion the annual population rate of growth which is about 3 percent.

Comparatively, in the pre-plan period, private consumption
expenditure was increasing at an annual average rate of 7.5 percent.
Government consumption expenditures (recurring expenditures) are assumed
to increase by 23 percent during the Flan period implying an annual
average rate of growth of 3.2 percent compared to an annual rate of
increase of 5.4 percent in the pre-plan period. Taking total consumption
expenditures as a whole, their amnual rate of increase is set at 3.8
percent compared to 7 percent in the mre-plan period.7 These relatively
lower annual growth rates of consumption expenditure envisaged for the
Plan period portray the extent of the great sacrifices that Jordanians
have to offer for the success of the Program,

As for gross investment, its share in GNP is expected to be
18.7 percent in the final year of the Plan as compared to an annual
average growth rate of 13.7 percent in the pre-plan period and 13.6 percent

8
in the base year of 1964. Over the plan period, it is expected that

by.N. Economic and Social Office in Beirut, "An Analysis of
Development Plans in Various Countries in the Middle East," Studies

on Selected Development Problems in Various Countries in the Middle

East (New York, 1967), p. 8.

"Ipid., pp. 7-8.

81bid., p. 4.
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foreign budget support will decline from a level of JD 14 million in
1963 to JD 6 million in 1970 implying an annual rate of decline of
11.5 percent compared to a rate of decline of 7.5 percent in the pre-
plan years of 1961-1963. The balance of trade deficit is expected to
decline by 43 percent over the Plan period, although between the pre-
plan years 1961 and 1963, ther balance of trade deficit has increased
by 38 percent. During the Plan period, imports of goods and services
are allowed to grow at an annual rate of 4.5 percent only while exports
are expected to increase at an annual rate of growth of 16.5 percent.
These growth rates are different from those in the pre-plan period
where imports were increasing at an annual growth rate of 6 percent
and exports at 14.5 percent‘..9 To achieve these requirements, GNP must
increase by 64 percent over the plan period, an average annual rate of
7.3 percent.

If the main objective of development envisaged by the Seven
Year Program was merely one of achieving a 7.3 percent annual average
increase in GNP it would not be extra difficult to achieve. Data on
the pre-plan period shows that the average annual rate of growth of
GNP was at 10.3 percent which means that a slower rate of growth is
envisaged for the plan period in order to concentrate on solving the
more important goals of alleviating greatly the balance of trade deficit
and decreasing the dependence of the economy on foreign budget support.

Unfortunately, the most important objective of the Program is not only

9Net factor income from abroad is not included.
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the growth of GNP at 7.3 percent a year but that this growth rate must

occur while total domestic expenditure (including private and government
consumption expenditure as well as total gross capital formation) is

not permitted to grow at more than 5 percent annually. It is a known
fact that the growth of GNP does not occur independently of the growth
of domestic expenditure. It is the latter that ",.. sets the pmttern
of final demands in the economy and thus determines both local produc-
tion and imports."lo Therefore, if no change occurs in the pattern of
final demand, a restriction of the growth rate of domestic expenditures
to 5 percent a year, in order to achieve the goals of the Program, would
necessarily limit local production and imports to an annual growth rate
of 5 percent. This excludes the growth rate of exports' production
whose limitation depends primarily upon the growth rate of the external
demand for exports. If Jordan is keen on reducing its balance of trade
deficit, it should aim at increasing domestic production of either import
substitutes or else of goods and services that are likely to increase
the value of exports. To fulfil these requirements, doméstic trade

and services, which depend entirely on the growth of domestic demand,
must not grow at more than 5 percent annually, while the extra growth
required to bring about the overall annual rate of increase of GNP up
to 7.3 percent must be concentrated in such sectors as mining, manufac-

turing, agriculture and that part of the services sector that caters to

10g,s. Porter, The Economic Implications of Balancing the
Jordan Current Budget (Beirut; Pllddle East Development Division, March
1963), p. 2. (Typescript).




- 148 -

the tourist trade. These sectors have potentialities of either enhancing
the value of exports or of reducing the growth of imports by producing
import substitutes. The annual grow&h in these sectors should be
considerably higher than 7.3 percent so that when it is coupled with the
5 percent annual growth of domestic expenditures, the overall annual
growth of GNP will be around 7.3 percent.11

The above analysis indicates that to achieve the main goals of
the Seven Year Program, namely reducing the balance of trade deficit and
the amount of foreign budget support,entails two problems: (i) a produc-
tion problem that requires the concentration of the bulk of government
development expenditures on relatively few sectors; (ii) a fiscal
problem that arises from the planned discrepancy between & 5% ammual
rate of increase of domestic expenditure and a growth rate of GNP of
7.3 percent. Such a discrepancy requires the implementation of a well-
integrated fiscal policy that aims at restraining domestic expenditures
to the required rate of growth and channelling the needed resources from
consumption and capital expenditures deemed unnecessary for the purposes
of the development program into expenditures that are essential for its
success. In what follows, the main highlights of the production and

fiscal problems will be analyzed.

C. [The production problem

The rapid growth of the economy under the effect of ample

amounts of foreign aid partly explains the high proportion of imports in

Urpid., p. 2-3.
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the total amount of goods and services used in the economy and which
averaged about a third between 1959 and 1963. Any policy designed to
reduce the balance of trade deficit involves a reduction of this pro-
portion or else ",,. a quite impossible burden would be thrown on the
exporting sectors of the economy."l2

The British expert R.S. Porter examined the manner in which
imports were used in the Jordan economy for the year 1961 based upon a
detailed study of the various items in the customs statistics. Tables
24 and 25 contain the relevant statistical material needed for the dis-
cussion presented in summary form.l3 In examining the commodity import
content of final outlays, Porter divided total imports into two groups:
(i) direct imports which were not subjected to further processing and
which accounted for 68 percent of total imports and (ii) imports
needed by the various industrial sectors which absorbed 32 percent of
total imports. In 1961, almost one half of imports were used directly
for private consumption purposes. Table 24 shows that although 1961
was a good agricultural year, more than half the iumort%?tﬁgprivate
consumption were made up of either agricultural products or manufactured
foodstuffs. Table 25 indicates the import content of local production
of the main consuming industries. Although the figures are not very

accurate because of statistical difficulties, still a significant

121pid., p. 7

131bid. The detailed tables are included in the statistical
appendix of Porter's report, pp. 1=5. No preparation of a similar table
for a later year was attempted by the writer as it involves complicated
statistical processes and as 1961, the year covered by Porter is recent
enough.
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TABLE 24
IMPRTS GOING DIRECTLY TO PRIVATE CONSUMPTION
1961
Percent of

Item JD thousand total
Agricultural products 6,00 28.2
Manufactured foodstuffs 5,189 24 .4
Textiles and clothing 4,30 20.2
Chemicals and pharmaceuticals 1,719 8.1
All other 4.078 19.1
Total 21,290 100.0

Source: R.S. Porter, The Economic Implications of Balancing

the Jordan Current Budget (Beirut: Middle East Dewelopment Division,
March 1963), p. 9. (Typescript).

TABLE 25

IMPORTS ENTERING LOCAL PRODUCTION IN 1961
(In JD million)

Imports as % of total

Item Imports Total output output
Agriculture «52 27.19 1.9
Mining & quarrying «20 2.76 7.3
Manuf acturing 7.49 26.03 28.8

Food manufacturing 2.46 10.74 3.0
Beverages & tobacco .42 2.69 15.6
Textiles & clothing 1.14 2,97 38.4
Non-metallic minerals +21 2.23 9.4
Petroleum refinery 1.36 2.68 50.7
Other manufacturing 1.90 4.72 40.2
Electricity .06 1.09 5.5 :
Construction . 3.00 9.82 30.5
Trade, transport and
banking 1.93 41 .41 4.7

Source: R.S. Porter, The Economic Implications of Balancing the
Jordan Current Budget (Beirut: Middle East Deve lopment Division, March
3), P. 9. pescript ).
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feature revealed in this table is that whereas the import content of
agricultural production was less tham 2 percent in 1961, that of
manufacturing industry was almost 30 percent, ranging from 9 percent

to 51 perc:ent:.l4 These differences in the import content of the various
lines of productions must be taken into consideration when designing
development policy. Therefore, the policy which will make the maximum
contribution to alleviating the balance of trade deficit should not

only allocate the available funds on the basis of the relative returns

to capital but should also consider "... the import content of the output
when the capital has been imirf.es;ted.“l5 It follows that in view of
Jordan's limited indigenous raw materials which are needed for a substan-
tial manufacturing industry, a development policy designed to reduce
import requirements to a minimum must necessarily be based primarily

on agriculture .16 This qxplaim the central importance given to the
agricultural sector in the Seven Year Program. As about one half of
imports consumed by the private sector were either raw agricultural
products or manufactured foodstuffs, it is clear that the most important
group of import saving production lies in foodstuffs. Any significant
impact on the balance of trade deficit requires that such imports be

reduced over time which implies impressive increases in production.17

141pig., p. 10

lslbid., p. 11

16 1hid.

17 bid.
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Agricultural exports account for a very large percentage of
Jordan's total exports. This is another reason for stressing the
increase in agricultural production in order to alleviate the trade
deficit. In the export field, apart from agricultural products, Jordan
stresses the need for an increase in the exports of phosphates, potash
and services from tourism, all of which receive due emphasis in the
Seven Year Program. Other than calling for massive capital investments
in agriculture, the Program calls also for extensive agricul tural
research as well as for various incentives to encourage agricultural
production,

In conclusion it is clear that in order to reduce the trade
deficit significantly, the stress should be placed on investing the main
developmental funds in the agricultural sector as well as in mining.
Possibilities for import savimgs are not great in other sectors especially
in the manufacturing inudstries whose production entails a high import
content. The solution to the balance of trade deficit must start first
with the development of agriculture, followed by increased phosphates
exports, the development of the Potash industry and measures that will
increase earnings from tourism. The bulk of development investments
must be concentrated in these four lines, especially the first two and
care must be taken not to dissipate these funds on investments that will
not further the purposes of the development program and that will not

therefore contribute much to alleviating the balance of trade deficit.
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D. Fiscal Implications of the Seven Year Progran:

If the Program is successful in increasing GNP by 64 percent
during the Plan period, the trade deficit will not decline substantially
without a budgetary and fiscal policy directed toward achievipg this
alim.l8 The Seven Year Program states that its fiscal program is by far
the most important part of the whole Program and that if the revenues
and expenditures set in the Program are not accepted then the effect of
the Program in solving the basic problems of the economy will be very
small. The Program emphasizes the importamce of the fiscal program by
stating that:

Jordan would be derilict if it failed to make positive use of

its fiscal policy as the main force to join the public and

private sectors into a partnership to restructure its economy,
to move it towards self-sufficiency, towards less dependence

on exteiga.l budget support, and towards a high level of economic

growth.

The intention of the Seven Year Program is to channel future
economic progress ",,. more into investment and less into consumption
than in the past“zo in order to redress the trade deficit, reduce budget
support and promote growth. This requires a vigorous fiscal program
which is first summarized in the following six points as quoted from the
Seven Year Program and then analyzed in detail .21

(i) Consumer spending especially on imported luxuries is
prevented from growing as fast as it has in the past.

lalbid., b Ts

19;pB, opycit., p. 45.

201bid., pp. 48-49.

2l1bid., p. 49.
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(ii) Increased levels of private savings are channelled into
productive investments.

(iii) Government recurring expenditures, civilian, army and
security which are not related to implementing capital
projects, are permitted only slight growth, or, indeed
are curtailed.

(iv) Tax revenue expands to replace declining budget support
and pay for planned capital projects.

(v) Exports expand and imports hold steady, and the composi-
tion of imports shifts away from consumer to capital
items. (The plan of course, encourages the expansion
of local import-substituting industries).

(vi) Government borrowing and consequently government debt
increase to fill the gap between government revenue and
government capital and recurring expenditures.

The above, in a nutshell, is the austere fiscal program required
for the success of the Seven Year Program. As already mentioned, over
the Plan period GNP is expected to grow at a rate of 7.3 percent a year
while domestic expenditures are supposed to increase at a rate of 5 per-
cent annually. This disparity between the two rates requires careful
policy concerning private consumption expenditure, government current
expenditures and gross capital formation. The govermment can guide and
control its own capital and current expenditures directly, but in order
to control and direct private consumption and capital expenditures,
the government must rely on taxation policy in order to restrain private
expenditures at the required growth rate. Private consumption expendi-
tures account for a very high percentage of total consumption expenditures
(about 78 percent in 1963) and therefore restraining the rate of growth

of this category is of vital importance.zz

zzporter, OE-Cit-, p. 17.
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The fiscal problem of the Seven Year Program can be stated as
follows:~ the expected increase of 64 percent in GNP (7.3 percent annually)
during the Plan period resulting from the developmental effort is
expected to raise the incomes accruing from employment and property by
the same proportion, keeping the basic assumptions of the plan in mind.
Private savings are supposed to increase at a remarkably high rate of
45 percent annually over the Plan period (from a level of JD 2.7 million
in 1963 to a level of JD 37.5 million in 1970). If the balance of pay-
ments target is to be met, private consumption expenditure must not be
allowed to grow at more than a rate of 4 percent a year, a cumulative
increase of 32 percent over the Plan period,in order to divert resources
for the needed developmental activities. It will be very difficult to
keep the rate of growth of private consumption expenditure it 4 percent
as it implies a very moderate rise in the standard of living if the
3 percent annual rate of population growth is taken into consideration.
Therefore, it is of primary importance that the govermment must also
restrain its current expenditures and nt be tempted to use the extra
revenues, derived from restraining private consumption, for additional
government current expenditures which will only aggravate the trade
deficit. These extra revenues must replace, in part, the decline in
foreign budget support.

Having stated the highlights of the fiscal problem involved in
the execution of the Seven Year Program it is now necessary to analyze

the government's spending and tax programs.
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1. Spending program:

Tables F, G and H in the Statistical Appendix contain the
government's recurring and capital expenditures for the Plan period.
The government's spending program includes some spending on capital out of
budget funds over the Plan period although there exists great pressure
on these funds. This is done in order to prove to the lending and
granting agencies, that supply Jordan with either loans or grants, that
Jerdan is convinced that it wamts to develop despite the sacrifices
involved.23 As was mentioned earlier, it is expected that government
recurring expenditures will be restrained to an annual growth rate of
3.2 percent, a cumulative increase of 23 percent over the Plan period,
in order to mobilize resources for capital expenditures required by the
Seven Year Program and also to hold down the tax burden as much as
possible. The Seven Year Program states that:

It is imperative to restrain Army and Security expenditures, if

economic development is to be maximized. It is proposed to

maintain the level of expenditure on the military throughout

the period of the Plan. At the same time, it must be recog-

nized EE“ developments over this period may make this impracti-

cable.

