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PREFACE

In 1959, a 'Central Banking Iew' and a 'Control of Banks Law'
were issued in Jordan. Since 1950, the time when the Jordan currency
first came into existence, the domestic activities of commercial banka
were uncontrolled by any monetary authority. In other words, a mone-
tary policy in the economy, in the sense of a monetary aunthority's
control over money supply, was lackinge The only sort of monetary
policy which is practiged in Jordan, is the control over foreign ex-
change, which is directed by the Jordan currency Control Department.

Although the Central Banking Law was declared in 1959, the
Jordan Central Bank, as an institution , is not established yet. How-
ever, the relevance and objective of this study is in the attempt to
analyze the future path of the new central bank's policy.

In the first chapter, the achievement of the Jordan economy
is pointed out. During the last decade, Jordan experienced a high
rate of growth in G.N.P., internal price stability and an increase
in exchange reserves.

Chapter two provides an analysis of the Jordan currency, Jore
dan's relations with the Sterling area, its exchange control system
and exchange reserves, its short-term mnd long-term credit institutions,

and its money supply.
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In the third chapter, an attempt is made to define the objec-
tives and tools of monetary policy in general. An attempt is made
also to point out its potential role and difficulties in Jordan. A
short discussion of foreign exchange policy is also given.

The purpose of this thesis is to describe the monetary and
exchange system of Jordan, and to show that due to the obvious defi-
ciencies in these systems, the role of mometary policy is limited.

Monetary policy in developing nations is a relatively new field
of economic research. Since most of the works on the subject pertain
to developed economice, I have encountered a serious shortage of
sources for this study. As one of the first attempts to discuss the
credit and exchange systems in Jordan, this study does not claim to
be either complete or comprehensive. I hope, however, that despite
the deficiencies of this study for which I am wholly responsible, it
may be a humble contribution in this field of economic policy.

I wish, in this respect, to express my gratitude and sincere
thanks to Prof. Edmund Asfour., His precise direction, valuable re-
marks and sincere patience and supervision, have helped avoid the
many pitfalls which this study afforded.

I wish to thank also the following gentlemen, who have provid-
ed me with valuable remarks and information, which have greatly en-
hanced the quality of this research: Mr. Wheathy and Mr. Husein Kasim
of the Jordan Currency Board; Mr. Ziad 'Innab of the Jordan Ministry
of National Economy; Mr. Suleiman Sukkar the Director of Al-ahli Bank
in Amman; Mr. Ward in the U.S.A.I.D. in Amman; Mr, Takideen in the



Jordan Agrioultural Credit Corporation; Mr. Abdullah 'Arafat in the
Jordan Development Board; Mr. Tawfic Abu-Sharif of the Arab Bank of
Amman.

Knaled F. Madadha
American University of Beirut,

March, 1964



ABSTRACT

Monetary policy is one part of the general economioc policy of
any government. It may be defined as the policy of a central bank
in either expanding or contracting the supply of money in an economy
in order to achieve certain objectives of economic polioy. The ob-
Jjectives of economic policy in Jordan are the correction of the balance
of trade deficit and the lowering of the level of unemployment., Mone-
tary policy should therefore be coordinated with fiscal policy to at-
tempt a solution of these two problems.

The role of monetary policy in helping to correct the balance
of trade deficit can be to enforce more strictly its exchange control
regulations, It can also impose upon banks a certain limit to their
oredit allowances for importers, and as a measure to discourage impor-
tation it could require importers to deposit part of the value of the
imports with the central bank. The latter could be stipulated when
a permit to import is requested by the importer.

A further solution would be foxr monetary policy to provide
fiscal authorities with funds to balance their budget internmally and
to continue with the public projects which are intended to alleviate
the level of unemployment.

In the past, the monetary system under the Currency Board was
antomatic due to the fact that the Board maintained a 100 per cent

foreign exchange cover for note issue, and did not intervene in the
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operations of commercial banks., This indicated that no monetary poliay
existed in Jordan except for the very lenient regulations of exchange
control.

Due to successive balance of payment surpluses and to the auto=
macity of the monetary system, Jordan imports increased heavily and
assisted in controlling any inflationary tendencies. In the future
however, and after the central bank starts its operations, this auto-
macity would be replaced by a managed ocurrency system. The central
bank would have the role of controlling the supply of money in the
country which previously under the Curremcy Board system, had been
controlled mainly by the balance of payments fluctuations.

It is discouraging, however, to face the fact that the future
of monetary policy is not encouraging as a result of the shortcomings
in the credit systems The main drawbacks are the lack of a developed
money market, the lack of a developed banking habit and the lack of a
developed network of specialized credit institutions. Due to these
difficulties the traditional weapons of control over credit would be
ineffective and the Bank will have to employ more direct credit comtrol
weapons. Hence, one of the first duties of the Jordan monetary autho-
rities is to try to eradicate these unfavourable trends so that mone=

tary policy can function more effectively.
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CHAPTER ONE

Basic Features of the Jordanian Economy

I. Introduction

The Hashemite Kingdom of Transjordan before the advent of the
Palestinian refugees in 1948 consisted of a small piece of land, poor
in resources and in wealth. After the end of the Palestinian War, the
remaining part of Palestine was united with Jordan, to form the Eastern
and Western Banks of Jordan.

Jordan, with its two banks, constitutes 1,724,868 people, liv=
ing on an area of land of 37,500 sq. miles. Ninety per cent of this
land is uncultivable and only 10 per cent of the arable land is under
irrigation due to the prevailing drought, and the lack of enough water
for irrigation. The pressure of population on land is very high.

Since about 70 per cent of the population live on this poor uncultiv-
able land, the result is the related problems of poverty and low stand-
ard of living.

Resources in Jordan, other than phosphate, potash and cement,
are not found on a wide enough scale to give rise to an effective in-
dustrialization. Capital is scarce; labour is unskilled; entrepreneur-
ship is almost lacking. Government played a great role in the economy .
It had to maintain a large army, for fear of an Israsli aggression. It
had to spend much on public works, in order to alleviate the unemploy-
ment and low standards of living difficulties, This expenditure



government was able to cope with, due to the help of foreign loans and

transfers.

IT. National Income and Growth

Table 1 below, provides a picture of national income trends in
Jordan, divided sectorally, showing the industrial origin of gross do-
mestic product in the economy.

The points that one can deduce out of the figures below, are
the following:

1. Agriculture, which provides the means of living for two-
thirds of the population, is very unstable in its contribution to the
GeDsP. in Jordan. This instability is due to the fact that most of
the cultivated land is rainfed. In drought Years, agricultural income
diminishes heavily, such as was the case for the years 1954, 1959 and
1960,

2. The excellent growth in the construction sector is attribut-
ed to the increase in residential buildings, and government expenditures
on social overhead projects, such as the East-Ghor Canal, the Agaba Port
and the Amman-Ma'an Desert Road.

3. The growth in the services sector is in the main the result
of the increasing inflow of tourists to Jordan, and of the increase

in government services in the sectors of education and hea.lth.l

ln.c. Porter, "Economic Trends in Jordan," Beirut: The British
Embassy, M.E. Development Division. July, 1961. (Mimeographed), p. 5.



TABLE 1
INDUSTRIAL ORIGIN OF GROSS DOMESTIC PRODUCT'Y): 1954-1961
(J.D. Million at Current Factor Coat)

1954 1955 1956 1957 1958 1959 1960 1961
FOI‘.'tl‘y 14,2 6.2 19.0 12.8 12.9 10,5 13.0 23,1
2, Mamufacture, Min-
ing and Eleotricity 4.2 5.2 6.3 6.8 7.6 7.9 9.1 11.7
3., Construction 1.2 1.5 1.7 1.9 2.4 3.7 3.0 3.4
4. mport 4.4 5.5 6.8 8.3 9.0 9.7 11.53 12.8
5. Trade and B&nking 9.5 9.3 10.5 12.0 14 .4 16.2 18,0 22.7
11“88 2.3 2.3 2.9 3.1 3.3 442 6.1 7.l
7+ Public Administra-
tion and Defence 9.1 9.7 11.5 13.3 15.6 16.1 17.6 17.8
8. Services 3.0 3.3 2.7 3.7 3.9 6.0 8.1 8.9
Total 477 43,0 61.4 61.9 69,1 743 B6.2 107.5

Source: 1. R.C. Porter, "Economic Trends in Jordan," Beirut: The British

Embassy, M.E. Development Division. July, 1961.(Mimeographed, p.le

2. The Jordan Government, Department of Statistics, "The National

Accounts: 1959-1961," p. 2.

Notes: (1) The above figuree for 1959 which Mr. Porter used were later
revised in the publication of the Department of Statistics,
"The National Accounts: 1959-1961." Hence the reader may
notice the discrepancy in the figures for 1959 as given by
the two sources.

N.B. In Tables 1, 2, 4, 6, 7, it is Mr. Porter's figures which
are used.



4. With reference to the figures on Table 1 it is seen that the
average anmal rise in G.D.P. at current factor cost over the period
1954-1960 was about 13 per emt.l Assuming an anmual rise of 3 per cent
in population the increase in real per capita G.D.P. was then sbout 10
per cent. This achievement should not give rise to inoredulity, since
it was made through foreign assistance, which composes a little less
than one-sixth of the G.N.P. in Jordan.?

Table 2 below provides another side of this G.N.P. analysis in

Jordan.

lB:ano 1961 was an exceptiomal good harvest year, the period
1954-1960 was taken as a basis for the above growth calculations.

2In 1961, foreign assistance was sbout JD. 17 million, while
the G.D.P. at current factor cost in that Year, was about J.D. 107.5
million, as was given in Table 1, above.



TABLE 2

EXPENDITURE ON GROSS NATIONAL PRODUCT
(J.D.Millions at Curxent Market Prices)

1954 1955 1956 1957 1958 1959 1960 1961

1. Private Conmmption 45.4 47.1 52.9 60.1 67.1 77.1 86.2 99.7

2, Govermment Current

Expenditure 13,7 14 .6 16 .8 19.7 25,7 26.3 27.7 28.9
3. Gross Private Fixed

Capital Formation 2.3 5.3 5.3 5.2 6.9 10.0 11.2 10,0
4. Grose Government Fixed

Clpit.l Formation 2.5 2.7 2.7 3.1 4,0 5.3 3.5 4.6
5. Change in Stock 1.1 =2 .9 3.7 1.0 -1a7 =3.1 =0.8 2.4

Expenditure on Son-
sumption and Gross
Capital Formation 65.0 66.8 83 .4 89.1 102.0 115.6 127.8 145.6

6. Exports of Goods
and Services 6ol Te3 94 1047 9.9 8.8 12.5 16.5

7« Less imports of goods
and Services =19.8 «2648 w2642 3244 =36.7 wh2.6 =h5.7 -45.8

I:pcnditurc on GeDP., 51.3 473 66 -6 67 .4 75.2 81.8 94.6 116.3

8. Net Income from Abroad 1.1 2.5 1.9 27 1.9 1.0 1.1 1.8

9. kpenditur. on G.N,P. 52.4 49 .8 68.5 70.1 77.1 82.8 95,7 118.1

Sources: 1. R.C. Porter, Op. cit., pe6, for the period 1954-1959,

2. Dept. of Statistics, National Accounts, op. cit., pe 1, for the
years 1960, 1961,



The points that should be elaborated regarding the above figures
of Table 2 are the following: (1) Private consumption was alwaye in -
creasing, and constituted most of the G.N.P. In 1954, it constituted
86 per cent, and in 1961, 84 per cent of G.N.P. (2) Gross private fixed
capital formation showed a remarkable increase during this periods Thus,
while it constituted 4 per cent of G.N.P. in 1954, in 1961 it composed
9 per cent of G.N.P. (3) Total Investment increased from a figure of
JoDe 5.9 mill., or 11.5 per cent of G.N.P. in 1954, to a level of J,D.

17.0 nil].., or 14,5 per cent of G.N.,P. in 1961,

IIX. Internal Price 81_:_._!:1115;

Most underdeveloped countries experience a sort of a demand-
pull inflation, due to the low productivity and the high marginal Pro-
pensity to consume of these economies. Jordan, however, did not suffer

this inflation, as the figures in Table 3 below may show,

TABLE 3

WHOLESALE PRICE INDEX NUMBERS BY GROUPS IN AMMAN, 1955-1961
(Base 1953 = 100)

1955 1956 1957 1958 1959 1960 1961

All Groups 91.93 86.69 85.45 91.34 93,50 101.31 87,71

Cereals and Wheat Flour 91.31 83,46 80,31 94,135 98,41 109.96 92.47

Other Food Stuffs 9052 89.72 97440 83.21 74,72 74.00 69.04
Building Materials 9987 105,68 106.11 89.70 92.32 93.96 88 «92
Fuels 95498 98.03 92.23 84,17 88.28 86.46 85,05

Source: Dept. of Statistics, Statistical Yearbook for 1961, p. 115,



The wholesale price index in Amman was thus always below the 1953
price level, except in 1960, due to widespread drought which prevailed
in that year. This may show that prices were very stable in Jordan,
during the last decade.

The following points are a possible explanation of this intermal
price stability.

1. The most important factor was the high marginal propensity
to import. This tendency developed becsuse there was no striot exchange
control on importation. Thus, inspite of the huge level of government
expenditures, the demand pressure was alleviated.

2. No sort of a demand-pull inflation toock place in Jordan,
since money supply was moderately rising, and at even a lower rate
than the rate of increase in production. The reasons behind this low
increase in money supply are the following:l (a) The Currency Board in
Jordan, which was responsible for currency issue, maintained a 100 per
cent Sterling cover for note issue. Deficit financing was never prace
ticed in Jordan. This implied that the currency issued in Jordan was
directly related to the fluctuations in the balance of payments. Since,
as I shall try to explain hter.z Jordan experienced only a small balance
of payments surplus, there was no excessive issue of currency which

might have caused price instability. The importance of this factor is

In Chapter Two, Part ITT, I shall try to analyze the deter-
minants of money supply changes in Jordan.

an.rt IIT of this Chapter. See Table 4.



enhanced by the fact that the currency in circulation in Jordan, consti-
tutes almost 55 per cent of money lup:plyol (b) Demand deposits did not
increase heavily in Jordan due to the followinge First, the lack of a
developed banking habit in Jordan accounted for the small mumber of
those who demanded bank loans. Second: the presence of money-lenders
other than banks, and the centralization of banks in the main toms
further accounted for the low demand for bank loans., Third: Demand
for credit for investment purposes is still low in J ordan, due to the
lack of inspired entrepreneurship and profitable investment ventures.
Fourth: Commercial banke in Jordan held most of their assete in foreign
exchange nurvu.z due to the illiquidity dangers that accompany domes-
tic investment.

3+ There was no sort of a cost-push inflation in Jordan in the
past decade, due to the high level of unemployment, and the lack of a
developed labor union. Although rents and interest rates are high,
these constitute only a very small percentage of the costs of produce
tion in Jordan.

IV. External Stability

External stability could be the cause and effect of internal
stability. It is generally observed that underdeveloped countries often
experience internal price instability in the form of an inflation. This
inflationary trend causes lower exports and higher marginal propensity
to import; the situation is thus translated into external instability.

13ee Chapter Two, Part IIT, Teble 17.

,zl'or an analysis of commercial banks' balance sheets in Jordan,
see Chapter Two, Part II, B. See in particular Table 13,

¢



Monetary authorities are thus put into an embarassing situation. They
have either to maintain a deflationary policy, to depreciate their cure
rency value, or to follow exchange control practices.

Jordan, as we have observed in Table 3, did not experience the
kind of inflationary pressures that often characterize underdeveloped
economies. However, inspite of that, it suffered a chronic imbalance
in its ocurrent international transactions; an imbalance which has been
always corrected with the help of exogenous factors. With this help
Jordan was able to balance its current external transactions, accumulate
foreign exchange reserves, and preserve the exchange value of the Dinar.

Table 4 below provides a partial picture of what the interna-
tional transactions in Jordan were during the last 5 Years. It is ap-
parently clear that the chronic problem is in the balance of trade.
Imports always exceeded exports, and composed almost 30 per cent of
G.N.P. over the period 1956=196l1, The factors behind this huge defi-
cit, were as follows:

First: Jordan, as aiready defined, is an underdeveloped economy
with a deficient productive capacity. The agricultural sector is under-
developed and dependent upon rainfall, which in previous years was not
enough to produce sufficient food cropse. BEven in good rainfall Yyears,
Jordan has to import wheat and food, to feed the rising number of its
population.

Another factor which has induced this huge deficit in the balance

of trade, is the increasing import of machines. Thus, the imports of
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TABLE 4

JORDAR'S BALANCE OF PAYMENTS: 1956-1961
(In J.D. Millions)

1956 1957 1958 1959 1960 1961
1. Exports of Goods and Services 2:4 10,7 9.9 8.8 12.5 16,5
a) Exports and re-exports 5.2 5.5 3.5 3.4 349 5.3
b) Travel 1.5 1,2 1.2 2.9 3.2 4.3
c) Other Services 2,7 4.0 5.2 2.5 5.4 649
2. Factor Income 24 209 20 12 12 2.0
3. cumnt Tm.fm o 1 3 25,1 30.2 26 .5 25,7
a) To household 9.1 9.1 8.0 11.6 10,0 9,1
b) To government 73 10.2 17.1 18.6 16.5 16.6
A. Current Receipts (1 2 3) 28.2 3249 37.0 40.2 4042 44,2
4. Imports of Goods and Services 26.2 32.4 36.7 o6 45,7 45,8
I) Inportl (c.i.f.) 24 .6 29.8 34.0 39.4 41.4 40.9
b) Travel 0.9 1.7 1.6 1.9 202 2.4
¢) Other Services 0.7 0.9 1.1 1.3 2.1 2.5
5. Factor Payments 05 02 01 02 01 0.2
20 Current Erponditnro (4 5) 26,7 32.6 36.8 42,8 45.8 46.0
C. Cdrrent Accounts (A B) 1.5 0.3 0.2 -2 .6 w5 .6 -l,8
Capital Transfers 0.6 2,0 2,0 1.9 3.7 2.8
Private Inveatment 0.3 0.5 0.6 0.1 0.4 0.5
Of ficial Loans 1.9 =0.6 1.0 0.5 1,5 0.5
Net errors and Ommission =0.2 =0,5 0.1 0.4 1.9 0.4
Net change in foreign exchange
Treserves 4ol 1.7 3.9 -0e5 1.9 2.4

Sources: 1. R.C. Porter, Ope cit., p. 12,
2. Jordan Dept. of Statistics, "National Accounts"™ 1959-61, pe9.
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producer's goods constituted 25% of all imports in 1952, 32% in 1955,
35% in 1958, and 38% in 1959.}

Jordan imposes exchange control om both current and capital ac-
counts, as shall be emumerated fully in Chapter Tvo.2 Jordan protects
local production also through a system of tariffs and quotass Inspite
of this protection, imports have always increased since 1950, except
in the year 1961, which was a good harvest year.

