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i. Economic activity remained buoyant in 
2012 and early 2013, in part due to weak pass-
through of external price shocks and to resilient 
domestic demand. For 2012, growth reached 2.6 
percent. On the demand side, key growth drivers 
were public and private consumption expenditures. 
The latter remained buoyant in part due to the 
limited pass trough of surging utilities input costs to 
consumers and to the added consumption of Syrian 
refugees. From the production side, growth was 
driven by a rebound in tourism and related activities 
which partly benefited from a shift in regional tourists 
away from security-impacted countries. While GDP 
growth is projected to rise to 3.3 percent in 2013, 
the balance of risks to the outlook is tilted to the 
downside.

ii. Mounting fiscal and external imbalances 
have yet to be clearly addressed. Central 
government finances are in dire straights. With 2012 
losses in excess of 5 percent of GDP at the national 
electricity company unresolved, the broader public 
sector continued to register record deficits. As a 
result, gross public debt soared to 80 percent of 
GDP at end-2012, up from 71 percent of GDP at 
end-2011. Rising international commodity prices 
and the use of expensive fuel products for power 
generation have led to a sharp deterioration in the 
current account deficit, which reached 18 percent 
of GDP in 2012, up 6 percentage points from 2011. 
As a result of these rapidly rising deficits, Jordan 
entered into an IMF SBA in August 2012. A first SBA 
review took place in April 2013. Sensitive reforms 
to address the fiscal deficit have yet to be decided, 
especially in the electricity sector.

iii. The aggregate economic impact of Syria’s 
conflict has been modest to date though sectoral 
impacts have been material. Syrian refugee inflows 
and the rerouting of regional tourism towards 
Jordan contributed to boosting domestic demand 
and supporting the recovery of tourism and related 
services. The accelerating influx of Syrian refugees, 
however, significantly increased pressure on public 
service provision, worsened public finances, and is 
also expected to have impacted Jordanians working 

in the informal labor market. A decline in exports 
following closure of Syrian transit routes, combined 
with rising imports due to Syrian refugee demand, 
also worsened Jordan’s trade balance.

iv. The steady and structural decline in 
revenues increased the vulnerability of Jordan’s 
public finances to exogenous shocks. Revenue 
collection shrank by 9.4 percent of GDP from 2007 
to 2011. While revenue stabilized in 2012, these 
were not sufficient to offset the large increase in 
expenditures to finance widening power sector 
deficits and to meet popular demands for additional 
spending. Reversing the decline in revenues through 
base-broadening measures and strengthened 
enforcement of the tax regime would help restore 
fiscal space, as would reforms on the expenditure 
side (e.g., adjusting electricity tariffs to reflect the 
permanent increase in the input price for electricity 
generation, improved targeting of subsidies, 
reforming the water sector). Swift measures can 
relieve fiscal stress starting 2013. A package of 
revenue and spending measures can be designed to 
improve the overall progressivity of public finances, 
and protect less well-off citizens.
      
v. Jordan has developed a valuable 
knowledge economy; further reforms are needed 
for the sector to fulfill its potential, not least in 
terms of quantity and quality of jobs. Jordan’s 
education system is forming the human resources 
needed for a modern knowledge economy but 
reforms are needed to equip students with the 
skills demanded in the market. The country’s R&D 
infrastructure is solid and its scientific production 
relatively high, but these capabilities are not closely 
linked to the needs of the economy. ICT-based 
industries such as business process outsourcing 
and call centers are also areas in which Jordan has a 
comparative advantage owing to the widespread use 
of English and a history of links with foreign investors. 
Another promising sector is health tourism, in which 
Jordan has already invested heavily: Building on 
the above, institutional reforms are crucial to re-
direct domestic and foreign investments towards 
technology and skill intensive sectors.
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i. Economic activity remained buoyant in 
2012 and early 2013, in part due to weak pass-
through of external price shocks and to resilient 
domestic demand. For 2012, growth reached 2.6 
percent. On the demand side, key growth drivers 
were public and private consumption expenditures. 
The latter remained buoyant in part due to the 
limited pass trough of surging utilities input costs to 
consumers and to the added consumption of Syrian 
refugees. From the production side, growth was 
driven by a rebound in tourism and related activities 
which partly benefited from a shift in regional tourists 
away from security-impacted countries. While GDP 
growth is projected to rise to 3.3 percent in 2013, 
the balance of risks to the outlook is tilted to the 
downside.

ii. Mounting fiscal and external imbalances 
have yet to be clearly addressed. Central 
government finances are in dire straights. With 2012 
losses in excess of 5 percent of GDP at the national 
electricity company unresolved, the broader public 
sector continued to register record deficits. As a 
result, gross public debt soared to 80 percent of 
GDP at end-2012, up from 71 percent of GDP at 
end-2011. Rising international commodity prices 
and the use of expensive fuel products for power 
generation have led to a sharp deterioration in the 
current account deficit, which reached 18 percent 
of GDP in 2012, up 6 percentage points from 2011. 
As a result of these rapidly rising deficits, Jordan 
entered into an IMF SBA in August 2012. A first SBA 
review took place in April 2013. Sensitive reforms 
to address the fiscal deficit have yet to be decided, 
especially in the electricity sector.

iii. The aggregate economic impact of Syria’s 
conflict has been modest to date though sectoral 
impacts have been material. Syrian refugee inflows 
and the rerouting of regional tourism towards 
Jordan contributed to boosting domestic demand 
and supporting the recovery of tourism and related 
services. The accelerating influx of Syrian refugees, 
however, significantly increased pressure on public 
service provision, worsened public finances, and is 
also expected to have impacted Jordanians working 

in the informal labor market. A decline in exports 
following closure of Syrian transit routes, combined 
with rising imports due to Syrian refugee demand, 
also worsened Jordan’s trade balance.

iv. The steady and structural decline in 
revenues increased the vulnerability of Jordan’s 
public finances to exogenous shocks. Revenue 
collection shrank by 9.4 percent of GDP from 2007 
to 2011. While revenue stabilized in 2012, these 
were not sufficient to offset the large increase in 
expenditures to finance widening power sector 
deficits and to meet popular demands for additional 
spending. Reversing the decline in revenues through 
base-broadening measures and strengthened 
enforcement of the tax regime would help restore 
fiscal space, as would reforms on the expenditure 
side (e.g., adjusting electricity tariffs to reflect the 
permanent increase in the input price for electricity 
generation, improved targeting of subsidies, 
reforming the water sector). Swift measures can 
relieve fiscal stress starting 2013. A package of 
revenue and spending measures can be designed to 
improve the overall progressivity of public finances, 
and protect less well-off citizens.
      
v. Jordan has developed a valuable 
knowledge economy; further reforms are needed 
for the sector to fulfill its potential, not least in 
terms of quantity and quality of jobs. Jordan’s 
education system is forming the human resources 
needed for a modern knowledge economy but 
reforms are needed to equip students with the 
skills demanded in the market. The country’s R&D 
infrastructure is solid and its scientific production 
relatively high, but these capabilities are not closely 
linked to the needs of the economy. ICT-based 
industries such as business process outsourcing 
and call centers are also areas in which Jordan has a 
comparative advantage owing to the widespread use 
of English and a history of links with foreign investors. 
Another promising sector is health tourism, in which 
Jordan has already invested heavily: Building on 
the above, institutional reforms are crucial to re-
direct domestic and foreign investments towards 
technology and skill intensive sectors.

EXECUTIVE SUMMARY

THE WORLD BANK

4  |  Executive Summary



Employment and Poverty 
3. A recovery in labor-intensive sectors helped 
employment expand and unemployment decline 
in 2012, with women performing comparatively 
better. Mirroring the improved economic activity, 
and in particular the stronger performance of labor 
intensive sectors associated with tourism, the 
unemployment rate decreased by 70 basis points 
to 12.2 percent in 2012 compared to 2011 (Figure 
5). The improvement in women’s unemployment 
rate was more pronounced and declined by 140 

basis points to 19.9 percent. Aside from strong 
employment growth, the improvement in women 
unemployment rate also, to a smaller extent, reflects 
a 50 basis points drop in their already low labor force 
participation rate, down to 14.2 percent. To further 
improve employment, the government has recently 
started designing an active labor market program: 
the “Jordan Job Compact” initiative. The Compact 
aims to assist unskilled, semi-skilled and skilled 
youths to find jobs. It combines trainings, better 
skills matches, stimulus packages to employers, and 
MSME finance in order to generate more and better 
jobs to Jordanians.  
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Output and Demand
1. Economic activity has proven resilient to 
the surge in the country’s twin deficits and social 
unrest, in part due to weak domestic pass-through 
of external price shocks and to resilient domestic 
demand. During 2011 (the start of the Syrian crisis) 
and 2012, GDP Growth per Capita averaged only 
0.4 (Figure 1). Real GDP growth did not change in 
2012 compared to 2011 (2.6 percent in both years). 
Jordan’s growth performance was aligned with the 
growth rates in the Middle East and North Africa 
(MENA) region (Figure 2). On the demand side 
(Figure 3), the key growth drivers were public and 
private consumption expenditures (primary current 
spending rose at an annual rate of 5.4 percent during 
2012 while personal loans rose by 17 percent yoy 
in 2012).1 Private consumption remained buoyant in 
part due to the limited pass trough of significantly 
higher utilities input costs to consumers, and 
the added consumption stemming from Syrian 
refugees. Investment slowed down in 2012. Public 
investment declined by 36.1 percent during 2012 
(mostly in Q4, likely reflecting a tightening related 
to the IMF SBA fiscal targets) but private investment 

is estimated to have risen by 12 percent in 2012 so 
that overall investment increased. Net exports of 
goods deteriorated in 2012, as exports contracted 
by 1.5 percent and imports expanded to 9.3 percent. 
The export contraction was primarily driven by a 
26 percent contraction in real exports to Syria and 
Lebanon due to the Syrian conflict.

2. From the production side, growth was 
driven in part by a rebound in tourism (Figure 4). 
This rebound reflects two factors. First, there was 
a technical rebound from a weak 2011 season due 
to the initial negative falloff from the Arab spring. 
Social unrest in these countries resulted in a sharp 
decrease in multi-country tourist packages such 
as Jordan-Egypt, or Jordan-Syria-Lebanon. Second, 
there has been a positive spillover since 2012 
from the Syrian conflict and the rising security 
incidents in other countries in the region. These are 
diverting some regional tourists away from Syria 
and Lebanon, and towards Jordan. Sectors linked 
directly or indirectly to tourism have been among 
the strongest performers 2012 and in early 2013, 
namely: electricity and water, wholesale and retail 
trade, restaurant and hotels, and transport and 
communications.  