One of the largest increases in government recurring expendi-
tures is on education which is greatly needed in light of the 1961
Census which revealed that only 56 percent of the children 6 to 14 years
of age were in school and that 45 percent of the population were under

15 years of age, a relatively young population that needs educational

235pB, op.cit., p. 50.
2%1pid., p. 22.
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services on a large scale, which investment is justified in view of its
long-run advantages.zs
The central government's capital spending calls for capital

projects of JD 8,3 million in 1964 which increase to JD 29.8 million in
1967 and then drop to a level of LD 15,3 nillion};Q'?O. Jordan's budget,
even with extensive foreign budget support is not expected to supply all
the needed funds for capital expansion from domestic sources, which in
fact will cover but a small part of the resources needed for the capital
expenditures. The plan depends partly on development grants from abroad
as well as government borrowing partly domestically but mainly inter-
nationally. The development grants of JD 35.6 million planned for all
the period are very important as they partly alleviate the pressure on

the budget and borrowing and also because they secure a part of the

foreign exchange required for capital projects.26

2. Tax program:

A good indication of the areas which can yield extra revenue
through increased taxation can be revealed from considering the structure
of the economy which will emerge if the development program is executed
on the lines analyzed above. The tax program that the Seven Year Program
calls for is "... both complex and cmnp::'ehensi\n:‘,nz‘7 It calls for increased

revenues from various existing taxes, new sources of revenue from the

231pi4,
201pid., p. 51

27 1pid.
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legislation of new taxes and the repealing of certain taxes with little
loss of revenue. The program also calls for various administrative
reforms and general consolidation of rates as on customs. It is stated
in the tax program that many of the required changes in taxation and
administration were well analyzed in the Report of the Royal Fiscal
Commission of 1960 and that these should be implemented as soon as
possible .28

The tax program of the plan is designed to raise enough
domestic revenues to finance part of the public investment projects of
the plan; it must also divert the excess income from the private sector
s0 as not to enable heavy consumer demand to bid away the limited scarce
resources required for the capital expenditure program in the private
sector. Regarding the distribution of the tax burden among the various
income groups, the Plan demands that it must be distributed in as
equitable a manner as possible. However, at the same time, the Plan
realizes that a ma e equitable distribution than the one already in
existence might not be attained, as the government, in its quest for
more revenues to finance the main targets of the Plan, must relegate
the more equitable distribution of the tax burden to a secondary place
in view of the more pressing needs for increasing revenues. The tax
program aims at reducing luxury consumption as much as feasible, en-
couraging foreign investments in Jordan, and "... discouraging productive

29
activity and investment as little as possible."

281pid.

291bid., p. 52.
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a. Direct taxes:- As was discussed in Chapter I1II, the most

important direct taxes in Jordan are the income tax, the urban property
tax and the agricultural land tax. Another tax is one imposed on
animals but it has yielded no significant revenue in recent years.
Taxes imposed on agricultural income are the agricultural land tax and
the animal tax, both of which have yielded relatiwely very insignificant
amounts of revenue during recent years and together have accounted for
0.6 percent of total domestic revenues in the fiscal year 1963/64.30
Moreover, whereas in 1963 income originating in the agricultural sector
amounted to about JD 22 million before provisions for depreeiation,31
the revenues obtained from those agricultural taxes were about JD 112,000
which meant that taxes falling on agricultural imcome amounted to about
0.5 percent.

If the Seven Year Program is successful im attaining its produc-
tion targets, then the incomes accruing to the agricultural sector will
witness major increases. Therefore, any well-studied fiscal policy
must obtain some of this increase in the form of taxation, and it is
believed that even a very moderate increase in agricultural taxes
imposed on agriculture could secure relatively sizeable sums of money.
However, in designing any increases in agricultural taxation, c are must
be taken not to discourage increases in agricultural production. It

seems that the problem can best be dealt with by first revising the

30gee Table D in the Statistical Appendix.

31Jordan, Department of Statistics, The National Accounts
1959-1965 (Amman, n.d.), p. 3.
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the existing land valuation system in order "... to spread the base

of the tax as broadly as possible."32 After that, increases in the
imposed tax rates in a very moderate manner would not allow any single
farmer to feel seriously burdened with taxes.

Jordan's tax system exempts from taxation income derived from
agriculture, cattle breeding and dairy farming. The Seven Year Program
recognizes that "the outright exemption of agricultural income and
agricultural land from taxation can no longer be justified given the
pressing revenue needs of the kingdom and rising agricul tural 1ncoma.“33
Moreover, the program calls for a special study and recommendations on
those exemptions to be carried out with the possibility of replacing
these exemptions by tax deductions in the form of incentives for
increasing expenditures on improving and maintaining agricultural
productivity.

Concerning the urban lands and buildings tax, the Seven Year
Program is keen on replacing the present Landlords and Tenants Law by
a new legislation that would secure from this tax a greater amount of
revenue than has hitherto been the case. To do this, "... the annual
rental assessed for the purpose of rent control should vary in accordance
with its use'.'34 The present valuations are far too low and extensive
and careful revision of these, especially the more highly valued lands

and buildings, could substantially raise revenues from this source without

excessive hardship.

32pPorter, opscit., p. 22.

33JDB, locgycit.

341bid.
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The remaining important direct tax is the income tax which has
yielded about 6.8 percent of total domestic revenues in 1963/64 compared
to 2.3 percent yielded by the urban property tax. The Seven Year Program
is interested in introducing significant changes into the income tax
law by means of which an increasing amount of revenue canbe secured for
the central government, especially in view of the Program's requirements
for restraining private consumption expenditures at a rate well below
that of the expected amnual increase in GNP, The Program demands the
imposition of income tax Law No. 25 of 1964 and requires that its base
should include not only income mentioned in Article (5) of the Law but
also incomes originating from agriculture, animal husbandry, company
shares and dividends, capital gains and investment from abroad, all of
which are exempted by the provisions of Law No. 25. This Law, compared
to its predecessor,is expected to increase the rates imposed on higher
income brackets, reduce the possibility of evasion and levy a profit
tax on corporations without granting the right for a set—off .35

In view of the necessity to reduce to a minimum all unnecessary
consumption expenditures, the Program is keen on introducing a tax on
luxuries. This tax must be imposed on all luxury goods whether imported
or domestically produced. It is not expected that such a tax will be an
important revenue producer as it is primarily designed to restrain
luxury consumption and luxury imports.

It should be recognized that reforms in direct taxation -

necessarily take time to come into force and consequently it will not

351pid.
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be wise to depend on a tremendous increase in this source of taxation
during the Plan period. The Seven Year Program maintains that direct
taxes, mainly from income and property taxes, must produce more than two
times their revenue of 1963.36 Some of this increase is expected to be
secured automatically with the expected growth in incomes but the greater
part of this revenue will be forthcoming only if better collections and
higher rates are imposed. In view of this, the Program calls for the
adoption of a very firm policy for tax collections and accordingly
demands the enacting of a new law for revenue collections to replace the
inefficient Law No. 6 for 1952 for Levying Government Revenues. The new
law should make revenue collections the responsibility of the ministry
of finance instead of dividing the job between this ministry and that of
the interior.37

b. Indirect taxes:- As a doubling of revenues from direct
taxes over the Plan period is regarded as the limit which the economy
can sustain without drastic effects on incentives, the rest of the needed
increase in taxation must be secured from indirect taxes. Revenues from
indirect taxes in Jordan depend heavily on customs and associated taxes
on imports. In 1963/64, revenues from customs accounted for about
29 percent of total domestic revenues, by far the largest single contri-
bution to domestic revenues. However, it is clear that the Program's

policy aimed at import substitution as well as a general restraint on

31bid., p, 23.

371bid., p. 53.
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the growth of imports during the plan would have adverse effects on
revenue collected from customs duties. To a very limited extent, part
of this loss in revenue could be overcome by imposing higher duties.
However, it is a recognized fact that, from a revenue point of view,
higher duties can be effective in securing more revenues only if imposed
on articles consumed on a maés level, such as food, clothing and textiles
which implies rising prices for the poor classes except if the government
undertakes a price control policy to ensure that not all of this increase
is paid by the consumers.38 Even if higher duties would raise some

extra revenues, still it will be very difficult, if not totally impossible,
to secure all the additional revenues required from this source.
Consequently, it is apparent that indirect taxes must be diversified in
order to reduce their great dependence on customs duties and impose
heavier taxes on domestically produced goods such as on tobacco, alcohol,
beverages, fuels as well as on various licenses such as import licenses,
trade licenses and road transport licenses. Although such taxes will
raise the prices of those items, these are not items that are consumed
on a mass scale and therefore the higher prices will not have adverse
effects on the poor. It is expected that such increases in taxes and
licenses will increase revenues substantially. New forms of indirect
taxes must also be introduced and the Seven Year Program calls for the
introduction of a sales tax in 1967 which although regressive in form

and will not help in producing a more equitable distribution of the tax

38Porter, op.cit., p. 24.
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burden, still is expected to provide part of the additional revenue
required by the Program in order to offset to some extent the decline
in foreign budget support.

The tax program of the plan calls for various other less
important proposals such as raising the rates on telephones and tele-
grams by a considerable amount; introducing an inheritance tax which
would add to the progressivity of direct taxes; increasing the rates on
salt tax for revenue purposes and the possibility of removing the tax
on bank checks.>”

The target of the whole tax program is to attempt to increase
the government's total domestic revenue from JD 19.4 million in 1963 to
JD 35.3 million in 1970, as appears in Table H in the Statistical
Appendix. This means a cumulative increase of 84 percent during the
Plan period and an annual rate of growth of 9 percent. As for direct
taxes as such, their cumulative increase over the period is expected to
be of a magnitude of 120 percent over the Plan period, an annual rate
of increase of 12 percent. The two most important categoreis of
indirect taxes, namely customs and excises are planned to grow at an
annual rate of growth of 8.5 percent implying a cumulative increase of
77 percent over the Plan period. All these expected increases are
intended to raise the share of total domestic revenues in GNP over the
Plan period to 16 percent in 1970 as compared to 14 percent in 1963.
Out of the planned increase of JD 15.9.million in total domestic .

revenues over the Plan period, JD 8 million is expected to offset the

39JDB, loc.cit.
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decline in the foreign budget support and the remainder is needed to
cover the increase in the recurring government expenditures. Therefore,
the tax program of the plan will not be able to finance, to any important
extent, the government-financed capital expenditures. Funds for the

latter expenditures must be secured from foreign loans and grants.

3. Government borrowing and debt management:

Over the Plan period, it is expected that government borrowings,
internal and external, will amount to about JD 105 million. The magni-
tude in total revenues that is most striking is the relatively large
amount of planned external borrowing of about JD 100 million over the
Plan period. This estimate is arrived at as a residual after allowing
for the expected amounts of foreign budget support and development
grants as well as domestic revenues. Internally, the program calls for
borrowings of JD 5 million over the Plan period.

Finally, a word must be mentioned about the role that the Central
Bank is expected to play in so far as fiscal policy is concerned. The
Seven Year Program states that monetary policy "... should complement
rather than supplant fiscal policy" in Jordan.?® The Central Bank is
expected to control the commercial banks operations and see that these
do not in any way hinder the economic developmental policies undertaken.
The Bank should also design certain policies which will provide credit
facilities to the various sectors in accordance with the targets of the

Seven Year Program. Moreover, moneta.rsr policy should initiate the

4Orvid., p. 337.
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development of a capital market in Jordan as well as encourage the

sale of government bonds to cooperatives, commercial banks, insurance
companies, savings and loans societies and the private sector at large.
This is in accordance with the fiscal program that envisages the sale
of government bonds over the Plan period. This is a new projected
financial development which reqmires joint work among the ministry of
finance, the Central Bank and the JDB. In short, the relationship
between fiscal and monetary policies and theif effects on the various
sectors of the economy should be clearly understood and should be under

41
periodic review and appraisal by the responsible authorities.

E. Conclusion

From the analysis of the basic goals and assumptions of the
Seven Year Program it is evident that the reduction in the balance of
payments deficit is the crucial requirement contingent upon the antici-
pated decline in foreign budgetary aid. To achieve the basic requirements
of the program involves two closely interrelated problems: (i) problems
connected with securing the planned increases in production which need
a proper production expenditures policy that will concentrate the bulk of
developmental expenditures on the relevant sectors of the economy in
order to attain the goals of the program; (ii) fiscal problems connected
with mobilizing revenues to be spent on the proper expenditures, and

restraining unnecessary expenditures by diverting these resources into

L1pid., pp. 339-340.
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the required channels. The Program requires a solution of these two
problems if the main objective of a cut in the trade deficit is to be
attained. In a way, fiscal policy can be regarded as the key to the
solution, because even without an increase in production, or a very
minor one, the undertaking of aggressive tax measures will help in
alleviating the trade deficit, while increases in production combined
with a negative or neutral fiscal policy will not contribute much to the
solution of the trade deficit.*?

In practice, things will not be as simple as this but the
principal methodology remains clear. If fiscal means can restrain
private consumption and direct resources into the required channels,
the balance of trade deficit will be out and the internal budgetary
problem will be greatly solved. Therefore, a great responsibility is
entrusted to the authorities that must bring about the required
increases in taxation rates to make sure that private consumption
expenditures do not increase at a rate faster than what is compatible

with reducing the trade deficit.

42l’m-t:er, op.cit., p. 4. -



CHAPTER VI

EVALUATION OF THE PLAN'S FISCAL POLICY AND
RECOMMENDATIONS FOR REFORM

A, Introduction

The analysis undertaken in Chapters III, IV and V leads to
several major conclusions concerning fiscal policy and economic develop-
ment in Jordan.

1. As in most developing countries, Jordan's domestic revenue
system depends heavily on indirect t axes with import duties accounting
for the main share in this group. On the other hand direct taxation
plays a relatively minor role.

2. The main characteristic of Jordan's budget is a large and
chronic deficit which has been continuously covered by foreign assistance
funds in the form of budgetary aid, development grants and loans, and
technical assistance. The volume of these funds has gradually declined
over recent years so that its share in total revwenues has dropped from
58 percent in 1959 to 45 percent in 1965 resulting from an absolute
decline in the level of budgetary aid, which has formed the main component
of the foreign assistance funds and whose share in total revenue has
dropped from 50 percent to 23 percent over the same period. Moreover,
foreign budgetary aid is expected to continue declining over the Séven
Year Plan period. In view of these facts, the possible contribution of the
Jordan budget towards the financing of the plan is limited, although it
is still expected to account for a relat.ively small share in the financing

of the investment program out of an anticipated budget surplus in the plan.
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3. Since 1962 Jordan became conscious of its need for coordina-
ted long-term and short-term economic and fiscal planmning in order to
tackle the structural problems facing the economy. Consequently, a new
budget department was established which became responsible for the prepa-
ration of the main guidelines for fiscal planning and the incorporation
of the government's main planned projects in the annual budget law. A
Seven Year Program for Economic Development was also initiated intent on
achieving several ambitious goals which were designed to solve largely
the structural problems of the economy.

4. The achievement of the main goals of the plan requires
primarily a fiscal policy that will mobilize sufficient additional domes-
tic revenue to supplant the expected decline in budget support without
hampering investment incentives and therefore absorb a good portion of
the expected increase in purchasing power caused by developmental acti-
vities, with possible favorable stabilizing and balance of trade effects.
At the same time, fiscal policy must try to divert resources from
expenditures deemed unnecessary for the achievement of the goals of the
plan to developmental purposes.

Section B of this chapter will attempt to evaluate the fiscal
policy proposed in the Seven Year Program and to analyze any major
achievements of its planned targets since 1964, the base year of the plan.
Section C will include an evaluation and recommendations for reform
concerning: (i) the fiscal and budgetary planning process since 1962;
(ii) the conflict between development and military expenditures, and

(iii) certain aspects of the main taxes.
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B. Evaluation of the fiscal program of the Seven Ysar Flan

The Seven Year Plan sets forth ambitious economic goals. The
successful achievement of these goals depends, to a large degree, upon
the private sector and its ability to grasp the new economic opportuni-
ties which are expected to result from the development process during the
Plan period. However, the achievement of the ambitious goals of the plan
depends primarily on the success of the government in implementing the
ambitious investment program which it designed for itself, and within
the time period set in the plan. The total investment program of
JD 274.8 million is to be shared between the public sector (JD 145.6
million) and the private sector (JD 129.2 million), Table 26 on the
sources of finance for development expenditures 1964-70 depicts various

characteristics that underlie the fiscal program of the Plan.