Jordan imports agricultural products, textiles, machines and
minerals. About 21 per cent of its imports come from the Arab countries,
30 per cent from other Middle Eastern countries, and 12 per cent from
the U.8.A.

In contrast to the mumerous import items, Jordan exports are
few. Jordan's exports in descending order of importance are: (1) Agri-
cultural products such as tomatoes and water-melons. (2) Phosphates.

(3) Food products. (4) Leather products. (5) Livestock. Thirty-seven
per cent of the exports are phosphates, and 50 per cent are agricul-
tural pJ.-odu.o'lm.3

Since most of Jordan's exports are non-durable agricultural
products, most of the customers are Arab meighbouring countries. Thus,
about 66 per cent of Jordan's exports are imported by the Arab countries,
843 per cent by India. Exports to the Eastern Bloc have increased

from 8 per cent of all exports in 1955 to 28 per cent in 1960.‘

ISirhan, Ghasi, "Boonemic Development in Jordan®, (Unpublished
M.A. Thesis, Dept. of Economics, A.U.B.; 1961), p. 53,

28.0 Appendix C concerning the most important exchange control
regulations in Jordan.

,Union of Arab Chambers of Commerce, Industry and Agriculture,

‘Ibidi. Ps 28,



Other than the aspect of exports and imports the balance of
payments in Jordan showed the following trends which can be seen in
Table 4 above: (1) The net goods and services balance was always in
deficit. However, this deficit was less than the balance of trade
deficit, the corrective item being the increasing revemue from tour-
isms (2) Private remittances have increased in importance, the larg-
eat component being the remittances of Jordanians working in Kuwait.
(3) Official transfers comstitute the largest corrective item in the
balance of payments. It is constituted of U.S8. and U.K. aid for the
budget, and U.N.R.W.A. transfers. Because of private and offioial
transfers, the huge ld.f:l.oit in the goode and services balance is always
nearly closed, even showing a surplus in some years. (4) The capital
account constitutes foreign private and oificial loans. When they
are added to the current account, a surplus of foreign exchange re-
serves appears in the balance of payments figures. Thus, we may notice
that in all the period shown in Table 4 above, a surplus was always
apparent, except for the year 1959, which was a bad harvest yur.l

The main conclusion that one msy draw from the above analysis
is: Jordan was able in the past decade to balance its international
transactions, accumilate exchange reserves, and stabilize the Dinar's

exchange value, largely with the aid of externmal factors.

V. labor Unemployment in Jordan:
Although Jordan has witnessed a noticeable G.N.P. growth of

1In Chapter Two, Part I, C, b, I shall discuss fully the ques-
tion of foreign exchange reserves. See Table 12.



about 10 per cent annually, more than ome third its labor force is
still idle. The influx of the Palestinian refugees in 1948 accentuat-
ed this problem. Estimated labor force in Jordan is about 398,000,
Qut of this, 279,000 are working, and 119,000 are largely unnployed.l
The level of unemployment is thus about 7 per cent of total population,
and ome third the labor force.?
The distribution of the employed labor force in 1960 is given
in Table 5 below:
TABLE 5
DISTRIBUTION OF EMPLOYED LABOR IN 1960

Agriculture 150,000
Public Administration and Defence 75,000
Industry 22,000
Building and Construction 18,000
Commerce and Services 14,000

Total 279,000

Source: J.D.B., The Five Years Plan for Economic Devel t
(Amman: 1961), p. 359,

Agriculture, public administration, and defence employ the

largest part of the employed labor force in Jordan. Most of the

IIn & Report issued by the Jordan Development Board on man-
power resources, labor force was calculated to constitute those bet-
ween 15-60 years of age. Healf of this figure were males, and are all
included in the labor force; only 10 per cent of the females were
included in the labor force. See: J.D.B., *Manpower Survey," 1960,
pe 15, (Mamuseript.) _ :

?Qthough 1t is believed that this figure for unemployment
is unnecessarily over-estimated, yet the fact remains that the un-
employment level in Jordan is high.

The Dept. of Statistics is publishing a final report on the
census of population and housing which is not available up to now.
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unemployed labor is made up of Palestinians, who would starve without
the U.N.R.W.A. subsidies which they receive. It is estimated that

refugee labor in Jordan constitutes almost half of the labor fqroo.l

VI. The Allocation of Effective Demand Expenditures im Jordan:

Resource mal-allocation is a wastage that all economies try to

avoide This question has a special significance in underdeveloped
countries, where most of the private capital generally either flows
out of the country, or is invested in other socially unproductive ven-
tures.

In Table 2 above, it was shown that consumption constituted
86 per cent, and Investment 14 per cent of expenditure on the G.N.P.
in Jordan.

The financing of capital formation in Jordan ie shown in Table
6 below.

The figures in Table 6 below, show the following trends: (1)
Private savings fluctuated in Jordan between the period 1954-1961 de-
pending upon weather conditioms. They dropped in 1959, which was a
bad harvest year, and increased tremendously in 1961, which was a
good harvest year. (2) Government savings started to assume importance
in the last four years, due to the increase of foreign assistance to

Jordan.

11.B.R.D., Economic Development in Jordan (Baltimore: John
Hopkins University, 1957), p. 444. This was the most recent figure
that was available.
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TABLE 6

FINANCING OF GROSS DOMESTIC CAPITAL FORMATION
(In J.D. Millions)

1954 1955 1956 1957 1958 1959 1960 1961

l. Government Savings e=l.4 =08 «ls0 =0l 1.9 5.2 3.7 3.8
2, Private Savings 8.0 3.3 16.3 10.0 79 4.1 4.6 11.4
3. Deficit of Nation

on Current Account =0.5 3.0 -] o5 0.3 =(,2 246 5.6 l.8
4., Net errors and

Omissions =02 =04 =0sl «=0.3 -0.4 0.3 - -
Gross Domestic
Capital Formation 5.9 5.1 13,7 9.3 9.2 12.2 13.9 17.0

Sources: 1. R.C. Porter, ops cit., p. 11; for the period 1954-1959
(inolus.)

2. Depte. of Statistics, The National Accounts, p. 3; for

the years 1960, 1961.

The question now is to see how this capital formation is al-

located in Jordan, so as to determine whether there is any capital mal-

allocatione Table 7 below provides a picture of capital-allocation in

Jordan.
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TABLE 7

COMPOSITION OF GROSS DOMESTIC CAPITAL FORMATION
(In JuD. Millions)

1954 1955 1956 1957 1958 1959 1960 1961

le. Fixed Capital

Formation 4.8 8.0 8.0 8.3 10.9 15,3 14,7 14.6
a) Construction
and Work 3.2 4.9 5.3 5.6 7.1 10.6 8.7 9.1
b) Transport
Equipment 0.9 1.9 1.6 1.4 1.9 244 1.4 1.6
¢) Machinery and
other Equipment 0.7 1.2 1.1 1.3 1.9 2.3 4.6 3.9
2. wa in Stocks 1.9 =249 5.7 1,0 -1,7 =3,1 =068 24

3. Total Groes Domestic
C‘pitﬂl Formation 5.9 5.1 13,7 9.3 9.2 12.2 13.9 17.0

Sources: 1. R.C. Porter, op. cit., p. 11; for the period 1954-1959.

2, Dept. of Statistice, The National Accounts, p. 4; for the
years 1960, 1961.

Notes: Construction and Work above constitutes: (a) Dwellings. (b)
Non-residential buildings. (c) Other construction and works.

Most of the capital formation during the whole period was as
the above figures show, directed to construction, and specifically in-
to construction of residential buildings. Mre. R.C. Porter describes
capital formation in the period 1954-1959 to be as follows: "The most
significant feature of capital formation over the period is the very

large increase in the value of construction and works. A considerable
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proportion of this increase is the result of an increase in private
residentials construction which, according to the statistics of build-
ing licenses, more than doubled in volume.® This is true for tne years
1960 and 1961 as well, since in these two years investment in dwellings
constituted 43 per cent and 35 per cent consecutively of total invest-
ment in t:omrl:rm::t:l.cm.2 A large part of this is expended on luxury re-
sidences which is a social mal-allocation of capital considering the
desperate need of Jordan for productive capital.

As regard consumption expenditures, figures do not indicate
heavy lavish or conspicuocus consumption in Jordan. Thus, it is calou-
lated, that in the years 1959, 1960 and 1961 consecutively, expenditure
on necessities in Jordan, such as food, clothing, furniture, housing,
personal care and health, constituted 81 per cent, 76 per cent and 79

per cent of total private consumption nrzp«ml:j.‘.n.u-lm.3

VII. Distribution of Wealth and Income:

One of the main features that distinguish underdeveloped eco=
nomies is the wide discrepancy in wealth and income between the rich
and the poor classes. Since land is the main source of wealth, the
salient features of distribution in these economies are the disparities
in land ownership, the high rents, and the very low agricultural wages.

Disparities in land ownership in Jordan are not severe, accord-
ing to the Development Bank's Report figures. Although the I.B.R.D.

IB.QCQ Porter, OPe cit., p. 10,
2D¢pt. of Statistics, The National Accounts, Opes cit., p. 4.

> Ibide, pe 6.



18

figures are related to the year 1950, they do not differ greatly from

present conditions, since land distribution has even improved since

1950.1
TABIE 8
LAND DISTRIBUTION IN JCORDAN

land Holdings As % of As % of

total holdings total area
Leas than 100 Dumums each 85 36 .6
Between 100-500 Dumums each 13.5 38.5
More than 500 Dunums each 1.5 25,3

Source: I.B.R.D., Economic Development in Jordan, op. cit.,
Pe 130.

The above figures do not show signs of land mal-distribution,
since only 1.5 per cent of the total holdings were more than 500 Durums
each, while 85 per cent were less than 100 Dumums each.

The real mal-distribution in Jordan is that between the rural
and the urban sectors of the economy, as may be demonstrated in the folw

lowing figures:

1!!11: is the most recent available reference concerning land
distribution in Jordan.
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TABLE 9
INCOME FR(OM WAGES IN JORDAN IN 1959

Wage Bills No. of earners Earnings

(In J.D.Mill.) (000's) per head
1, Agriculture 0.75 14 54
2. Manufacture and Mining 1.6 14 114
3, Wholesale and Retail Trade 0.8 5 160

Source: R.C. Porter, gp. cit., p. 15.

The above figures show that the earnings per head in the com-
mercial sector were almost three times those in the agricultural sector.

Mr. Porter estimates that the disparities in earnings per head,
between the rural and the urban sectors, have increased over time. He
maintains that, while the ratio of urban: rural incomes per head in
1054 was 2941 73, this ratio increased to 425: 48 in 1959;' in other
words, this ratio has increased from 4: 1 in 1954, to almost 9 : 1 in

1959.2

VIII, Concluding Remarks:

To recollect what has been analyzed in this chapter it is re-

levant to point out the following remarks:

1R.C. Porter, ops cit., p. 14.

2imis huge decline in rural incomes may be attributed partly
to the fact that 1959 was a bad harvest year, yet, it should be no-
ticed that 1954 was a good harvest year and still agricultural incomes
compared very unfavourably with the income of the urban sector.
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1. Although Jordan is an underdeveloped economy with poor na-
tural resources and very low savings and capital formation, yet it has
achieved a remarkable annual growth of about 9.5 per cent in its G.D.P.
at current factor cost, over the period 1954-1960. This was brought
about with the aid of foreign advances, rather than with domestic capi-
tal formation.

2, Foreign advances also enabled the economy to enjoy foreign
exchange stability, to acoumulate foreign exchange reserves, to import
heavily and thus to alleviate the demand pressure on resources, with
the result that the economy enjoyed an internal price stability.

3. Unemployment is the worst problem in the Jordan economy.

4, One of the persisting problems in the Joxdan economy is the
socially distressing condition of the Jordanian farmers and the Pales-
tinian refugees, and the wide gap in incomes between the rural and the

urban sectors of the economy.



CHAPTER TWO
The Mone and stems in Jordan

The Monetary System in Jordan

I. A. The Development of Jordan Curren

Until World War I, the currency circulating in Jordan was that
of Turkey. After the expulsion of Turkey in 1917, the Egyptian cur-
rency and the British Gold Sovereign began to circulate. In 1927 the
Palestinian currency was declared legal tender by the British admi-
nistration, which at that time was ruling Transjordan and Palestine
under a league of Nations Mandate. However, the amount of Palestinian
currency in circulation remained low due to the people's preference
for holding gold-coins, and to the self-sufficiency of the Bedouin
economy. Nevertheless during World II, currency in circulation increas-
ed from L.P. 0.5 mill. at 1ts begimning, to L.P. 5 mill. in 1948,

Under the British Mandate Transjordan became automatically a
member in the Sterling Bloc, and had also to ensure foreign exchange
control, beginning in 1939.

Although Transjordan got its independence in 1946, an indepen-
dent currency was not issued, and there were no plans put for its is-

sue, until the British Mandate over Palestine came to an end in 1948.

1\.X. Salehdar, "Pinancial Institutions in Jordan,” - Type-
script - (I.M.F., Middle BEast Dept., 1957), pe 9.

21
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In 1949 the Palestine Currency Board was liquidated, after the termina-

tion of the Arab-Israeli War.

In 1949, the first monetary law in Jordan was declared, which

1 It announced the birth of

was the Temporary law for Jordan Currency.
the Jordan Dinar which was to replace the Palestine pound in circula-
tions A Jordan Currency Board was aiso formed. The Dinar was to re-
place the Palestine pound which was fully backed by sterling, at a rate
of exchange of 1 = 1. The Palestine currency which was withdrawn, was
redeemed by the Paleatine Currency Boarde The new Dinar was to be back-
ed with 100% Sterling Assets. Jordan thus remained on a sterling ex-
change standard.

After October 1, 1950, the Dinar was the only currency in cir-
culation. By the end of !arch 1951, currency in circulation amounted
to about J.D. 8.9 mill,?

In 1952, the Jordan Government agreed with the Ottoman Bank,
that the latter would be the govermment's bank, in which it would keep
its deposits, and through which it would make its expenditures.

Jordan joined the International Monetary Fund (I.M.F.) in 1952,
and the International Finance Corporation in 1956, The quota with
which Jordan first subscribed to the I.M.F., was $ 3 mill.; 3% in
gold, and the rest in local currency. Jordan, however, raised its
quota to $ 4.5 mill., in 1960, paying 25 per cent of the increase in

gold.

1300 Appendix A.

zFrom & lecture about "The Monetary System of Jordan," given
by Mr. Wheathy, the Bank of England's representative in the Jordan
gu;:"onny B?rd. in the Training Program which was conducted by the
+«D.B. in 1963,
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Jordan's quota was $ 6,3 mill. in 1961, and $§ 8 mill. in 1962,
with the Dinar constituting about 82.5 % of the quota. Jordan, however,
has not drawn upon its quote since it joined the Fund.!

In 1957, the Currency Board was transferred from London to Amman.
The Board consisted of a Jordan Government representative, the Bank of
Engiand representative, and chairmen from three banks. Between 1957-62,
the Board in London was represented by an Investment Committee which was
entrusted to invest Jordan's official reserves in the U.K. This Committee
was dissolved in October 1962, and the Bank of England replaced it as
a banker for the Bom."d.2

In 1959, a Central Bank law was issued, but the Bank has not
been established until now. The Central Bank, when established, will
assume the roles of both the Currency Board, as currency issuer; and
the Currency Control Dept., as exchange controller. In 1959, aleo, a

Banks Regulation Law, and a Control of Foreign Exchange Law, were passed.

I. B. The Jordan Currency Board:

In Jordan there are two authorities which play the role of a
central bank; namely, the Currency Board and the Currency Control
Department. The Currency Control Department is responsible for the
implementation of exchange control regulations. Its functions shall
be described later, when discussing the exchange control regulations

in Jordan.

The Currency Board, according to the Temporary Law for Jordan

1I.M.F., International Financial Statistics, May 1963, p. 167.

zmntly'a Lecture, ope. cit., p. 2.
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Gurrcnoy.l is the sole authority responsible for the issue and redemp-
tion of currency. It keeps the cover of its note issue in 100% sterl-
ing assets in londone The main jobs that the Currency Board performs
are two: (1) The issue of currency, and the investment of the cover
in sterling securities. (2) Redemption of currency, giving % 1 for
every Dinar that is redeemed.