RECENT ECONOMIC AND POLICY 
DEVELOPMENTS
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employment expand and unemployment decline 
in 2012, with women performing comparatively 
better. Mirroring the improved economic activity, 
and in particular the stronger performance of labor 
intensive sectors associated with tourism, the 
unemployment rate decreased by 70 basis points 
to 12.2 percent in 2012 compared to 2011 (Figure 
5). The improvement in women’s unemployment 
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employment growth, the improvement in women 
unemployment rate also, to a smaller extent, reflects 
a 50 basis points drop in their already low labor force 
participation rate, down to 14.2 percent. To further 
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the “Jordan Job Compact” initiative. The Compact 
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MSME finance in order to generate more and better 
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1. Economic activity has proven resilient to 
the surge in the country’s twin deficits and social 
unrest, in part due to weak domestic pass-through 
of external price shocks and to resilient domestic 
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and 2012, GDP Growth per Capita averaged only 
0.4 (Figure 1). Real GDP growth did not change in 
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Jordan’s growth performance was aligned with the 
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(Figure 3), the key growth drivers were public and 
private consumption expenditures (primary current 
spending rose at an annual rate of 5.4 percent during 
2012 while personal loans rose by 17 percent yoy 
in 2012).1 Private consumption remained buoyant in 
part due to the limited pass trough of significantly 
higher utilities input costs to consumers, and 
the added consumption stemming from Syrian 
refugees. Investment slowed down in 2012. Public 
investment declined by 36.1 percent during 2012 
(mostly in Q4, likely reflecting a tightening related 
to the IMF SBA fiscal targets) but private investment 

is estimated to have risen by 12 percent in 2012 so 
that overall investment increased. Net exports of 
goods deteriorated in 2012, as exports contracted 
by 1.5 percent and imports expanded to 9.3 percent. 
The export contraction was primarily driven by a 
26 percent contraction in real exports to Syria and 
Lebanon due to the Syrian conflict.

2. From the production side, growth was 
driven in part by a rebound in tourism (Figure 4). 
This rebound reflects two factors. First, there was 
a technical rebound from a weak 2011 season due 
to the initial negative falloff from the Arab spring. 
Social unrest in these countries resulted in a sharp 
decrease in multi-country tourist packages such 
as Jordan-Egypt, or Jordan-Syria-Lebanon. Second, 
there has been a positive spillover since 2012 
from the Syrian conflict and the rising security 
incidents in other countries in the region. These are 
diverting some regional tourists away from Syria 
and Lebanon, and towards Jordan. Sectors linked 
directly or indirectly to tourism have been among 
the strongest performers 2012 and in early 2013, 
namely: electricity and water, wholesale and retail 
trade, restaurant and hotels, and transport and 
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to end-2011. The deterioration in external 
balances would have been more accentuated if 
Jordan had not received in 2012 US$250 million 
in budget support (DPL) from the World Bank 
and nearly US$400 million from the IMF as part 
of its SBA.  More recently, the reserve position 
strengthened in Q1 2013, as Jordan received 
US$1.25 billion in grants from the GCC, and 
an additional US$330 million from Saudi Arabia 
and US$200 million from the USA. Jordan is also 
exploring the possibility of issuing up to US$1.5 
billion in Eurobonds to finance both its fiscal 
and external needs in 2013; the US Treasury has 
announced it will provide a sovereign guaranteed 
for this issuance, which would allow Jordan to 
obtain favorable financing terms.3 Donor support 
to Jordan coupled with strengthened tourism 
receipts and remittances inflows have boosted 
the Central Bank of Jordan’s foreign reserves 
to US$10.8 billion by April 2013, up by 36.6 
percent from end-2012 and covering 8.6 months 
of goods imports.

Monetary Policy and 
Finance
7. The removal of fuel subsidies in 
November 2012 led to a temporary increase 
in inflation (Figure 10). Being a net importer, 
Jordan is particularly vulnerable to international 
prices and imported inflation (imports of goods 
and non-factor services were estimated at 72 
percent of total consumption in 2011). While 
import prices rose by 9.3 percent in 2012, the 
pass-through to headline inflation (CPI) was 
muted due to subsidies (direct or indirect) on 
a wide array of goods (e.g., electricity, water, 
food and fuel; the latter for the first 10 months 
of 2012). As a result, 2012 inflation reached 
only 4.7 percent, on average. The removal 
of petroleum price subsidies in November 
translated into a jump in the prices of heating 
fuel and electricity by 23 percent and in the 

prices of transportation by 14.6 percent on 
average over the two last months of 2012 (yoy). 
Partly as a result, inflation in early 2013 has 
remained elevated.

8. The liquidity strains induced by large 
public sector deficits are having a strong 
impact on monetary policy. Large and persistent 
fiscal and external deficits impacted confidence 
in the external stability of the currency in the 
fall of 2012. This drop in confidence can be 

3 Jordan is also in advanced discussion over budget support operations from the World Bank, JICA, EU, and AFD.
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4. While poverty declined during 2002-
2010, regional disparities remained and 
inequality has been on the rise again following 
the global crisis of 2008. The welfare gap 
declined in general in Jordan during 2002-2010. 
During that period, the share of poor households 
declined from 32 percent to 14.9 percent and 
the poverty gap contracted from 8.4 percent to 
2.9 percent, indicating that most of the poor are 
near the poverty line. However, some disparities 

remained among regions and the Gini coefficient 
declined in all regions, except in Amman. Access 
to public sector employment—both military and 
civilian—has been one of the main sources of 
poverty alleviation. Hence, the reduction in fiscal 
space is likely to have an adverse welfare impact. 
Moreover, following the 2008 crisis, growth 
has slowed down and inequalities increased as 
consumption of the richest 5 percent of households 
grew at faster rates than for the middle class and 
the poor. These observations raise the question of 
the inclusiveness and sustainability of the growth 
model in Jordan.2

External Position
5. Rising international commodity prices 
and the use of expensive fuel products for power 
generation have led to a sharp deterioration 
in the balance of payments. Imports of goods 
increased by 9.3 percent (JD1.3 billion) in 2012. 
Around 67 percent of the overall increase is related 
to a 21 percent rise in the imports of crude oil 
and petroleum products (Figure 6). The increase 
by 11 percent in the imports of food items has 
represented 18 percent of the rise in the overall 
import bill. In parallel to the rise in imports, net 
inflow of services exports, income transfers, 
remittances, and capital inflows declined by 9.0 
percent (JD633 million). As a result, the current 
account deficit widened drastically, from 12.0 
percent of GDP in 2011 to 17.9 percent of GDP 
in 2012 (Figure 8). Excluding foreign grants, the 
current account deficit reached 19.0 percent of 
GDP in 2011 and has expanded to 22.9 percent 
in 2012.

6. The worsening balance of payment is 
took its toll on net international reserves (NIR) 
in 2012 while donor financing helped NIR to 
recover in early 2013 (Figure 7). Net foreign 
assets (NFA) of the banking sector declined by 
29 percent or US$3.8 billion in 2012, compared 

2 For more details see Mansour, Wael (2012), “The Patterns and Determinants of Household Welfare Growth in Jordan 2002–2010”, 
Policy Research Working Paper No 6249, World Bank, October.

3 
4 
5 
6 
7 
8 
9 
10 
11 

4 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 

Central Bank Net Reserves

Central Bank Net Reserves 
Months of Imports covered by CBJ net Reserves

 

USD Billion Months 

FIGURE 7. The Central Bank Net Reserves 
decreased during 2012

Source: Central Bank of Jordan, World Bank Staff Calculations.

-35 

-25 

-15 

-5 

5 

15 

25 

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

2009 2010 2011 2012 

Composition of Balance of Payements (% of GDP)

Errors & omissions Capital and financial account 
Current account Balance of Payments 

Percent 

FIGURE 8  Current Account Deficit 
widened in 2012

Source: Central Bank of Jordan, World Bank Staff Calculations.

THE WORLD BANK

8  |  Recent Economic and Policy Developments



to end-2011. The deterioration in external 
balances would have been more accentuated if 
Jordan had not received in 2012 US$250 million 
in budget support (DPL) from the World Bank 
and nearly US$400 million from the IMF as part 
of its SBA.  More recently, the reserve position 
strengthened in Q1 2013, as Jordan received 
US$1.25 billion in grants from the GCC, and 
an additional US$330 million from Saudi Arabia 
and US$200 million from the USA. Jordan is also 
exploring the possibility of issuing up to US$1.5 
billion in Eurobonds to finance both its fiscal 
and external needs in 2013; the US Treasury has 
announced it will provide a sovereign guaranteed 
for this issuance, which would allow Jordan to 
obtain favorable financing terms.3 Donor support 
to Jordan coupled with strengthened tourism 
receipts and remittances inflows have boosted 
the Central Bank of Jordan’s foreign reserves 
to US$10.8 billion by April 2013, up by 36.6 
percent from end-2012 and covering 8.6 months 
of goods imports.

Monetary Policy and 
Finance
7. The removal of fuel subsidies in 
November 2012 led to a temporary increase 
in inflation (Figure 10). Being a net importer, 
Jordan is particularly vulnerable to international 
prices and imported inflation (imports of goods 
and non-factor services were estimated at 72 
percent of total consumption in 2011). While 
import prices rose by 9.3 percent in 2012, the 
pass-through to headline inflation (CPI) was 
muted due to subsidies (direct or indirect) on 
a wide array of goods (e.g., electricity, water, 
food and fuel; the latter for the first 10 months 
of 2012). As a result, 2012 inflation reached 
only 4.7 percent, on average. The removal 
of petroleum price subsidies in November 
translated into a jump in the prices of heating 
fuel and electricity by 23 percent and in the 

prices of transportation by 14.6 percent on 
average over the two last months of 2012 (yoy). 
Partly as a result, inflation in early 2013 has 
remained elevated.

8. The liquidity strains induced by large 
public sector deficits are having a strong 
impact on monetary policy. Large and persistent 
fiscal and external deficits impacted confidence 
in the external stability of the currency in the 
fall of 2012. This drop in confidence can be 

3 Jordan is also in advanced discussion over budget support operations from the World Bank, JICA, EU, and AFD.
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4. While poverty declined during 2002-
2010, regional disparities remained and 
inequality has been on the rise again following 
the global crisis of 2008. The welfare gap 
declined in general in Jordan during 2002-2010. 
During that period, the share of poor households 
declined from 32 percent to 14.9 percent and 
the poverty gap contracted from 8.4 percent to 
2.9 percent, indicating that most of the poor are 
near the poverty line. However, some disparities 

remained among regions and the Gini coefficient 
declined in all regions, except in Amman. Access 
to public sector employment—both military and 
civilian—has been one of the main sources of 
poverty alleviation. Hence, the reduction in fiscal 
space is likely to have an adverse welfare impact. 
Moreover, following the 2008 crisis, growth 
has slowed down and inequalities increased as 
consumption of the richest 5 percent of households 
grew at faster rates than for the middle class and 
the poor. These observations raise the question of 
the inclusiveness and sustainability of the growth 
model in Jordan.2

External Position
5. Rising international commodity prices 
and the use of expensive fuel products for power 
generation have led to a sharp deterioration 
in the balance of payments. Imports of goods 
increased by 9.3 percent (JD1.3 billion) in 2012. 
Around 67 percent of the overall increase is related 
to a 21 percent rise in the imports of crude oil 
and petroleum products (Figure 6). The increase 
by 11 percent in the imports of food items has 
represented 18 percent of the rise in the overall 
import bill. In parallel to the rise in imports, net 
inflow of services exports, income transfers, 
remittances, and capital inflows declined by 9.0 
percent (JD633 million). As a result, the current 
account deficit widened drastically, from 12.0 
percent of GDP in 2011 to 17.9 percent of GDP 
in 2012 (Figure 8). Excluding foreign grants, the 
current account deficit reached 19.0 percent of 
GDP in 2011 and has expanded to 22.9 percent 
in 2012.