1. Deficit financing:

It is clear from this brief summary table that deficit financing
is not envisaged as a method of financing the development expenditures
of the plan. Such a conservative policy shows that the Jordanian
authorities are keen on maintaining the fiscal and monetary stability
that existed in Jordan till now. The fiscal program, seen from this
viewpoint, can be judged as one which is well designed to avoid any
inflationary pressures that could possibly ensue if deficit financing

were to be adopted as a major method of financing the Plan.

2. Foreign aid:

Table 26 reveals that about 49 percent of the required funds for
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TABLE 26

SOURCES OF FINANCE FOR DEVELOPMENT EXPENDITURES
1964-1970
(In JD million)

Public Private % of
Source of finance sector® gector Total total
Borrowing from abroad 78.1 22.3°  100.4 36
Development grants and
technical assistance 35.6 - 35.6 13
Surplus of government
revenue over current
expenditures® 26.8 - 26 .8 10
Sale of government bonds 5.l - 5.1 2
From private savings - 106.9 106.9 39
Total 145.6 129.2 274.8 100

Source: FAO, FAO Mediterranean Development Project: Jordan
Country Report (Rome, 1967), p. 205.

aIncluding the central government, JDB, Jordan River tributa-
ries Regional Corporation and the local givernment.

bIncluc:ling JD 17.5 million borrowed by the government and
reloaned to the private sector.

®Including budget support grants and drawings on reserves
amounting JD 3.5 million.

the financing of the plan's inwestment program are expected to come from
foreign aid in the form of loans (JD 100.4 million), as well as develop-
ment grants and technical assistance (JD 35.6 million). The impartance
of foreign aid as an indispensable source of financing development
expenditures is such that "the date of tlzhe implementation of the larger

investment projects of the Seven Year Plan depends primarily in fact, on
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the availability of foreign loans and development grants.“l Moreover,
any revisions introduced to the plamed projects that might cause an
upward movement in their costs are likely to increase the foreign exchange
needed and will ultimately increase "... the dependence on foreign aid
as a source of fin«a.nce."2

The magnitude of foreigm aid in the total resources needed for
development expenditures is obviously quite high especially that of
foreign borrowings which accounts for 36 percent of the total. The high
dependence on foreign borrowings introduces an element of vulnerability
to the fiscal program of the development plan. The planned amount of
JD 100.4 million of borrowings abroad is obviously large in view of the
present commitments of about JD 50 million by international agencies and
foreign gover-mnenta.3 Therefore it will not be surprising if a short-—
fall in external borrowings occurs which implies the need for a greater
effort at exacting domestic revenues, or additional foreign grants, if
the expenditure targets of the plan are to be met. The implications
of this expected increase in external borrowings over the plan period
are: (i) to be able to repay such foreign borrowings in the future,
Jordan should secure the needed foreign exchange for repayments;.a fact
which places great emphasis on the need to alleviate the chronic balance

of trade deficit; (ii) in view of the expected increase in Jordan's long-

lFAD, FAQ Mediterranean Development Project: Jordan, Countr
Report (Rome, 1967), p. 208.

2Tbid.

33ee Table E in the Statistical Appendix.
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term obligations, it is imperative that a large amount of foreign exchange
reserves should be set aside to safeguard the economy against any inability
to secure foreign exchange. This implies that not only should Jordan
increase its earnings of foreign exchange but it should also increase its
foreign reserves to meet any unfavorable situation;4 (iii) the fact that
the bulk of the debt is planned to be externally held imposes a greater
burden on the domestic economy than if it were domestically held as
interest payments will accrue to organizations outside the economy;
(iv) the ambitious external borrowing program set at its upper potential
limit portrays the seriousness of the fiscal problem of implementing the
Plan. The fiscal authorities must not think of increasing the debt
burden further as a substitute for a slower grom.:h of domestic revenues
than anticipated in the plan, nor should spending be allowed to increase
more than pl:a\.nned.5

During the period 1964/65 to 1966, only some of the planned
foreign loans and grants were actually realized, amounting to approxi-
mately JD 15 million. Firm comnmitments were also obtained for about
JD 38,6 million while negotiations are presently undertaken concerning
a third and greateg-%tf foreign loans and grants. Table 27 compares the
actual receipts in 1964/65 to 1966 with the anticipated receipts of the
Plan.

It is clear from table 27 that there was a "lag" between actual

4JDB, The Seven Year Program for Economic Development of Jordan,
1964-1970 (Jerusalem: GCommercial Press, n.d.), pp. 6-7.

5Ibid., p. 55.
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TABLE 27

ACTUAL AND PLANNED FOREIGN AID

1964-1966

(In JD million)

1964/65

1965/66

1966  1966/67

Actual Planned Actual Planned

Actual Planned

Development grants
and technical

assistance 1.7 3.3 2.4 6.6 0.5 8.4
Foreign develop-

ment loans 2.0 17 2.6 4.3 5.4 12.9

Total 3.7 5.0 5.0 10.9 5.9 21.3

Source: FAO, FAQ Mediterranean Development Project: Jordan)

Country Report (Rome, 1967), p. 209.

receipts from foreign grants and loans and planned estimates. One

explanation could be that actual receipts usually come as the projects

for which funds are allocated get underway.

3. Private savings:

The plan envisages a rise in the average and marginal rates of

national savings (public and private ) with the annual increment in

income which is not to go to additional consumption being quite substan-

tial. The intention of raising the growth rate of national savings

involves serious problems for Jordan as it depends heavily on foreign

grants and loans, and the main aim of increasing total savings is to

decrease this dependence on foreign aid. The plan intends to implement
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"... drastic structural changes" that will hopefully increase national
savings with the expectation that the country will be able "... to
finance about 70 percent of its planned investment out of domestic
resources in the final year of the planm...,"

The bulk of the increase in the national savings is expected to
be generated by the private sector which forms a striking feature of
the fiscal program of the plan. Table 26 reveals that the private sector
is ecpected to account for 47 percent (JD 129.2 million) of the total
developmental expenditures over the plan priod. About JD 106.9 million
are anticipated from private‘savings,that is about 39 percent of the
total funds necessary for the entire investment program. It is clear
therefore, that a major prerequisite for the implementation of the
plan's investment program depends on the achievement of the planned
growth of private savings. In view of the large investment responsibi-
lities assumed by the public sector, the excess of total investment
over national savings forms a considerable portion of the aggregate
income level. Part of this I-S gap is expected to be offset by the
ability of the private sector to save more than what it will invest
while the over-all saving-investment gap will be greatly covered by an
inflow of foreign loans and capital as well as current transfer payments

(mainly budget support).7

6U.N. Economic and Social Office in Beirut, "An Analysis of
Development Plans in Various Countries in the Middle East," Studies on

Selected Development Problems in Various Commtries in the Middle East
(New York: U.N., 1967 F, PP. 4-5. .

7Ibid., pPpP. 5-6.
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In order to achieve the planned growth in the level of private
savings, the private sector will "... have to bear the brunt of the
ausﬂ:erity‘“8 that the planned goals imply, and under such conditions,
"... the measures intended to curb the growth of current government
expenditure and strengthen revenue appear less strategic than those that
will be adopted to stimulate private savings or restrain private con-
sumpt:i::m."9 Over the plan period, the rate of growth of private consump-
tion is set at 4 percent annually implying about a 1 percent annual
increase on per capita basis when the 3 percent annual growth rate of
population is considered. Such a low annual growth rate of per capita
private consumption reflects the severity of the effects of restraining
private consumption and implies that any upward change in the antici-
pated population growth rate may introduce considerable difficulties in
keeping down the private consumption level at such a relatively low
annual growth r.m:e.l0

Among the tax measures proposed to curb private consumption are
measures to increase indirect taxes which also tend to have a direct
effect on decreasing imports. As for direct taxes, their rate of increase
is anticipated to rise but slightly and they contime to form only a

very small proportion of private incomes as seen from Table 28 below.

8
Ibid., p. 6
% Ibid.

105p14., p. 7.
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TABLE 28

TAXATION, CONSUMPTION AND SAVINGS RATIOS, ACTUAL
IN 1963 AND PLANNED IN 1970

(Percentages)

Item 1963 1970
Indirect taxes/private incomes 761 9,2
Direct taxes/private incomes 1.7 2.4
Local government taxes/private incomes 1.9 2.3
Government fees/private incomes 2.1 2.0

Total taXes/prjyate incomes 13.4 _15.9
Consumption/disposable incomes 89,5 80.3
Savings/disposable incomes 9.2 19.7
Net transfers/disposable incomes 1.3 -

100.0 100.0

Source: FAO, FAQO Mediterranean Development Project: Jordan,
Country Report (Rome 19677, p. 207, as taken from JDB, The Seven Yea.r

Program for Economic Development of Jordan, 1964-1970 (Jerusalem.
Commercial Press, n.d.), p. 43.

Note: The relations between the various variables canbte
clarified in the following identities:

GNP - indirect taxes - Government income from property and
entremreneurship = Private income.

Private income -~ taxes - net transfers from households =
Disposable income.

Disposable income = Consumption + savings + net transfers.

Other than proposing those tax measures that apparently withdraw
only small amounts from private incomes and otherwise leave disﬁosable
incomes relatively qwite high,the plan does not seem to be clear as to

how it proposes to curtail the growth rate of private consumption from
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about 7.5 percent annually in the pre-plan period to a level of 4 percent
over the plan years. This is more difficult to understand especially
when revenue from direct and indirect taxes as well as fees paid to the
central and local governments is anticipated to increase from 13.4 percent
to merely 15.9 percent of private incomes between the beginning and the
end of the plan period. Therefore, it appears that probably the domestic
revenue targets of the Plan should have been set at much higher rates in
order to attain the proposed growth rate of private savinga.ll

Another noticeable feature is that the volume of projected private
savings over the plan period is set at JD 189.0 million, which is
significantly larger than the planned expenditure of JD 129.2 million on
gross capital formation by the private sector. If these planned targets
were to be realized, then it would not be very easy to understand why
the private sector is anticipated to be a net borrower from the govern-
ment rather than a net lender to it. Moreover, the net government loans
to the private sector (JD 16.7 million) minus the private sector's
purchases of government bonds (JD 5.1 million) would increase the
discrepancy between resources from planned private savings and projected
private gross capital formation by about JD 11.6 million thus making it
stand at JD 71.4 million.12

Such a gap results "technically" from a limited planned increase
in the tax rates together with a planned slow increase in private con-

sumption and "... a rather strict limitation of private investment in

11
FAO, op.cit., p. 208.

12154,
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house construction."13 In case these proposals are realized, the expec-
ted result would be a tendency towards a price and monetary deflation
and/or a large outflow of private savings into investments abroad. If
these proposed assumptions were to be relaxed in order to atain mone tary
balance, the expected result would be an increase in the rate of consump-
tion and house construction, which would imply an increase in imports and
in turn in the trade deficit. Taking into consideration the past trend
in the private sector and the lack of any plans to introduce government
controls over imports, consumption and investment, it would seem rather
likely that a higher growth rate of consumption and imports and there-
fore a slower rate of savings than anticipated in the plan would be
realized.14 Judging from the actual results of 1964 and 1965 (the first
two years of the plan), it is noticed that private savings did not

exceed gross private capital formation in 1964 and exceeded it by only
JD 2,1 million in 1965. Although private savings have increased in 1964
and 1965 they still did not exceed 13.6 percent and 12.4 percent of
disposable income respectively. The main justification for the
projection of such a high growth rate of private savings could be the
argument that the excess of private savings over private investment will
be expected to offset partly the planned excess of public investment over

public saving.

131pid.
147144,

15Jordan, Department of Statisiics, The National Accounts
1959-1965 (Aman, l'l.d.), p- 7.
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There is one major opportunity that should be grasped in case
an excess of private savings over private gross capital formation is
realized during the plan period. The monetary authorities as well as
the government should find in this excess the opportunity for launching
a program for the mobilization of savings through the sale of government
bonds. This will first add to the resources needed for the investment
program, and second, it will enhance the development of a domestic capital
market that will later on attract private capital to stay in the country

16
and could possibly attract foreign capital investment in Jordan,

4. Sale of government bonds:

As mentioned in Chapter III, the government does not have any
domestic public debt. The plan envisages the sale of government bonds
amounting to JD 5.1 million over the plan period and starting in 1966.
This is expected to account for about 2 percent of the total funds needed
for the investment program. The amount does not seem to be unreasonably
high. However, there is the possibility that this may not be achieved
primarily because of a psychological handicap in the country which was
caused by the unfulfilment of the mandate government of Palestine of its
promises to repay some of the bonds which were held by Jordanians and
which had already matured a very long time ago .17 A Public Debt Law

No. 66 of 1966 was issued in October 1966 but up to date no bonds have

yet beenfloated. Jordan should try to find the right time to initiate

i

l.BFAO, loc.cit.

17 \bdul Rahman Toukan, "The . Jmplicatioms: of Achieving Fiscal
Independence for Jordan" (unpublished Ph.D. thesis, Department of Eco-
nomics, Vanderbilt University, 1967), p. 13.
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the idea of sale of government bonds in the money market thereby absorb-
ing any realized excess of private savings over private investments., At
the same time, this is likely to develop the money market in such a

way that will help the Central Bank in exercising its function of
influencing the money supply in the market and thereby ensuring monetary

stability.

5. Budget surplus:

As was already stated, the budget is highly unbalanced and the
possible contribution of the budget towards providing funds for the
financing of the plan is the more limited by the expected decline in
the budget support as envisaged in the Plan. Therefore, the attainment
of the anticipated current surplus which is expected to provide a share
of 10 percent in the financing of the investment program requires, first,
the control of the growth of recurring government administrative and

compatible

defense expenditures to the lowest possible limit - with efficiency
and security demamds.18 This rate is set at 3.2 percent annually over
the plan period compared to an annual growth rate of 5.4 percent in the
pre-plan period. Second, the attainment of a budget surplus requires
an increase in the tax rates which, other than increasing revenues, is
also expected to be a means for restraining private consumption and the
growth of imports in general.

Of the various tax measures proposed in the fiscal program, the

main ones that were applied since 1964 were an increase in customs and

18k 40, op.cit., pe 205.
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excise duties that was applied in 1965, and a more progressive income
tax schedule that was introduced in 1966. Actual revenues from customs
duties substantially exceeded those projected in the plan in the years
1964/65 through 1966. This resulted from a very large increase in
imports as well as the imposition of higher tariff rates. As for direct
taxes, they "lagged" behind the plan's projected allocations although
the growth in incomes was higher than anticipated in the plan, Finally
the recomnendation for increasing the telegram and telephone rates was
not carried out in 1965 nor was a sales tax introduced as was proposed
for 1967. Table 29 below compares the actual with the planned revenues

for 1964/65 through 1966 .