Mr. Wheatly, the present representative of the Bank of England
on the Currency Board, explained the Currency Board's operations in a
lecture which he gave on the Training Program which was sponsored by
the Jordan Development Board in Jamary 1963.,° He said: "Take first
an issue to the Ottoman Bank, who are Govermment Bankers; they know that
a demand for currency will arise at, for example, the end of a month
when government salaries are paid, and they therefore estimate roughly
how much is going to be needed. They then instruct their London Of-
fice to transfer Sterling from their account to the Bank of England,
for account of the Jordan Currency Board to the amount of dinars re-
quired, plus a commission of 1/8%; on receipt of advice from the Bank
of England that the money has been received, the Currency Board in
Amman transfers Jordan Dinar notes and coin to the amount required
from the vaults in the Ottoman Bank to the Ottoman Bank Cashiers.
Thus the operation is complete. The Currency Board has received
Sterling from the Ottoman Bank and has paid out the equivalent in

d.inars."3 The notes and coins issued, are produced in London, and

1gee Appendix A, for the important provisions of this Law.
“Wneatly's Lecture, "The Monetary System of Jordam," op.cit.,

Ibide, pe 4.
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shipped on demand to the Currency Board in Amman.

The redemption phase is the reverse of the issue phase. It takes
place as follows: "A bank finding itself with more dinars than it re-
quires, therefore, decides to pay them back to the Currency Board which,
in exchange, provides them with the sterling countervalue by instruct-
ing the Bank of England to pay the London branch or correspondent of
the bank concerncd."l

The Currency Board's job in other words is similar to a money-
exchanger. "It is unable to exercise any influence on the supply of
money or credit in Jordan, either directly by its own operations or
indirectly by influencing or controlling the operations of commercial
'banka."z Money supply in Jordan, as we shall see later, is affected
mainly by the balance of payments position, and by commercial banks'
credit to the private sector.

The Currency Board's accounts are made up of two branches:

(1) The Currency Reserve Fund. (2) The Currency Fund Income Account.

The Currency Reserve Fund's assets include, at present, secu-
rities at cost in London less an Investment Rcaorvo.3 and U.K. Trea-
sury Bills at cost, time Deposits with Ottoman Bank, Cash in Hand.

The liabilities are the currency in circulation plus the balance of

Income Accounte

lIbid-o. Pe be

?I.B.R.D.Report, Economic Development in Jordan, opscite pe366.

5'.l'he Investment Reserve, are the funds which are reserved
against a poesible fall in the market value of the sterlimg securi-
ties. See, Curremcy Board, Anmal Reporte; 1956-1962.
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The Income Account of the Currency Board is a profit or loss
statement. The expenditures aro:l (1) The cost of printing notes and
minting coin, (2) Cost of transport, ime. (3) Currency Agents
fees and expenses, (4) Fees of members of the Board, and salaries of
the officers, (5) cost of destroying concelled notes, and audit ex-
penses. The revemue is composed of the following: (1) The interest
received on investment in securities, (2) The interest on bank depo-
sits, (3) Interest on Treasury Bills, (4) Commission on currency issue
and ::'ednru:;:n'I::l«m.2

The balance of Income Account which accrues atter expenditures
are made, is the net profit of the Board. Out of it, an Investment
Reserve is set aside as was explained above, and the remaining surplus
ie credited to the account of the Jordan Treasury.

In Table 10 below, the gross and net profits of the Currency

Board since 1956 are shown.

lIbid.. Anmal Reports; 1956-1962.

2Lccord:l.ng to the Currency lLaw of 1949, annexed in Appendix A,
the Currency Board receives 1/8% on the issue and redemption of cur-
rency through telegram. On redemption through mail, it receives 1/16%.
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TABLE 10
GROSS AND NET PROFITS OF THE JORDAN CURRENCY BOARD
(In J.D.)

(on m 51) Cross Profits fmvestnent  Net Profits
1956 376,675 2,992 373,685
1957 488,265 5,553 482,752
1958 607,652 437 607,215
1959 632,303 5,877 626,426
1960 593 ,458 8,520 584,938
1961 719,781 3,302 716 ,479
1962 798,842 64,582 792,260

Total 4,216,976 33,243 4,183,733

Source: Jordan Currency Board, Anmal Reports, 1956-1962.

It is clear that income which accrued from investment, increased
steadily during the period. Thue the Jordan Treasury benefited since
1956 to the extent of J.D. 4, 183,733,

In Table 11 below, the composition of the Currengy Board's

investments in the U.K. assets is shown.
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The above figures show, the following points: (1) Most of the
Board's investment was in U.K. securities, although its policy in the
period under investigation was to increase its investment in U.K.
Treasury Bills. (2) Investments increased, pointing to the fact that
currency issue has also increased staedily.

The rates of return for the Board's investment, calculated as

total returns: total investments, for the period 1958-1962, were as

follows:
1958 1959 1960 1961 1962
3.5 3.6 3.1 3.8 3.7

The cover to Jordan's currency is thus composed of 100% sterl-
ing assets. Due to this composition of the cover, the increase in cur-
rency issue was low in the previous period, since the balance of pay=
ments' surplus was also low.

It should be noted that the cover to a currency, has the follow-
ing uaaa:l (1) It limits money supply increases, and hence limits the
impetus to inflationary trends. (2) It provides currency with flexibi-
lity in that when agricultural and industrial bills are put in the cover,
the increase in money issued is linked directly to the increase in pro-
duction. (3) The monetary authorities can use this cover to implement
their policies. Thus, they may want to encourage certain credit by
holding specific securities of specific institutions in the cover. (4)
The cover is used as an international means of payment to meet tempo-
rary deficits in the balance of payments. In other words, a cover has

the advantage of providing currency with safety, and flexibility.

1 1san 'Ashour, Lectures on Money and Credit in the Arab
Countries (Cairo: 1962), p. 31. (Arabic Book.)
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The Jordan cover provides the currency with safety, but not
with flexibility, since, as it stands now, it only combines (1) and
(4), but not (2) and (3).

In the worde of the I.B.R.D.: "The present requirements of a
100% sterling reserve for the currency issue not only precludes the
Currency Board from providing rediscount facilities for domestic bank
assets, but also involves the immobilizing of an equivalent amount of
sterling whenever there is an expansion of the currency :I.aaue."l

The recommendations of the I.B.R.D. were that the Jordan cur-
rency cover should consist of the following: gold, foreign exchange,
commercial banks assets, Jordan Treasury securities, and government-
guaranteed securities of development banks and institutions.® Inspite
of these recommendations, the new Central Bank Law of 1959, provided
for a 100 per cent foreign exchange and gold cover, and did not pro-
vide for a fiduciary issue. The cover to the ocurrency, as stipulated
in Article 28 of this law,” was to be composed of the following: (1)
Gold. (2) Currencies convertible into gold. (3) Sterling balances.
(4) U.K. Treasury Billas., (5) Sterling securities guaranteed by the
U.K. Government.

Although a cover of 100% foreign exchange supplies the cur-
rency with stability, yet, nevertheless, it renders the currency issue
completely dependent upon the balance of payments fluctuations, thus,

limiting the power of monetary authorities in controling money supply.“

lI.B.RaDo. OPe eit.. pPe 375,
2Ibid., p. 376,
3..“aeaa Appendix B.

4’1‘1113 point is fully developed in Chapter Three, Part II.
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Whenever the balance of payments shows a surplus, the currency
issued increases. The reverse takes plae when there is a balance of
payments deficit.

In the past--as Table 4 shows--the Jordan balance of payments
tended toward a suplus, so the issue of currency increased steadily
(see Table 12). The automsic relationship has helped Jordan to achieve
two beneficial results: (a) It has avoided the excessive issue of cur-
rency and has thus enabled Jordan to preserve its internal monetary
price stability, and (b) It has avoided the excessive issue of currency
and has thus enabled Jordan to conserve its limited foreign exchange
reserves.

As previously stated, the disadvantage of this automatic rela-
tionship is that it almost completely limits the power of monetary au-
thorities to control the supply of money. It thus inhibits the power
of the central bank in providing deficit finance for the govermment to

enable it to decrease the level of unemployment in the economy.

I. C. The Foreign Exchange System

The Jordan currency was issued in 1950, as a non-convertible
currency, and on a sterling exchange standaxrd.

As a matter of convenience, this subject of the exchange sys-
tem shatl be divided into three parts: (1) The relation of Jordan with
the Sterling Area. (2) The foreign exchange reserves. (3) Foreign ex-

change control.
a. Jordan and the Sterling Area:

Transjordan under the British Mandate was automatically
joined to the Sterling Bloc in 1931, which since the end of World War

II, was called, the Sterling Area.
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The most important features of membership in the Sterling Area
are the folloring:l

(1) Member countries have to maintain a stable exchange rate
between their currencies and the Sterling pound. Stability in this
sense, however, does not imply rigidity, since independent member coun-
tries are not obliged to follow the Sterling devaluation or apprecia-
tion. Many member countries, thus, did not devalue their currencies
when the U.K. devalued the pound in 1949,

(2) Member countries maintain a free transfer of payments for
current and capital purposes in the area. On the other hand, members
restrict payments to non-residents of the Sterling Area, especially
those payments that are made in hard currencies.

Member countries in the area enjoy thus preferential trade al-
lowances and are provided with the opportunity to expand their produc-
tion for exports. They also enjoy under this regulation a free access
to London's money market--in other words, member countries can borrow
freely from London's money market, and thus are helped to stimulate
their investment projects.

(3) Member countries deposit their hard currency earnings in
& "dollar pool”, which is located in London. The U.K. permits these
countries, however, to draw upon these reserves, but with certain

limitations.

l'l'he literature on the Sterling Area is not extensive. Some
of the best books on the subject are: Conan, The Sterling Area (London,
1952); Conan, The Rationale of the Sterling Area (London, 1961); R.C.L.
Day, The Future of Sterling (London, 1954); Judd Polk, Sterling, Its
Meaning in World Finance (New York, 1956).
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The presence of this dollar pool allows member countries to
enjoy the advantage of holding a lower margin of reserves than they
would if this pool did not exist. 7This happens because member coun=
tries can draw upon their reserves in the pool whenever they are threa-
tened with a shorte=run deficit difficulty.

(4) Member countries of the Area, have similar international
trade policies and exchange control regulations. In the past, the
U.K. used to perform all the trade agreements of the member countries.

(5) Member countries conduct their international payments in
sterlinge This means that it is necessary for the official and bank
reserves to be mostly held in sterling. The eifect of this on Jordan
is demonstrated in Table 12.

Nowadays almost all of the above features of the Sterling Area,
are either less important, or non-existinge. Thus, stability at par value
with the pound is not maintained; exchange control regulations are dif=-
ferent in different member countries; exchange control now is even im-
posed by members on payments to other members of the Area; independent
member countries are nowadays reserving their earnings of hard currency,
and not depositing them in the dollar pool, as they used to do in the
past.

Inspite of this, the Sterling Area still exists as a wide
payments union since the alternatives are not so encouraging. That
is to say that there are many difficulties that confront member coun-
tries in case they decide to leave the area.

In Jordan's case, there are many factors which indicate that

it did not derive much benefit from its membership in this area. This
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was 80, because foreign American aid helped Jordan to correct its balance
of trade deficits and hence it relieved Jordan from dependence upon the
Sterling Area to sell its exports, to borrow from London's money market,
or to draw upon its reserves in the dollar pool.

This same trend, however, is not expected to manifest itself
in the future. Foreign aid is slowly decreasing, and the future deve-
lopment plans for Jordan forecast the country's complete self-dependence
by 1970. This may lead to a situation wherein Jordan's future foreign
exchange difficulties may impose upon it a greater dependence on its
ties with the Sterling Area, because of the three main benefite that
may accrue from this membership, which are the following: (a) The access
to London's money market. (b) The dollar-pool reserves. (c) The pre-
ferential trade agreements that may allow Jordan to sell its exports.

If Jordan leaves the area, now, this would entail the following:
(a) Jordan itself has to perform its exchange control and trade agree-
mentss This would require efficient personnel which Jordan lacks at
present. (b) Jordan would loose access to London's money market and
dollar pool, and thus would have to maintain higher reserves to face
its future difficulties, With regard to Jordan, such an accumulation
of reserves would be difficult to maintain. (c) There is a further
danger in that, if Jordan would leave the area suddenly, the U.K.
might block its reserves as it did in the cases of Iraq and Egypt.

Alternatively, if Jordan leaves the area now, it benefits in
that it achieves a full convertibility of its Sterling assets. As

it remains a member in the area, its assets are inconvertible, while,
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after the U.K. declaration of the full convertibility of the Sterling
pound for non-residents after 1958, it could convert its sterling ba-
lances if it were an outer Sterling Area country.

To conclude: The main problem facing monetary authorities in
Jordan is that of securing sufficient exchange reserves to face the
huge balance of trade deficit. In the past, Jordan's membership in
the Sterling Area has not helped it to gain this objective, due to the
presence of foreign aide But, as such aid is not expected to fiow as
before, and until Jordan secures se.rf dependence in 1970, it may find
it pertinent to remain in the area in order to derive the benefits
accruing from ite membership therein.

be. The Foreign Exchange Reserves of Jordan:

As was indicated in the analysis of Jordan's balance of pay-

ments, Jordan was able to balance its international transactions and
to accumulate exchange reserves, with the help of foreign loans and
assistance. Jordan was able to stabilize the value of its Dinar
through two factors: (1) Foreign assistance. (2) The internal price
stability which Jordan enjoyed in the previous decade, as pointed out
in Table 3 above.

The Table below shows the trend of foreign exchange reserves

in Jordan over the period 1958-1962,
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TABLE 12

GROSS FOREIGN EXCHANGE RESERVES IN JORDAN
(In J.D. 000's)

End of Year 1958 1959 1960 1961 1962
A. Jordan Currency Board
Sterling 16,331 15,981 16,397 17,967 20,235
B. Commercial Banks
Sterling 13,071 13,542 13,450 15,696 19,985
U.S. Dollars 974 570 533 291 147
Arab Ieague Currencies 305 154 132 70 43
Other Currencies 47 12 155 22 133
Total 14,397 14,278 14,270 16,079 20,308

Ces GCovernment

Sterling - - 1,000 530 -
De Crand Total 30,728 30,259 31,667 34,576 40,543
Increase (+) or de-
crease per year =469 1,408 2,909 5,967

Source: Jordan Currency Control Dept., Pank and Forei
Exchange Statisticss 1958-1962 Reports.

The deductions that one comes out from studying the above fi-
gures are the following: (1) Jordan was sble to increase its receipts
of foreign exchange annuaily. One of the factors that accounted for
the increase in foreign exchange reserves was the budget surpluses.
The accumulation of these surpluses was due to the fact that the govern-
ment always overestimated its future budgetary deficits and hence over-

estimated its demand for foreign aid.
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The reserves of commercial banks imcreased also because the country
enjoyed successive balance of payments surpluses, Banks kept their re-
serves in foreign exchange and foreign assets due to the lack of eligible
and profiteble domestic assets in which to invest. (2) The Jordan Cur-
rency Board reserves, which represent the cover, except for the year 1959,
inoreased steadily. This points to the fact that currency issue increas-
ed also. (3) Commercial banks are not allowed, as may be seen above, to
keep their exchange balances in hard currencies, due to exchange con-
trol regulations. (4) Both public and Private foreign exchange reserves
in Jordan are nearly sufficient to meet a 16 months deficit in Jordan's
balance of payments; or, are equal to nearly one year's .’unporta.]'

c. Exchange Control in Jordan:®

Exchange control regulations in Jordan and the whole Sterl-
ing Area have been imposed since 1939. It is now administered in Jordan,
by the Currency Control Department, on both current and capital accounts.

Pribr to 1955, there was no other rate for foreign exchange in
Jordan, except the official rate at which J.D. 1 = E1 = § 2.8. Most
of the market foreign exchange transactions, prior to that time, were
made through Beirut's exchange market. In 1955, however, Jordan or-
ganized a free market to deal with the Arab League Currencies.

A system of import licenses that are liable to import fees,
was also introduced in 1955, The purpose of the organization of the

free market, and the import fees, “was not only to develop an organized

18« the analysis of Jordan's balance of peymente in Chapter

28« Appendix D.
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free market in Syrian and Lebanese pounds, and to simplify the exchange
gystem by reducing the mumber of rates applicable to imports, but also
to reduce the spread between the free market rate and the official rate,
and to differentiate more sharply the transactions taking place in the
two narkotl."l

Fees on payments that took place at the free rate were put at
4% for imports, and 0.5% for invisibles. Their initial purpose was to
close the gap between the free and the official rates. They are now=
adays collected for revenue purposes, since the market rate for the
Arab League Currencies was abolished in December 1961.

In December 1961, multiple exchange practices were almost liqui-
dated when the free rate for payments in Arab League currencies was abo-
lished, and these payments have had to take place since then at the of-
ficial rate.

Jordan's domestic production is protected through tariffs and
quotas, in addition to the import fees charges. Hence, if a commodity
is not produced, it is included in the free import list. When local
production begine, the item is placed on a prohibited import list until
local capacity production is reached. After this stage of capacity is
reached, a tariff is raised to provide the necessary protection, and
the item is restored to the free import liltoz

Jordan also signed a number of bilateral trade agreements with

India, Yugoslavia and some Arab countries to foster its local production,

1).K. Salendar, "Financial Institutions in Jordan," op. eit.,

Pe 13,

ZJOrdln Development Boaxrd, "I.M.F. papers of 1961", p. 6.
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and in particular to help marketing its phosphates. These agreements
stipulated preferential treatment in questions dealing with customs
duties and import licenses.