6. The worsening balance of payment is 
took its toll on net international reserves (NIR) 
in 2012 while donor financing helped NIR to 
recover in early 2013 (Figure 7). Net foreign 
assets (NFA) of the banking sector declined by 
29 percent or US$3.8 billion in 2012, compared 

2 For more details see Mansour, Wael (2012), “The Patterns and Determinants of Household Welfare Growth in Jordan 2002–2010”, 
Policy Research Working Paper No 6249, World Bank, October.
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Fiscal Policy
10. Notwithstanding some improvement in 
2012, public finances remain in dire straights, 
with high deficits persisting for the second 
consecutive year, and poor fiscal performance 
in early 2013 (Figure 11). After peaking at 12.7 
percent of GDP in 2011, the central government’s 
overall fiscal deficit (excluding grants) shrank to 
9.7 percent of GDP in 2012. Enhanced revenue 
mobilization accounts for one third of the fiscal 
consolidation effort, while reduction in expenditures 
account for the remaining two-thirds. The former 
primarily reflects the removal of tax exemptions on 
real estate transactions, the cancellation of several 
exemptions on sales tax, and a boost in revenues 
from the mining sector. The latter stems from tight 
spending control on goods and services, capital 
spending, and military spending. The fiscal impact 
of the removal of fuel subsidy and their replacement 
with cash transfers; effective since mid-November 
2012; will materialize fully in 2013. These 
measures are expected to have a net impact of 1 
percentage point of GDP in terms of fiscal savings 

in 2013. The end-2012 central government deficit 
target endorsed by the IMF as part of the August 
2012 Stand-by-Arrangement was slightly exceeded. 
The fiscal situation continued to deterioate in Q1 
2013 with the deficit (excluding grants) widening 
by 113 percent (yoy) as public spending rose by 
14.5 percent (yoy) and domestic revenues dropped 
by 2.2 percent (yoy). As a result, gross public debt 
increased by 1.8 percent and reached US$25.3 
billion (81.6 percent of GDP).6

11. A power sector financial losses remain 
unresolved, the broader public sector 
continued to register record deficits. Taken 
together, the overall deficit of the central 
government budget and own budget agencies, 
such as water and electricity utilities, reached 
18.7 percent of GDP in 2011 and is estimated to 
have remained elevated, at 16.4 percent of GDP 
in 2012. Aside from the central government, the 
main contributor to these deficits is National 
Electric Power Company (NEPCO). While the 
company was broadly in financial equilibrium 
prior to the sharp cutback in gas supplies from 
Egypt, it generated losses of about 5 percent of 

6 US$297 million in foreign grants received in Q1 2013 have prevented a further deterioration of the public debt. The fiscal 
performance highlights the large dependency of Jordan on foreign aid and donor support and raises issues related to moral hazard and 
pro-cyclical fiscal policies adopted. A thorough discussion of these issues can be found in World Bank (2012),“Jordan Development 
Policy Review: Improving Institutions, fiscal policies and structural reforms for greater growth resilience and sustained job creation”, 
Report number 70706, Washington DC.
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captured in the rapid increase in the deposit 
dollarization rate that started in the fall, and to 
a contraction in broad money (Figure 12). This 
led the Central Bank of Jordan to increase its 
overnight rate (by 75 bps to 4.00 percent) in 
December 2012. The CBJ had already increased 
its policy rate by 50 bps in February 2012 and 
by another 50 bps to 3.25 percent in May 2012. 
The stress on liquidity has translated into a large 
increase (240 bps) in the yield on twelve months 
treasury bills to 6.18 percent in December 
2012 compared to December 2011. Rates for 
the private sector also rose.4 The trend started 
reversing in December 2012/January 2013 as 
confidence was boosted by the CBJ’s tightening 
and the international community’s support 
through large foreign grants and concessional 
budget support operations. Improved tourism 
receipt5 and remittances inflows also supported 
this turn in confidence. As a result, for the 
first four months of 2013, liquidity and credit 
facilities to the private sector grew by 3.4 and 
6.5 percent yoy, respectively, while dollarization 
rate dropped to 22.3 percent in April 2013, from 
24.8 percent in end 2012.

9. Banks’ deposit growth in 2012 fell 
significantly short of the public sector’s large 
financing needs, requiring the CBJ to buy 
sovereign paper and leading to a drop in 
foreign reserves.  Banks’ deposits increased by 
1.1 percent (JD306) million in 2012, compared to 
a 7.2 percent increase in 2011 (JD1.8 billion). In 
parallel, net claims on the budget rose by JD1.4 
billion and net claims on own budget agencies 
rose by JD1.3 billion. Hence, the increase in bank 
deposits could not provide enough resources to 
match the financial needs of the public sector. The 
resource gap was filled by (1) an increase in CBJ’s 
portfolio of government debt by JD829 million; (2) 
an increase in “Unclassified Assets” in CBJ balance-
sheet by JD651 million in 2012; and (3) mobilizing 
free reserves which translated into a decline in 
banks’ deposits in Jordanian Dinars with the CBJ by 
JD1.7 billion. Beyond financing the public sector, 
the additional resources freed helped finance an 
increase by 6.8 percent (JD1 billion) in lending to 
the resident private sector, of which 60 percent 
went to the industrial and construction sectors. All 
this, however, was accomplished at the cost of a 
notable drop in foreign reserves.

4 From December 2011 to December 2012, interbank rates rose 139 bps to 4.31 percent, average interest rates on time deposits 
rose 73 bps to 4.19 percent, while the lending rate to prime customers rose 46 bps to 8.68 percent.

5 Benefiting from regional turmoil, the tourism sector has been a key driver of growth in the Kingdom so far in 2013, enhancing 
income receipt by 7.8 percent in the first 4 months of the year (yoy).
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Fiscal Policy
10. Notwithstanding some improvement in 
2012, public finances remain in dire straights, 
with high deficits persisting for the second 
consecutive year, and poor fiscal performance 
in early 2013 (Figure 11). After peaking at 12.7 
percent of GDP in 2011, the central government’s 
overall fiscal deficit (excluding grants) shrank to 
9.7 percent of GDP in 2012. Enhanced revenue 
mobilization accounts for one third of the fiscal 
consolidation effort, while reduction in expenditures 
account for the remaining two-thirds. The former 
primarily reflects the removal of tax exemptions on 
real estate transactions, the cancellation of several 
exemptions on sales tax, and a boost in revenues 
from the mining sector. The latter stems from tight 
spending control on goods and services, capital 
spending, and military spending. The fiscal impact 
of the removal of fuel subsidy and their replacement 
with cash transfers; effective since mid-November 
2012; will materialize fully in 2013. These 
measures are expected to have a net impact of 1 
percentage point of GDP in terms of fiscal savings 

in 2013. The end-2012 central government deficit 
target endorsed by the IMF as part of the August 
2012 Stand-by-Arrangement was slightly exceeded. 
The fiscal situation continued to deterioate in Q1 
2013 with the deficit (excluding grants) widening 
by 113 percent (yoy) as public spending rose by 
14.5 percent (yoy) and domestic revenues dropped 
by 2.2 percent (yoy). As a result, gross public debt 
increased by 1.8 percent and reached US$25.3 
billion (81.6 percent of GDP).6

11. A power sector financial losses remain 
unresolved, the broader public sector 
continued to register record deficits. Taken 
together, the overall deficit of the central 
government budget and own budget agencies, 
such as water and electricity utilities, reached 
18.7 percent of GDP in 2011 and is estimated to 
have remained elevated, at 16.4 percent of GDP 
in 2012. Aside from the central government, the 
main contributor to these deficits is National 
Electric Power Company (NEPCO). While the 
company was broadly in financial equilibrium 
prior to the sharp cutback in gas supplies from 
Egypt, it generated losses of about 5 percent of 

6 US$297 million in foreign grants received in Q1 2013 have prevented a further deterioration of the public debt. The fiscal 
performance highlights the large dependency of Jordan on foreign aid and donor support and raises issues related to moral hazard and 
pro-cyclical fiscal policies adopted. A thorough discussion of these issues can be found in World Bank (2012),“Jordan Development 
Policy Review: Improving Institutions, fiscal policies and structural reforms for greater growth resilience and sustained job creation”, 
Report number 70706, Washington DC.
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captured in the rapid increase in the deposit 
dollarization rate that started in the fall, and to 
a contraction in broad money (Figure 12). This 
led the Central Bank of Jordan to increase its 
overnight rate (by 75 bps to 4.00 percent) in 
December 2012. The CBJ had already increased 
its policy rate by 50 bps in February 2012 and 
by another 50 bps to 3.25 percent in May 2012. 
The stress on liquidity has translated into a large 
increase (240 bps) in the yield on twelve months 
treasury bills to 6.18 percent in December 
2012 compared to December 2011. Rates for 
the private sector also rose.4 The trend started 
reversing in December 2012/January 2013 as 
confidence was boosted by the CBJ’s tightening 
and the international community’s support 
through large foreign grants and concessional 
budget support operations. Improved tourism 
receipt5 and remittances inflows also supported 
this turn in confidence. As a result, for the 
first four months of 2013, liquidity and credit 
facilities to the private sector grew by 3.4 and 
6.5 percent yoy, respectively, while dollarization 
rate dropped to 22.3 percent in April 2013, from 
24.8 percent in end 2012.

9. Banks’ deposit growth in 2012 fell 
significantly short of the public sector’s large 
financing needs, requiring the CBJ to buy 
sovereign paper and leading to a drop in 
foreign reserves.  Banks’ deposits increased by 
1.1 percent (JD306) million in 2012, compared to 
a 7.2 percent increase in 2011 (JD1.8 billion). In 
parallel, net claims on the budget rose by JD1.4 
billion and net claims on own budget agencies 
rose by JD1.3 billion. Hence, the increase in bank 
deposits could not provide enough resources to 
match the financial needs of the public sector. The 
resource gap was filled by (1) an increase in CBJ’s 
portfolio of government debt by JD829 million; (2) 
an increase in “Unclassified Assets” in CBJ balance-
sheet by JD651 million in 2012; and (3) mobilizing 
free reserves which translated into a decline in 
banks’ deposits in Jordanian Dinars with the CBJ by 
JD1.7 billion. Beyond financing the public sector, 
the additional resources freed helped finance an 
increase by 6.8 percent (JD1 billion) in lending to 
the resident private sector, of which 60 percent 
went to the industrial and construction sectors. All 
this, however, was accomplished at the cost of a 
notable drop in foreign reserves.

4 From December 2011 to December 2012, interbank rates rose 139 bps to 4.31 percent, average interest rates on time deposits 
rose 73 bps to 4.19 percent, while the lending rate to prime customers rose 46 bps to 8.68 percent.

5 Benefiting from regional turmoil, the tourism sector has been a key driver of growth in the Kingdom so far in 2013, enhancing 
income receipt by 7.8 percent in the first 4 months of the year (yoy).
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13. Economic activity is projected to accelerate 
modestly in 2013. Real GDP growth is projected to 
reach 3.3 percent in 2013, and to further expand 
to 3.5 percent in 2014. Assuming that the fiscal 
consolidation efforts included in the IMF SBA are 
implemented in a timely manner, confidence is 
expected to improve and the crowding out effect 
of the public sector to diminish. The strong public 
investment program supported by the GCC will also 
help support growth. The negative impact on GDP 
from fiscal consolidation is estimated to be limited by 
the improved mix of fiscal cuts. Private consumption 
is projected to accelerate, in part due to the growing 
demand stemming from Syrian refugees. Private 
investment would also improve.