TABLE 29

ACTUAL AND PLANNED DOMESTIC BUDGET REVENUES
1964-1966
(In JD million)

1964/1965 1965,/1966 Cajgpdar 1966/67
Revenue Revenue

Actual Planned Actual Planned estimate Planned

Customs and

excises 8.6 8.4 12.5 10.0 15,0 10.5
Taxes 3.5 3.4 4.0 4.8 4.1 5.3
Licenses 1.0 1.0 1.5 1.6 ) _

Fees 2.8 2.7 2.6 3.0 ) 42 4.9
PTT 1.2 1.2 1.4 2.2 1.5 2.4
Interest and

profits 3.5 13 1.8 1.7 )

Others 3.2 4.7 2.9 3.7 ) 93 _ 5.0
Total 23.8  22.7 26,7 27.0 30.1 28.7

Source: FAO, FAO Mediterranean Project: Jordan, Country Report
(Rome, 1967), p. 206 as taken from Jordan, Ministry of Finance and the
JDB.
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Concerning foreign budgetary aid, the decline in the level of
U.S. and U.K. budget support for 1964/65 through 1966 was in accordance
with the plan's projections. The 1967 reestimated figures for this
support were about JD 1 million short of the projections while the 1968
budget estimates of U.S. and U.K. aid are nil compared to a projection
of JD 10 million in the plan.

As for restrainign the growth of the government's recurring
expenditures, which is a requirement for the attainment of a budget
surplus, a comparison of Tables B and F in the Statistical Appendix
shows that the actual recurring expenditures for 1964 through 1966 were
very much in line with the projections of the plan. The reestimated
figures for 1967 are above the plan's projections by some JD 2 million,
mainly because of an increase of approximately this amount in defense
expenditures over what was projected. The exceptionally high level of
defense expenditures in the 1968 budget estimates which are almost
double the plan's projections for that year resulted in a budget estimate
of recurring expenditures which is appreciably in excess of the plan's
projections. Such a disruption in the trend of recurring expenditures
in the 1968 budget estimates, if actually executed, will make it
difficult to restrain these expenditures in the following years, thereby
violating an important requirement for the creation of a budget surplus.

Table 30 shows that over the years 1964/65-1966 a budget
surplus was attained which was greater than anticipated in 1964/65 and

1966 but was below its projected figure in 1965/66.
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TABLE 30

ACTUAL AND PLANNED BUDGET SURPLUSES
1964-1966
(In JD million)

1964/65 1965/66 Calendar 1966/67

Actual Planned Actual Planned Actual Planned

Budget surplus 8.8 6.8 2.1 3.9 4.0 3.4

Source: JDB, The Seven Year Program for Economic Development of
Jordan, 1964-1970 (Jerusalem; Commercial Press, n.d.), p. 35 and Jordan,
Report of the Ministry of Finance, fiscal years 1964/65-1966 ).

6. Conclusion:

It is observed that the plan sets forth very ambitious economic
goals and projects optimistic targets in the sense of a tendency to
predict valuations of parameters that result in gaps, essentially the
investment-saving gap, which are smaller than is generally expected
after considering the assumptions of the plan and the past and present
trends in the Jordan economy. An analysis of the plan's accounts
reveals that the optimistic targets are especial ly noticed for the
accounts of 1970, where the I-S gap, after increasing in the 1960's, is
expected to drop "dramatically" by the end of the planning period in
1970.

Although the planners presumably know thoroughly the workings
of the Jordan economy, still, they are, in general, necessarily biased

to design an optimistic development plan in light of factors that are
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not strictly economic, such as socio-poelitical factors. Therefore, the
introduction of such factors into the picture requires that more be
planned than is generally expected to be achieved. The plan is not
constructed as an econometric model which would concern itself only with
the plausible and the expected results, regardless of the end outcome of
the model. Instead, the end results of the plan were determined by a
combination of economic and non-economic factors, so that the final
valuations of the plan's parameteré were, to a large extent, designed

to fit the desired outcome.

An econometric model19 was designed for Jordan by the U.S. Aid
Mission and its valuations of the parameters are generally less ambi-
tious and optimistic than those in the plan, especially in the valuation
of the exports-imports gap and the investment-savings gap.

As was revealed from the discussion in this section, the plan
sets forth various projections, some of which are plausible while others
are either insufficient or else not very realistic. The most striking
feature of the plan is the valuation of the level of private savings
which is an important determinant of the investment-savings gap. However,
there is very little evidence on which to base such a valuation and,
therefore, it is rather questionable whether the private savings target,
which is so basic to the plan, will be achieved or not. Other valuations
could also be considered as quite ambitious, such as the external borrow-
ing program which is again very significant for the closure of the I-§

gap estimated in the plan,

19Richard Porter, Future Aid Requirements for Jordan (U.S. Aid,
n.d.), (Typescript).
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Nevertheless, despite the fact that the plan's targets are
generally ambitious and sometimes deemed beyond attainment during the
plan period, the plan as such should not be too severely judged. Frobably,
the plan's fiscal program should be judged more in the light of its
success at entrenching, on the various government levels, a clear
consciousness of the fiscal problems facing the economy. If the plan
succeeds at that it will have achieved enough, although its projected

magnitudes might not all be accomplished.

C. Evaluation and recommendations for reform of fiscal planning,

the conflict between development and military expenditures, and

the main taxes

1. The fiscal and budgetary planning process:

The following evaluation will not deal with all the specific
aspects of the fiscal and budgetary planning process. Only certain
major features will be tackled here. This does not mean that the other
aspects are nct important but rather that they are beyond the scope of
this chapter.

The budgeting process is by far the most comprehensive and
practical instrument through which the government can bring into effect
its avowed fiscal policy. In Jordan, where financial and other resources
are not enough for the provision of the maximum rate of economic growth,
difficult and continuous decisions are required by the top gove;'rmmnt
authorities as to how to distribute the limited resources between normal

government recurring expenditures that provide services to the public
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at large and economic development expenditures. As was discussed in
Chapter IV, the coming into effect of Budget Organization Law No. 39
of 1962 was an excellent start towards providing the beginnings of new
organizational arrangements, reforms in existing ones, and a better
assignment of responsibilities, all of which will ultimately lead to
efficient long-, middle- and short-range fiscal planning for the economy.
Despite the important accomplishments of this system in the relatively
few years of its existence, especially in the fields of budget formula-
tion and preparation, much still remains to be done, whether as to
revisions in certain articles of Law No. 39, the execution of certain
articles not yet implemented, and the required change in certain
practices carried out by the fiscal planning authorities, as well as
needed reforms in the administration of the various ministries.

Al though presently the budget department, in cooperation with
the JBB, the Central Bank, the ministry of national economy and the
audit bureau are competent and capable of presenting reasonably comple te
data concerning fiscal and budgetary planning, as was revealed in
Chapter IV, still this proper amassing of necessary data will serve
little purpose if it is not actually used when the final decisions
concerning fiscal policy are arrived at by the decision makers at the
highest government levels. Apparently "despite frequent admonition
from different sources, the council of ministers continues to make

20
decisions on budget, fiscal and economic propesals in an irresponsible way."

2o(}c:rdcm V. Porter, A Five Year Plan of Budget and Planning
Improvement (Amman, December 1966), p. 26.
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A look at the background preparation of the 1963/64 budget law, the first
to be prepared under Law No. 39 of 1962 can be cited as an example of
such irresponsible decisions.21 Despite extensive clarifications and
explanations of the new procedures to be followed in fiscal planning and
the required careful preparation of each ministry's budget requests in
order to incorporate the economic development objectives into the fiscal
planning process, the top government officials deliberately decided to
embark on 1963/64 fiscal year with an estimated deficit of about JD 6
million which created serious immediate complications in view of the
intended decline in budget support and the insufficient cash balances of
Jordan. The Prime Minister instructed that the estimation of expendi-
tures and revenues be based on the 1962/63 estimates which were quite
inflated as a result of the non-recurring Tapline payment received in
1962/63, and which increased expenditures in that year above normal
expenditures by some JD 4 million. This meant that the 1963/64 figures
were estimated beyond the available means of the government who
deliberately planned a deficit in the first document under the new reformed
fiscal planning system. Such action on the part of high government offi-
cials implies serious fiscal and economic inconsistencies with regard to
the stated goals of the Seven Year Program that aim at eliminating the
need for foreign budget support and reducing the balance of trade deficit.
The fiscal policy of the plan states that the anticipated increases in

GNP should not be totally diverted to government operating expenditures

21Gordon Potter, "Critique on the Government of Jordan 1963/64
Budget" (Official correspondence between Gordon Potter and the Budget
Department Director, Amman, August 1, 1963). Privately secured from
ministry of finance.
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nor to private non-developmental consumption to the detriment of the
gross capital formation. The Plan's fiscal policy is expected to
increase government revenue, and the resp onsible authorities should over-
come the temptation to use these extra revenues on addi tional government
recurring expenditures. Therefore, any planned estimate of a sizeable
deficit like that of JD 6 million in 1963/64, and some other years after
that, without the available resources to pay for it, is not only a step
backward in the attempt to reduce dependence on foreign budget support,
but will also make the task of restraining government recurring expe ndi-
tures in the following years more burdensome.

Therefore, in order to achieve more coordinated fiscal planning
it is suggested that "... The council of ministers immediately exercise
self diz'miplim..."22 In the light of this and other needed reforms for
a better functioning of fiscal planning, it is necessary that certain
revisions should be incorporated in the Budget Organization Law No. 39
of 1962.2‘3 Any such revision should primarily attach the budget
department to the office of the Prime Minister and make the Director of
the budget department responsible for the Prime Minister instead of
the minister of finance. This is essential as the fiscal planning
process is a crucial one which has to be closely coordinated with the
final decisions concerning fiscal policy in the council of ministers.

Moreover, the procedure of a joint preparation of the "Review of Economic

and Fiscal Situation" by various relevant government agencies should

22Potter, A Five Year Plan of'Budget and Plannipg Improvement,
OE.Cito, Pe 27.

23This law is currently under review in the budget department.
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become an institutionalized procedure as the first step in the budget
process to be a background to the Prime Minister's recommendation on
economic, budget and fiscal policies. Another reform concerning Law
No. 39 is that the budget department should carry out article 6 of this
law concerning the appointment of budget examiners to the various
ministries and governmental departments who will serve as the link bet-
ween the various government agencies and the budget department, a
procedure not yet followed.

One practice which draws attention in the fiscal planning process
in Jordan is the vast discrepancies noticed between estimated revenues
and expenditures and their actuals. Historically, the fiscal planning
authorities have adopted the practice of deliberately underestimating
government revenues from domestic sources while overestimating government
expenditures, a practice which has often assured a net budget surplus
by the time of recording the actual revenues and expenditures. Although

it is usual to follow a cautious process in the estimation of revenues
and expenditures, still, in Jordan, the extent of discrepancies between
estimates and actuals is rather out of bounds and is usually designed
deliberately. Despite the fact that this persistent practice was highly
criticized by the Royal Fiscal Commission as well as in the recommendations
for the fiscal planning reform in 1962, it is noticed, as revealed from
table 31,that the fiscal planning authorities have not appreciably
abandonned this practice. It is believed by some foreign advisors that
the budget is being used as "... a window-dressing document fc;r negotia-

24
tions of external aid." Thus, domestic revenues are persistently

24Gordon Potter and Dr. Taylor /Ro forname giveg, "Budget Propes al"
(unpublished correspondence between Gordon Potter, U,S, alD budget advisor,
and Ur. N. Dajani, Amman, July 15, 1962), pp. 3-4. Privately secured from
the budget department.
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TABLE 31

DISCREPANCIES BETWEEN ESTIMATES AND ACTUALS OF BUDGET
DOMESTIC REVENUES AND EXPENDITURES
(In JD thdusand)

Domestic Revenues

Year Estimates Actuals Disgrepancy
1959/60 9,000 12,749 - 3,749
1960/61 11,000 13,840 - 2,840
1961/62 13,105 14,678 - 1,573
1962/63 18,937 21,110 - 2,173
1963/64 17,486 19,378 - 1,992
1964/65 21,534 23,828 - 2,29
1965/66 26,923 26,732 + 191
1966 23,250 23,310 + 60

Expendi tures

Year Estimates Actuals Discrepancy
1959/60 39,302 30, 700 + 8,602
1960/61 36,867 32,842 + 4,025
1961/62 35,022 32,982 + 2,040
1962/63 41,618 37,525 + 4,093
1963/64 43,875 39,347 t+ 4,528
1964/65 50,990 43,623 + 7,367
1965/66 59,798 46,986 +12,810
1966 55,091 38,600 +16,491

Source: Report of the Ministry of Finance, fiscal years
1959/60-1966.

81966 fiscal year was for Rine months only.

underestimated and expenditures overestimated possibly to emphasize
the need for foreign aid, It is also possible, that by this practice,

the government of Jordan tries é... to provide a cushion in the budget,
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making it possible to operate on a reduced budget if the volume of
external assistance granted falls short of that mquested.“25

Table 31 reveals the excessive discrepancies between estimated
and actual figures. On the revenue side, the average discrepancy between
estimates and actuals for the years 1955/56-1959/60 was 16.5 percent
of actual revenues,26 for 1960/61-1962/63 it was 13.8 percent of actuals
and for 1963/64-1966 it was 4.7 percent of actuals. On the expenditure
side, it is noticed that estimates departed from actuals by far greater
absolute amounts, and the average ratio of discrepancies to actuals
varied from 17 percent between 1955/.'56--1959/60,27 9.6 percent between
1960/61-1962/63 and 24,5 percent between 1963/64-1966. It is clear
from these average ratios that after 1962, the overestimation of expen-
ditures continued at a high ratio while that for revenues declined
markedly.

Although such a practice generally provides a way of assuring
the avoidance of budget deficits by the time of the closing of the
accounts, still many arguments may be cited against such a practice:
(i) It is far better to negotiate for external aid in an open manner
and on the basis of the most realistic estimates possible as this increases
the confidence of the aid-granting and loan-giving agencies in the budget

procedure of Jordan; (ii) If the budget estimates are too unrealistic

25¥bid., p. 4.

26Jordan, Report of the Royal Fiscal Commission (Amman: August
1960), p. 165.

2744,
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and constructed mainly for external aid negotiating purposes, it is
likely that the budget will fail in its primary function as an operating
document for the government ministries and departments. When the fiscal
planning process is abused in such a manner, more realistic estimates
must be prepared after the aid negotiations end which involves unnecessary
work by the budget department and possible revisions in the ministries
and department programs after the fiscal year is already underway;
(iii) Such a practice also has implications of sterilizing some funds
and thereby eroding developmental activities. This is so because the
persistent overestimation of expenditures and underestimation of
revenues results, by the close of the fiscal year, either in a budget
surplus or a small deficit contrary to the estimates of either a large
deficit or a minor surplus. This discrepancy could have been gainfully
employed on developmental expenditures instead of remaining sn:er:ile.28
The above points reveal that such a practice, although it was
partly reduced over the years, should be totally discontinued and
replaced by more research and analysis in the preparation of estimates.
The present practice of revenue budgeting in Jordan needs more specific
planning especially in light of the emphasis placed on the need to increase
the rate of growth of domestic revenues in the Seven Year Program. As
already discussed, this Program establishes long-term revenue objectives
and has even named certain years for their implementation. Under the

present practices, it is primarily the budget department which is

28potter, A Five Year Plan of Budget and Planning Improvement,
OE.Cit‘ b | p. 33. »
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responsible for revenue budgeting and a temporary committee meets every
year to design revenue budgeting.zg However, considering the decisive
role of taxation policy in order to raise increasing revenues for the
government and to restrain unnecessary expenditures, it is suggested
that a full-time staff should become responsible for continuous review
and analysis of the existing tax and other domestic revenue laws in
order to assess the equity principle applied by the existing revenue
structure, possibilities of untapped revenue sources, effect of the
various taxes and other revenue items on the developmental activities
as well as other similar responsibilities. Accordingly, in the short-
run,the budget department director could appoint a budget examiner to
do full-time research on this duty while in the long-run a full-time
department should be fmmcled.30

Another field worthy of mention is that of administration, It
is noticed that various budget procedures are not being carefully followed,
and the blame cannot be all placed on the staff, who, in many cases, do
not understand completely the system they are operating with its
requirements for scientific research and analysis as well as careful
planning, all of which are "... unnatural to the inclinations of the
typical Jordanian Civil .":ier\mnt.“:’1 Consequently, the budget department
should undertake a program of administrative analysis and research. Not

only does the Budget Organization Law No, 39 request that such a program

2%riffenhagen-Kroeger Inc., Recommendations for Efficient Utili-
zation of Current Budget and Accounting Systems of the Government of
ordan ("Public Administration Improvement Pro ject"; Amman, December,
, P. 24. (Typescript.)