To conclude this discussion of exchange control in Jordan: (1)
Jordan is imposing a system of tariffs, quotas and exchange control, to
limit the drain on its exchange reserves, and to protect its domestic
production. In the I.M.F. Article XIV of the Articles of Agreement,
the Fund allowed Jordan, as well as many other countries, to impose
exchange control upon their ourront’ payments. (2) Exchange control re-
gulations, however, are not strictly enforced in Jordan. FPayments for
imports and invisibles are allowed freely, and are liable to very low
license-fees. It is certain that a heavy amount of capital leaks out
of Jordan into other countries, and in particular to Lebanon. (3)
Jordan was able to accumulate exchange reserves, and to stabilize its
Dinar value, through foreign assistance, and not through exchange con-
trol regulations., Due to this foreign assistance, the Dinar's market
rate was almost equal to the official rate in the last few years. The
Dinar's rate against the dollar was as follows for the period 1955-1962
in Beirut's exchange marketsz

1955 1956 1957 1958 1959 1960 1961 1962

2,58 2,58 2.54 2064 2,69 2677 2,80 2.79

(4) Inspite of the relative unimportance of exchange control as a foreign
exchange policy in Jordan, it has to be maintained so that it may be used
as a buffer against future foreign exchange difficulties. People have

become used to these controls; a fact which would alleviate the burden
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of a possible stricter exchange control in the future. Some of the
potential dangers that threaten the exchange reserves of Jordan are

the following: (a) The possibility of a future cut in foreign assis-
tance. (b) The future pressure on exchange reserves, which would be
induced by the heavy government expenditure contemplated in the long-
term development plans of Jordan. (c) The possibilities of either a
sterling devaluiion, or a depreciation in the value of Jordan's foreign

assets in London's money market.
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Ihe Banking System of Jordan

IT. A. Introduction:

The growth of banking in Transjordan toock place during the Second
World War. The U.K. also helped in the formation of banks in Jordan to
finance Jordan's imports from the U.K. However, the remarkable growth
in banking activities in Jordan toock place only when deposits in Paleas-
tinian banks were withdrawn, and shifted to Jordan in 1948 as a result
of the Arab-Israeli war.

In the last few yearas, Jordan has witnessed a growth in its
banking system, shown by the opening of new banks, and by the increase
in deposits and credits of the existing banks, Today, there are eight
commercial banks in Jordan, two specialized credit banks and three
government institutions which specialize in long-term credit.

Most of the Jordan banks, as is the case in most underdeveloped
economies, are commercial in nature, and interested mainly in financing
trades Due to the lack of domestic money and capital markets, most of
these banks' assets are foreign. Until recently also, most of these
banks were branches of foreign banks. Today, however, out of the ten
banks which are found in Jordan, five are foreign. Two of these five
are British, one Iraqi, one lebanese and one Egyptian.

In Jordan, the banking habit, in the sense of people depositing
their money with banks, and accepting banks loans in deposits rather

than in cash, is still relatively weak. This underdeveloped banking
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habit is now, however, slowly progressing, and people, encouraged by
the high rates of interest paid by bamks, are tending more and more to

save their money in these banks.

II. B. Commercial Banks:

In Jordan, there are now eight banks which specialize in short-
term orodit.l In the following Table, a consolidated balance sheet of
commercial banks is provided.

The analysis of commercial bamking in Jordan is based upon the
figures that are provided in the table below. The most important fea=
tures that should be stated are:

l. In Table 13 below, it may be noted that the assets and liabi-
lities of the banking system expanded by almost 100% between 1956-1962.
The most important items of the assets side being the foreign assets,
and the claims on the private sector.

2. Dne of the astonishing poimte is the amount of foreign ex-
change assotra that are held by banks. This fact can be explained by
the following: (a) The lack of profitable domestic assets that can be
held, and the lack of an organized momey market in which banks can
invest their proceeds. (b) Banks keep some of these balances to finance
importation. (c) The absence of regulation on commercial banks by any
monetary authority, except that of the Currency Control Department,

regarding exchange control. (d) The fixed rate of exchange between the

lmese banks are: The Lebanese Intra Bank; Iraqi Rafidain Bank;
Middle Eastern Bank, and the Ottoman Bank, both of which are Britishj
the four Jordanian banks are the Amman-Cairo Bank, Jordan Bank, Arab
Bank and Al-Ahli Bank.



TABLE 13

CONSOLIDATED BALANCE SHEET OF JORDAN COMMERCIAL BANKS

End of Period 1956 1957 1958 1959 1960 1961 1962
Assets 19,53 22.86 26.54 28,14 31.82 35,72 42455
1. Cuh(]') 2.22 0.92 1.17 0,71 0.77 1,00 1.19

2. Foreign Asset§?? 8436 11,17 16440 14,28 14427 16,08  20.31

3, Claims on official

entities 0069 0.75  0.83 0,80 0494  0.58 0676
4, Claims on private

Seotor 7.48 10,06 10.15 12.35 15.86 1806 2029

Liabilities 19,535 22,86 26.56 28,14 31,82 35,72 42455
1, Public Deposits’>) 8.40 9.21 12,12 12469 14.69 15,81  19.12

. Dousand 5.57 3480  %e2] 5,22 6465 7490 7453

be Time 2483 544l 7491  TehT  Be04 7491 11459

2. Private Deposits 768 9,83 10.% 11,08 12,76 l4.9% 19,76
aes Demand 5.15 6059 6.7 7012 8.51 9,33 11047

be Time 2.53 3.24 5 .34 3.96 44,25 5.61 Be29

"3, Foreign Agencies
Deposits 027 0,40 0.25 0.27 0.14 0,15 0.22

4, Non-resident banks
M“it. 0.23 0.03 0.05 0.09 0.11 0.13 0.11

5o liabilities to
share-holders 2,95 3,39 4,03 4,01 4012 4,68 3.34

Source: Jordan Currency Control Dept., Banking and Foreign Exchange

Statistica. (Monthly Reports).

Notes: (1) This includes cash with the Ottoman Bank, cash in banks®
vaults, and claims on noneresident banks.

(2) These are the foreign exchange reserves of commercial
banks, as was showmn in Table 3 above.

(3) Public deposits include Government, Public Services and
Public Administration Depositas.



Sterling pound and the Dinar provides security against fluctuations

in the value of these balances. (4) Political instability in the country.
On the other hand, banks holdings of local currency are very

low. The ratio of local cash reserves to total demand deposits, as

can be noticed from figures of Table 13 above, was as follows:

1956 1957 1958 1959 1960 1961 1962
43 % 14 % 17 % 10 % 9% 10 % 10 %

The reserves ratio was as low as 10%, considering the amount
of local currency onlye.

If one includes foreign exchange assets with local currency in
the computation of the reserves ratio, this ratio in Jordan will then
be very hid:\.l Thus, whereas in 1959, the ratio of banks local cur-
rency + banks foreign assets to total deposits, was 62.3% in Jordan,
it was 59% in Iraq, 5l.4% in Sudan, 38.1% in Syria, 32.4% in the U.A.R.
and 32.3% in Libya,?

S8ince the greatest part of banks' assets is held in sterling,
and since banks prefer to hold these assets in short-term claims, the
return on these assets is not high. This was one of the factors that
impelled Jordan banks to demand high rates of interest against their
domestic investment. Another two factors that contributed to the rise
in the rates of interest were: (a) The fact that rates paid by banks on

time deposits are high, due to the competition of commercial banks in

lihil is not far from the truth, since Jordan commercial banks
either hold their exchange assets in Sterling pounds, or in short-term
sterling assets.

_ “Isam Ashour, ope cit., p. 88.
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attracting these deposits. (b) The low supply of banks' credit does
not match with the high demand for it. Borrowers accept to pay high
interest rates due to the lack of other sources of finance in the
economy .

Due to the above three factors, banks' rates of interest reached
about 4 to 7% on advances, and 6 to 9% on oror-druftl.l When a commis-
sion of 1% is added, the effective rate may reach to as high as 10%.

3. The third feature that msy be noticed through a study of
banks' balance sheets in Table 13 above, is the growth of credit ad-
vanced to the private sector. This fact can be partially explained
by the increase of private deposits, the favourablie foreign exchange
position, and the increasing number of banks. Most of the credit to
the private sector is advanced on a short-term basis, and for the
financing of imports, which have risen considerably in recent years.

A large amount of banks' credit is advanced also to the real-estate
sector.

In Table 14 below, a division of credit in Jordan as to the kind
of security advanced against the loan, is provided.

It is quite clear, from the figures of the table, that moat of
banks' credit in Jordan is given as advances, although discounted bills
rose at a faster rate. Most of the advances given are against personal
signature, and as overdrafts. The ratio, however, of total overdrafts
to total credit is decreasing., While in 1956, this ratio was 4.36:7.48,

it declined in 1962 to 8.60:20.29.

lpevia Noursi, “Jordsn and the Sterling Area”, p. 100.



TABLE 14

BANKS CREDITS TO THE PRIVATE SECTCR IN JORDAN
(In JoD. Millions)

1956 1957 1958 1959 1960 1961 1962

1. Bills Discounted 1.51 2,20 2.68 3,51 4.74 5.38 6.09

2. Loans and advances
to private firms

and individuals 5,97 T84 T7.47 B8.84 11,10 12.68 14.20
8. lgainlt goods 0.14% 0.21 0.30 0.13 0.37 0.43 0.51

b. Againat mortgages 1.03 1s20 1,08 1,246 1434 2,03 2,31

c. Against other real
assets 0.44 1.08 1,03 1.28 1491 2.56 2,78

d. Against personal

guarantees and
overdrafts 4.36 5.35 5,06 6,19 T 448 7«66 Be60

Source: Jordan Currency Control Dept., Anmual Reports on Banking
and Foreign Exchange Statistics.

4, The fourth feature of banks assets and liabilities in Jordan,
is the growth of both private and public deposits over the period 1956-
1962, which can be noted in Table 13 above.

Concerning private and public deposits in Jordan, and depending
upon the figures that were provided in Table 13 above, the following
facts emerge: (a) The first important feature of deposits in Jordan,
is the growth of time deposits. Qut of the total deposits of J.D.

16.08 mill. in 1956, time deposits composed only J.D. 5.36 mill., a

ratio of almost one thirde In 1962, however, ocut of a total deposits
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of J.D. 38.88 mill., time deposits composed J.D. 19.88 mill., a ratio
of more than one-half. The increase in goverrment time deposits ac-
counts for this rise.

A rise in time deposits constitutes a contractionary trend of
money supply. (This postulation will be explained later in the dis-
cussion of money supply in Jordan.) Their importance in economic growth,
however, is immense since they constitute the mobilized savings of the
community that banks can direct into long-term ventures.’ (b) Another
fact which emerges from an analysis of commercial banks liabilities, is
the growth of private deposite. Inspite of that growth, Jordan ranks
the second lowest among Arab countries, after Syria, in the ratio of
demand deposits to total money aupply.2 The cause for this is the
deficiency of the banking habit, as people still have a high cash
preference. Another cause is the people's fear of taxation, and
the political instability. Still a third cause for this low ratio,
given by a writer on the subject, is the following: "The political
situation and the experience of depositors after the war between
the Arab states and Israel have not been conducive to a growth in
bank deposits, especially in West Jordan.™ (c) Another important
point to be noticed in analyzing deposits, which are shown in Table
13 above, is that public deposits in Jordan, compose around half the

total deposits. This increase in time deposits over the last period,

lIt is a fact, that in low-income countries, the growth of
time deposits tends to be higher than that of demand deposits. Low-
income groups tend to keep their money where they can earn interest
on it.

zhhmr. OPe Oito. Pe 55.

’A.K. Salehdar, "Financial Institutions in Jordan," op. cit.,
Pe 16,



has contributed to banks' reserves, and has accounted for the rise in
banks' credit.

Public deposits increased due to successive accumulation of bud-
getary surpluses, which in turn were induced by the increase in foreign
aid to Jordan. Most of these deposits are held in the Ottoman Bank
which accounts for the large increase in the reserves of this bank.
These deposits would be transferred to the Jordan Central Bank after
its inception, a proceeding which would deprive commercial banks of a
huge source of finance and simultaneocusiy increase the reserves of the
Central Bank.

Before winding up this part of the analysis, I would have to
make some remarks concerning the "Regulation of Banks Law" which was
declared in 1959, A discussion of this law is necessary for the main

theme of this work, concerning the future of monetary policy in Jordan.

IT. C. Control of Banks Law of 1959:1

The "Control of Banks Law" which was issued in 1959 provides the
Central Bank with sufficient legal power and control over banks to con-
duct an efficient monetary policy. Still, four years have elapsed
since the Law was declared and the Jordan Central Bank has not yet
been brought into existence. This implies also that no control of
banks has until now been practiced. Nevexrtheless, it is worth ana-
lyzing this Law, since this analysis is most useful for our main sub-

Ject of research; namely, the future monetary policy for Jordan.

ll[ost important articles of this Law are annexed in Appendix C.
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The following points are the most pertinent: 1. Article Four
of the law stipulates that the minimum paid up capital for Jordanian
banks should be J.D. 250,000, The minimum working capital for a
foreign bank's branch in Jordan should also be J.D. 150,000,

In Syria, the corresponding minima are L.S. 1.5 mill. (slightly
less than J.D. 150,000) for local banks, and L.S. 500,000 (almost J.D.
50,000) for the branches of foreign banks. In Iraq, the minimum capital
set by law is I.D. 250,000 (almost J.D. 250,000) for local banks.'

Regarding thie minimum capital provision, it can be seen that
the Jordan law was similar to, if not more severe than, the other Arab
Laws.

2. Article 7 of the law stipulates that a bank should form a
reserve fund by transferring 25% of its gross profite to this reserve,
as long as the reserve is less than half-the paid up capital. After
that limit is reached, 10% of the profits shall be transferred to the
Fund, until it reaches an amount equal to the paid up capital of the
bank.

In Syria, the corresponding laws provide for a transfer of 10%
of profits until the reserve reaches 25% of the paid up capitale A
part of thie Fund is to be invested in government bonds. In Iraq, the
corresponding law provides for a transfer of 10% of profits until the
Fund reaches the sum of 50% of the paid-up capital of the bank.?

It is apparent then, that in this respect, the Jordan law is

also more conservative than those in the neighbouring Arab countries.

1l.nhau:r. Ops citey Pe 59.

2pid.,
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3, As regards the legal cash reserve requirements, the lLaw does
not assign any specific ratio. However, the Central Bank lLaw, under
Article 37,1 gives the right to the Central Bank not only to assign the
ratio of cash of banks to their total assets, but also gives it the
right to assign the ratios of different assets of the banks to their
demand liabilities.

This Article of the Central Bank lew provides the Bank with a
good controlling weapon over the level and type of oredit in Jordan.
The Bank, under Article 37, can use selective credit control besides
its other traditional weapons of control .2 Under Article 10 of Banks'
Control I-wl.3 commercial banks should present a monthly balance sheet
to the Central Barke This helps the Bank to control credit and to con=-

duct an effective policy.

II. D. Qgecialized Credit Institutions:

In outlining the salient features of commercial banking in Jordan,
it has been shown that most of the credit that commercial banks advance
is to finance imports. Commercial banks find it unprofitable to extend
credit to industry and agriculture, because tney fear defasults, and
because of the long period of maturity of such credit. Yet what Jordan
needs most is this long-term credit, which helps in pushing up the

level of production.

13» Appendix B.

2the traditional weapons of central banks are the bank rate,
minimum cash reserve ratio, and open market operations.

38« Appendix C.
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Governments in most underdeveloped economies have either them=
selves contributed the whole paid-up capital for the specialized credit
institutions, or shared with private capital in their establishment.

In Jordan, there are five specialized credit 1nnt:l.tutionl.1
Two of these are banks, and the other three are govermment development
institutions. ‘The banks are the Development Bank, and the Mortgage
Bank. The three public institutions are the Agricultural Credit Cor-
poration, the Industrial Development Fund, and the Municipalities-loans
Fund., The two latter institutions are under the control and patronage
of the Jordan Development Board. There are a number of agricultural
cooperatives which advance agriocultural credit but shall not be men-
tioned since they now receive their funds from the Agricultural Credit
Corporation, which is the highest authority in the country for the

supply of agricultural credit.

lﬂm Five-Year Plan for development which appeared in 1962 has
planned for the establishment of more long-term credit institutions.
It has envisaged the establishment of the Industrial Development Cor-
poration which would be a govermment institution, designed to advance
credit to industrial projects by participating wholly or partly in the
projects' equities, The plan also envisaged the establishment of the
Municipalities Development Bank to give oredit for development purposes.
Another project the plan included in is an investment company to be
called "The Internationsl Investors Company,” which would try to sell
its equities for Jordanian emmigrants abroad, and use the proceeds for
domestic investment. See, Five Years Plan, op. cit., pp. 309, 3l4.

However, since the Five-Year Plan is replaced now by a Seven-
Year Plan, which has not as yet been published, it is not known
whether these projects would be included in the new plan.
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a. The Agricultural Credit Corporation:

It is quite true that "the most difficult credit problem

in Jordan has been and contimues to be in the area of agricultural orod.it."l
The difficulty envisaged in agricultural credit is the extreme fluctuse
tions in rainfall, with drought conditions being the rule rather than
the exception. Since 90% of cultivated land is rainfed, most Jordan
farmers are not able in drought conditions to repay the lcans that were
extended to them at the beginning of the season. Over time, the far-
mer's debts acocumulates Also, he has no sufficient mortgage to give
against any new loans. The result is, he does not get the necessary
funds to allow him to produce. The defaults in payments are also
great, a fact which does not encourage any agricultural credit insti-
tution to advance new credit.

Even in good rainfall years, as one writer notes.z the peasant
has to lower his prices in order to market his produce, taking into
consideration the facts of competition for the sale of products, and
the high costs of transportation. Storage facilities to combat price
fluctuations is clearly one of the most important necessities.

Before 1960--the year when the Agricultural Credit Corporation
came to existence--agricultural credit was extended by the Agricultural
Bank, the cooperatives and the Development Board.