14. The situation of the Balance of Payments 
is likely to improve, thanks to large grants. 
Grants are expected to reach 4 percent of GDP in 
2013, up from 1.5 percent in 2012, which would 
positively affect the current account deficit (CAD). 
Also, CAD would narrow further if imports of gas 
from Egypt reach 100 million cubic feet as projected 
compared with less than 50 million cubic feet in 
2012. In addition, stable or slightly decreasing global 
food and fuel prices and recovery in the exports of 
potash and phosphate would have a positive impact 
on the CAD. All in all, provided that all the above 
materializes, CAD (including grants) would improve 
to 10 percent of GDP in 2013 from 18 percent of 
GDP in 2012. Hence, a sustained and reliable 
containment of the CAD relies largely on measures 
to compress aggregate demand through enhanced 
fiscal consolidation. On the longer term, reaching 
a CAD of 4 to 5 percent relies on recovering the 
competitiveness of Jordanian exports and on 
accelerating the construction of the LNG facility 
expected to become operational in mid-2015.

15. The balance of risks to the outlook is 
tilted to the downside. Key among these risks is 
the one surrounding the implementation of the fiscal 
consolidation program agreed with the IMF. Given 
the rapidly escalating public debt dynamics, reducing 
the large overall deficit of the non-financial public 
sector is critical to maintaining macroeconomic 

stability and growth. Tackling meaningfully the 
public sector deficit requires addressing the sources 
of NEPCO’s losses and moving further on improving 
the revenues trend. A proposed electricity tariff 
increase would credibly and meaningfully address 
an important source of NEPCO’s deficit; protecting 
or mitigating the impact of such an overall increase 
on poor and vulnerable Jordanians would be 
desirable. Another key downside risk is a worsening 
of the negative spillovers from the Syrian conflict 
(for the current impact of the Syrian conflict on 
Jordan’s economy, see Special Focus #1, page 9). 
An upside risk to the GDP growth forecast would be 
a higher than expected supply of Egyptian gas. This 
would alleviate pressure on both the external and 
fiscal balances, and reduce the size of any increase 
in electricity tariff.
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GDP in both 2011 and 2012. These were first 
and foremost the result of a policy decision not 
to pass onto final consumers the large increase 
in input prices that NEPCO faced when it had 
to replace Egyptian gas with diesel and heavy 
fuel to generate its electricity. Losses from this 
switch can be decomposed into: (1) the loss 
of a cheap input supply, as Egyptian gas was 
contracted at prices significantly below current 
market prices; (2) the need to buy fuel at a time 
when international oil prices were elevated, (3) 
the creation of large inefficiencies in electricity 
generation due to the need to produce electricity 
with fuel but while using power plants designed 
to use gas. The government committed in its IMF 
SBA to adopt an action plan to return NEPCO 
to financial equilibrium by 2017. Increasing 
electricity tariffs are likely part of any medium-
term plan for NEPCO as current tariffs are 
significantly below cost recovery. However, this 
decision has been delayed repeatedly. 

12. As a result, gross public debt and gross 
financing needs are rising rapidly (Figure 14). 
Public debt increased by 21.6 percent (JD3.1 
billion) between 2011 and 2012 and it has reached 
80.2 percent of GDP at 2012 against 70.7 percent 
of GDP in 2011 (Figure 14). In Jordan, public debt 
also includes government guaranteed debt (valued 
at 100 percent of the principal guaranteed). The 
increase in the debt-to-GDP ratio is about equally 
divided between the financing needs of the 
budget and sovereign guarantees provided by the 
government to loans and bonds issued by own 
budget agencies. Most of these guarantees were 
provided to NEPCO. The gross financing needs of 
the public sector are estimated to have risen by 
over 10 percentage points of GDP between 2011 
and 2012, to about 45 percent of GDP. These large 
and rapidly expanding needs increase rollover 
risks materially.
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disruption contributed to the decline in export 
growth from 13 percent in 2011 to -1 percent 
in 2012. It also adversely impacted agricultural 
exports and in turn the agricultural sector which 
contracted by 9 percent in 2012. On the other hand, 
partly due to the large influx of Syrian refugees, 
Jordan’s imports have risen substantially since the 
beginning of the crisis, growing by 22 percent in 
2011 and 9 percent in 2012. For example, imports 
of food increased by 23 percent in 2011 and 11 
percent in 2012, and imports of oil and petroleum 
products shot up by 61 percent and 21 percent in 
2011 and 2012, respectively (though the primary 
driver for this surge in petroleum imports is the 
disruption in gas supplies from Egypt needed for 
electricity generation).

20. Public finances have also been negatively 
impacted by the conflict and the associated surge 
in refugees to Jordan. The Jordanian government is 
incurring fiscal costs so as to provide public services 
to the large and rapidly growing population of Syrian 
refugees. This cost is adding pressures to an already 
difficult fiscal stance. As the inflow of Syrian refugees 
persists and accelerates, the fiscal costs associated 
with the provision of public services to these 
refugees could grow significantly. The authorities 
expect the key fiscal costs in 2013 to relate to the 

financing of product subsidies (34 percent), energy 
and health services (34 percent), security (9 percent) 
and education (4 percent). 

21. While unemployment rates marginally 
declined in 2012, the Syrian refugee inflow 
has likely negatively affected employment 
opportunities in the informal sector.  The 
unemployment rate declined slightly from 12.9 
percent in 2011 to 12.2 percent in 2012, reversing 
the 0.4 percentage point increase of 2011, and the 
inactivity rate among working age Jordanians edged 
up. Despite the difficulty in discerning the impact 
of the refugee inflow on labor market outcomes, 
it is unlikely that Jordanians will face labor market 
competition in the public sector or the formal 
private sector, both of which are difficult for Syrian 
refugees to access for legal reasons. On the other 
hand, Jordanians employed in the informal sector10 
are likely facing competition from Syrian refugees. 
As the informal sector is estimated to account 
for a sizable 44 percent of the employed (Gatti 
et al., 201111), the labor market impact could be 
sizeable. A large impact is also expected on non-
Syrian immigrant foreign workers (e.g., the large 
pool of Egyptians workers) as they are likely to be 
more directly in competition with Syrian refugees 
for informal sector jobs.
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FIGURE 15. The accelerating influx of Syrian refugees 
exceeded 400,000 by April 2013

Source: UNHCR.
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FIGURE 16.  Inflation has remained stable 
since the Syrian crisis began

Source: CBJ, World Bank calculations.

10 An informal worker here is defined as one who does not contribute to social security.

11 Roberta Gatti, Diego Angel-Urdinola, Joana Silva, and Andras Bodor (2011) Striving for Better Jobs: The Challenge of Informality in 
the Middle East and North Africa, World Bank, Washington DC.
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IMPACT OF THE SYRIAN
CONFLICT ON JORDAN’S
ECONOMY
16. As the Jordanian and Syrian economies are 
weakly integrated, the aggregate economic impact of 
the neighboring conflict has been contained though 
sectoral impacts have been material. Syrian refugee 
inflows and rerouting of regional tourism to Jordan 
contributed to boosting domestic demand and 
supporting the recovery of tourism and the growth of 
related services. The escalation of the conflict since 
late 2012, however, has resulted in an accelerating 
influx of Syrian refugees. This significantly increased 
pressure on public service provision and worsened 
public finances further. It is also expected to have 
impacted Jordanians working in the informal labor 
market. A decline in exports following closure 
of Syrian transit trade routes, combined with an 
increase in imports due to Syrian refugee demand, 
also impacted the country’s trade balance. 

17. The Syrian conflict has triggered a recently 
accelerating influx of Syrian refugees into Jordan, 
with over 400,000 UNHCR-registered refugees by 
early-April (Figure 15). The influx of Syrian refugees 
began in early 2012 and has accelerated with the 
escalation of the conflict in late 2012. On April 8, 
2013 there were 412,105 refugees in Jordan, almost 
half of whom are living in the Zaatari refugee camp 
north of the country, while the rest are dispersed 
across the country.7 Jordan was already hosting 
the largest refugee population (mainly Palestinians 
and Iraqis) in the world prior to the Syrian conflict 
(World Bank, 20118).

18. As the Jordanian and Syrian economies 
are weakly integrated, the aggregate economic 

impact of the neighboring conflict has been 
contained. Financial markets of the two countries 
are weakly linked, with only three Jordanian bank 
subsidiaries operating in Syria. Potential adverse 
impacts of the crisis on these banks are limited 
due to the relatively small size of their assets and 
loan exposure. FDI and remittances between the 
two countries are also limited. As a result, Jordan’s 
economy continued to grow at a moderate rate in 
2011 and 2012, partially driven by Syrian refugee 
consumption, and inflation remained stable. GDP 
growth has moderately but steadily gathered 
pace from 2010 to 2012 (Table 1). A 7 percent 
increase in private demand in 2011 and 2012, 
which was partially due to consumption by Syrian 
refugees, contributed significantly to this growth. 
Despite this increase in demand, inflation rates 
remained relatively stable for key products such 
as food, housing, transport and fuel (Figure 16). 
These rates, however, may belie an underlying 
rise in prices that was absorbed by government 
subsidies on these products. For instance, the 
November 2012 elimination of fuel subsidies 
pushed inflation by an additional 1.2 percentage 
points in Q4 2012.

19. Sectoral impacts from the Syrian conflict 
have nonetheless been material, especially on 
external trade (Figure 18). The closure of Syrian 
export transit routes in 2012 and a rise in imports 
related to Syrian refugee demand has hurt the 
country’s trade balance. While the magnitude of 
export to and import from Syria is small (4 percent 
and 2.5 percent, respectively9), transit trade is 
large, accounting for about 11 percent of Jordan’s 
exports and 30 percent of its imports. As a result, 
border closures and violence in Syria impacted 
transit trade to Turkey, Lebanon, and Europe and 
led to an increase in transport costs due to the 
use of more expensive alternative routes, thereby 
hurting export price competitiveness. This 

SPECIAL FOCUS

7 UNHCR (www.unhcr.org; accessed April 8, 2013).

8 World Bank (2011) “The Impact of Refugees on Neighboring Countries: A Development Challenge”, World Development Report 
2011, Background Note, Washington DC.

9 As a result, the 37 percent decline in imports and 22 percent drop in exports to Syria between 2010 and 2012 had limited impact 
on Jordanian trade.
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private sector, both of which are difficult for Syrian 
refugees to access for legal reasons. On the other 
hand, Jordanians employed in the informal sector10 
are likely facing competition from Syrian refugees. 
As the informal sector is estimated to account 
for a sizable 44 percent of the employed (Gatti 
et al., 201111), the labor market impact could be 
sizeable. A large impact is also expected on non-
Syrian immigrant foreign workers (e.g., the large 
pool of Egyptians workers) as they are likely to be 
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10 An informal worker here is defined as one who does not contribute to social security.

11 Roberta Gatti, Diego Angel-Urdinola, Joana Silva, and Andras Bodor (2011) Striving for Better Jobs: The Challenge of Informality in 
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remained relatively stable for key products such 
as food, housing, transport and fuel (Figure 16). 
These rates, however, may belie an underlying 
rise in prices that was absorbed by government 
subsidies on these products. For instance, the 
November 2012 elimination of fuel subsidies 
pushed inflation by an additional 1.2 percentage 
points in Q4 2012.