30Ibid,, p. 25.

3libid., p. 15.
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be started in the budget department in conjunction with the civil ser-
vice department but there are evidently urgent needs for a start of such
an activity as soon as possible, Presently there is a general absence
of motivation and understanding of dealing with management tools such as
staff reports, planning and scheduling, management reports and a multi-
tude of such procedural activities. Briefly, the administrative role
in the government ministries is not satisfying in the least and there is
the likelihood that even if proper fiscal planning is processed, the
implementation of the planned projects will not be carried out. There-
fore, the budget department should keenly further the initiation of
efficient administrative activities in the various government ministries.
In particular, the budget department should develop management recommen-
dations to the various ministries for executing the major financial
recommendations of the Seven Year Program. Jordan can also call on
technical assistance to help in administrative training for the civil
servants of the main ministries and departments.32

The list of needed reforms in the fiscal planning process is
not exhausted by the above, Many others can be cited concerning budget
comprehensiveness and format, program and performance budgeting etc...

but the above are the most relevant for the present evaluation.

2, Conflict between development and military expenditures:
It was observed in Chapter III that the public sector in Jordan

accounts for a sizeable share of GNP which averaged about 30 percent

321bid,, pp. 28-29.
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between 1959 and 1965. Although government expenditures over the years
have appreciably helped in the remarkable growth of the Jordan economy,
still one cannot infer much from the relatively high share of public
expenditures in GNP before closely examining the major components of
those expenditures as regards their effects on the long-term growth of
the economy.

Such a close study of the government's activities, as revealed
from its budget expenditures over the years since 1951, clearly shows
that the largest single gmup%xpenditures was that of defense. As
revealed from Table 20 in Chapter III, defense expenditures by themselves
sometimes accounted for more than the total of domestic revenues. As
a ratio of total expenditures (both development and recurring), defense
expenditures accounted for varying ratios between 1959 and 1968 which
ranged from 52 percent in 1959/60 to 41 percent in 1968 budget estimates
(table 32).

These defense expenditures became necessary since the Palestine
war of 1948 and were continued on a large scale over the years. The
present state of affairs in the area requires extensive military prepa-
ration by the Jordanian government on a larger scale than before. The
existence of the needs for both extensive defense expenditures and
developmental expenditures especially in view of the present partly on-
going Seven fear Program, implies an apparent conflict between develop-

mental objectives that require a restraint on public recurring expenditures,

331n the budget estimates for 1968, defense expenditures are
estimated at almost double the estimates for domestic revenues (JD 35
million compared to JD 18.5 million).
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TABLE 32

RATIO OF DEFENSE EXPENDITURES IN TOTAL PUBLIC EXPENDITURES
(In JD million)

Total public Defense Percentage
fear expenditures expendi tures ratio
1959/60 30.7 15.8 52
1960/61 32.8 16.1 48
1961/62 32.9 16.4 48
1962/63 37.5 ' 16.8 46
1963/64 39.3 18.5 46
1964/65 43.6 18.5 41
1965/66 46.9 1847 40
1966 38.3 14.3 37
1967 55.4 20.1 41

Source: Jordan, Budget Department, Budget Law for the Fiscal
fear 1968, Appendix, Schedule A,

and the large shares accorded to defense over the years since the forma-
tion of Jordan as a kingdom, and not only since June 1967. Despite

this conflict, the Jordanian case is interesting because it shows how

the fiscal policy of a developing country adapted itself and evolved
under the continuous pressure of defense requirements without abandoning
the developmental objectives and stability. However, this process

could be maintained over the past years because of the massive amounts

of foreign aid that were forthcoming to Jordan. Under present conditions,
this conflict between development and military expenditures is more

emphasized than ever for two obvious reasons: (i) the recent war with

Israel and the military occupation of a sizeable and economically
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important part of the country; (ii) while in the past Jordan could rely
heavily on U,S, and U.,K. foreign aid to supply all of its military
expenditures as well as a good part of its other expenditures, it cannot
very well depend on that any longer in view of the abrupt termination
of the U,8, and U,K, budget support for this year. Although the Arab
countries have contributed sizeable amounts of support after June 1967,
this is not yet a regularized long-run payment agreement. DMoreover,
it is doubtful whether Jordan can, under the present war-like situation
in the area, attain all its projected external borrowing program which
cons titutes a main source of funds necessary for financing the plan,

Therefore, although the plan called for a maintenance of defense
expenditures at their 1963 level, this could not be adhered to in view
of the new developments, Today, the current issue in Jordan concerning
economic policy is whether the incipient forces of economic development
can be sustained, or whether the additional calls on Jordan's resources
for defense expenditures have to imply a slower rate of growth in pro-
ductive investment. It is suggested that the proportion of defense
expenditures to total government expenditures has always formed a claim
on the country's pool of resources which was not the most conducive to
accelerated growth. However, with the aftermath of the June 1967 war
this became more apparent as other aims than economic development ones
started to have a relatively high priority in the present budgetary
policy of Jordan,

The analysis of the Jordan economy revealed the paucity of finan-
cial and other resources and the considerable dependence of the economy

on external aid in order to defray all the needed government expenditures,
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whether developmental or military. In light of this limitation, and
considering the possibility of a decline in the level of external aid,

as was anticipated in the plan, Jordan should try to adopt a clear
priority system of expendi ture objectives designed in view of significant
political and economic requirements of the nation.

1f Jordan were to place military expenditures at the top of its
priority scale, then various features of the Jordan economy should be
changed in order to facilitate this, which requires certain fiscal po-
licies aimed at mobilizing most of the country's resources for the war
effort. At a time when the national effort is to be at its highest,
and when the use of national resources is greatly demanded.for such
efforts, private investment and consumption must be cut down appreciably
so that the highest possible proportion of the limited resources may be
diverted to the war effort. A choice of this nature involves various
problems that should be efficiently dealt with in view of the limited
resources of the country. The role of fiscal policy under such conditions
is therefore important as an indirect means of attaining a rapid transfer
of the needed resources and restriction of unnecessary expenditures to
further the objectives of the war effort.

On the other hand, if Jordan prefers to place economic develop-
mental objectives at the top of its priority scale for expenditures,
restraints are necessary on government and private consumption expendi-
tures which implies a tremendous transfer of funds from defense expenditures
to developmental ones. In short, it is likely that if Jordan wishes to

allocate its limited resources in the most gainful manner that it should
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try to make a choicé of either concentrating more on developmental
expenditures, or else on military ones. To sustain efficiently expen-
ditures on the two levels is probably beyond Jordan's means.

In view of this present conflict between development and
military objectives in Jordan, any analysis of future economic development
will be rather inconclusive, for other aims than those of economic develop-
ment have always been in the background as evidenced by the large share

of defense expenditures in GNP, domestic revenues and total expenditures.

3. Evaluation of the main taxes:

The analysis carried out in the foregoing chapters reveals that
the burden of the Jordanian tax system is not excessively heavy if
compared to standards in other developing countries. The ratio of total
domestic revenues to GNP was about 14 percent in 1959, very close to
the median ratio for low income countries which stood at 13.7 percent
in 1959.34 An empirical study of tax incidence in Jordan also reveals
that the burden of taxation is not excessive.35 It was also observed that
the tax system as a whole is regressive as it is heavily weighed with
indirect taxes and other levies. In view of such characteristics,
the Seven Year Plan's tax proposals are primarily designed to raise
domestic revenues by increasing the tax rates of various taxes, intro-

ducing new taxes, and higher progressive rates on certain taxes. At

34y Tun Wai, "Taxation Problems and Policies of Underdeveloped
Countries," I.M.F. Staff Papers, IX (November, 1962), p. 429.

35'See Toukan, op.cit., pp. 18-45. Main results were: Total per
capita taxes amounted to 11.9 percent and 11.3 percent of per capita GDP
in 1959 and 1961 respectively. Direct taxes amounted to 1.4 percent and
1.3 percent of per capita GDP in the same years while indirect taxes
accounted for 10.4 percent and 9,9 percent respectively.
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the same time, the tax program of the plan demands that the exist.ir;g
inequalities in the distribution of the tax burden be alleviated as
mich as is compatible with the first objective. Administratively, the
plan calls for a more efficient administration of the main taxes and a
system of tax collections that is economical.

a. The income tax:- Starting in 1966, a more progressive

income tax schedule was introduced in accordance with Law No. 25 of
1964 . Despite this, the income tax still suffers from various problems
connected with its administration. Moreover, an analysis of the tax
rate schedule and the exemptions and allowances found in the Law, shows
that some suggested reforms could possibly increase the revenue from
this tax, which is relatively low at present. The suggested reforms
could also reduce the inequality in the distribution of the tax burden.
(1) Administration:- No matter how perfect the legal

provi sions of the income tax law are, inefficient administration of the
tax can easily result in tax evasion on a large ' scale, a characteristic
vhich is quite common in underdeveloped countries and perhaps Jordan
is no exception to that, An empirical study on Jordan's tax structure
has revealed that there is a considerable amount of income tax evasion,
In 1964, the ratio of income tax evasion to actual collections was
estimated at 2,5 perc:ent.36

Tax evasion is known to have adverse effects on equity and
allocation of resources, It is advgrse to the principle of equity in the

distribution of the tax burden as the tax is collected from honest

361bid., p. 57. For a detailed discussion én the estimates,
see pp. 53-68.
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taxpayers while the cheats who evade payment, are thus not burdened with
tax payments. Moreover, the cheats tend to spend the gained money from
tax evasion on expenditures that are generally not in line with the
requirements of the expenditures' policy of the plan, thereby producing
a misallocation of resources. The necessary conclusion is that if more
expenditures on reforming and upgrading the staff of the income tax
department can have positive effects on reducing evasion by some multiple
of the expenditures incurred, this reform should be executed as it
decreases greatly the inefficiencies of the tax system as a whole.’}?

The present structure, staff and budgetary allocations of the
income tax department are imadequate for sclving the tax evasion problem
and will not be able to cope with any future extra burden of work connected
with the expected increase in the number of assessments. It is noted that
only 46 percent of the assessees were assessed in the years 1962/63 and
1963/64.3'8 As for the department's staff, their ratio to the number of
assessments did not increase much over the decade 1954-1964. If the
department's expenditures are taken as a ratio of the actual income tax
collections, it is noticed that this ratio has declined between 1954 and
1964 from 6.3 percent to 4.4 percent respectively.39

This brief description of the existing income tax administration

reveals that reforms are badly needed to cut on the considerable amount

3 1bid., p. 102.

3SGaleh Arafat, The Economics of Income Tax Evasion in Jordan
(Amman: Yusuf Bahous and Co., 1965), p. 59, (In Arabic).

39Toukan, op.cit., p. 103.
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31pid., p. 102.

383&181‘) Araffat, The Economics of Ingcome Tax Evasion in Jordan
(Amnan: Yusuf Bahous and Co., 1965), p. 59, (In Arabic).
3'gToukam, op.cit., p. 103.
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of evasion, follow-up the new means capable of coping with the unassessed
returns ard the expected increase in the responsibilities of this depart-
ment. Awong the variouas changes that may be introduced are: (i) an
increase in the munber of staff employed im the department, part of

whom should hold wniversity degrees; (ii) the appointment of an efficient
director of the imcome tax who has adequate experience in public finance
and administration, ard who should be a person with high integrity;

(iii) inmcorporating an ameniment in the law din order to grant the
director of tax greiter powers regarding the final assessments and in
the reopening of disputed cases; this will remove any bias or disagree-
ment between the assessor and the assessee; (iv) intensive training
programs in public finance, tax administration and other connected areas
must be given contimuously to the staff of the department; (v) more
budget allocations should be allowed for this department in order to
increase its staff, dntroduce mechanization, and allow for a higher pay
scale that will possibly strengthen the morale of income tax officers.
Such actionm will enhance the status of the department which up till now
has been largely neglected in matters of administrative reforms.

If such admini strative reforms replace the present existing
practices, it is very likely that the revenues from income tax will be
increased as tax evisiom will be greatly reduced. However, the relatively
low yields of income tax in Jordan as was revealed in Chapter I1II, are
also caused by certaim features of the income tax law which allows for
many exenptions from the tax and which contains certain articles that

allow for an escape from the tax as appears in the following discussion.
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(2) Income tax rate structure, exemption and allowances:-
The Income Tax Law No. 25 of 1964 imcludes a detailed list of exemp-
tions and allovances for individual residents. The main exempted
dtens from the tax are dividends, Lump sum retirement or injury payments,
student earnings, and capital ga.ins.m Moreover, the individual's
dncome will rot te subjected to the tax before considering the personal
and family allowances that can reach a maximum of JD 320 and, in cases
where the imdividual has employment income or pension income, before
deducting 15 percent of his taxable income, to a maximum of JD 200.
©ther than these, the individual may deduct from his taxable income the
following: 'travel and subsistence expenditures without specific limi-
tations, emtertainment expenses to a maximum of JD 150; university
elucation charges of up to JD 200 per student; depemdency or non—
xtlated thild maintenance costs up to JD 50; and wup to 25 percent for
charitable contributions. He may also credit against tax five percent,
t> a maximum of JD 8, of life insurance premiums paid or pené.ion fund
contirubt ions nade."41

Bvidently, the advantages from these exemptions (Article 8 of
1avw No. 25 of 1964) accrue mostly to the taxpayers in the upper income
brackets. Moreover, such exemptioms and allowances tend to lower the

top "slice" of income that can be subjected to the tax.“‘

"'OCapita.l gains are discussed separately in the following pages.
“Jasper S. Costa, Review, Jordan Income Tax Law No. 25 of 1964
(Aman, Jume 1966), p. 3. (Typescript ) .