The Agricultural Bank was created in 1922. Its main activities

1.Iordam Development Board, Five-Year Plan, op. cit., p. 304,

2).K. Salehdar, "Financisl Institutions in Jordan," op. oit.,
Pe 21. , g



53

were limited to individuals. The maximum amount which it used to lend
was J.D. 1000, for not more than 10 years, at a rate of interest rang-
ing between 4 and 6%. Repayment was to be made in instalments at the
end of the harvut.l The Bank suffered, however, from the following
shortcomings:? (1) It fell under political pressure, and advanced loans
accordingly. (2) It did not advance enough long-term loans. (3) Its
working capital was relatively insut'ficient to face agriculture's needs
for credit.

The government realized the importance of the problem of agri-
cultural debts, and enacted laws to prevent foreclosure of the collateral
land, in case of defsult on loans. In 1952 government also organized
cooperatives to cope with farmers' needs for credit and assistance.
Agricultural cooperatives in Jordan now mumber about 245.

In August 1960, the Jordan Govermment established the Agricul-
tural Credit Corporation, which replaced the Agricultural Bank and the
Rural Development Board in advancing credit to agriculture. It was to
have a capital of J.D. 7 mill., and to advance short-and long-term
loans for a period not exceeding 20 years, the Corporation liabilities
being all fully guaranteed by gt:rﬂan:'mmm:.3 The loans extended were
for land improvement and reclamation, afforestation, purchase of animals,
purchase of machines, irrigation projects, and housing for farmers.

In the Table below, a balance sheet of the Corporation's opera-

tions for the year ending in March 31, 1962, is shown.

lIb:l.d., Pe 220

2David Noursi, “Jordan and the Sterling Area,” gp.cit., ps 113,

suhour, gzoﬁito, Pe 115,
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tions for the year ending in March 31, 1962, is shown.

lmvid., p. 22.

2pavid Noursi, "Jordan and the Sterling Area,” gpscit., pe 113,

®pshour, op.cit., pe 115.



TABLE 15

BALANCE SHEET OF THE JORDAN AGRICULTURAL
CREDIT CORPORATION

(For the period ending in March 31, 1962)

Liabilities JeDe Assets JeDs
1, Capital 4,750,243 l. Cash in Bills & Bank 581,498
2. Reserved Capital 18,011 2. Fixed Accounts 10,684
3. Current Borrowers 102,875 3. Loans 4,313,341
account
4. Deposits 38 4,452 4, Furniture 3,671
5. Other Reverme 19 5. Cars and Other 2,817
6. Interest of Rural 5,577 6+ Unguaranteed loans 3,204
Development Dept.
7+ Accounts of other 542 7. Loans to branches 211
branches with
Amman's branch
8. Accounts of Amman's 100
branch with Karak's
branch
9. Reserves from loan 193
collection
8. Total Liabilities 4,915,719 10. Total Assets 4,915,719

Source: Agricultural Credit Corporation, Anmal Report for 1961-
1962 (In Arabic), pe. 49.
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The facts that can be deduced from the above figures are: (1)
Although the authorized capital of the Corporation is J.D. 7 mill.,
yet the paid-up capital was, until the end of the year 1961-1962, only
JeDs 4,750,243, This amount is not sufficient to cope with the prob-
lems of the outstanding agricultural debt, and the need for agricultural
credit for production purposes.

The lack of a money or capital market in the economy, is a
bottleneck that almost brings to a standstill any efforts aimed at
encouraging private capital investment in the equities of the Corpo-
ration. Yet, in my opinion, it is one of the duties of the new Cen-
tral Bank to try to market the equities and bonds of this Corporation,
either by itself financing part of the capital funds, or by forcing
banks to hold the securities of this Corporation as part of their
total uaets.l Since the liabilities of the Corporation are guaranteed
fully by the govermment, it is not a dangerous investment if commercial
banks utilize part of their excess reserves in holding medium term as-
sets of this Corporation. This is a fundamental necessity, since,
after all, agriculture constitutes the backbone of Jordan's productive
capacity. (2) A second feature of the above balance sheet is that the
cash: liabilities ratio of the Corporation was about 1l2%; while on

the other hand, more than 90% of the Corporation's capital was given

Lme Central Bank has the power, by law, to perform both of
these functions, Article 22 of the Bank's law gives it the right to
purchase the securities of agricultural institutions for a period not
exceeding 9 months. They are not put in the cover, since the cover
is constituted of foreign securities only.

Article 37 of the same law ailows the Bank to assign the
ratios of the commercial banks' assets.



as loans to agriculture. 123,279 borrowers benefited from the loans
of the Corporation,l until the end of the year 1961-1962.

OQut of the total profits realized by the Corporation, 85% are
retained to capital, and 15% to a reserve capital. In 1961-1962, the
net profits that the Corporation realized were J.D. 96,274, as compared
to J.D. 31,019 net profits of the year 1960-1961.z When the net profit
of JuDe 96,274, ie compared with the paid-up capital of J.D. 4,750,243,
the resulting ratio is as low as 2%. However, this low ratio was not
unexpected considering the mumerous defaults in the repayments of loans

and interests.

b. The Industrial Development Fund3?

There is no welil organized industrial credit institution in
Jordan, comparable with that for agriculture. Before the creation of
the Development Board, in 1954, there was a small Fund which advanced
credit to industry. In 1957, this smalil industrial fund was joined
with a tourism fund, to form the Industrial Development Fund, which
was incorporated in the Jordan Development Board. The capital of the
Fund was J.D. 421,382, financed by the U.S.AL.D.” Any increment to
capital was to be from the retained interest rates collected from
borrowers. The rate of interest on loans ranged between 3 and 6%;

but since 1958, it has been stable at 67-.4

lJordm Agricultural Credit Corporation, Second Annual Report

_1:0: the Year 1961-1962, pe 15. (In Arabic).

2Ibid., pe 55.

*Me United States Agency for International Development, known
previously as the United States Operations Mission (U.S5.0.M.).

Indultr:hl Development Fund's Report about its operations
until the end of December, 1961. (Typescript).
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The Fund advanced loans which aimed particularly at helping
import-replacement, labour-intensive industries, and hotel construc-

tion. The following figures may provide us with a partial picture of

the Fund's operations since 1952 :1
No. Value (In J.D.)
Loans to industry 153 266,677
Loans to tourism 34 248,969
Total loans 187 515,646

It is apparent, from the above figures, tnat the Fund's opera-
tions were of relatively emall importance, since, on the average, its

loans anmually amounted to about 18, with a value of J.D. 50,000.

ce Arab land Bank:
The Arab lLand Company was established in 1951 by the Arab

League, for the purpose of purchasing Arab lands in Pale-tino.z The
headquurtefs are in Cairo. Its branch in Jordan has two divisions;
namely, a commercial division, and a mortgage divieion which advances
loans to buildings The commercial division of the Bank has accepted
deposits of a value of J.D. 863,841 in 1960, and J.D. 960,135 in 1961,

Tts total ecredit in 1960 was J.D. 1,007,236, and J.D. 1,037,675 in 1961.>

d. Development Bank:
The Development Bank was organized in November 1951, to ad-

vance credit to agriculture, industry and real-estate. It was mainly

1Ibid. s Do 3.

zlhrris, Jordan, ope cit., P. 145,
3Arab land Bank, Anmal Report - Year 1961.




financed by the Govermment and U.N.R.W.A., in order to help provide
employment for the Palestine refugees. Its subscribed capital was
J.D. 500,000, The government contributed J.D. 50,000, commercial
banks contributed J.D. 50,000, and U.NeR«Wede JoDo 400,000.% The
authorized capital of the Bank is J.D. 1 million.

The Bank advances loans for long-term projects for a period
which may reach 10 years, at a rate of interest that is below 6%. The
Bank ie conservative in its policy, and demands substantial security
against its loans; "it presents, however, an excellent record in the
prompt repayment ot its loans."2

The Bank's Report says in explaining its policy of granting
loans: "Before any loan is finally granted the borrower has to satisfy
us through U.N.R.W.A. tnat an agreed mumber of refugees will be employed.
It is estimated that since the inception of the Bank over 3,156 refugees
have thus found employ‘nent."s

In the following Table, the loans that the Bank has advanced
since its inception in 1951, are shown.

It is apparent from the figures below that most of this Bank's
credit in the eleven years of its functioning, was advanced to agricul-

ture.

I‘OK. Salehdar, gElCito. P 23,

garris, Jordan, opscit., p. 145.

>Development Bank, Annual Report for 1962, p. 7.



TABLE 16

JORDAN DEVELCPMENT BANK LOANS
(Years 1951-1962)

Type of Loan No. Value (In J.D.)
Agricultural 622 764,550
Industrial 38 211,310
Building 25 34,100
Total 685 1,009,960

Sources Development Bank, Anmual Report for 1962, pe 6.

e. The Municipalities - Loans Fund:
This Fund was created by the Jordan Development Board, and

financed by the U.S. Operations Mission in Jordan. The purpose behind
its inception was to encourage and advance credit to the local Munici-
palities, for long-terms, and at low rate of return. The Fund gave

as credit for this purpose about J.D. 311,283, in the year 19611962 .1

II. E. Features of the Credit System in Jordan:

It is generally agreed that a developed credit system has the
following c:cu-:'cln.tim:mz2 (1) A developed banking habit, such that de-
mand deposits are considered by people to be as liquid as cash, and

lmme Jordan Development Board, The Anmal Report: 1961-1962,
(An Arasbic mamscript).

286e for example: Muhamet Z, Shafi'y, Introduction to M
and Banking - In Arabic - (Cairo: Dar Al-Nahda Al-Arebia, 1962), p. 230.
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such that people choose to employ their funds in banks where they can
earn interest on them, instead of keeping them in idle balances. 4An
undeveloped banking habit was described by some rritersl as the "ex-
ternal drain™; a drain, in other words, on the cash that banks may
hold, since, with this undeveloped banking habit, people choose to
have their loans in cash rather than in current deposits. (2) A deve-
loped money market, where banks can discount their bills when they are
in need of liquidity, and where they can invest their funds in what
they may think to be a profitable investment. (3) An efficient Central
Bank which can control the credit system, and provide banks with liqui-
dity whenever they are in need of it.

In Jordan where the banking habit is still undeveloped, both
the money market and the Central Bank are still non-existent. Thus,
one can say that the Jordan credit system is greatly underdeveloped.

To summarize the shortcomings of the credit system in Jordan,
the following points are most important:s (1) Most of the commercial
banks sdvances are used to finance foreign trade rather than production.
(2) Inspite of the expansion of demand deposits, people, still have a
high cash preference. Thus, most of the money supply in the economy
is made up of currency, rather than demand deposits. This will handi-
cap the future operation of the Jordan Central Bank, since the Bank
can only control banks' credit, which, as aforementioned, constitutes
a low percentage of the money supply. (3) Another factor which contri-

butes to the lack of a banking habit, is the centralization of banks

1k.C. Chacko, Monetary and Fiscal Policy of Inflia (Bumbayt
Vora and Co., 1957), p. 143.
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in the biggest cities. With a 1imited banking service in rural areas,
a lot of capital remains in the form of hoardings. On the other hand,
the rural population remains uninformed about banking services, and
thus contimies to hold its money in cash, rather than in demand deposits.
(4) Banks' reserves increased tremendously due to the balance of pay=
ments surpluses, budgetary surpluses and the rise in private deposits.
But commercial banks did not invest these proceeds in Jordanian assets,
and instead, invested in foreign exchange and foreign assets. (This
accounts for the high figure for foreign assets shown in Table 13
above)s In the future, it is possible that these assetis would decline
due to a decrease in favoursble tendencies in the balance of payments.
The central bank could also encourage banks to invest locally in short-
term Treasury Bills and long-term credit institutions bills. (5) Long-
term credit institutions in Jordan are still in the initial stage of
growth. Their capital is still insufficient to face the outstanding
agricultural indebtedness, and the needs of an efficient industrializa-
tion scheme. Although there are three Jordan development institutions
which advance credit to agriculture and industry; yet, until now, their
total paid-up capital has not exceeded J.D. 6 nﬂl.l
Two of the shortcomings that characterize long-term credit insti-
tutions are: (a) Since their loans are long-term, the lending institu-
tions demand a substantial security against the loan. Both the sub-
stantial security that is demanded, and the long time that elapses

before the loan is advanced to the borrower, force the borrower to

1'm. Arab land Bank's capital for its Jordan branch is not
known, so it is not included in the above.
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rely on commercial banks and money-lenders for his loan. (b) The long-
term oredit institutions do not try to create a money market for their
securities, and the securities of the projects that they finance.

Due to the lack of a developed money market in Jordan, there
is still a large mumber of farmers who depend for their loans upon
money-lenders, who extract from them usurious rates of interest.

(6) The lack of a developed money market in Jordan has resul ted
in the following: (a) It inhibited the diffusion of capital between the
different sectors of the economy, and thus in turn led to the existence
of different rates of interest. These rates are extremely high in the
rural sector which thus inhibits agricultural development. (b) The
lack of a money market renders the traditional central banking weapons
of control ineffective. The central bank cannot purchase or sell se=
curities in sufficient amount to affect banks reserves due to the lack
of such securities. Also, it cannot affect other rates of interest in

the economy through the changes in its Bank Rate.
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III
M Su in Jordan

I found it pertinent to conclude my discussion of money and
banking in Jordan by a discussion of the determinants of changes in
money supply, since it is this factor which the Central Bank tries to
alter in order to formulate its monetary policy.

Money supply is usually defined as the total currency in cir-
culation plus the demand (current) deposits, at a given point of time.
Some countries include time and government deposits as a constituent
of money supply, since they consider them just as liquid as demand de-
posits. But the traditional definition considers only current deposits
as part of money supply, since they are accepted as a means of payment.
Any factor which causes a change in currency and demand deposits of a
country, is thus a factor which changes money supply.

The factors that induce a change in demand deposits and circu-
lating currency, are usually made up of the following olmntul (1)
Changes in net foreign uut-.z (2) Changee in Jordanian assets (i.e.
credit in J.D. to the private sector), (3) Changes in Govermment and
banks cash.s (4) Changes in Public Deposits, (5) Changes in private

time deposits.

l’moso elements are usually computed through an analysis of
the assets and lisbilities of the banking system and the Currency Board.
An increase in assets is expansionary, while an increase in liabilities
is contractionary. See: Ashour, op.cit., p. 131. See also: I.B.R.Ds
Report on Jordan, mnOit.. pe 373,

?Net foreign assets in the case of Jordan constitute the Cur-
rency Board's cover and the sterling exchange and assets of commercial
banks. Both of these are affected by the balance of payments condition.

3Fo:ro:l.gn assets of the Currency Board (i.e. currency issued),
minus, cash in banks and government's vaults, equale currency in cir-
culation.
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The following Table shows the changes in money supply, together
with the determinants of these changes, for the period 1957-1962.

The Table below is very important for an anslysis of the future
of monetary policy in Jordan. Hence it is important that a detailed
examination be made of it. Regarding these factors, I shall make the
following remarksi

(1) Money supply increased steadily at an average rate of slightly
less than 10% per annum. Demand deposits grew at a rate higher than
that of currency in circulation. While in 1957 the ratio of currency
to total money supply was about 68%, this ratio declined to 62% in 1962.
This shows that a banking habit is slowly developing in the economy.

(2) Over the period 1957-1962, money supply increased by J.D.
9,21 mill. The most important expansionary factors were the increase
in foreign assets, and the increases in bank credits to the private
sector. Both of these increased by J«D. 13.75 mill., and J.Ds 10.25 5
mill. respectively. The contractionary factors, on the other hand, were
government dej:oeits and time deposits. Both of these increased by J.D.
9.91 mill., and J.D. 5.05 mill. respectively.

(3) Another important feature of money supply in Jordan, is the
high correlation hetween the increase in foreign assets and the increase
in money supply.

Thus in 1959 when there was a deficit in the balance of pagyments,
currency in circulation increased slightly. While in 1962, the balance
of payments showed a huge surplus, the currency in circulation, and
hence money supply, increased enormously. The accumulation of foreign

assets enabled commercial banks to increase their domestic loans and
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TABLE 17

FACTORS AFFECTING CHANGES IN MONEY SUFPLY IN JORDAN
1957-1962
(In J.D. Millions)

D.c [} M L] DOO ] D.O L] M. M L]
1957 1958 1959 1960 1961 1962

l. Net Currency in Circulation 14.71 15.16 15.27 15.63 16.97 19.04

24 Private Current Deposits 6.59 6.75 7.12 8.51 933 11,47

3. Total Money Supply 21,30 21.91 22,39 24.16 26,30 30.51
4. Changes in Money Supply 1.59 0.61 1.48 1.75 2.16 4.21
during the year

Factors Affect Ch 8

5. Increase in Foreign Assets 0.87 3.94 =0,47 l.41 2.91 5,96

6. Increase in Bank Credit 2.56 0.11 2020 349 222 223
to the Private Sector

7+ Increase (=) in Public =0.80 =2.91 =057 -2.00 -lel2 -3.31
Deposits

8+ Increase (-) in Private =171 0,10 0,62 -0:,29 =l.36 -2.68
Time Deposits

9. Other Assets and 0.67 =0.43 0.94 =0.86 =0,49 2,01
Liabilities(l)
Source: Currency Control Dept., Banking and Foreign Excnange Statistics.

Note: (1) These are the other assets and liabilities of the Currency
Board and Commercial Bank, The most important components of
these "“other assets and liabilites", are banks' cash, and
loans to official entities. ,



also enabled the government and the private sector to increase their
deposits with commercial banks, which resulted in an increase in banks
liquidity.