19. Sectoral impacts from the Syrian conflict 
have nonetheless been material, especially on 
external trade (Figure 18). The closure of Syrian 
export transit routes in 2012 and a rise in imports 
related to Syrian refugee demand has hurt the 
country’s trade balance. While the magnitude of 
export to and import from Syria is small (4 percent 
and 2.5 percent, respectively9), transit trade is 
large, accounting for about 11 percent of Jordan’s 
exports and 30 percent of its imports. As a result, 
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on Jordanian trade.
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OPTIONS FOR FISCAL 
ADJUSTMENT AND 
CONSOLIDATION IN 
JORDAN14

25. The steady and structural decline in revenues 
that started in 2007 shrank fiscal space and increased 
the vulnerability of Jordan’s public finances to 
exogenous shocks. The sharp rise in spending that 
started in 2011—in part related to the disruption of 
Egyptian gas supply, and to meet popular demands 
for additional spending and subsidies—resulted in 
a significant and unsustainable worsening of public 
finances. Options to address this situation include 
both revenue and expenditure measures. The former 
comprise broadening the tax base and ensuring equal 
enforcement of existing tax laws. The latter consist of 
improved efficiency in current and capital spending, 
adjustments to the electricity tariffs to reflect the 
permanent increase in input prices, a better targeting 
of consumer subsidies, and water sector reforms. If 
well balanced and calibrated, revenue and spending 
measures can be progressive, which would enhance 
their acceptance.      

26. Fiscal policy in Jordan has been mostly 
pro-cyclical which has added to macroeconomic 
volatility and, at times, instability (Figure 19). For 
instance, while GDP growth averaged 8.1 percent in 
2004-2008, the primary fiscal deficit excluding grants 
stood at 6.6 percent of GDP and the overall deficit 
excluding grants averaged 9.3 percent. Because 
Jordan‘s capital account is open and the country 
is exposed to shocks, prudent macroeconomic 
management is crucial to reduce volatility.

27. The recent deterioration in Jordan’s 
public finances is not sustainable. Preliminary 
figures for 2012 set the budget deficit at 9.7 percent 
of GDP, and the overall public sector deficit at 16.4 
percent of GDP. The latter includes the National 
Electricity Production Company’s (NEPCO’s) deficit 

of 5.6 percent of GDP. NEPCO’s deficit is related to 
the collapse in supply of Egyptian gas, the ensuing 
rise in the costs of electricity generation, and the 
policy decision not to materially increase end-user 
electricity tariffs despite the large and permanent 
increase in the cost of back-up fuels. Hence, in 2011 
NEPCO’s selling tariff to consumers was less than 
half the actual average buying tariff NEPCO paid to 
generators. In 2011 Jordan’s budget deficit reached 
12.7 percent of GDP, and the overall public sector 
deficit reached 18.6 percent of GDP. As a result, 
public debt, which contracted significantly during 
2000-2008, is rising sharply (Figure 20).

28. The current fiscal duress partially stems 
from Jordan’s policy response to the exogenous 
price shocks and economic swings of the last 
decade. The country first responded to the food and 
fuel price shocks of 2003–07 by increasing subsidies; 
this was possible thanks to substantial revenue 
increases witnessed over 2004–07, which was fueled 
by the strong economic growth over that period. In 
2008, these subsidies were broadly eliminated but 
the fiscal space created was immediately used up 
by increasing salary for public sector employees and 
military personnel, both active and retired, and by a 
number of tax exemptions on consumption goods.

14 For further details, see World Bank (2012) Hashemite Kingdom of Jordan Options for Immediate Fiscal Adjustment and Longer Term 
Consolidation, Report No. 71979-JO, November 2012. The data and figures presented in this note rely on the latest publications from 
the Government and might be different from what is presented in Report No. 71979-JO.
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FIGURE 19.  Deficits widened anew since 2008 …

Source: Ministry of Finance, World Bank calculations.
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22. Tourism is one area where the conflict 
in neighboring Syria is having a positive 
spillover on Jordan. As the onset of the Arab 
Spring impacted regional tourism, the number 
of tourists visiting Jordan declined by 17 
percent in 2011. The drop was driven by a 34 
(30) percent decline in Syrian (GCC) tourists. 
A further drop, of 7 percent, in tourist numbers 
materialized in 2012, potentially due to the 
continued drop in Syrian tourists.12 Following a 
16 percent decline in tourism income in 2011, a 
v-shaped recovery in tourism income took place 
in 2012 with income up 15 percent—close to 
its pre-crisis 2010 level. This recovery can be 
attributed mainly to the significant growth in 
tourism income from non-GCC Arab tourists as 
well as a milder increase from GCC tourists, all 
of whom who are likely to take multi-day trips, 
and often have relatively higher purchasing 
power than Syrian tourists.13 These regional 
tourism flows may have been redirected to 
Jordan as a substitute to conflict-ridden Syria, 
and to Lebanon where security incidents have 
been on the increase due to the spillover of 
the Syrian conflict. An increase in the number 
of medical tourists from Yemen and Libya also 
boosted 2012 performance.

23. Tourist and refugee flows in 2012 have 
supported the growth of associated services 
sectors and formal employment. The continuing 
inflow of refugees and the increase in tourism 
activity in 2012 have also provided a positive 
boost to relevant services sectors including 
wholesale and retail trade, restaurants and hotels, 
and transport and communications (Figure 17). 
Fortunately, the aforementioned sectors are all 
labor-intensive, which may have contributed to the 
aforementioned slight decline in unemployment 
between 2011 and 2012.

24. While the aggregate economic impact 
of the crisis on Jordan was arguably modest 
initially, it has begun to worsen as of late 
2012 and is expected to continue doing so 
in 2013. With the recent acceleration of Syrian 
refugee inflow, and the anticipated increase in 
fiscal costs and imports, further labor market 
pressures, not to mention the strain on public 
service provision and trade, the negative impact 
of the neighboring conflict is expected to worsen 
over the short- to medium-term. 
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supported growth in key services sectors
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12 While Syria contributed almost 30 percent of all tourists visiting Jordan in 2010, Syrian tourists’ contribution to tourism income 
was disproportionately lower, due essentially to the higher propensity (85 percent in 2010) of brief one-day visits compared to tourists 
from other countries.

13 Ministry of Tourism, Tourism Statistical Newsletter (2010, 2011, 2012), and Jordan Tourism Satellite Accounts (2011).
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the collapse in supply of Egyptian gas, the ensuing 
rise in the costs of electricity generation, and the 
policy decision not to materially increase end-user 
electricity tariffs despite the large and permanent 
increase in the cost of back-up fuels. Hence, in 2011 
NEPCO’s selling tariff to consumers was less than 
half the actual average buying tariff NEPCO paid to 
generators. In 2011 Jordan’s budget deficit reached 
12.7 percent of GDP, and the overall public sector 
deficit reached 18.6 percent of GDP. As a result, 
public debt, which contracted significantly during 
2000-2008, is rising sharply (Figure 20).

28. The current fiscal duress partially stems 
from Jordan’s policy response to the exogenous 
price shocks and economic swings of the last 
decade. The country first responded to the food and 
fuel price shocks of 2003–07 by increasing subsidies; 
this was possible thanks to substantial revenue 
increases witnessed over 2004–07, which was fueled 
by the strong economic growth over that period. In 
2008, these subsidies were broadly eliminated but 
the fiscal space created was immediately used up 
by increasing salary for public sector employees and 
military personnel, both active and retired, and by a 
number of tax exemptions on consumption goods.

14 For further details, see World Bank (2012) Hashemite Kingdom of Jordan Options for Immediate Fiscal Adjustment and Longer Term 
Consolidation, Report No. 71979-JO, November 2012. The data and figures presented in this note rely on the latest publications from 
the Government and might be different from what is presented in Report No. 71979-JO.
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FIGURE 19.  Deficits widened anew since 2008 …

Source: Ministry of Finance, World Bank calculations.
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22. Tourism is one area where the conflict 
in neighboring Syria is having a positive 
spillover on Jordan. As the onset of the Arab 
Spring impacted regional tourism, the number 
of tourists visiting Jordan declined by 17 
percent in 2011. The drop was driven by a 34 
(30) percent decline in Syrian (GCC) tourists. 
A further drop, of 7 percent, in tourist numbers 
materialized in 2012, potentially due to the 
continued drop in Syrian tourists.12 Following a 
16 percent decline in tourism income in 2011, a 
v-shaped recovery in tourism income took place 
in 2012 with income up 15 percent—close to 
its pre-crisis 2010 level. This recovery can be 
attributed mainly to the significant growth in 
tourism income from non-GCC Arab tourists as 
well as a milder increase from GCC tourists, all 
of whom who are likely to take multi-day trips, 
and often have relatively higher purchasing 
power than Syrian tourists.13 These regional 
tourism flows may have been redirected to 
Jordan as a substitute to conflict-ridden Syria, 
and to Lebanon where security incidents have 
been on the increase due to the spillover of 
the Syrian conflict. An increase in the number 
of medical tourists from Yemen and Libya also 
boosted 2012 performance.

23. Tourist and refugee flows in 2012 have 
supported the growth of associated services 
sectors and formal employment. The continuing 
inflow of refugees and the increase in tourism 
activity in 2012 have also provided a positive 
boost to relevant services sectors including 
wholesale and retail trade, restaurants and hotels, 
and transport and communications (Figure 17). 
Fortunately, the aforementioned sectors are all 
labor-intensive, which may have contributed to the 
aforementioned slight decline in unemployment 
between 2011 and 2012.

24. While the aggregate economic impact 
of the crisis on Jordan was arguably modest 
initially, it has begun to worsen as of late 
2012 and is expected to continue doing so 
in 2013. With the recent acceleration of Syrian 
refugee inflow, and the anticipated increase in 
fiscal costs and imports, further labor market 
pressures, not to mention the strain on public 
service provision and trade, the negative impact 
of the neighboring conflict is expected to worsen 
over the short- to medium-term. 
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supported growth in key services sectors

Source: CBJ, World Bank calculations.
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12 While Syria contributed almost 30 percent of all tourists visiting Jordan in 2010, Syrian tourists’ contribution to tourism income 
was disproportionately lower, due essentially to the higher propensity (85 percent in 2010) of brief one-day visits compared to tourists 
from other countries.

13 Ministry of Tourism, Tourism Statistical Newsletter (2010, 2011, 2012), and Jordan Tourism Satellite Accounts (2011).
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In addition, tax arrears have grown considerably, 
reaching JD1.7 billion in 2011. Forgone revenues 
due to the generous and complex investment 
incentive system were estimated at JD910 million 
in 2008-09. Finally, the tax reform of 2009-10 
resulted in additional income tax reductions. 
Although there might be redundancies between 
these arrears, revenue gaps, and forgone revenues, 
they altogether amount to JD3.1 billion (14 percent 
of 2012 GDP).