2 nid., pe 5.
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Bnother moticeable deficiency im the income tax law is that its
progressive tax rate schedule on non-company taxable income carries a
relatively higher tax burden at the lower end of the scale than the
upper end.43 Thas the rate of tax on individual income, marginally and
effeccively, increases more steeply in the first sevem brackets, due
to their relatively narrow income range of JD 400 each, than in the
renaining higher brackets. The tax rates range from 5-30 percent
mar ginally, and 5-16 percent effectively, on the first JD 2800 as
compared to 4 top marginal rate of 50 percent and an effective rate of
32.]1 percent at JD 8000. Such an income tax rate schedule in which the
lower seven income brackets are subjected to a relatively higher tax
than the upper imcome brackets, necessarily implies a discrimination
against such lower incomes. Consequently, it would seem desirable
W... t» reviev the actual impact of the tax im all income brackets, with
a view to a re-examination of the rate structure, if found necessary.““

Table 33 below depicts the rate of progression in the income
tax rate schedule by the use of an elasticity imdex of progression which
is computed for the tax rate schedule, for personal income changes of
JD 400 at a time. This elasticity measures the rate of change in tax
liability due to a given rate of change in personal income. As revealed
fron the table, this index starts to decline steadily and swiftly from
2.6 ot a level of JD 3520 to 1.6 at-an income level of JD 7520 implying

a lover elasticity coefficient at higher incomes. Also, there is an

431bid., P. 5. -

#1bid., p. 11.

—_—)
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TABLE 33

THE RATE OF CHANGE IN THE PROGRESSION OF THE 1964 INCOME
TAX SCHEDULE OF JORDAN COMPUTED FOR INCOME INTERVALS
F 400 JD'S, FOR A FAMILY WITH FOUR CHILDREN

Tax Income Change Tax Tax Change in = Elasti-

bracket (JD) in rate liabili- tax lia- city
income % ty bility
| | % (3D) %

(1) (2) (3) (4) (5) (6) (6)=(3)
Up to 320 - 0 0 - -
1st 720 - 5 20 - -
2nd 1120 55,5 7 48 140 2.48
3rd 1520 35.0 10 88 83 2.30
4th 1920 26.3 15 148 68 2.50
5th 2320 20.0 20 228 54 2.70
bth 2720 17.0 25 328 43 2.50
7th 3120 14.0 30 448 36 2.50
8th 3520 12.8 40 598 33.4 2.6

3920 11.3 40 758 26.7 2.36

4320 10.2 40 918 21.1 2.06

9th 4720 9.3 40 1078 17.4 1.86
5120 8.4 40 1238 14.8 1.76

5520 7.8 50 1418 14.5 1.85

5920 7.2 50 1618 14.1 1.95

6320 6.7 50 1818 12.3 1.83

10th €720 6.3 50 2016 11.0 1.74
7120 5.9 50 2218 9.9 1.67

7520 5.6 50 2418 9.1 1,62

Source: Abdul-Rahman Roukan, "The Implications of Achieving
Fiscal Independence for Jordan" (unpublished Ph.D. thesis, Vanderbilt
University, 1967), p. 108.

Notesz (i) Column (2) shows personal income accunmlated at
JD 400 for each step.

(ii) The last column shows the ratio of a percentage
change im tax liability to percentage change in income increases by
JD 400 at each step. The resultant number is an elasticity coefficient
which indicates the variation in the rate of progression at various
levels of income.
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abrubt change in the tax rate at a taxable income of JD 2800 for the
short income range of JD 200 which in effect causes the progression
index to rise from 2.5 to 2.6. Accordingly, a proposed reform of the
tax schedule should soften the rise in progression at the taxable income
range of JD 2800 - JD 3000 in order to be more in accordance with the
progression rates at higher and lower incomes. Another proposal could
be a reduction in the sharp decline in progression at higher incomes
which requires the following:45 (i) widening the eighth bracket of

JD 200 to JD 800 at the existing rate of 35 percent thereby causing a
decline in the progression rate from 2.6 to 2.44; (ii) reducing the
range of the nineth and tenth brackets from JD 2000 to JD 1000 each

at the same rates of 40 percent and 50 percent respectively, and (idi)
including an additional bracket at a rate of 60 percent for taxable
income above JD 6000. With these changes, the index of progression is
expected to decline over all these ranges from 2.44 to 1.83 as opposed
to the present decline from 2.6 to 1.6.46 These suggested changes,
along with the existing income tax schedule are presented in Table 34
below.

These suggested changes serve the equity and revenue considera-
tions of the income tax. The reduction of the tax rate on the middle
income band may be justified by the fact that the rate of progression
in that band is much steeper than in the higher bands. As for the
increases in higher income rates, they are designed to soften _the swift

decline in the rate of progression and to increase revenues.

45
Toukan, op.cit., p. 105.
Ibid., pp. 105-106.
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TABLE 34

THE 1964 INCOME TAX SCHEDULE AND
SUGGESTED CHANGES

Existing rate schedule Suggested rate schedule
Taxable income 1964 Taxable income Suggested

brackets (in JD's) schedule brackets (in JD's) schedule
1st 400 5 lst 400 5
2nd 400 7 2nd 400 7
3rd 400 10 3rd 400 10
4th 400 15 4th 400 15
5th 400 20 5th 400 20
6th 400 25 6th 400 25
7th 4(0 30 7th 400 30
Next 200 35 Next 760 35
Next 2000 40 Next 1000 40
Next 2000 50 Next 1000 50

and above Next 1000 60

and above

Source: Abdul-Rahman Toukan, "The Implications of Achieving
Fiscal Independence for Jordan" (Unpublished Ph.D. thesis, Vanderbilt
University, 1967), p. 109.

One justification for the 60 percent mew rate is that it will be
applied to individual incomes that exceed JD 6020 which are relatively
few in number.

It was mentioned in Chapter IIX that the liability of the lands
and buildings tax can be deducted from the income tax liability for all
individuals who are subject to the income tax. This implies that those
individuals whose income is below the exemption level of the income tax
are not refunded with whatever amount they pay for the lands and

buildings tax which is not a justifiable procedure. Such a deduction
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defeats the main purpose of imposing this tax which is expected to pay
for the imcreasing demand for services in the urban municipal areas.
Fron an equity point of view, it is mot equitable as it allows high
imecome earrers to take advantage of such a deduction while most low
incom earners do not gzet any advantage, their incomes being below the
exenption 1imit of the income tax. Therefore, on grounds of equity,
revense, and administrative feasibility, it is advisable to cancel this
deduction. The justification conne cted with economic efficiency relates
to the possible discouragement of luxury buildings and will be dealt
with under the lands and buildings tax below. There will be a smaller
adnini strative burden because such & cancellation will, first, reduce
inte r-depar tuental work, the income tax and the lands and buildings
tax being separately administered by two departments, and, second,
because it cuts on the time and effort needed by the income tax depart-
ment for deducting this liability.“

The evaluation of the income tax rate schedules, exemptions and
allowances reveals that the structure of the income tax does not adhere
fully to the often stated desirable tax objectives such as taxing in
accordince with the ability to pay principle, through a comprehensive
prograssive tax rate schedule and affecting a redistribution of income
from the higher income groups to the lower. This makesthelegal structure
of the tax appear as if somehow biased towards regressivity. The above
sugzested chanzes are likely to redace the inequity in the urban sector

as well as intersectoral inequities, and raise the share of the income

471bid., p. 107.
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tax in total revene s.

b. The company tax:-  In the past, corporate profits were
taxed at a flat?gitezs percent and o the extent that these profits were
distributed, the individual shareholders were allowed to subtract from
their total income tax Liability the tax paid by the corporation in
respect of their shares of the dividends. Thus, corporate dividends were
taxed like any other source of imcone except for the retained earnings
of the corporation.

On the other hand, with the promulgation of the new income tax
law of 1964, corporate prefits becane taxed at a flat rate of 25 percent,
with no refunds to the shareholiers but with an exemption of dividends
from the incom¢ tax. This new mractice is imequitable to the small
shareholders whose income falls below the level of income that is exempted
from the income tax, and those vhose incomes are lightly taxed. These
carryy now a heavier tax Liability tham before because they are no more
refunded with vhat the company pays of taxes in respect of their shares.
On the other hand, this procedure is advantageous to the high income
groups as it offers them an excetllent chance to escape the high marginal
income tax rates by incorporating, thereby keeping their income tax
liability after & certain level of income at 25 percent only. For
example, assume a taxable imcom of JD 12,000, JD 3000 of which are net
salary (after allowing for the marimum deduction of JD 570 for personal
and fanily and gerera allowamces) and JD 9000 as corporate profits which
are distributed as dirvidends exempt from tax, The tax levied on the

salary would amount to JD 518 (abowt 17.3 percent), while the tax imposed



on the corporation would be J» 2250 (25 percent), thereby levying a

total tax of JD 2768 (about 23 .. percent) on the JD 12,000 taxable
income. On the other hand, a tax on this same income if conducted as
a sole proprietorship, would amsumt to JD 4568 (about 38 percent).
Therefore, tne difference resultimg from a change of individual income
to corporation form of income, amunts to JD 1800 (about 64 percent ).
It is moticed thit many Jordamian taxpayers are gaining from this
apparent tax loophole .48

The above reveals that company income taxed at a flat rate of
25 percent fares better than nom-Company income which is effectively
taxed above that rate. However, although such de ficiencies should be
reformed, it must be remenbersd that the corporation type of business
is of fairly recent origin in Jordan and is as such instrumental in
mobilizdng savings and channelling them into inve stments that further
the goals of the plan. Consequently, nany would hold the opinion that
company taxition should not be subjected to excessively high tax rates.
A sort of dilemma arises here vhem revenue considerations come into the
picture , especially at this stage in the economy of Jordan when
increasimg revenues are greatly needed. However, although the revenue
agpect is very important, investment is in turn cracial as a determinant
of the national income im the country and comsequently, the tax revenues
available through a higher income level.

Despite this dilemma, the company tax rate in Jordan; if compared

@msta, Op.cit., PP. 3-4.
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to rates Ln other devel oping countries, is found to be relatively 10"49
Therefore, it is possible that it could be raised to an extent that
vould not adversely affect the incentiwes to invest in companies while
at the same time it is likely to increase revenues. Moreover, a study
sn Jordan' s fiscal system sugeests a tax credit of 15 percent to be
alloved against income tax liahility.51 This is likely to be more
pquitable to small income earmers vho are shareholders in companies
b¢ cause it subjects company imcome to the progressive rates of the
incone tax. Sach a reform is not expectsd to create administrative
problems as the income tax administration had a long period of exper-
icnce im administering such deductions im accordance with the previous
income tCax.liw.

¢. The urban lands and buildimgs tax:~ Table D in the

Statistical Appemdix shows that this tax has not been productive in
revemue. (me explanation of this featwre is the "... lag between an
increase dn the value of real estate im urban centers and official
valuation for the purpose of levying the 1;:;\::."52 Jordan's law demands
a valuationr every five yea—s but even if such a revaluation takes place
in a regilar manmer, it still vould mot correspond with the real value

of properties because of the limitations imposed by the operation of

49y run Vai, loc.cit., p. 437.
O gukan , op.cit., p. 110. This study recomnends an-increase
in the company tax rate from 25 percent to 30 percent.

Hrpig., p. 111.

24,
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the Reat Control Law., This law states that a house once rented to a
tenant, remains at the same level of rent uncil the tenant decides to
leave woluntarily and the house is then remted to another tenant.
Moreover, the Llaw adopts the annual rental value as the basis for levy-
ing the urban property tax.

As mentioned earl ier, this tax is very important for increasing
the revenues going to mumicipal areas, badly required to meet the
expanding needs for municipal services especially in the rapidly growing
urban centers. This implies the need for a more efficient and rational
manner of collecting this tax, making it more responsive to the rapidly
increasing real values of urban properties.

Two reme dies for the existing situation may be suggested. The
first remdyl/sprnposed in the Seven Year Plan and is a long-run solution.
It suggests the revision of the Rent Control Law in order to allow for
a periodic revision of the rental values so as to take into consideration
the growing value of urban property. The second suggested remedy is
a short-run solution which advises a revaluation of properties in
accordance with their market values for purjoses of the urban tax. It
is sugmested that the excess of the tax liability over what obtains
if the property were to te valued in line with the actual rental could
be imposed on the temant imstead of the owmer of the property, as the
former is the one vho receives the benefits of the services of this
extra vilue without paying any rertal in return. This solution is
possibly the most feasible and equitable om¢ in the presence of the

existins Rent Control Law. Such a short-run remedy is very significant
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from an economic efficiency viewpoint as it may hopefully discourage

the construction of Juxury housing and divert the resources into cheaper
housing necessary for the middle and lower income groups. The suggested
short-run reforms may affectuate this by imposing the tax according to
the market worth of the rental which implies a higher tax on expensive
luxury houses whose wrentals are currently frozen by the Rent Control

Law, A last point is that, with the long experience acquired in the
administration of this tax, there will be no great problem in finding the

exp: rienced people neesded for executing the suggested reform. Higher

administrative costs may be incurred in order to get the additional
neeled trained man—power but, in all probability, such costs will form
only a snall fractiom of the expected increase in revenues from this
tax, 53 Up to the present date, the main recommendations of the plan

concerning the land and buildings tax have not been carried out.

d. The agricaltural land tax:- Agriculture is a main sector

in the Jordan economy which accounts for a sizeable part of the gross
dome¢stic product. Nevertheless, agricultural income is not yet subjected
to the income tax. The plan proposes that the income tax be imposed on
such income as "the outright exemption of agricultural income and agri-
cultural land from taxation can no longer justified given the pressing
rewvemue meeds of the Kingdom and rising agricultural income .“54 This

is possibly an ideal solution for the long-run. Some experts of the

531bid., p. 1l2.

543DB, op.cit., p. 52.
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Jordan economy observe that this course of action should not be under-
taken until the wlatility of the income of this sector drops by
introducing greater dependence on irrigated agriculture and better dry-
land farming methods. Moreover, an early imposition of the income tax
on agricultural income will possibly involve various administrative
problems arising from (i) the volatility of agricultural income, (ii) the
presence of a sizeable subsistence agricultural sector, (iii) poor record
keeping and (iv) the low level of literacy.ss

In view of the inadvisability of subjecting agricultural income
to the income tax except in the long-run, it is suggested that the
existing agricultural land tax should be retaimed after introducing some
rewvisions that will reflect land productivity and that will make it
slightly more progressive. Some suggested changes in the land tax
include: (i) a revision of the rate structure in accordance with land
productivity of the major crops; (ii) introduction of a slight rate of
progression to accord with land area and (iii) subjecting rain-fed land
to the land tax in accordance with a certain rate prepared for this
category which reflects its productivity. Such guidelines for a reform
of the land tax if carefully designed will hopefully provide for a more
equitable and more productive land tax without hampering agricultural
prcductivity.56

e. Excise taxes:- As was already discussed, revenues from

indirect taxes depend heavily on customs and other taxes on imports.

55Toukan, op.cit., p. 114,

6 rhid., pp. 114-16.
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Fowever, if the plan's goals are to be achieved, with the implications
of a policy of import substitution and a re¢ straint of the growth of
imports, the growth of revenue from cus toms and associated import duties
is expected to be appreciably restraim=d =ven with the imposition of
higher rates. Therefore, in order to increase domestic revenues as
required by the plan, indirect taxatieon should be diversified in order
to obtain more revenues. from sources other than imports. Excise taxes
form the right avenue for this. These taxes are generally favored in
developing countries because of their eisy administration and as they
produce sizeable amounts of revenue. Ther= are some theoretical
arguments that are against excises becamse they have inherently regressive
¢ffects. However, the inherent regre ssivity cante appreciably reduced
by imposing high rates on luxuries amd gemi-~luxuries while keeping low
rates on necessities.

The favorable arguments concerming excises support in particular
excise taxes on tobacco, and alcoholic beverages. Such commodities are
not generally considered among the necess ities, they have a low elasticity
of demand and the social costs connected with their sumptuary nature and
their consumption all strengthen the case for levying taxes on them on
gquity and social welfare grounds.