The relation between the balance of payments and money supply
is explained in the following passage: "If total foreign expenditure
exceeds total foreign receipts, there are two automatic reactions;
firstly, there is a fall in the sterling assets of the banking system
to the extent that excess imports are paid for from deposits with the
banks and secondly, to the extent that imports are paid for from cash
in the hands of the public.™

The high correlation between the balance of payments and money
supply limits the power of the central bank tremendously because money
supply in such a situation is independent of the operations of the
central banke Also, the fact that currency in circulation constitutes
a higher percentage in money supply than demand deposits intensifies
this tendency--in other words--it is an automatic system. If there is
a balance of payments deficit, currency in circulation and banks credit
decline, which in turn, induces a decline in expenditure. As a result,
importation may decline and the deficit in the balance of payments is
corrected, but only at the cost of internmal deflationary incomes and
prices.

These were the most important four factors that affected

changes in money supply in Jordan. It is pertinent, in this part of

llma.tly'n Lecture, "The Monetary System in Jordan," o cit.,
Pe 6o
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analysis, to determine which of these factors the new Central Bank can
control, to implement its future policy.

1. Article 37 of the Central Bank Law put at the discretion of
the Bank, a very efficient tool which helps it to implement its policy.
This article reads as follows: "Every bank carrying on business in
Jordan under the Banking lLaw shall hold as part of its assets all or
any of the items emumerated in Bection (b) of this Article to an amount
which shall be prescribed by the Board and published in the official
gazette, Such amount shall be expressed in the form of a percentage
or percentages of the specific assets to the Bank's sight and time
liabilities, either jointly or separately, and such percentage or per-
centages may be varied from time to time by the Bou'd."l

The important conclusion to be drawmn out of this Article, is
that the Central Bank is given the right to assign, not only the mi-
nimum cash reserve ratio of banks in Jordan, but also the proportions
of the other forms of assets that banks can hold. The Bank, endowed
with this Article's power, can control the ratio of banks' reserves,
and thus can control the changes in banks' credit, which is one of the
determinants of money supply oha:;@l.

2. The "foreign assets" determinant of money supply, on the
other hand, depends upon the balance of payments condition. As re-
gards this, the Central Bank, may have the following corrective mea-
sures: (a) It can change the exchange value of the Dinar (b) It can

l3ee Central Bank Law, Article 37, Appendix B. Part (b) of
the same Article assigns the assets that banks may hold.
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change the short-term rate of interest. (c) It can control the Pay=-
ments of foreign exchange.

First: The Central Bank, under present conditions, cannot change
the value of the Dinar, since: (1) The Dinar is on par value with the
Sterling pound. (2) It is on par value with the dollar, under the
I.M.F. provisions, and cannot be changed except with the consent of
the Il"und.l

Second, any changes in the short-term rate of interest are in-
effective, since the private infiow and outflow of hot capital in
Jordan is negligible.

Exchange control is implemented nowadays in Jordan, but its
effect upon the international transactions of Jordan is small, In
reality, what is protecting the Dinar's exchange value, and preserv-
ing the exchange reserves in Jordan, is not exchange control, but
mainly foreign assistance.

The conclusion is that, although the Jordan Central Bank is
not able to control the primary repercussions of the balance of pay=-
ments, it is, however, able to control the secondary effects of these
fluctuations upon the banks' rtmer-vcm.‘2 For example, if, due to a
drop in foreign assistance or to a bad harvest Year, tne balance of
payments shows a deficit, then, if the central bank does not wish to
transfer this tendency to the internal economy, it could decrease the
cash reserve requirements of commercial banks. If this does not en-

courage banks to extend their credit, the Bank may directly provide

“This point is explained fully in the part dealing with
recommendations for the future foreign exchange policy in the Third
Chapter.

2Tho essence of monetary policy is in the Central Bank's control
over banks reserves. This point is fully explained in Chapter Three.
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short-term loans. Simultaneously, the Bank could strengthen its control
on foreign exchange and advise the govermment to strengthen its commer-
cial policy regulations, so as to correct the initial unfavourable ten-
dency in the balance of payments, If, on the contrary, the balance of
payments showed a surplus and the Bank did not like to waste these re-
serves through commercial banks increased credit, with the correspond-
ing increased imports, it could raise the reserve requirements to very
high limits. This policy is more successful because banks respond
directly to a policy of credit restriction.

3. The changes in private time deposits depend mainly upon
three factors: (a) Banks' rate of return on time deposits, compared
with the rates of return for other securities. (b) People's liquidity
preference. (c) Political stability in the country.

The Central Bank, can control changes in private time deposits
by changing the bank's rate paid against it, which is better accomplish-
ed through ite direct control, rather than through the ineffective tra-
ditionary weapons of control.

4. Changes in goverrment's deposits are induced by fluctuations
in government's deficit or surplus. These primary changes, are thus
out of the reach of the Central Bank's controle The secondary reper-
cussions which these changes induce in money supply, can be controlled
by the Bank, through the provisions of Article 39 of the Central Bank-
ing law,” which assigns for the Central Bank, the duty of keeping gov-

ernment®s deposits.

1800 Appendix B, Part VIII.
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To conclude, the Jordan Central Bank can control the secondary
rather than the primary changes in both the government depoeits and the
balance of payments; also its control over chengee in banks' credit to
the private sector, and in private time deposits, is partial rather

than completes



CHAPTER THREE
I

Objectives, Deficiencies and Weapons of Monetary Policy in Jordan

I. A. Definition of the Objectives of Monetary Policy:

Monetary policy is one part of the general economic policy of
any government. To attempt a defimition of monetary policy, one can
say that it is the manipulation by a central bank of the money supply
of an economy for the achievement of certain economic objectives. One
writer has defined it as, "the action taken by any goverrment institu-
tion--usually a Central Bank--in attempting to control the volume, avail-
ebility and cost of bank credit through changes in the volume and nature
of the reserves of the banking institutions by regulating the volume
and nature of its own aasets."l

There is no consensus of opinion as to the objectives of any
monetary policy. One author defines them to be the following: "The
objectives of monetary policy are many and cbvious, although the methods
by which it is sought to attain them can be reduced to a choice between
two: should the volume of purchasing power in the country be reduced?

or should measures be taken to encourage its oxpansion?"z

1onin Barjum, Monetary Policy in an Underdeveloped Economy
(University of Pennsylvania; 1962), pe 9.

23.L. Hanson, Monetary Theory and Practice, (London: Macdonald
and Byvana LeTeD., 1962)' Pe 249,
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For another writer, there are major and minor objectives of
nonetary policys® To him the major objective is the stabilization of
business activitye The minor objectives he regards to be the follow-
ing: (1) The protection of the monetary standard. (2) The stabilization
of the money market. (3) The granting of assistance to the govermment
to enable it to meet its fiscal requirements.

The International Bank's Report on Jordan attempts a definition
of the objectives of a monetary authority. It says: “public confidence
in the safety and stability of the currency is a valuable asset in
furthering a country's economic development and preservation of this
confidence should be the first aim of a monetary authority.™

Another writer supplies a specific role for monetary policy in
underdeveloped economies: "...the role that monetary policy can play,
on the one hand, in conserving the limited exchange availebilities
and, on the other hand, in directing investment funds towards satisfy-
ing the more Vimportant development need.t."‘,' Others stress the necessity
of reducing the unequal distribution of income and woa.lth.“

Mr. K.Co Chacko, another writer on the subject, notices that the

1Rmond Kent, Money and Banking (Cincinnati: South Western Coe.
1959), pe 419.

21,B.R.D. Report on Jordan, opecite, pe 377,

*Eamind Asfour, Syrias Dwel;!?e_gt and Monetary Policy (Cam~
bridge, U.S.A.: Harvard University ss, 1959), p. 107,

4Paul Trescott, Money, Banking and Economic Welfare (New York:
Mc-Graw Hill, 1960)' Pe 504,
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objectives of monetary policy have undergone several changes through
time.l At the initial stages of the creation of central banks, mone-
tary authorities were interested mainly in maintaining stability of
incomes and prices. later they were interested in growth aspects and
unemployment problems. It is just recently that monetary authorities
began to care for the social and welfare aspects of growth.

The fact is that when countries were on the gold-standard before
1914, the role of monetary policy was limited to the preservation of
the gold-standard rules. Internal conditions were sacrificed to keep
the external payments position in balance. When the gold-standard was
suspended, the role of central banks was extended as they began to at-
tach importance to the internal fluctuations in incomes and prices.

Recently, the trend is for monetary policy to aid fiscal and
other government policies to achieve growth and stability « The role
that monetary policy can play being more toward helping achieve the
stability rather than achieving growth.

To recapitulate, the objectives of economic policy in Jordan
should be the correction of the balance of trade deficit, and the lower-
ing of the level of unemployment. It is only through a proper co-ordi-
nation of both fiscal and monetary weapons that Jordan can correct
these unfavourable tendencies.

Before the 1930's, the period of the Great Depression in most

of the developed nations of the world, monetary policy was considered

Iece Chacko, The Monetary and Fiscal Policy of India.
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to be more effective than fiscal policy. This was 80 since, before 1930,
the Classicists were interested in maimtaining stability in exchange
rates based upon the gold-standard rules, and in controlling inflation.
In the Great Depression, however, monetary weapons such as the Bank
rate, open market operations and the reserve ratio, were unable to
foster investment and consumption. As a result of this failure, Keynes
attacked monetary policy, and aimed at replacing it with fiscal mea-
sures intended to foster effective demand.

Keynes maintained that any injection of money supply into the
economy is absorbed by speculators, who expect that the rates of in-
terest will rise, and hence that the pxices of securities will decline.
It is due to this embarassing situation, or to what Keynes calls the
*liquidity trap', that the injected momey supply is held in inactive
balances, and thus does not lower interest rates or encourage invest-
ment and demand. An expansionary fiscal policy is, on the other hand,
more effective in stimulating investment and demand. This is so0,
since the government collects the balances that were held previocusly
for speculation, and spend them on public projects that stimlate
investment directly.

The MacMillan Report of 1931 held the same view as to the in-
effectiveness of monetary weapons in atopping a depression. The in-
effectiveness of an increase in money supply in fighting a deflation
is due to the fact that in a deflation, the marginal efficiency of
capital is low. Thus, no matter how much credit is eased, investors
will not borrow, realizing the prospective low returns of their in-

vestment. On the contrary, an increase in govermment expenditures on

public works, and a cut in taxes, directly foster general demand.
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Monetary policy, however, regained its importance soon after
the inflationary trends of world War II and the Korean War. The super-
jority of monetary to fiscal measures in curbing an inflation may be
attributed to the fact that high taxes and low government expenditures
are not as acceptable to the people, and not as flexible, as stricter
credit terms.

It may be concluded that for a policy which aims at reducing
unemployment and stimilating general demand, while at the same time
keeping inflation under control, a coordination of both fiscal and
monetary measures should be instituted. In the case of a country like
Jordan, where it is difficult for the government to spend more than
it earns, monetary weapons can aid fiscal measures in achieving these
ends.

Before discussing the requirements for a sound monetary policy
in Jordan, the main limitations to the effectiveness of the monetary
weapons in Jordan shall be discussed. Next, I shall point out how the
Jordan Central Bank can face these limitations, in order to achieve
price stability, national income growth, and less unemployment, with-

out any drain on foreign exchange reserves.

I. B. The Shorteomings of Monetary Weapons in Jordan:

The shortcomings of monetary weapons in Jordan are two: (1)

The general shortcomings of monetary weapons. (2) Shortcomings related
to Jordan's economy in particular.
Monetary weapons are divided into three categories: (1) General

quantitative credit control weapons, which include the Bank rate, open



76

market operations and the reserve ratio. (2) Selective credit control
weapons. (3) Direct credit control weapons.

The Bank rate is the rate of rediscount tnat a central bank
charges. Its effectiveness is manifested through its influence upon
the movement of the other rates of interest in the money market. In
a period of low effective demand, the central bank lowers its rate in
order to encourage commercial banks to rediscount their bills with the
central bank; thus to increase their liquidity and encourage them to
advance more credit. A lower Bank rate, also, encourages borrowers
to borrow more on favourable credit terms.

The limitations that the central bank encounters in its use of
the Bank Rate weapon are rnumerous. In a contractionary policy, the
Bank Rate has to be a penal rate, and above the rates that commercial
banks charge for their loans. This discourages banks from borrowing
from the central bank, and hence limits their reserves and credit
availability.

Such a policy is very difficult in Jordan, where, as was shown,
banks maintain huge excess reserves which they can utilize to increase
their credite Unless, therefore, other weapons are employed, which
can wipe out these excess reserves, any rises in the Bank Rate fail to
achieve a squeeze of credit.

A decline in the Bank Rate fails to achieve expansion simi-
larly, due to the following: (1) The lack of eligible domestic assets
which banks can offer to the central bank for rediscount. (2) Banks in

general, are averse to being indebted to the central bank, no matter
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how low the Bank Rate is. (3) The lack of eligible and profitable domes-
tic assets, in which banks can invest their increased reserves. (4) The
presence of other important factors that aifect investment, such as the
marginal efficiency of capitale

Due to these reasons, the use of the Bank Rate in Jordan is
limited in scope and efficiency. The use of this weapon, has to be
accompanied by the use of other weapons that may alleviate its inef-
fectiveness. The only use to which this weapon may be put is as an
index for commercial banks. It shows these banks the general monetary
policy trend and may thus encourage an adequate response.

Open market operations are more effective than the Bank Rate
in developed money markets. In an underdeveloped money market such
as Jordan's, these operations are as ineffective as is the Bank's
rate policys Due to the absence of a money market and the lack of
significant private savings, the Jordan Central Bank will be faced
for a very long period after its establishment, with paralysis in the
field of open market operations. In addition, open market operations
will face other general difficulties, if in the future, a security
market develops in Jordan. These are as follows: (1) First, there is
the danger of the fiuctuations which these operations induce in the
prices of government bills. The sale of these securities on a large
scale is not favored by the government, since it lowers the prices of
these securities. (2) The excess reserves which commercial banks hold,
as 1is the case with Jordan banks, set another limitation to the effec-
tiveness of these operations in controlling credit. The central bank

needs to sell a large amount of securities to be able to decrease the
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excess reserves of these banks. In Jordan, it should take a long time,
before government securities become available in a large volume., (3)
The effectiveness of an expansionary policy through these operations
is limited due to the lack of eligible assets in the market. This
weapon is also limited by the amount of reserves that the central
bank has, This is so, since under the present Central Bank Law, such
assets can only be held in the Banking and not in the Issue Department,
of the Bank.

The manipulation of the reserve ratio of commercial banks is
the most effective among the various quantitative weapons. This is
80, 8ince the central bank can directly expand or contract commercial
banks' excess reserves.

Selective, rather than quantitative, credit control weapons
are used to encourage or discourage certain kinds of credit, without
affecting all the sectors in the economy. In developed econonomies
they were used to curb credit for speculative purposes, real-estate,
and consumers durable goods. In Jordan, they may be used to encourage
credit for agriculture and industry, and discourage credit for impor-
tationes The difficulty with this weapon is an administrative one.
Monetary authorities, in using this weapon, are not sure whether credit
given for one allowed purpose, is not used by the borrower for another
prohibited purpose; or that the issued credit does not set free other

monetary resources, which the borrower may now use for the prchibited

purposes.
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Direct credit control is used usually in underdeveloped mongy
markets where the general credit control weapons are ineffective. lhe
central bank uses its moral suasion in transmitting its policy to banks.
It may intervene directly by giving directives to banks concerning
banks maximum assets, or minimum capital to assets ratio, or the rates
of interest that may be given or charged by banks. Or sometimes, the
central bank may find it necessary to intervene in the market, by gv-
ing credit itself, or accepting public deposits.

This was a short analysis of monetary weapons and their main
limitations. I shall now analyze the main handicaps that confront tne
Jordan Central Bank in implementing its prospective policy, with at-

tempa for their solution.

I.C. An Attempt to Solve the Main Handicaps that Confront Jordan's

Monetary Authorities:

The main bottlenecks that may limit the efficiency of mone-
tary policy in Jordan can be listed as follows:

l. A large section of the economy is still non-monetized, since
a large part of the agricultural crops are consumed by their producers,
and not oifered for sale. It is apparent then, that one of the duties
of the government is to assist marketing boards, and agricultural co-
operatives in marketing products for farmers, so as to monetize the
subsistence sector of the economy.

2, Another difficulty, one experienced by most underdeveloped
countries is the effect which fluctuations in the balance of payments

may induce in internal income and prices.l Monetary policy cannot

e Chapter Two, Part III, I pointed out that one of the
four determinants of changes in money supply in Jordan were the
balance of payments fluctuationse.
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contxol the primary effects of these fiuctuations, as these are only
affected by exchange control and commercial policy regulations. What
the central bank can control are the secondary effects of these fluc-
tuations, upon the reserves of commercial banks. Thus, if the balance
of payments shows a surplus in a certain year, and banks reserves in-
crease thereby, monetary authorities can raise the reserve requirenents
of commercial banks, so as to compell them not to transfer the rise
in +their reserves, into a rise in their credit. Alternatively, if
the balance of payments shows a deficit, the central bank can decrease
the reserve requirements of commercial banks, while simultaneously
applying its selective credit control weapon which should aim at tw
things: (a) The control of tendencies toward an expansion of banks
credit for importers. The Bank, may even, strengthen its control m
the outflow of foreign exchange, to correct the initial tendency in
the balance of payments. (b) To encourage the advances to long-tem
credit institutions, which may qn the long-run reduce the deficit in
the balance of payments, and at the same time increase investment and
production.

The central bank cannot permit such a deficit to manipulate
itself into a general squeeze, since although this deficit leads foan
automatic correction in the balance of payments, it does this at the
expense of increasing deflation and unemployment in the economy.

3. The absence of a banking habit on a wide scale, thus caus-
ing a currency drain for the banks in Jordan, is one of the most ir-

poxrtant problems which the Jordan Central Bank should try to solve
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Mr. Bugene Klisel has supplied a formula regarding the effect
of this external drain upon the ability of banks to areate credit out
of a certain amount of excess reserves. An external drain is supposed
to mean the desire of people to maintain their liquidity in cash rather
than in demand depositse.