Government Measures 
and Available Options
31. Since 2012, the Government has 
renewed with fiscal consolidation by reducing 
both budgetary and overall public sector 
deficits (Figure 19). The trends in revenues and 
expenditures have somewhat reversed in 2012 
with, for the first time in years, recovery in revenues 
by 1 percentage point of GDP and containment of 
expenditure by 2 percentage points. The former are 
due essentially to the removal of exemptions on 
real estate registration fees, increases in residency 
and money transfer fees, increases in taxes on cars, 
the introduction of sales taxes on mobile phones 
and air conditioners, the removal of tax exemption 
on agricultural inputs, an increase in taxes on air 
tickets and on tobacco and alcoholic products. The 
latter related mainly to cuts on capital spending, 
increases in fuel prices, and cuts to military and 
other current expenditures.16

32. A continued and sustained consolidation 
effort is needed to restore fiscal space and reduce 
fiscal risks. Jordan’s history of unsustainable debt 
dynamics of the early 1990s—the debt-to-GDP 
ratio reached 220 percent—forced the country 
to undertake painful adjustment which severely 
impacted growth and welfare. Jordan did not 

recover its 1988 real GDP per capita level until 
2006.17 Notwithstanding the adjustment efforts 
currently budgeted for 2013, the resulting deficit 
remains significantly higher than the 3.8 percent of 
GDP in primary deficit that is needed to stabilize 
Jordan’s debt dynamics. Adding NEPCO’s and other 
autonomous agencies’ deficits, a primary surplus 
of 4 percent of GDP in 2013 would be needed to 
stabilize Jordan’s rapidly rising debt path.

33. To reverse the revenue erosion, options 
include broadening the tax base and ensuring 
equal enforcement of existing tax laws. The 
former includes the eliminations of recently 
introduced exemptions while the latter includes 
the rapid collection of outstanding tax arrears 
and the end to the widespread practice of tax 
arrears. These measures would improve fairness 
and equity among taxpayers, which are critical 
components of voluntary tax compliance. More 
specifically, stopping the accumulation of arrears, 
recovering old arrears, and removing all the 
exemptions granted in 2008 for general sales tax 
(GST) and customs could generate up to 2 percent 
of GDP in revenues in 2013 (though given the large 
outstanding stock of tax arrears, agreed payments 
plans spread over time—with due interest 
charges—are likely to lower the extent to which 
tax arrears can be repaid upfront; in contrast to 
the other tax measures described, the collection 
of tax arrears would not be a recurrent revenue 
source so it would only provide a temporary boost 
to revenue collection).

34. On the spending side, available options 
include containing the growth rate of the 
wage bill, allowances, military spending, and 
additional prioritization of capital spending. 
Wages, and especially allowances, have increased 
rapidly in 2011 and continued on an upward 
trend in 2012. For the purpose of immediate 
fiscal adjustment, the government could 
consider containing the growth rate of the wage 
bill in nominal terms, and reviewing the level 

16 The November 2012 removal of fuel subsidies and the introduction of the cash compensation scheme are estimated to reduce the 
overall public sector deficit by about 0.1 percent of GDP for 2012, and by about 1 percent of GDP for 2013.

17 World Bank (2012), “Hashemite Kingdom of Jordan Development Policy Review: Improving Institutions, Fiscal Policies and 
Structural Reforms for Greater Growth Resilience and Sustained Job Creation.” Report No 70706-JO, Washington, DC.

JORDAN ECONOMIC MONITOR

Special Focus  |  19 

Causes and Consequences 
of the Fiscal Imbalances
29. Budgetary spending contains a large non-
discretionary component which concentrates 
any need for adjustment on a few spending 
categories that exhibit large volatility. Non-
discretionary spending (i.e., compensation of 
employees, pensions, and debt service) absorbed 
a large share of total spending during 2009-2012. 
Debt service and pensions entitlements are of 

a contractual nature that is complex to adjust.15 
Similarly, changing salaries and compensations 
is a difficult process to implement. Military 
expenditures, which contain a mix of discretionary 
and non-discretionary spending, have been 
volatile and growing over the past few years 
(from 20 percent of total spending in 2006 to 26 
percent in 2011, before declining to 25.4 percent 
in 2012). Capital spending and subsidies, which 
are categories of spending that can more readily 
be adjusted amounted together to 16 percent 
of total spending during 2009-2012 against 28 
percent during 2006-2008. The capital spending 
share declined to 9.8 percent of the total in 2012 
from 21 percent in 2006 while the subsidy share 
rose. Capital spending is surging anew in 2013, as 
significant donor support is earmarked for such 
projects.

30. The reduction in fiscal space also resulted 
from a significant erosion of the revenue base. 
While expenditures declined by 4.2 percentage 
points of GDP between 2007 and 2011 (Figure 22), 
domestic revenues shrank by 9.4 percentage points 
of GDP (Figure 21). As part of a fiscal stimulus to 
buttress the impact of the global financial crisis, 
Jordan resorted in 2009 to large-scale tax cuts and 
exemptions and boosted capital spending. The 
revenue gap arising from the sales tax and customs 
exemptions alone is estimated at JD500 million. 

15 Reform can be more easily implemented for future pensions with parametric changes to the benefits of future retirees.
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FIGURE 20.  … resulting in a rapid debt accumulation

Source: Ministry of Finance, World Bank calculations.
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FIGURE 21.  Domestic revenues dropped as share to GDP 
between 2007 and 2011 …

Source: Ministry of Finance, World Bank calculations.
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In addition, tax arrears have grown considerably, 
reaching JD1.7 billion in 2011. Forgone revenues 
due to the generous and complex investment 
incentive system were estimated at JD910 million 
in 2008-09. Finally, the tax reform of 2009-10 
resulted in additional income tax reductions. 
Although there might be redundancies between 
these arrears, revenue gaps, and forgone revenues, 
they altogether amount to JD3.1 billion (14 percent 
of 2012 GDP).

Government Measures 
and Available Options
31. Since 2012, the Government has 
renewed with fiscal consolidation by reducing 
both budgetary and overall public sector 
deficits (Figure 19). The trends in revenues and 
expenditures have somewhat reversed in 2012 
with, for the first time in years, recovery in revenues 
by 1 percentage point of GDP and containment of 
expenditure by 2 percentage points. The former are 
due essentially to the removal of exemptions on 
real estate registration fees, increases in residency 
and money transfer fees, increases in taxes on cars, 
the introduction of sales taxes on mobile phones 
and air conditioners, the removal of tax exemption 
on agricultural inputs, an increase in taxes on air 
tickets and on tobacco and alcoholic products. The 
latter related mainly to cuts on capital spending, 
increases in fuel prices, and cuts to military and 
other current expenditures.16

32. A continued and sustained consolidation 
effort is needed to restore fiscal space and reduce 
fiscal risks. Jordan’s history of unsustainable debt 
dynamics of the early 1990s—the debt-to-GDP 
ratio reached 220 percent—forced the country 
to undertake painful adjustment which severely 
impacted growth and welfare. Jordan did not 

recover its 1988 real GDP per capita level until 
2006.17 Notwithstanding the adjustment efforts 
currently budgeted for 2013, the resulting deficit 
remains significantly higher than the 3.8 percent of 
GDP in primary deficit that is needed to stabilize 
Jordan’s debt dynamics. Adding NEPCO’s and other 
autonomous agencies’ deficits, a primary surplus 
of 4 percent of GDP in 2013 would be needed to 
stabilize Jordan’s rapidly rising debt path.

33. To reverse the revenue erosion, options 
include broadening the tax base and ensuring 
equal enforcement of existing tax laws. The 
former includes the eliminations of recently 
introduced exemptions while the latter includes 
the rapid collection of outstanding tax arrears 
and the end to the widespread practice of tax 
arrears. These measures would improve fairness 
and equity among taxpayers, which are critical 
components of voluntary tax compliance. More 
specifically, stopping the accumulation of arrears, 
recovering old arrears, and removing all the 
exemptions granted in 2008 for general sales tax 
(GST) and customs could generate up to 2 percent 
of GDP in revenues in 2013 (though given the large 
outstanding stock of tax arrears, agreed payments 
plans spread over time—with due interest 
charges—are likely to lower the extent to which 
tax arrears can be repaid upfront; in contrast to 
the other tax measures described, the collection 
of tax arrears would not be a recurrent revenue 
source so it would only provide a temporary boost 
to revenue collection).

34. On the spending side, available options 
include containing the growth rate of the 
wage bill, allowances, military spending, and 
additional prioritization of capital spending. 
Wages, and especially allowances, have increased 
rapidly in 2011 and continued on an upward 
trend in 2012. For the purpose of immediate 
fiscal adjustment, the government could 
consider containing the growth rate of the wage 
bill in nominal terms, and reviewing the level 

16 The November 2012 removal of fuel subsidies and the introduction of the cash compensation scheme are estimated to reduce the 
overall public sector deficit by about 0.1 percent of GDP for 2012, and by about 1 percent of GDP for 2013.

17 World Bank (2012), “Hashemite Kingdom of Jordan Development Policy Review: Improving Institutions, Fiscal Policies and 
Structural Reforms for Greater Growth Resilience and Sustained Job Creation.” Report No 70706-JO, Washington, DC.
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Causes and Consequences 
of the Fiscal Imbalances
29. Budgetary spending contains a large non-
discretionary component which concentrates 
any need for adjustment on a few spending 
categories that exhibit large volatility. Non-
discretionary spending (i.e., compensation of 
employees, pensions, and debt service) absorbed 
a large share of total spending during 2009-2012. 
Debt service and pensions entitlements are of 

a contractual nature that is complex to adjust.15 
Similarly, changing salaries and compensations 
is a difficult process to implement. Military 
expenditures, which contain a mix of discretionary 
and non-discretionary spending, have been 
volatile and growing over the past few years 
(from 20 percent of total spending in 2006 to 26 
percent in 2011, before declining to 25.4 percent 
in 2012). Capital spending and subsidies, which 
are categories of spending that can more readily 
be adjusted amounted together to 16 percent 
of total spending during 2009-2012 against 28 
percent during 2006-2008. The capital spending 
share declined to 9.8 percent of the total in 2012 
from 21 percent in 2006 while the subsidy share 
rose. Capital spending is surging anew in 2013, as 
significant donor support is earmarked for such 
projects.

30. The reduction in fiscal space also resulted 
from a significant erosion of the revenue base. 
While expenditures declined by 4.2 percentage 
points of GDP between 2007 and 2011 (Figure 22), 
domestic revenues shrank by 9.4 percentage points 
of GDP (Figure 21). As part of a fiscal stimulus to 
buttress the impact of the global financial crisis, 
Jordan resorted in 2009 to large-scale tax cuts and 
exemptions and boosted capital spending. The 
revenue gap arising from the sales tax and customs 
exemptions alone is estimated at JD500 million. 

15 Reform can be more easily implemented for future pensions with parametric changes to the benefits of future retirees.
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MAKING THE TRANSITION
TO THE KNOWLEDGE 
ECONOMY:
THE JORDANIAN CASE20

38. Jordan has developed a valuable knowledge 
economy over the past decade. Further reforms, 
however, are needed for the sector to fulfill its 
potential, not least in terms of quantity and quality of 
jobs. Jordan’s education system is forming the human 
resources needed for a modern knowledge economy 
but reforms are needed to equip students with the 
skills demanded in the market. The country’s R&D 
infrastructure is solid and its scientific production 
relatively high, but these capabilities are not closely 
linked to the needs of the economy. ICT-based 
industries such as business process outsourcing 
and call centers are also areas in which Jordan has a 
comparative advantage owing to the widespread use 
of English and a history of links with foreign investors. 
Another promising sector is health tourism, in which 
Jordan has already invested heavily: Building on 
the above, institutional reforms are crucial to re-
direct domestic and foreign investments towards 
technology and skill intensive sectors.

39. Knowledge and innovation have 
always played a crucial role in economic and 
social development. But globalization and the 
technological revolution of the last few decades have 
made knowledge the key driver of competitiveness 
and are profoundly reshaping the patterns of the 
world’s economic growth and activity. In today’s 
increasingly knowledge-based world, more and more 
countries are embracing knowledge and innovation-
related policies to spur growth and competitiveness. 