The demand elasticity for cigarsttes and wines in Jordan is low,
which gives a justifiable basis for a wild revision of the excise taxes
imposed on both these commodities if this is necessary for revenue
considerations. Cigarette prices in Jordin are considerably low if

compared with cigarette prices in other countries in the area. It is
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suggested that excise taxes on cigarettes be increased by some 25 percent
prer the existing prices while the new suggested prices will still be
Lower than in other neighboaring countries. Also, excises on wines can
be dincreased by the sane percentage because the prices of wines in Jordan
are also low compared to other countries in the area. Such increases

in excise taxes on vines aml cigarettes will be expected to secure more
~evenues than curremtly obtainable and to further the social welfare goals
of society. Moreover, the increase in the prices of these domestically
prodaced commodities remains much lower than prices of similar imported
ones, thereby elimimating the possible danger from foreign competit.ion.57

f. Capitil gainsz- One of the main shortcomings of the Jordanian
tax system is the exenption of capital gains from taxation. Such gains
are a part of the ability t» pay as any other source of income, if not
more because of their nature of being an unearned surplus.

One reason for the absence of a tax on capital gains is possibly
the conventional war of defining income. An accurate definition of income
ig one which "... considers income during a given period as consumption
plus or minus any chkange in asset values."ss Such a definition allows
for capital depreciation or appreciation, but, in operation, it is not
very practicable as it inwolves difficulties in valuation of such gains
on an accrual basis., Therefore, it is more feasible to tax capital gains

when they are already realized. Such a method requires solving the

571bid., pp. LL6-19.

81bid., p. 119.
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problem of the time period during which a capital asset is held. The
longer the time period, the less should the tax liability be on the
realized capital gau'm;.s9

The plan proposes the imposition of income tax on capital gains
but this has not been achieved yet. Jordan should initiate a capital
gains tax in order to tap such an important source of income, particularly
gains that are redlized on real estate in the rap idly growing urban areas
as well as gains from stock appreciation. It is likely that the intro-
duction of a capital gains tax will involve administrative difficulties,
and therefore, in the early few years it should be imposed only on those
two categories. It is relatively easy to levy taxes on these two sources
of capital gains as records of their transactiomns are kept in a consistent
marmer. Sales of real estate and transfers of titles are registered in
the lands and surveys department while most tramsactions dealing with
company shares are registered in the companies concerned. Such informa-
tion can be easily given to any central office founded for the adminis-
tration of a capital gains tax. 0

It should be remembered that capital gains form an irregular
source of income, a fact which should be considered in deciding the level
of tte tax. Also, capital losses must be duly deducted from present
or future gains on the basis of equity.

The above recommendations for reform of the main taxes are

suggested in the light of the main objectives of the plan's tax program.

591bid.

®01pid., p. 120.
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If successfully implemented, these suggestions are expected to add
substant ial wmounts to domestic revenues. At the same time, it is
likely that they will bring about a mwre equitible distribution of tax

burden and & more efficient administration of the main taxes.



irticle 1

Article 2

Article 3

Article 4

APPENDIX 1

GENCRAL BUDGET ORGANLZATION LAW
ND. (39) FOR THE YEAR 1962
(Provisional Lav)

This Provisional Law shall be called "The General Budget
(rganization law for 1962" amd shall be effective from
the date of its Publication in the Offical Gazette.

Defini.tion of terms used in this Law:

A

e

The terns "Ceneral Budget" includes the detailed and
fimanci&l program of the Hashemite Kingdom of Jordan and
comnsiists of the estimated revenues and expenditures for
a designated fiscal year,

The word ""Department’” means any ministry, department
or bureau, office, board, corporation or authority
vhose allocations are incladed in the "General Budget
Law! .

The tern "expected results' means the services and
benefits which will accrue to the public during a
figcal year through the Government department.

A special department célled "General Budget Organization
Department!'shall be established and attached to the
Minister of Finance and provided with adequate number
of employees.

The Departnent will be headed by an official called
"Director of Ceneral Budget' with the rank of an
undexrsecretary to be appointed in accordance with the
legal principles adopted for appointment of under-

s ecretaries.

Ihe Budget Director shall be directly responsible to
the Mimister of Finance for all operations of the
budget orgamization department.

Che Minister of Finance, Minister of National Economy,
Governor of the Central Bamk, Head of the Audit Bureau,
and Vice President (Development Board) shall serve as an
advi sory Board to render their recommendations in respect

of

reverues, expenditures, fees and taxes estimates and

in the gemeral Budget Policy.

=220 -
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irticle 5 The Ceneral Budgzet Organization Department will enjoy the
following powers and carry out the following functions:

rticle 6

A- Prepare the general ammal budget of the Hashemite

B-

F-

¢

I~

J-

Kingdom of Jordan.

Propose allocations of funds necessary for executing
the general policy adopted by the Council of Ministers.

Reduce, increise, assemble, correlate or revise
appropriation requests made by all Government depart-
nents.

Examine all prograns, activities and projects for which
appropriations are requested to ascertain their
effectivens ss and interrelationship.

Assure the elimination of unnece ssary duplications of
programs and of finamcing.

Insure compliance of appropriation requests with economic,
{iscal and other policies as determined by the Council
of Ministers.

kequest information concerning all programs, activities,
projects and their fimancing from all Covernment depart-
nents.

Review all documents, torrespondence and financial records
of any Govermment department.

Investigate and analy=ze, in cooperation with the Civil
Service Commission, the administrative operations and
programs of all Govermment departments to devel op
progress for their improvement.

Prepare and issue the budget calendar consisting of
jeadline dates for submission of budget policy documents,
budget estinates and other materials in order that the
General Budget may be approved by April 1, of each year.

Each Covernment lepartmemt will assign as official of class
one called "Budget Office' to be the link between that
department and the General Budget Organization Department
in all matters pertinent to the depirtment's budget.



Article 7

Article 8

Article 9
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The Ceneral Budget draft lLaw shall include the following:

A- A table showing forecasts of revenues and expenditures
for next budget year and & narrative resumé discussing
how the various propesed Covernment programs fall
within the purview of budget policy message.

B- General summary finamcial statements showing actual
revenues and expenditures for the last completed year
and estimated revenues and expenditures for the current
fiscal year.

C- A table showing estimated re¢vemues for next fiscal
year by sources of revenue under existing laws at the
time the budget is transmitted.

D~ Summary financial statements showing the conditions of
treasury.

E- Financial statements of short and long-term, internal
and external indebtedness of the Government and proposed
plans for debt retirement.

F- Brief narrative description of the program content and
program objectives of the Government together with
expected results and funds allocated for Government
departments to be grouped together by budget chapters
as provided in the constitution.

The Council of Ministers may set up the regulations required

for executing the provisions of this law.

The Council of Ministers and Ministers, each within his
duties, are charged with executing the provisions of this
1aw.

Pablished in the Official Gazette, (ctober 16, 1962.




STATISTICAL APPENDIX
TABLE A

BALANCE OF PAYMENTS 1953-1966
(In JD million)

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966
Balance of Goods and Services ~]11,51 ~11.16 =16,00 -~13,19 ~15.19 ~21,19 =27,67 -28.45 =25,46  -23.18 ~-36.18 ~24,45 =26.83 =35.62
Imports, C.L,F, 18,21 18,59 25.26 24,61 29,76 33,97 39.39 41,43 40,93 43.51 53.63 49,38 55,77 67427
Lxports & re-exports, F,0.B, 2.66 3.05 3.57 5.61 S5e54 3,53 3.41 3.95 5.27 5.92 6456 8.73 9,91 10,40
Trade Balance =15.55 -15.54 -21.69 =19.45 -24,22 =30.44 -35.98 =37.48 ~35.66 -37.59 ~47.07 ~40,65 -45,86 -56.87
Debits on ims.lbles 1.40 1,44 1.80 2007 2.83 2;81 3,43 4.‘2 5.15 724 772 7.77 B.35 9.57
Credits on invisibles 5.44 5.82 7.49 8.33 11.86 12,06 11.74 13.45 15,35 21,65 18,61 23,97 27,38 30,82
Net services 4,04 4,38 5.69 6026 9,03 9,25 8,31 9,03 10.20 14,412 10,89 16.20 19,03 20,25
Balance of transfer payments 12,49 12,86 15.77 15.16 16.71 23.46 25,72 26.45 26421 25.21 24,14 28,52 29,46 33.64
Balance of payments on current A/C 0,9¢ 1,70 -~ 0,23 1,97 1.52 2,27 - 1.95 - 2,00 0.75 2,03 -12,04 4,07 2,63 - 1,98
Balance of nonmumone tary capi tal 1,02 2.44 247 2,19 - 0,02 1,58 0.61 1,91 0.81 2.35 1l.41 6e23 2,59 5.23
Balance on current and non-
monetary capital A/Cs 2,00 4.14 2.24 4.16 1.50 3.85 - 1.34 - 0,09 1.56 4.38 ~10.63 10,30 5.22 3.25
Errors and omissions - 0.14 = 0,15 0,11 - 0,02 0.24 = 0.87 2,13 0.71 1.40 4.41 6.76 1.70 5.48
Balance of mone tary sector - 1.88 - 1.99 - 2635 - 4,14 - 1.74 ~ 3,85 0.47 =~ 2,04 - 2.27 - 5,78 6el2 -17.06 e 6.92 - 8,73
Accounts with IoLlch - - - - - - - - 0.14 - 0.16 = 0.15 = 0015 = 0,25 - 0,09 - 0,08
Ch&nge in assets - 1.86 - 3,99 -~ 2.35 - 4,14 - 1.74 - 3,85 0047 - 1,41 o 2.91 = 6.50 6el5 -18,08 - 8,08 - 9,73
Uhange in ]:iibilit\iesc Nedes Na.a, Neéd, n.a, Nn.a, n.a, NeA, - 0.49 0.80 0.87 0.22 1.27 1.25 1008

Source: Privately secured from the Central Bark of jordan, Amman.

aInc:lm:le.'.i a non-recurring additional payment by Tapline due to amendment of agreement,

b
Assets: Increase -; decrease +,’

c
Liabilities: Increase +; decrease =,
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STATISTICAL APPENDIX

TABLE B

BUDGET RECURRING EXPENDITURES 1959/60 - 1968

(At current prices, in JD million)

1959/60 % 1960/61 %  1961/62 %  1962/63 %  1963/¢64 %  1964/65 % 1965/66 % 1966% % 1967° % 1968° %

I, General administration 3.2 12.4 Ja6 13.4 4,1 14,7 500 16,7 506 16,9 6el 17.7 6e2 17.3 562 18,4 7.3 18.4 8.1 14.3
2, befence 15,8 5l.0 16,1 60,0 16.4 58.4 1608 56.0 18,6 5640 18.6 54,1 18,8 52,2 14.4 51,1 20,2 50,9 35.2 62.1
3. Just’.ice and PO].LCC 2.4 9.3 2.5 9.3 2.5 809 2.5 8‘3 2.7 8.1 2.7 7.8 3.1 8.6 202 TeB 3.4 Beb 3l3 508
4, bkducation 2.4 9.3 206 946 2.8 10.0 3.1 10,3 3.4 10.3 3a7 10.8 4,0 11.1 3.4 12.0 4,6 11,6 502 9.2
Se Hea.lth and W].fm 1.1 4.2 1.1 4.1. .1..3 4.7 1.4 4.7 1.4 4.2 1.5 4.4 1.7 ‘.7 1-5 5-3 2.]. 5.3 2.3 4.1
be uOmlmicatiou 0.4' 1.5 0.4 1-4 0.4 1.2 005 1.7 0.5 105 0.7 2.0 0.7 1.9 0.6 2.2 0.8 2.0 0.9 1.6
7. UOther services 0e6 2.3 Qa6 2-2 0.6 2.1 De7 2.3 1.0 3.0 1.1 3.2 1.5 4.2 0.9 3.2 1.3 302 107 2,9
Iotal 25,9 100,00 26,9 10040 28,1 100,0 30,0 100.0 33,2 100.0 34.4 100,0 36,0 100,0 28,2 100,0 39,7 100.,0 56,7 100,0

Source: Jordan, Report of th® Ministry of Finance, fiscal years 1959-1966 and Jordan, Budget Department, Budget Law for the Fiscal Year 1968.

aL1966 figures are for nine months only.

b

Note on categories

Keestimates for 1967; budget estimates for 1968; actuals for 1959/60-1966.

Row 1 Includes the following chapter headings in 1965/66 Budget Law: 1/2, 3/1, 4/1, 4/3, 4/4, 10, 11/1, 11/2, 11/3, 13, 13/2, 13/3, 13/4, 13/5, 14, 15, 17, 18, 19, 20/1, 24.
2 Chapters 5/1, 5/2.

3 Chapters 4/2, 6.
4 Chapter 7.

5 Chapters 8/1, 8/2, 8/3, 16.

6 Chapter 12 telephone, telegraph and
7 Chapters 3/3, 9/1, 9/2, 9/3, 9/4, 9/5, 9/6, 20/2, 20/3, 21, 22, 23, 25/1, 25/2,

postal services only.
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STATISTICAL APPENDIX

TABLE C

BUDGET DEVELOPMENT EXPENDITURES 1959/60 = 1968
(At current prices, in JD thousand, rounded)

Category 1959/60 1960/61 1961/62 1962/63 1963/64 % 1964/65 % 1965/66 % 1966 % 19_57b % 1068° %

1. Jordan Development Board 3304.6 2504,2 2725,7 2972.6 3264.6 53.0 3433.8 374 5092,.4 46,6 3735.3 36,0 4610,1 29,4 8165.0 29,1
2. Economic and financial affairs 4.5 1169.5 42,6 897.8 1056.0 17.2 4219.5 4640 1319.9 12,1 711.8 6.9 2078.1 13.2 1452,7 5.1
3. Social, health and educational

affairs 138.1 60,1 26,9 43545 199,0 302 123.5 1.3 1212,1 11,0 1462,7 14,2 1698.5 10.8 13684,9 5.0
4., Public works and communica-

tions 594.3 0B.4 1014.5 2326,0 1055.4 17.1 75649 8e3 1955.2 18,0 1873.8 18,1 3303.,1 21.1 42567 15.3
5. Agricultural and irrigation

affairs 16.3 TBeS 701,3 928,9 362.0 6.0 472,7 5.2 037.5 Be.6 1822,8 17.6 2835.4 18,3 6728‘9 24,1
6. Uther development expendi~

tures 740,7 1559,1 426.9 38,1 217.4 35 160.4 1.8 411,8 3.7 753.6 7.2 1118.3 Te2 5962.8 21.4

Total 4798.5 5979.8 4937,9 75989 6154.4 1000 9166.,8 100.,0 10928,9 100.0 10360.0 100,0 15643.5 100,0 27951,0 100,0

Source: Jordanm, Report of the Ministry of Fimance, fiscal years 1959/60-1966 and Jordan, Budget Department, Buiget Law for the Fiscal Year 1968,

@The 1966 fiscal year was for nine months.,

bFigures for 1959/60 to 1966 are actuals; 1967 are reestimates and 1968 are budget estimates.