Mr., Klise's formla is the following:

L = E(C1 +C)
r + C

Where L is the maximum amount that the banking system can lend

with its excess reserves.
E are bank's excess reserves.
C is the ratio of currency to demand deposits.
r is the average reserve requirements.

The formula was meant to show that the higher the external
drain (C), the lower is the power of banks to expand credit (L).

To provide a mathematical example, let us assume that banks
were able to have J.D. 10 mill, a8 excess reserves. Let us assume
also that they are required by law to set 20 per cent of their depo-
site as reserves. ‘The ratio of currency to demand deposits in Jordan

is about 1l.2 02

Thus E = 10
C = 1l.2
r - 0.2

lEugene Klise, Money and Banking (2nd edition; Cincinnati:
South Western Publishing Coe., 1959), p. 136.

See Chapter Two, Part III, Table 17.
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By solving for L in the formula, its value approaches a level
of JoDe 15.7 mill, With J.D. 10 mill,, as excess reserves, the banking
system would thus be able to expand credit by J.D. 1547 mille only.

If, however, the banking hhbit develops more in the future, and
the ratio of currency to demand deposits drops to 0.5, and assuming r
and E to remain constant, L rises to about J.Ds 214 mill., when solv-
ing it in the formula.

The sbove example shows us how far the currency drain in Jordan
can ligit the power of banks in creating credit. In other words, the
currency drain weakens the power of the central bank also in control-
ling oredit through its control over banks reserves.

4o The most significant difficulty that confronts monetary autho-
ritiee in Jordan, is the lack of a money and capital market in the eco-
nomy. There are several ways through which a central bank can encourage
the establishment of a money market: (a) The central bank could en-
courage government to set out a securities exchange office to deal with
the sales and purchases of securities. (b) It could impose upon banks
to hold government bills as part of their legal reserve requirements.
(¢) It could encourage the use of more exchange bills in trade. (d)

The central bank could encourage banks to advance their credit in dis-
counts rather than in overdrafts. (e) The central bank, and the govern-
ment, could encourage the corporate form of businese in Jordan, in
order to create a stock market.

A developed money and capital market will have the following

advantages in Jordan: (a) It leads to a decline in hoarding, and to
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an increase in savings and investment. (b) It leads to an increase in
the supply of eligible assets and bills, and hence to a higher effec-
tiveness in the use of the traditional weapons of control of monetary
policy. (c) It leads to a reduction in banks excess reserves, and there-
fore compells them to seek the central bank to increase their liguidity,
and hence also strengthen the use of the Bank Rate weapon. (d) It leads
to a proper diffusion of funds, such that any change in the banks rates
of interest is transferred to other parts of the economy through the
power of demand and supply. 'This leads, in turn, to an equalization
of short-term interest rates in the economy.

5, The excess reserves that are held by the banking system in
Jordan present another difficulty which limits the effectiveness of
monetary napons.l The Jordan Central Bank will be able to solve
this problem by imposing upon banks high reserve requirements. At the
same time, it cen allow banks to hold government and long-term credit

institutions bills as part of their reserves.

1.1 computation of a figure for excess reserves in Jordan is

difficult to make, since almost all of banks reserves are in foreign
cash and assets. There are no available figures as to the composition
of these reserves and assets. We can, however, reach to an approximate
figure through certain assumptions.

Thus in Table 15 above, if we assume that legal reserve re-
quirements are 20% of private demand deposits, these legal reserves
in 1962 are then equal to J.D. 2.25 mill, If we assume also that 50%
of banks foreign assets are in cash, these cash assets are then equal
to about Ju«De 10 mill,

The conclusion is that, according to the two above limiting
assumptions, there are about J.D. 8 mill, of excess reserves with the
banking system in Jordan.



6. One of the shortcomings of the Jordan credit system is the
excessive credit that is advanced by banks for importers. Although
the real problem is in the high marginal propensity to import, still
the central bank could help fiscal policy to correct this tendency.

The central bank could correct this by setting a ceiling on
bank credit advanced to importers. Or, it can use another weapon that
is used by central banks in underdeveloped countries, which is the
predeposit requirement. That is to say, the importer is required here,
to deposit with the central bank part of the value of the imports he
is demanding, at the time he asks for the import permit.

The above are the most important problems that will face the
Jordan Central Bank, in formulating its future policy. The presence
of all these handicaps supports the pessimistic viewe that are often
made regarding the role that monetary policy may play in underdeveloped
countries. Thus, cne writer has argued that: "Monetary policy in the
great majority of underdeveloped countries has been, and of necessity
mst be, relatively limited in role, scope, and effectiveness in view
of the many institutional obstacles which it fa.oes.“l

Inspite of these mumerous difficulties, the Jordan Central
Bank should act rapidly and with no waste of time. It should, as
pointed out, try to solve these difficulties, so that it may then begin

functioning for an efficient monetary policy.

llrthur Bloomfield, "Monetary Policy in Underdeveloped Coun-
tries," Public Policy Yearbook, Volume VII, 1956, p. 453.
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II

Recommendations for an Efficient Prospective Monetary Policy
in Jordan

Having defined the objectives, the weapons and the shortcomings
of monetary policy in Jordan, it is my purpose now to try to give in
outline form, the recommendations for an effcient prospective monetary
policy in Jordane

The first step for the Jordan Central Bank to undertake, is to
try to define and set out its long-term objectives. As pointed out
earlier, monetary authorities should assist government in trying to
solve the main outstanding economic problems in Jordan; namely, the
problems of unemployment, the balance of trade deficit and the low
standard of living.

Capital formation, and hence growth, tock place in the 1ast
decade in Jordan with the aid of exogenous factors. Since Jordan de-
pends on foreign aid to balance its international payments and it®
government budget, the aim of economic policy is to try to close Poth
of these deficits by the year 1970.> It is believed that this could
be achieved in several steps: (a) An increase in taxation higher than
the increase in government expenditure. This would lead to a reduc-
tion in imports and budget deficit. (b) A strees on agrioultural de-
velopment, since it is the area that is most likely to contribu®e %o

———

1']311'011@1 several interviews in the Jordan Development BM.B:‘
this was pointed to be the aim of the Seven-Year Plan of Jordane
plan is not published yet.



exchange reserves. (c) The encouraging of private capital formation
at the expense of lower private consumption expenditures.

All of these courses of action, if accomplished as planned,
would lead to a lower rate of national income growth than was achieved
in the last decade. They may even accentuate unemployment difficulties.
The role of fiscal policy in these development plans is greater than
that of monetary policy. Both policies should, however, be coordinated
to achieve the ends of economic policy. The central bank in working
to aid the achievement of these ends, can do the following: (a) It
can strengthen its control over importation and capital outflow. (b)
It can help in agricultural and industrial development by requesting
from banks to hold the assets of long-term credit institutions as
part of their legal reserves. (c) It can provide the govermment with
un-excessive deficit finance, so as to help it balance the budget.

2, In Jordan, a policy of monetary contraction is easier to
achieve than a policy of expansion. Thus, if the central bank wishes
to squeeze credit, it can impose upon banks high reserve requirements,
and it may pay these banks interest rates against these deposits, so
as to allow them reasonable returns. Banks, finding themselves with
very low excess reserves, are forced henceforth to contract their
credite An expansionary policy, on the contrary, is very difficult.
If the central bank lowers the reserve requirements of banke, this is
not sufficient incentive for a credit expansion since banks prefer to
hold their assets in foreign reserves and assets, due to the lack of
eligible and profitable domestic assets. Even if banks were ready

to inorease their domestic investment, there is still the difficulty
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of finding the profitable and safe investment, since there are other
factors than credit availability that determine investment decisions,
such as the marginal efficiency of capital.

3. A very important task for the Jordan Central Bank to per-
form, is to foster investment and national income. In this respect
it is vital that the Central Bank encourages long-term credit insti-
tutions by either holding their bills, or participating in their equi-
ties.l The Bank, empowered with Article 37 of the Central Banking lew,
can also impose upon banks to hold the bills of these institutions
as part of their assets. However, since the marginal propensity to
import is high, and the elasticity of production is low, the central
bank should take care that no excessive credit be given, so as to
prevent an inducement to price and foreign exchange rate instability.

4, Concerning the cover to note-issue in Jordan, the Central
Bank Law of 1959 provided for a 100 per cent convertible foreign ex-
change oover.z . The law, thus, provided stability but not elasticity
of cover. In this respect, it is my contention to propose a change
in this provision, and to recommend the introduction of fiduciary
issue in Jordan, provided that it is not allowed to exceed a certain
limite No underdeveloped country in the world is attached so much

to stability, at the cost of elasticity in the cover, as is J orda.n.s

lI have emumerated in Chapter Two, Part II. D, above,the
difficulties which encounter the operations of long-term credit
institutions in Jordan. The Central Bank's duty is to provide these
institutions with liquidity.

%See Appendix B, Article 24.

?8@0 Isam Ashour, ope cit., p. 151,



The advantages of an inexcessive fiduciary issue in Jordan,
may be the following: (i) In a country such as Jordan where most of
the government reverues are composed of foreign grants and loans, and
where the possibility of extending taxation is limited by the low
standard of living, the Central Bank should come to the aid of fiscal
policy. The Central Bank may achieve two purposes by introducing de-
ficit finance: (a) It provides government with resources to finance
development sectors, which are not approached by private enterprise,
either due to their expensive production costs, or to their low pros-
pective profitability. The Central Bank should, however, be careful
to advance credit only to government ventures which are of low capital:
output ratio, in order to minimize inflationary pressures. (b) When
a central bank holds government bills in the cover, it encourages
banks to invest in these bills, which is a step for the development
of a money market in the economy. (ii) The second advantage of a fi-
duciary issue is to introduce flexibility in the cover by making the
rise in money supply correspond with the growth in production. (iii)
Money supply in Jordan consists of currency in circulation more than
of demand doposita.l If the cover to note issue is to consist of 100
per cent foreign exchange, money supply in the economy, and hence in-
comes and prices would be greatly influenced by the balance of pay-
ments fluctuations. Monetary authorities are thus handicapped since
the greater part of money supply is out of their controls (iv) An-
other argument for a fiduciary issue in Jordan is that it enables

the central bank to rediscount more assets, and hence strengthens

‘ll.lmolt 55 per cent of money supply in Jordan is made up of
currency in circulation. See Chapter Two, Part III, Table 17.
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its open market cperations weapon. The reason is that, so long as the
Central Bank lLaw stipulates a 100 per cent foreign exchange cover, the
Bank can hold Jordan domestic assets only in its Banking Department.
The extent of its purchases would hence be limited by the level of its
Banking Department reserves.

On the other hand, there are two disadvantages to a fiduciary
jssue of currency: (a) It may lead to excessive supply of money which
would accentuate the balance of payments deficit. (b) There are some
who argue that a 100 per cent foreign exchange cover would provide
confidence in the currency.

To answer these two arguments: It should be emphasized that
any fiduciary issue should be in-excessive, and a provision for a ma-
ximum limit should be stipulated in the lawe In addition, through a
coordination of monetary and fiscal policies, a proper allocation by
the government of the induced resources for inveatment purposes, can
be reached, and simultaneously a stricter control on foreign exchange
can be instituted.

As to the confidence in the currency, this is mainly determined
by the price level in the economy. So long as the fiduciary issue is
inexcessive, and 80 long as importation and unemployment are as high
as they are at present, there are no dangers that may threaten the
confidence in the currency.

5, It is recommended that a coordination of monetary and fis-
cal policies in Jordan should be aimed at by the government and the
new Central Banke It is also advisable that the central bank's gov-
ernor, or deputy-governor, be one of the members of the Development

Board.
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Monetary and fiscal policies in Jordan, can work together to
achieve both growth and stability objectives. The role of monetary
policy is to provide fiscal authorities with inexcessive deficit fi-
nance, and to control the inflationary tendencies that may result
hereby.

6. Money supply is made up of currency in circulation, and
private demand depo-ita.l Since almost about 95% of the currvency is-
sued by the Currency Board is in circulation,” and since about 55%
of money supply in Jordan is composed of currency in circula.tion."'
the result is that a little more than 50% of money supply in Jordan
is completely determined by the balance of payments fluctuations.

The new Central Bank Law provides for a 100% foreign exchange
cover, which implies that almost 50% of money supply in Jordan is com-
pletely independent of the central banks controls The central bank's
control over the other part of money supply, namely demand deposits
is also limited by the mimerous shortcomings of the monetary weapons,
and the monetary system in J orda.n.4

One of the potential remedies for this, is for monetary autho-
rities to change the cover requirements, and introduce in the cover
government and specialized credit institutions assets, so as to allow

the central bank some control over currency issue.

]'Pa.rt III of Chapter Two above provides an analysis of money
supply in Jordan.

2C!u.n-m':.t:.;;r issued - banks cash = Currency in circulation. Jor-
dan banks' holdings of domestic cash is negligible as we saw in Table
13 above. Thus, out of a total currency issue of J.D. 16.4 mill.,
only JuDe 0477 mill, was held by banks in 1960; J.Ds 0499 mille cut of
JeDe 17697 mille in 19613 and Je.D. 1.19 mill. out of JueDs 20.24 mill,
in 1962¢

33¢e Table 17.

48ee Parts I.Be and I.C. of Chapter Three.
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7. It is pertinent, to close this list of recommendations for
a future monetary policy in Jordan, with an analysis of the most ef-
fective weapons of monetary policy that could be used.

In my discussion of the weapons of monetary policy in Jordan,
in Part I.B. of this Chapter, I pointed out the difficulties that are
encountered, at least for the short-run, by monetary authorities in
using their guantitative weapons of the Bank rate and open market opera-
tions. The most effective weapons that may be used are the reserve
requirements, selective credit control and direct credit control.

The necessity of direct intervention in the credit market, is
imposed upon the central bank, by the relative inefficiency of the
traditional credit control weapons. The Jordan Central Bank can be-
nefit from the experience of other countries in the use of direct
control weapons. An example is provided in England, where 'Treasury
Directives' are used, by which the government advises, or even orders
banks to stop lending in certain sectors, for the nation's :Lntoreat.l

To conclude, a writer recommended for the situation that:

", ..the central bank in the underdeveloped money markets should have
as few 'don'ts' as is poas:l.ble."2

These are the important recommendations concerning the pros-

pective monetary policy in Jordan. The analysie will be now directed

to a discussion of the external side of this issue; namely, to what

should be the potential foreign exchange policy of Jordane.

1J.Ia. Hanson, Monetary Theory and Practice, op. cit., p. 77.

ZBOII. gEoOitc. Pe 157,
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III

Foreign Exchange Policy

The aims of any foreign exchange policy are two: (1) To increase
the foreign exchange reserves, or to control their depletion. (2) To
protect the liquidity, safety and profitability of these reserves.

In the case of surplus countries, the second objective is as
strong, or even stronger than the first. Jordan is an example of a
chronic sufferer from deficits, and it is to the correction of this
that any foreign exchange policy should direct its attention.

In the analysis dealing with Jordan's exchange system it was
pointed out that the presence of foreign aid has helped Jordan to
protect its external balance, and also that J ordan's membership in
the Sterling Area did not help it much to achieve an increase in its
reserves. Yet, it was shown that Jordan may be in need in the future
of the advantages accruing to it due to its membership in the Area.

In the analysis of foreign exchange control in Jordan, it was
also shown that there are many difficulties which may cause & drain
on Jordan exchange reserves. Some of these difficulties are the
expected cut in foreign assistance, the danger of unfavourable weather
conditions, the fear of political disturbances which may hinder the
inflow of tourists and the future development expenditures that are
contemplated.

Actually, the only weapons that any foreign exchange pelicy

can manipulate to control this unfavourable drain of exchange reserves,
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are the following: (1) Deflation. (2) Develuation. (3) Exchange con-
trol. A deflationary policy in Jordan is un-realistic since it will
accentuate the unemployment problem and may lead to social disturbances.

A develuation of the Jordan Dinar is not possible either since
the Dinar is at par value with the Sterling pound under the Sterling
Ares regulations, and is at par value also with the dollar under the
I.M.F., regulationse.

The only remaining policy for Jordan is to maintain its control
on importation and capital outflows This is largely the role of mone-
tary policy. Simulatnecusly, the role of fiscal and development policy
is to develop the sectors that promise the highest exporécontent, the
import-replacement industries and the lowest import=content industries.
This is believed to be the aim of the future development plans of
Jordane

The role of monetary policy, as was mentioned, is to maintain
its control on foreign axcha:ngol and to control any excessive credit
advanced by the banking system for importation. Exchange control did
not contribute in the past to the achievement of the first objective
of exchange policy due to the lack of need for it, since the external
balance was achieved through foreign aid. However, since such foreign
aid is not expected in the future to flow as it used to, monetary autho-
rities should consider the possibility of maintaining stricter exchange

controle

lI.ll.F. Article XIV of the Articles of Agreement allows deficit

countries to maintain exchange control on their current accounts for a
transitionary period that may be prolonged subject to the Fund's agree-
ment.



This deals with the first aim of exchange policy. The second
objective of such a policy is the protection of the safety, profitabi-
lity and liquidity of exchange reserves. Liquidity in this sense im-
plies convertibility, and safety implies the non-existence of devalua-
tion or blocking risks. Jordan reserves are all in sterling, and al-
though they earn a profit, they are not completely convertible. As
to the element of risk, this is found in whatever currency the resexrves
are held. The only solution to this risk element is a diversification
of exchange reserves, rather than holding them all in sterlings Such
a policy, however, would entail Jordan leaving the Sterling Area. BSuch
a decision has to be made only when Jordan is in complete independence
of the benefits that accrue to it as a member. Since its membership
may help it in the future to achieve the first and more important ob-
jective of exchange policy, the decision as to its membership regarding
the second objective remains of secondary importance.