40. A knowledge-based economy is one 
that acquires, creates, disseminates, and 
uses knowledge to enhance its growth and 
development.21 It is not just about information 
and communication technology (ICT) or high-tech 

industries. The knowledge and innovation-driven 
approach should be seen in a broad perspective 
as the foundation of a development strategy, with 
knowledge as a powerful tool that makes it possible 
to increase productivity and innovation across all 
sectors of the economy and to develop competitive 
and sustainable economic activities, all of which 
enable countries to diversify their economies, in 
the process creating new enterprises and jobs. 
Ultimately, this approach is about economic 
development as a process of generating and tapping 
relevant knowledge and putting that knowledge to 
work to generate further growth and employment. 

41. Many Arab countries are currently 
witnessing a transition on three fronts: political, 
economic and social (World Bank, 2013). To be 
able to manage the expectations coming out from 
these transitions and overcome the frustration due 
to the “jobless growth” syndrome, the Arab world 
needs to quickly embrace the global trend towards 
building a knowledge economy. It needs to embrace 
a new development strategy where economic 
growth is spurred by innovation, supported by 
an improved educational system, a strengthened 
application of ICTs and its infrastructure, and a good 
entrepreneurial and economic environment. Such a 
growth model will be helpful to accommodate the 
critical challenges faced by the region, especially 
the need to create jobs. The region suffers from 
the highest youth unemployment rates that attain 
in some countries over 40 percent; it is estimated 
that 40 million jobs will need to be created over the 
next decade to fight that unemployment. The move 
towards a knowledge and innovation driven economy 
will be important to boost competitiveness, increase 
productivity of all sectors of economic activity, 
which are both key for job creation.

42. The implementation of a knowledge- and 
innovation-based development strategy in the 
Arab countries requires, nevertheless, a clear 
vision followed by a strong coordination at the 
highest level of government since the strategy is 
cross-cutting in nature. In addition, there is a need 

20 For more details, see World Bank (2013) Transforming Arab Economies: The Knowledge and Innovation Road, MNCMI’s report, 
forthcoming.

21 World Bank (2007) Building Knowledge Economies; Advanced Strategies for Development, Washington, DC
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of many allowances. A stronger prioritization 
of capital spending would also be warranted. 
Notwithstanding ongoing demands linked to 
regional instability and budgetary efforts that have 
started over the past two years, consideration 
should also be given to review the level of military 
spending as this spending category expanded 
significantly over the past half a decade.

35. A sustainable, equitable, and efficient 
fiscal adjustment would also require addressing 
the large power sector losses.  The overall fiscal cost 
of NEPCO reached 5 to 6 percent of GDP annually 
in the two years through 2012. Aside from being 
unsustainable for Jordan given the magnitude of 
the fiscal drain they cause, these (direct or indirect) 
expenditures are also regressive—i.e., they benefit 
more wealthy Jordanians than poorer ones—and they 
generate strong inefficiencies in the economy. These 
efficiencies comprise the specialization of Jordan’s 
corporate sector in sectors where the country 
does not have a natural comparative advantage. 
Cognizant of these issues, the Government is 
committed to eliminating NEPCO’s losses over 
the medium-term (as committed through its IMF 
SBA program). Options to achieve cost recovery 
at NEPCO include electricity tariff increases—to 
increase the pass through from permanently higher 
electricity generation input prices—and increasing 
the supply of gas (which is significantly cheaper, 
more efficient,18 and greener than fuel for electricity 
generation).  

36. Tariff and subsidies reforms are highly 
desirable—especially in the electricity and water 
sectors—on fiscal sustainability, and externality 
grounds. Change to the electricity tariff that protect 
the poorest households can be designed, for 
example, to generate JD320 million and reduce the 
losses of the electricity sector by 1.5 percent of GDP 
in 2013. Also, 75 percent of food subsidies could be 
saved, and the remaining 25 percent targeted more 
efficiently to poor households. These recurrent 
savings would amount to 0.7 percent of GDP in 

2013. Scenarios to reform the water sector and 
water tariffs show that annual savings could reach 
0.18 percent in 2013.19 Subsidies generate over-
consumption compared to the no-subsidy price (by 
lowering the price they increase demand). Since 
Jordan imports 90 percent of its electricity generation 
needs and is the fourth water-poor country in the 
world, inducing Jordanians to over-consume these 
goods is not desirable.

37. The design of a sustainable and 
implementable large fiscal adjustment program 
warrants a strong focus on progressivity—
i.e., more of the adjustment is supported by 
wealthier Jordanians. The tax burden has been 
declining since 2007 due to a mix of loose tax 
administration, generous exemptions, and policy 
reform choices. As the tax system is progressive 
overall, the sharp reduction in the tax effort has 
benefited the more well off citizens. Expenditures 
remain high partly due to the system of expensive 
fuel, food, and power subsidies, all largely 
regressive. As wealthier Jordanians are benefited 
both on the revenue and expenditure side from 
fiscal policy changes since 2007, fairness, equity, 
and social sustainability considerations would 
warrant limiting the impact of the ongoing fiscal 
adjustment on poor and vulnerable households 
and instead focusing on wealthier Jordanian. The 
latter have also more ability to bear a higher share 
of the burden of fiscal consolidation.

18 Higher efficiency from gas arises as Jordan’s power stations are designed for gas input. Running these with fuel generates significant 
technical losses in the electricity generation process.

19 Preliminary estimations show that the removal of fuel subsidies and the introduction of the cash compensation scheme decided on 
November 13 would generate savings of about 1 percent of GDP for 2013.
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MAKING THE TRANSITION
TO THE KNOWLEDGE 
ECONOMY:
THE JORDANIAN CASE20

38. Jordan has developed a valuable knowledge 
economy over the past decade. Further reforms, 
however, are needed for the sector to fulfill its 
potential, not least in terms of quantity and quality of 
jobs. Jordan’s education system is forming the human 
resources needed for a modern knowledge economy 
but reforms are needed to equip students with the 
skills demanded in the market. The country’s R&D 
infrastructure is solid and its scientific production 
relatively high, but these capabilities are not closely 
linked to the needs of the economy. ICT-based 
industries such as business process outsourcing 
and call centers are also areas in which Jordan has a 
comparative advantage owing to the widespread use 
of English and a history of links with foreign investors. 
Another promising sector is health tourism, in which 
Jordan has already invested heavily: Building on 
the above, institutional reforms are crucial to re-
direct domestic and foreign investments towards 
technology and skill intensive sectors.

39. Knowledge and innovation have 
always played a crucial role in economic and 
social development. But globalization and the 
technological revolution of the last few decades have 
made knowledge the key driver of competitiveness 
and are profoundly reshaping the patterns of the 
world’s economic growth and activity. In today’s 
increasingly knowledge-based world, more and more 
countries are embracing knowledge and innovation-
related policies to spur growth and competitiveness. 

40. A knowledge-based economy is one 
that acquires, creates, disseminates, and 
uses knowledge to enhance its growth and 
development.21 It is not just about information 
and communication technology (ICT) or high-tech 

industries. The knowledge and innovation-driven 
approach should be seen in a broad perspective 
as the foundation of a development strategy, with 
knowledge as a powerful tool that makes it possible 
to increase productivity and innovation across all 
sectors of the economy and to develop competitive 
and sustainable economic activities, all of which 
enable countries to diversify their economies, in 
the process creating new enterprises and jobs. 
Ultimately, this approach is about economic 
development as a process of generating and tapping 
relevant knowledge and putting that knowledge to 
work to generate further growth and employment. 

41. Many Arab countries are currently 
witnessing a transition on three fronts: political, 
economic and social (World Bank, 2013). To be 
able to manage the expectations coming out from 
these transitions and overcome the frustration due 
to the “jobless growth” syndrome, the Arab world 
needs to quickly embrace the global trend towards 
building a knowledge economy. It needs to embrace 
a new development strategy where economic 
growth is spurred by innovation, supported by 
an improved educational system, a strengthened 
application of ICTs and its infrastructure, and a good 
entrepreneurial and economic environment. Such a 
growth model will be helpful to accommodate the 
critical challenges faced by the region, especially 
the need to create jobs. The region suffers from 
the highest youth unemployment rates that attain 
in some countries over 40 percent; it is estimated 
that 40 million jobs will need to be created over the 
next decade to fight that unemployment. The move 
towards a knowledge and innovation driven economy 
will be important to boost competitiveness, increase 
productivity of all sectors of economic activity, 
which are both key for job creation.

42. The implementation of a knowledge- and 
innovation-based development strategy in the 
Arab countries requires, nevertheless, a clear 
vision followed by a strong coordination at the 
highest level of government since the strategy is 
cross-cutting in nature. In addition, there is a need 

20 For more details, see World Bank (2013) Transforming Arab Economies: The Knowledge and Innovation Road, MNCMI’s report, 
forthcoming.

21 World Bank (2007) Building Knowledge Economies; Advanced Strategies for Development, Washington, DC
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of many allowances. A stronger prioritization 
of capital spending would also be warranted. 
Notwithstanding ongoing demands linked to 
regional instability and budgetary efforts that have 
started over the past two years, consideration 
should also be given to review the level of military 
spending as this spending category expanded 
significantly over the past half a decade.

35. A sustainable, equitable, and efficient 
fiscal adjustment would also require addressing 
the large power sector losses.  The overall fiscal cost 
of NEPCO reached 5 to 6 percent of GDP annually 
in the two years through 2012. Aside from being 
unsustainable for Jordan given the magnitude of 
the fiscal drain they cause, these (direct or indirect) 
expenditures are also regressive—i.e., they benefit 
more wealthy Jordanians than poorer ones—and they 
generate strong inefficiencies in the economy. These 
efficiencies comprise the specialization of Jordan’s 
corporate sector in sectors where the country 
does not have a natural comparative advantage. 
Cognizant of these issues, the Government is 
committed to eliminating NEPCO’s losses over 
the medium-term (as committed through its IMF 
SBA program). Options to achieve cost recovery 
at NEPCO include electricity tariff increases—to 
increase the pass through from permanently higher 
electricity generation input prices—and increasing 
the supply of gas (which is significantly cheaper, 
more efficient,18 and greener than fuel for electricity 
generation).  

36. Tariff and subsidies reforms are highly 
desirable—especially in the electricity and water 
sectors—on fiscal sustainability, and externality 
grounds. Change to the electricity tariff that protect 
the poorest households can be designed, for 
example, to generate JD320 million and reduce the 
losses of the electricity sector by 1.5 percent of GDP 
in 2013. Also, 75 percent of food subsidies could be 
saved, and the remaining 25 percent targeted more 
efficiently to poor households. These recurrent 
savings would amount to 0.7 percent of GDP in 

2013. Scenarios to reform the water sector and 
water tariffs show that annual savings could reach 
0.18 percent in 2013.19 Subsidies generate over-
consumption compared to the no-subsidy price (by 
lowering the price they increase demand). Since 
Jordan imports 90 percent of its electricity generation 
needs and is the fourth water-poor country in the 
world, inducing Jordanians to over-consume these 
goods is not desirable.