Ihe categories include:

Row 1 Covernment participation and investments in various developmental and technical projects; before 1963/64 it includes some recurring expenditures,

LT R U

Ministries of finance and national economy, departments of: customs, statistics and budget.
Ministries of social affairs and labor, municipal and rural affairs, education and health.
Ministries of public works, communications and transport; civil aviation,
Ministry of agriculture and its departments of lands, forests, veterinary, agricultural extension, research and marketing; authorities of natural

and water resources and the wast Chor Canal autherity; Jordan River and tributaries regional corporation,

(=2

antiguities; other emergency expenditures.

Ministries of : foreign affairs, interior, justice, information (including television in 1968) and tourism; departments of: supply; import and export,
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STATISTICAL APPENDIX
TABLE D

ACTUAL BUDGET RECEIPTS 1959/60 - 1966
(At current prices, in JD thousand, rounded)

% of total % of total % of total . % of total
1959/60 1960/61  1961/62 1962/63 1963/64 domestic rev. 1964/65  domestic rev. 1965/66 domestic rev. 1966 domestic rev.

l. Jdncome tax 714.8 524.3 9266 1144.7 1321.3 6.80 1300.6 5.46 1778.7 6465 1704.6 731
2. Urban lands & buildings tax  J07.5 334.%8 386.6 42655 460.3 2430 496.6 2,08 512.3 1,92 94,6 0.40
3e z'agricultur'AL tax Bbe3 9.7 8B.6 25.4 35.5 0,18 44.3 0.18 54,0 0.20 35.1 0,15
4. sAnimal tax 59,8 58,9 44.1 105.9 769 0,39 73,9 0.31 3667 0.14 14.2 0.06
5. oSocial welfare tax 187.2 180.5 19640 220.4 2701 1,30 260.6 1,09 318.5 1.19 28246 1.21
f. MNational guard tax 46249 659, 9 863.9 1166.0 - - 12790 6660 1326,2 5.56 1287.5 4.82 1130.6 4,85
7« Gustoms:
(a) Import duties 4355.,0 4176.1 3817.8 415647 4200.4 5178,7 72893 6631.3
(b) Inspection fees 243,9 23749 239.4 248.4 2772 266,49 694.7 -
(c) Miscellaneous fees 17.2 83.4 15.8 15.9 34.0 87,0 15.0 -
(d) Additional import fees 441.5 442.4 530.6 450.1 508.5 498,2 6779 -
(e) kExports duties 16.1 - - - - - 320.8 -
(f) Lmport licenses 420.1 458.6 432,0 477.6 574.6 576.9 682.5 614.3
Total customs 5495,7 53785 4935,5 5349.1 5603.5 28,90 6607.7 27.73 9680,2 36.17 7843.0b 33.64
t. Lbxcises:
(a) quUOI 29.1 26.4 36.4 63.7 795 93.8 180.5
(b) Tokacco 37745 411,5 559.3 534,9 847.9 967.8 148647
'\CJ Matches 33 1.6 - 3 - 0,2 0.1
(d) Salt 15.4 12.9 16.4 18,0 9.4 10,0 11.1
(e) Stamp charges 17.7 20,0 2649 22.2 18.4 27.3 30.8
(f} Petroleum products - 170.4 E74.6 856.8 118745 144Q.6 1746.9
Total Excises 443,40 64248 1516.4 1495,8 2143.0 11,00 2539.7 10.66 3456.1 12,93 3810.8 16435
¢, Licenses 27604 391.4 434,.8 46308 458,.6 2435 4773 2,00 798.5 2,99 645.1 2077
10, Miscellaneous fees 2055.0 201547 2075.2 2329.6 2580.,4 13.30 2765.0 11.60 2597.7 9,72 1752,1 7.52
11, Post, telephone, telegraph 690.6 69764 771.0 1012.7 1101,7 5068 124663 5.23 1396.2 5,22 1308.8 5461
12, State domain B0.6 717 122,6 657 71.9 0.86 59,0 0029 72,0 0,27 97.4 0442
13, Profits and interest 6357 913.4 1117.6 1175.8 1210.,9 6024 3484,2 14,62 1831.3 6o 85 1705.2 7.31
14, Hoyalties and other
miscellaneous revenues 1853.2 1570.5 1179.6 6123.7 2755.9 14.21 3136.7 13,16 2912.4 10,89 2272.3 9.74
Iotal domestic revenue 133022 13839.8 14678.6 21105,1 19378.7 23828.4 26732.2 23310,9
15. Foreign grants and loans
(a) tconomic and tech-
nical assistance 15905.3 17559.3 18398,3 15705.3 15685.3 15407.0 15271,.8 9883.1
(b) Loans for develop- _
ment pro jects 25000 _500,0 500,0 2042,7 1301.3 6976,0 25870 21657

assistance

Total revenue 31757.5 31899,1 3357549 38853.0 36365.3

Source: Jordan, Heport of the Ministry of Finance, fiscal years 1959/60 to 1966.

*1966 fiscal year was a nine-month year.

b
No c¢lear breakdown is available, possibly because of the new unified tax imposed in 1966 and which includes additional taxes and fees.
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STATISTICAL APPENDIX

TABLE E

EXTERNAL LOANS AS AT NOVEMBER 30, 1967
(In JD thousand)

Date of
chis i t(:;:tratt ?‘;‘m & g xmt . D\;r;tion - Auou:t repaid to date Pri.*no:n:; that are mature
- sca of loan rawn terest of loan Re nt nci nc
funds Benefiting orgamization year}  contracted to date rate (years) pizz valuieu Interest  Total valug Interest Total
Britain Treasury 1966 1276647 127667 - 22 1973 12766.7 12766.7
Britain Treasury 1966 BO0.0 8000 - 17 1974 800.0 800,40
3ritain Treasury 1967 900, 0 165.0 - 17 1975 185.0 185,0
Lawait Industrial Development
Organization 1961/62 1040.0 1040,0 4 9 1963 340,0 184,0 524,0 700.0 76.0 776.0
hawait Al-Hasa, or phosphates!
pro ject 1962/63 3000,0 2917.3 4 7 1966 400,0 125.0 525.0 2517.3 615.3 3132.6
niwai t farmuk pre ject 1962/63 4000,0 37746 3 16 1968 - - 377.6 8.1 385,7
mawalt Jerusalem electricity
project 1962/63 2400,0 240,0 3 26 1965 37.5 24,3 61.8 202.5 105.5 308,0
Rawait Jordan Hotel 1962/63 85,0 85,0 3 & 1966 9.8 3.4 13.2 752 16,7 91.9
Aawalt Jerusalem [nternational
Hotel 1962/63 175.0 175.0 4 10 1966 35.0 19.6 54.6 140,0 25.0 165.0
suwait Treasury 1964/65 5000.0 5000,0 4 10 1970 - - - 5000.0 1100,0 61000
L.U.A, Natural resources authority 1963/64 892.0 801.2 « 75 40 1973 - 662 6e2 801.2 195.6 996.8
1.U.A, Municipality of Amman 1961/62 535.7 505.3 75 40 1971 - 35 3.5 535.7 107.9 643.7
1.ue4, Agricultural credit cor-
poration 1963/64 1071.3 1071.3 075 40 1974 - 19.9 19.9 1071.3 223.2 1294.5
d.b.Ag Agricultural credit cor-
poration 1967 1074.3 - «75 40 1977 - - - -
west Germany Agaba port authority 1961/62 1344.0 1344,.0 3 17 1965 158.2 117.5 27547 1185,8 166.8 1352.6
sest Uermany Agaba port authority 1964/€5 688,0 16642 3 20 1967 - 2.1 2.1 166.2 16,0 182,2
west Germany Agaba port authority 1967 1651.8 - 3 20 1974 - - - - -
[PV Treasury 1965/€6 58547 169.2 1 & 2.5 10 & 30 1975 - 0e6 0s6 169.2 - 169.2
UdLA, Tl'eiﬂsury 196€ 5714 155.7 1 & 2,5 10 & 30 1976 - 0e2 0.2 155.7 - 155.7
LedeA, Treasury 196€ 2250.0 - 1l & 2.5 10 & 30 1976
Lada A, Agricul tural credit cor-
poration 1966 214.0 208.0 4.6 2245 1969 - 4,8 4.8 208,0 208,0
L.3.A, Treasury 196 6 248,0 104.2 4.6 2245 1970 104.2 104.2
L.S.A, Treasury 1961 642.8 136.5 1l & 2.5 10 & 30 1977 136.5 136.5
Lid.A, Treasur)' 1966 582.1 - 2.5 19 1969
Saudi  Arabia ITreasury 1966 5000.0 150060 - 8 1970 1500,0 1500,0
le nmark Treasury 1966 640.5 - - 15 1971
48158.3 2974847 980.5 511.3 1491.8 28798.2 2656.4 31454.6

Source: Jordan, Budget Department, Budget law for the Fiscal Year 1968, Appendix, Schedule B,
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STATISTICAL APPENDIX
TABLIE F

EXPENDITURE ON G ROSS NATIONAL PRODUCT AT MARKET PRICES
(in JD million)

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970

l. Private consumption expenditure 102.8 1024 116.3 120,9 125.8 130,8 136,1 141.5 147.2 153,1
2, Central government recurring expenditure 28,0 29,9 33,2 34.6 35.8 36.7 377 38,7 39,8 41,0
3. Central government gross capital formation 4.9 746 6e2 8.6 13,1 21,8 29,8 2246 19.6 15.3
4, Private sector gross capital formation 11.4 10,0 11.3 12,1 13,9 15,0 17.6 21,0 24.9 24,7
5. Local govermment expenditures (recurring

and capital) 1.3 1.5 2.8 2,9 4,1 4.2 4.2 4.4 4.4 4.6
6. Grossdomestic 'Bxpendimeﬂ (rows 1 to 5) 148.4 151.4 169.8 179.1 192.7 208.5 225.4 228,2 235,.,9 238.7
7. Exports of goods and services and net

factor income from abroad 24,0 31.0 28,8 36.4 38,0 42,2 47.0 53.5 6l.6 70.2
Be Lxpenditure of gross domestic preduct

and exports (row 6 -+ 7) 172.,4 182,4 198,6 215,5 230.,7 250.7 272.4 28l.7 297.5 308.9
9, Imports of goods and services 46.5 51.8 6lel 57.2 62.4 69.4 7645 77.6 8le2 82,9
10. Expenditure on gross mational product

(row &=9) 125,9 130.6 137.5 158,3 168.3 181.3 195.9 204.,1 21643 226.0
11. Increase in GNP over preceding year (%) - 3.7 5.3 15.1 63 7.7 8.1 4,2 6.0 4,5

Source: JDB, The Seven Year Program for Economic Development of Jordan, 1964-1970 (Jerusalem: Commercial Press, n.d.),
pe. 34, ;



STATISTICAL APPENDIX
TABLE G

CENTRAL GOVERNMENT RECURRING EXPEND I TURES
(In JD million)

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
1, General administration 4.1 4.6 545 6el 6e7 70 703 746 79 8e2
2e Defense 16.4 16.8 18.6 18.6 1B.6 18,6 18.6 18.6 18.6 18.6
3, Justice amd police 2.5 2.5 2.7 247 2,7 247 207 2,7 2.7 27
4, Educarion 2.8 3.1 3.4 3.7 4.0 403 4,7 5.2 5.8 6ed
5. Health a.nd Wlfare 103 104 105 1.5 1.6 1.7 1‘8 1.9 1|9 2;0
6. Comunication 0.5 045 05 0e7 0.8 0.8 0.9 0.9 1,0 1.1
7. Othe r services 0.4 1.0 1.0 1.1 1.4 1.6 1.7 1.8 1.9 2,0
8. TO‘ta.l. CEILtral govemnt 28.0 29.9 33.2 34-4 35.8 36'7 37.7 38.7 39.8 41.0

Source: JDB, The Seven Year Program for Economic Development of Jordan , 1964-1970 (Jerusalem, Commercial Press,
nede )J Pe 36,
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STATISTICAL APPENDIX
TABLE H

CENTRAL GOVERNMENT REVENUES AND EXP ENDITURES
(In JP million)

1961 1962 1963 1964 1965 1966 1967 1968 1969 1970

Le <Customs and excise 660 6ed 702 8.4 10,0 10,5 11.0 11.5 12,2 12,8
2e Taxes 205 3.1 3.4 3.4 4,8 5.3 549 6e3 649 Te5
8, Licenses 09 0.9 1.0 1.0 106 1.7 1.8 1.9 2,0 2.1
s Faes 243 203 266 2.7 3.0 3.2 3.4 3.6 3.8 4,0
5. Post, telephone and telegraphs 0.8 1.0 1.1 1.2 242 204 246 2.8 3.0 3.2
f. State demain revenues 0.1 (V| 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
7« Interest and profits 1.1 1.2 1.2 1,3 1,7 1.8 1.9 2,0 2.1 2,2
fe (a) Miscellaneous income¢ (recurrent) le2 204 248 2.6 2,2 262 242 23 243 2.4
(b) Miscellaneous income¢ (non-recurrent) - 3.7 - 2,0 1.4 0.9 0.5 - - -
S« Turnowver or sales tax - - - - - - 0.2 0.4 0e7 1,0
10. Total domestic revenues (rows 1 to 9) 14,7 21,1 19.4 22,8 2649 2841 29.6 30.9 33.1 35.3
ll- Bud551 support (U-S. a.lll U.K.) 1604 14.7 1410 18.6 12.8 12‘0 11.0 1000 8.0 6.0
12, Total current revenues (row 10 and 11) 31.1 35.8 33.4 41.4 39,7 40,1 40.6 40,9 40.1 41.3
13. Recurring periodic expenditures
(Table 3, row 8) 28,0 29,9 332 34.6 35.8 3607 37.7 38,7 39,8 41,0
14. Surplus {+) or deficit (~) on current '
account (row 12-13) =30l +59 +042 +648 +3.9 +3.4 +2,9 +242 +1.3 +0e3
15. GOJ-financed capital ¢xpenditures 245 4.5 249 4,9 507 4.4 3.9 2.8 1.8 0.8
16. [Lncrease (+) or decrease (=) in avai Lable
cash balance (NW 14-L5} +0e6 +1.4 =247 +149 =148 -1,0 =1,0 =046 =05 -0.5
17. Central governme nt gross capital formation
(Tatle 4, row 30) 4,9 76 6ol Be 6 13.1 21,8 29,8 22,6 19,6 15.3
B, Net loans to private sector and local
govermments (Table 9, row 8) 1.0 1,7 0.6 1.2 3.0 3.3 4,8 Geod 2,9 0.7
1%, Repayment of foreign loans - - 0.1 0.1 045 0.8 1.2 2.4 2.7 4.6
2K, Capitil funds required (Row 16+17+1E#19) 6e5 10,7 4,2 11,8 14.8 24,9 34.8 30,8 24,7 2061
21, Surplus on current account (row 14 above) 30l 549 02 6e8 3.9 3.4 2.9 242 1.3 0.3
22, Development grants plus revenue from PL
480 sales (Table 8, row 5) 249 2.8 367 3.3 6.6 Bed 6e8 3.5 365 3.5
23, Sales of short and long term bonds to
prirate sector - - - - - 0.2 0.5 0.9 1.5 2,0
24 , FDreitn borrOﬁ.ﬂgs (mh’ 20—21"22-23) Oe5 2.0 0.3 1.7 4,3 12.9 24.6 24.2 18.4 14.3

Source: JDB, The Seven Year Program for fconomic Development of Jordan, 1964-1970 (Jerusalem: Commercial Press, n.d.),

P« 35.
appear

Note: Tables referrsd to in rows 13, 17, 18 and 22/in the source of this table.
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