The decision as to the diversification of reserves versus their
existence in one form of currency, depends upon the efficiency of the
money markets in different countries. Such an analysis is out of the

domain of this research.
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Iv

Conclusion

The objectives of monetary policy should coincide with the
objectives of the general economic policy of any economy. In Jordan,
the aims of economic policy are directed towards the solution of two
problems: the deficit in the balance of trade and the high level of
unemployments The new central bank should thus try to help fiscal
policy to attain these cbjectives.

Under the Currency Board System, in the past, Jordan maintained
a 100 per cent sterling cover for its currencys. Due to the large in-
flow of foreign aid, Jordan was able to accumilate exchange reservesg
to balance its government budget and to achieve a remarkable rate of
growth. Due to the automacity of currency issue, the surpluses in
the balance of payments allowed Jordan to increase its imports, and
hence to enjoy an internal price stability. In the future, these
favourable tendencies are not expected to be manifested. The managed
currency, under the central bank, has thus a twofold responsibilitys:
(1) To provide goverrment with deficit finance so as to help it to
reduce the foreign budgetary aide This deficit finance also enables
the government to maintain the public projects that may alleviate the
level of unemployment.

The central bank can assist the govermment directly by holding
its securities, or indirectly by requesting from banks to utilize part

of their accumulated excess reserves in holding government securities.
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(2) The second responsibility of the central bank is to follow stricter
exchange control on imports and capital outflow, which is a necessary
policy notéwithstanding the difficulties that may befall Jordan in case
of a sudden cut in foreign aid.

The future role of monetary policy in Jordan is not encouraging,
at least in the short-run, due to the institutional difficulties in
the monetary and banking systems. The lack of a money market, of a
banking habit and of a developed system of specialized credit insti-
tutions, are only three of these difficulties.

As a result of the above, the contrcl of the central bank over
money supply is ineffective. So that it may be able to control the
changes in money supply, the central bank has to contrcl the changes
in currency in circulation and in demand deposits. Over both of these
elements, its future control would be partially effective. The case
is that the currency in circulation (which constitutes 55 per cent of
money supply in Jordan), depends mainly upon the balance of payments
fluctuations, On the other hand, the central bank's control over
banks credit is handicapped by many institutional difficulties which
characterize the credit system in Jordan. Until the central bank over=-
comes these difficulties, its monetary weapons would be, for a long
period, the arbitrary weapons of selective and direct credit control.

Due to these unfavourable facts, in addition to the shortage
of the trained persomnel, the role of the Jordan central bank at ite
initiation would not be one of control, but rather one of trying to

solve the deficiencies of the Jordan money market.
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Inspite of these facts, the inefficiency of the future monetary
policy in Jordan can be alleviated through a proper coordination bet-
ween monetary and fiscal policies. Neither one of these can work alone,
unless buttressed by the other. Fiscal policy can achieve expansion
more eifectively than a contractione This can come about since an in-
crease in taxation is not an elastic and publicly acceptable job. On
the other hand, monetary policy achieves contraction more effectively
than expansion, since the central bank can raise banks reserve require-
mente to high levels, and hence contract their credit advances. Con-
versely, no matter how much it reduces these requirements, banks would
not increase their internal investment so long as profitable and eli-

gible domestic assets are lackinge.



APPENDIX A

iy 0. law for Jordan Curre ."1

Article No.

2 Beginning with a date to be assigned by the Cabinet, the
Jordanian Dinar will replace the Palestinian pound in
circulation.

6 A Currency Board is to be formed of a Chairman and four
members, and are elected by the Council of Ministers.

7 The functions of the Currency Board are the following:

(2) Minting and printing notes and coinse (b) Cancellation
of umusable currency. (c) Safekeeping of stock of currency
not in circulation. (d) Establishing a Currency Resexrve
Fund in which the cover to the currency issued is kept.
(e) Maintaining a Currency Fund Income Account, and
crediting it with revemues other than "the sterling
received against the issue of notes and coins, and to
debit it with all expenditure incurred other than the
expenditure arising from the redemption of currency notes
and coins." (g) Investing its assets in sterling securities
and safeguarding these securities.

16 Beginning with a date to be prescribed by the Council of

lmmis law was issued es Iew Noe 35 in 1949. It was amended
by Law Noe. 53 in 1949. The amendment is included in this summary.

The number before every item refers to the mumber of the
Article in the lLaw. Only the important articles are included here.
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Ministers, the holder of Palestinian Currency may exchange
it for Jordan Currency, at the rate of L.P. 1 for J.D. 1.
Jordan currency is issued against pre-payment of Sterling
in London, at the rate of B 1 for J.D. 1. The Board's
commission should not exceed l%.

Redemption of currency can be made against Sterling at the
rate of 81 = J.D. 1, and at a commission rate which
should not exceed l%.

Funds of the Board above the amount needed for redemption,
and an amount left as an Investment Reserve, are paid to

the Government.

The source of the above important articles of the Law was
a typescript written by A.K. Salehdar. BSee: IM.F., A.K.
Salehdar, "Financial Institutions in Jordan," 1957, pp.

25-30.



APPENDIX B

"Me Central Bank law of 1959."

Article 6. The objectives of the Bank shall be the regulation of cur-
rency issue, the preserving of monetary stebility, the maintenance of
the external value of the Dinar, the control of credit, and the regu-~
lation of govermments deposits and accounts,.

It will carry these objectives in the following ways: (a) By
regulating the quantity and quality of credit, and by regulating the
rates of interest. (b) By adopting certain measures to deal with
economic crises. (c) By supervieing banks. (d) By the management of

Government's foreign exchange reserves.

Part II. Capital and Reserves

Article Seven: "The anthorized capital of the Bank shall be J.D. 1

million, which shall be fully apid by the Jordan Government."

Eight: Net profits of the Bank (excluding those which are given to
the government by the Issue Dept.), are transferred to a General Re=-
serve Fund, until this Fund amounts to 100% of the Bank's capital.
Nine: When the Reserve Fund is more than 100% of the capital, and

until it reaches an amount equal to twice the capital, only 10% of net

11 have only summarized the most important Articles of the law.
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profits are transferred to the Fund. The remaining 90% are paid to

the Govermment.
Part III. Administration

Eleven: "The Board shall consist of a Governor, a Deputy Governmor, and
five other members."

Twelve: The Governor, or the Deputy Governor, shall be in control of
the administration of the Bank, and may exercise full powers and deci-
sions of the Bank; but, are answerable to the Board for their actions.
Thirteen: The Governor and Deputy Governor are appointed by the Coun-
c¢il of Ministers. They should have excellent financial experience.
Fourteen: Members of the Board should not be members of Parliament,

or Govermment officials.

Fifteen: Members of the Board cease to perform their duties, if they
were found to be: (1) Medically unfit. (2) Bankrupt. (3) Guilty of
crime,.

Part Vo Operations of the Bank

Twenty-two: The Bank is authorized to perform the following functions:
(a) Issue Currency. (b) Issue demand drafts and remittances. (c) Pur-
chase and sell gold. (d) Accept money deposits. (e) Purchase, sell,
discount, re-discount commercial bills of 3 months maturity. (f) Pur-
chase, sell, discount, rediscount bills "drawn or issued for the pur-
pose of financing seasonal agricultural operations or the marketing of
crops, and maturing within 9 months", provided these kinds of bills

“"shall not exceed 50% of the total amount of the Bank's portfolio of



102

jnland bills and notes™. (g) Purchase, sell, discount or rediscount
government Treasury Bills of 3 months maturity. (h) Purchase and sell
long-term Government Securities maturing within 10 years, provided
that this investment should not exceed four times the paid-up capital
and reserve funds. (i) Undertake the issue and management of public
debts. (j) Purchase and sell foreign currencies, and foreign bills

of exchange (including foreign Treasury Bills), of 93 days maturity.
(k) Act as an agent for any foreign monetary authority. (1) Grant ad-
vances against govermment bills of 30 months maturity. (m & n) Grant
advances and over-drafts for not more than 3 months period, at a mini-
mum rate of interest of at least 1% above the Bank's official redis-
count rate, against the following securities: (1) Gold. (2) Government
Securities of 10 years maturity, provided that the advance does not
exceed 60% of the market value of the security. (3) Bills of exchange,
provided that the advance does not exceed 60% of the nominal value of
the security. (4) Commodities, provided that the advance is not more
than 60% of the current value of these commodities. (q) The Bank should
promote the establishment of a clearing system. (r) Act as a Govern-
ment's Agent.

Twenty-four: “The Bank shall, at all times, make public its minimum
rate for re-discounts."

Twenty-five: The Bank‘m not perform the following: (a) "Grant accom-
modation to the Govermment either directly, except as provided in Ar-
ticle 40, or indirectly except as provided in Article 22 (g), (h), (i)
and m (2)" by any way of lending. (b) "Engage in trade, or have other-

wise a direct interest in any commercial, agricultural, industrial or
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other undertaking, except such interest as the Bank may in any way ac-
quire in the course of the satisfaction of debts due to it provided
that all such interests shall be disposed of at the earliest suitable
opportunity.” (¢) "Purchase the shares of any banking company or of

any other coﬁpuv, or grant loans upon the security of any shares."

Part VI. Currency Issue

Twenty-Six; The Bank is the sole issuer of currency in Jordan.
Twenty-Seven: The accounts of the Issue Dept. are separate from the
other accounts of the Banke.

Twenty-Bight: (A) The cover to the ourrency issued shall be 100% com-
posed of the following: (1) Gold. (2) Currencies convertible into gold.
(3) Sterling balances. (4) British Govermment Treasury Bills. (5) Bri-
tish Govermment Securities, or securities guaranteed by that Govern-
ment; provided these do not exceed 70% of the total assets, and of

not more than 5 years maturity. However, the Board can allow a maxi-

mum of 20% of total assets to be held in securities of 15 years maturity.
(C) The liabilities of the Issue Dept. are the amounts of currency in
circulation.

(D) The anmal net (assets-liabilities), mimus a deduction for an Invest
ment Reserve, shall be distributed as 80% to Government, and 20% to the
general revemue of the Bank.

Thirty-Five: Jordan currency is issued against pre-payment of Sterling
in London, at the rate of 8 1 = J.Ds 1. The maximum commission charged
is 1%.
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Thirty-Six: Currency is redeemed against telegraphic or mail transfers
payable in Sterling in London, at the rate of 31 = J.D. l. The maxi-
mum commission taken is l%.

If the reserves of the Issue Dept. prove to be insufficient for
redemption, "the balance required shall be a charge on the general re-

verue of the Government."

Part VII. Relations with Banks

Thirty-Seven: “Every Bank carrying on business in Jordan under the

Banking Law shall hold as part of its assets all or any of the items
emumerated in Section (B) of this Article to an amount which shall be
prescribed by the Board and published in the official Gazette. BSuch
amount shall be expressed in the form of a percentage or percentages

of the specific assets to the Bank's sight and time liabilities, either
jointly or separately, and such percentage or percentages may be varied
from time to time by the Board." (B) "The specific assets of any bank
referred to in Section (A) of this Article shall be: (1) Jordan Cur-
rency. (2) Cash with other banks. (3) Balances with correspondent banks.
(4) Money at call. (5) Goverrnment Treasury Bille maturing within 3
months. (6) Re-discountable commercial and agricultural bills. (7)
Balances and money at call in the U.K. (8) “Bills of exchange of less
than 3 months maturity, paysble in the U.K. (9) U.K. Treasury Bills

of not more than 93 days maturity.

Thirty-Bight? The Bank shall form clearing houses to facilitate the
clearing of cheques between banks. The banks forming the Clearing

House shall appoint the manager of their House.
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Part VIII. Relations with the Govermment

rty-nine: The Bank shall undertske the banking and remittance trans-
actions of the govermment, and keep its deposits.
Fourty: The Bank may give advances to the Government in case of a bud-
get deficit, for an amount not exceeding 10% of Government's reveme.
The loans should be repayed at the end of that specific fiscal year.
Fourty-two: The Bank shall not receive remuneration for ite gervices
in keeping and disbursing Government monies; nor shall it give interest
against Government deposits.
Fourty-four: The Bank is responsible for the issue and management of
internal public debts.

Notes: 1. The law was approved by the Council of Ministers in
1959, but the Central Bank as an institution is not
found yet.

2, T™e law was amended in 1960, I have included the
amendments with the above original Law.

3. Parts IV, IX, X, XI, were not included in the above
summary of the law, since they are not pertinent for
our analysis. Part IV deals with the Staff; Part IX
with different Accounts and Statements; Part X deals
with the winding-up of the Bank; Part XI deals with

transitory provisions.



APPEDIX C

“Control of Banks Law of 1959"

Article Four: (a) The minimum paid-up capital of a bank is J.D. 250,000.
(b) The minimum paid-up capital for foreign banks is J.D. 500,000. At
least J.D. 150,000 shall be remitted as a working capital for this bank's
branch in Jordan.

Six: (a) 1. The credit and advances given by any bank should not exceed
20% of the paid-up capital, but may be increased to 50%, at the consent
of the Minister of Finance. This provision excludes transactions bet-
ween banks and the purchase or discount of exchange bills.

2. "No bank shall purchase, acquire or lease real estate except for

the purpose of conducting its business or housing its staff,"

3, Banks shall not engage in trading, nor own shares in agricultural

or industrial undertakings "except such interest as a bank may acquire
in the course of the satisfaction of debts due to it, provided that

all such interest shall be disposed of at the earliest suitable op-
portunity."

The Central Bank may, however, agree to share-holding of banks
in assigned ventures which should not exceed 15% of the paid-up capital
of the bank.

4, "No bank shall grant an advance or a credit facility against the
security of its own shares.”

5, Unsecured loans exceeding 5% of the paild-up capital of the bank,
should not be made unless approved by two thirds of the bank's board

members .
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Article 63 (B) The bank should present a report about the unsecured
loans that it has advanced. The Minister of Finance, can, through the
advice of the Central Bank, prohibit the bank from making such loans.
Seven: Every Jordanian bank should transfer to a reserve fund, not less
than 25% of its gross profits, so long as the fund is less than 50% of
the paid-up capitale. After that limit, and until the fund amounts to
100% of thepaid-up capital, only 10% of grosa profits are transferred
to the fund.

Seven: (B) The above provision of this law applies also to branches of
foreign banks in Jordan, unless these branches can satisfy the Minister
of Finance that they hold sufficient reserves.

Nine: The bank should publish its balance sheet in a local newspaper.
Ten: (A) Every bank should present to the Central Bank: (1) A monthly
report of its balance sheet. (2) A quarterly analysis of its advances.
(C) The Central Bank has the right, under Article 37 of the Central
Bank Law, to assign the banks' cash reserve ratios

Eleven: The Central Bank informs the Minister of Finance, if it finds
that a bank's assets, are insufficient to cover its liabilities. The
Minister then, appoints a person to examine the bank's books.

Twelve: An examination of a bank's bocks may be ordered by the Minister
on application of those who hold not less than one third of the bank's

shares, or those who hold not less than one half of the bank's deposits.

Notes: Those Articles of the Law that were not listed above, are

either unimportant, or unsuitable for our part of the research.



APPEIDIX D
"Exohange Control Regulations in Jordan."'

Exchange Control: It is implemented by the Currency Control Department.
Prescription of Currency: Proceeds of exports and invisibles must be

collected, and surrendered as follows: From Sterling Area residents in
Sterling or Dinar. From non-Sterling Area residents in Sterling, Dinar
or any specified currency.

Import Payments: Imports of certain items; (as cement, arak, monalcho-
holic drinks, cigarettes, buses, diesel-engined cars, lorries, carbonic
acid), and imports from Israel are prohibited.

Imports of industrial machinery require approval. Importe of
fruits and vegetables are exempt from licenses. All other imports,
except those under agreements, are liable to licenses.

A fee of 4% is paid on licenses demanding exchange. A fee of
0.5% is paid on licenses without exchange.

Payments for invisibles:

1., All payments for invisibles are subject to exchange control
approval.

2, Aside from govermnment payments, and payments for education
purposes, a fee of 0.5% is paid on all other permitted payments.

3. Payments for these invisibles are approved: income of non-
residents and their savings; remittances to refugee dependents; expenses

for Jordan residents traveling abroad; expenditures for education,

1111 of the listed exchange control regulations were taken
from I.M,F, reports on exchange restrictions. See: I.M.F., Report
on Exchange Restrictions of 1962, pp. 214-218.
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medical treatment, business expenses, and approved insurance payments.

4, Any person should not carry with him when leaving the country
more than J.D. 25 or equivalent in foreign currency. Foreigners could
take out foreign currency brought out with them previously.

Jordanian tourists abroad are allowed J.D. 12 a day in UeSaAe
and J.D. 8 a day in other countries, for a period of one month in any
one year. Jordanians going out for business are allowed J.D. 16 a day
in UsS.A., and J.D. 12 in other countries, for a period of 3 months in
any one year. For travel to Arab gountries, a Jordanien cannot carry
with him more than J.D. 100 in cash.

Export Proceeds: Export proceeds exceeding J.D. 20 should be surren-
dered, and their foreign exchange revenues also surrendered, except
proceeds of exports of fruits and vegetables, and other perishable com-
modities to certain neighbouring countries. Exports to Israel are
prohibited.

Proceeds from Invisibles:

1, Receipts from invisibles in convertible currencies including
sterling, must be surrendered to an authorized bank.

2. Travelers entering Jordan may bring in a maximum of J.D. 100
in Jordan currency notes, and any amount in foreign currencies.

Capitals

1. Capital may be imported freely, but exports of capital require
approval.

2. Current income arising from non-resident investments in Jordan,
and profits may be remitted easily in the currency of the original in-
vestment. After one year, repatriation of the capital is permitted in
four annmual installments in the same foreign currency of the original

investment,
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