37. The design of a sustainable and 
implementable large fiscal adjustment program 
warrants a strong focus on progressivity—
i.e., more of the adjustment is supported by 
wealthier Jordanians. The tax burden has been 
declining since 2007 due to a mix of loose tax 
administration, generous exemptions, and policy 
reform choices. As the tax system is progressive 
overall, the sharp reduction in the tax effort has 
benefited the more well off citizens. Expenditures 
remain high partly due to the system of expensive 
fuel, food, and power subsidies, all largely 
regressive. As wealthier Jordanians are benefited 
both on the revenue and expenditure side from 
fiscal policy changes since 2007, fairness, equity, 
and social sustainability considerations would 
warrant limiting the impact of the ongoing fiscal 
adjustment on poor and vulnerable households 
and instead focusing on wealthier Jordanian. The 
latter have also more ability to bear a higher share 
of the burden of fiscal consolidation.

18 Higher efficiency from gas arises as Jordan’s power stations are designed for gas input. Running these with fuel generates significant 
technical losses in the electricity generation process.

19 Preliminary estimations show that the removal of fuel subsidies and the introduction of the cash compensation scheme decided on 
November 13 would generate savings of about 1 percent of GDP for 2013.
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competitive manufacturing base; and (iii) after 
2015, the take-off into knowledge-economy-based 
development. Various factors interfered with the 
achievement of those plans, the foremost being 
the difficult geopolitical environment in which the 
country has found itself. 

47. The relative instability of the government 
is another complicating factor. There have been 
frequent changes of governments in a context of 
demands for more rapid democratization and greater 
popular participation. The institutional landscape 
features a complex accumulation of overlapping 
agencies and departments, some of which may 
duplicate effort and impede reform. In this context, 
the business environment suffers from significant 
drawbacks, such as high taxes, selective application 
of the law, inefficient regulatory measures. This 
has affected FDI inflows, which remains modest 
with respect to local investments and as a share of 
GDP. A law to attract foreign investment that has 
been in preparation for several years is still awaiting 
implementation. The global economic crisis has, not 
surprisingly, slowed the country’s economy. 

Education
48. Jordan benefits from a high literacy rate 
(more than 85 percent of the population is literate). It 
has also undertaken significant reforms in education 
and has one of the most educated populations in 
the region, thanks to a steadily increasing tertiary 
enrollment rate that grew from 28 percent in 2000 to 
41 percent in 2009. The government allocates about 
13 percent of its general budget, or 3.8 percent of 
GDP, to education compared to the OECD average 
of 4.7 percent of GDP.  

49. But, as in other Arab countries, the labor 
market suffers from skills mismatch, where 
the outcomes of the educational system do 
not necessarily match with the market needs.  
The education system fails to equip students 
with the skills demanded in the market, including 

soft skills such as problem-solving, teamwork, 
and leadership. On the one hand, a lot of low-
skilled jobs are being created (notably in apparel, 
commerce, and construction) that do not match 
the aspirations of a relatively higher educated 
population for higher paying jobs. On the other 
hand, surveys show that although Jordanian CEOs 
rate the quality of the educational system higher 
than their peers in the MENA region, they also 
express the greatest concern about the teaching of 
practical skills. Thirty three percent of a recently 
surveyed Jordanian firms stated that they perceive 
the inadequately educated workforce as a major 
constraint (compared with 24 percent in Turkey or 
to 30 percent in Morocco).26

50. Such skills mismatch has led to a net 
outflow of talent, with 13,000 young Jordanians 
studying abroad (mostly in the United Kingdom or 
United States), who do not plan on returning to Jordan 
after finalizing their studies. Only 5 percent of a recent 
surveyed sample of Jordanian academic staff living 
abroad cited that they are encouraged to return to 
Jordan given the availability of good job opportunities 
and competitive salaries at Jordanian universities.27 
Such brain drain is a major loss for effective knowledge 
transfer to the Jordanian economy.

26 Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank. Accessed 14 January 2013.
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to have a participatory approach that mobilizes the 
population toward the policy reforms and ensures 
the sustainability of the strategy. At the same 
context, Arab economies need to focus their efforts 
on potential sectoral and spatial diversification 
initiatives by offering an appropriate environment 
to develop specific sectors and “growth spot” in 
order to introduce new activities and more jobs in 
the economy.

43. Given the highly dynamic geographical 
position of the Arab world, leveraging regional 
integration (within the Arab world and around 
the Mediterranean) would accelerate the 
needed evolution. To maximize the gains from the 
knowledge economy, countries can collaborate by 
expanding trade, developing efficient labor markets, 
and benefiting from the synergies in investments 
and skills under the framework of international 
organizations and bilateral agreements.

Jordan: Moving to 
a knowledge-based 
economy 
44. Despite rapid growth during the past 
decade with an average GDP growth of 6.7 
percent annually between 2000 and 200822 
unemployment has remained high in Jordan, 
particularly for women23 and youth. In addition, 
Jordan’s economic growth is vulnerable to exogenous 
shocks and slowed down sharply in 2009–11 due to 
the deteriorating global economic conditions.

45. Jordan has the highest score among non-

GCC countries in the World Bank’s Knowledge 
Economy Index (KEI)24 (Figure 23). It performs, on 
average, relatively well on most of the knowledge 
economy pillars—education, innovation, ICTs, and 
the overall economic and institutional regime—
as compared to countries in the MENA region or 
countries at similar income level (upper-middle 
income countries) (Figure 24). However, it is 
ranked 75th globally among 148 countries on the 
overall KEI, indicating that there are still areas for 
improvement in order to induce higher growth and 
better employment levels.

46. Jordan took its first steps toward the 
knowledge economy nearly a decade ago.25 A 
national agenda prepared in 2004 charted a three-step 
path: (i) from 2004 to 2009, actions on fundamentals 
in education, the business environment, and other 
areas; (ii) from 2009 to 2015, development of a 

22 Against an average of 4.6 percent for the region.

23 Jordan’s New Opportunities for Women (Jordan NOW) pilot program to catalyze female employment is one that is promising and 
could serve as an inspiration for other countries.

24 World Bank Knowledge Assessment Methodology: KAM (www.worldbank.org/kam, World Bank 2012). The KEI is calculated based 
on the average of the normalized performance scores of a country on all 4 pillars related to the knowledge economy: economic 
incentive and institutional regime, education and human resources, the innovation system, and ICT.

25 This section draws on World Bank (2012) “Program Document for a proposed first programmatic Development Policy Loan”, 
Report 61420-JO. Washington, DC.
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competitive manufacturing base; and (iii) after 
2015, the take-off into knowledge-economy-based 
development. Various factors interfered with the 
achievement of those plans, the foremost being 
the difficult geopolitical environment in which the 
country has found itself. 

47. The relative instability of the government 
is another complicating factor. There have been 
frequent changes of governments in a context of 
demands for more rapid democratization and greater 
popular participation. The institutional landscape 
features a complex accumulation of overlapping 
agencies and departments, some of which may 
duplicate effort and impede reform. In this context, 
the business environment suffers from significant 
drawbacks, such as high taxes, selective application 
of the law, inefficient regulatory measures. This 
has affected FDI inflows, which remains modest 
with respect to local investments and as a share of 
GDP. A law to attract foreign investment that has 
been in preparation for several years is still awaiting 
implementation. The global economic crisis has, not 
surprisingly, slowed the country’s economy. 

Education
48. Jordan benefits from a high literacy rate 
(more than 85 percent of the population is literate). It 
has also undertaken significant reforms in education 
and has one of the most educated populations in 
the region, thanks to a steadily increasing tertiary 
enrollment rate that grew from 28 percent in 2000 to 
41 percent in 2009. The government allocates about 
13 percent of its general budget, or 3.8 percent of 
GDP, to education compared to the OECD average 
of 4.7 percent of GDP.  

49. But, as in other Arab countries, the labor 
market suffers from skills mismatch, where 
the outcomes of the educational system do 
not necessarily match with the market needs.  
The education system fails to equip students 
with the skills demanded in the market, including 

soft skills such as problem-solving, teamwork, 
and leadership. On the one hand, a lot of low-
skilled jobs are being created (notably in apparel, 
commerce, and construction) that do not match 
the aspirations of a relatively higher educated 
population for higher paying jobs. On the other 
hand, surveys show that although Jordanian CEOs 
rate the quality of the educational system higher 
than their peers in the MENA region, they also 
express the greatest concern about the teaching of 
practical skills. Thirty three percent of a recently 
surveyed Jordanian firms stated that they perceive 
the inadequately educated workforce as a major 
constraint (compared with 24 percent in Turkey or 
to 30 percent in Morocco).26

50. Such skills mismatch has led to a net 
outflow of talent, with 13,000 young Jordanians 
studying abroad (mostly in the United Kingdom or 
United States), who do not plan on returning to Jordan 
after finalizing their studies. Only 5 percent of a recent 
surveyed sample of Jordanian academic staff living 
abroad cited that they are encouraged to return to 
Jordan given the availability of good job opportunities 
and competitive salaries at Jordanian universities.27 
Such brain drain is a major loss for effective knowledge 
transfer to the Jordanian economy.

26 Enterprise Surveys (http://www.enterprisesurveys.org), The World Bank. Accessed 14 January 2013.
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to have a participatory approach that mobilizes the 
population toward the policy reforms and ensures 
the sustainability of the strategy. At the same 
context, Arab economies need to focus their efforts 
on potential sectoral and spatial diversification 
initiatives by offering an appropriate environment 
to develop specific sectors and “growth spot” in 
order to introduce new activities and more jobs in 
the economy.

43. Given the highly dynamic geographical 
position of the Arab world, leveraging regional 
integration (within the Arab world and around 
the Mediterranean) would accelerate the 
needed evolution. To maximize the gains from the 
knowledge economy, countries can collaborate by 
expanding trade, developing efficient labor markets, 
and benefiting from the synergies in investments 
and skills under the framework of international 
organizations and bilateral agreements.

Jordan: Moving to 
a knowledge-based 
economy 
44. Despite rapid growth during the past 
decade with an average GDP growth of 6.7 
percent annually between 2000 and 200822 
unemployment has remained high in Jordan, 
particularly for women23 and youth. In addition, 
Jordan’s economic growth is vulnerable to exogenous 
shocks and slowed down sharply in 2009–11 due to 
the deteriorating global economic conditions.

45. Jordan has the highest score among non-

GCC countries in the World Bank’s Knowledge 
Economy Index (KEI)24 (Figure 23). It performs, on 
average, relatively well on most of the knowledge 
economy pillars—education, innovation, ICTs, and 
the overall economic and institutional regime—
as compared to countries in the MENA region or 
countries at similar income level (upper-middle 
income countries) (Figure 24). However, it is 
ranked 75th globally among 148 countries on the 
overall KEI, indicating that there are still areas for 
improvement in order to induce higher growth and 
better employment levels.

46. Jordan took its first steps toward the 
knowledge economy nearly a decade ago.25 A 
national agenda prepared in 2004 charted a three-step 
path: (i) from 2004 to 2009, actions on fundamentals 
in education, the business environment, and other 
areas; (ii) from 2009 to 2015, development of a 

22 Against an average of 4.6 percent for the region.

23 Jordan’s New Opportunities for Women (Jordan NOW) pilot program to catalyze female employment is one that is promising and 
could serve as an inspiration for other countries.

24 World Bank Knowledge Assessment Methodology: KAM (www.worldbank.org/kam, World Bank 2012). The KEI is calculated based 
on the average of the normalized performance scores of a country on all 4 pillars related to the knowledge economy: economic 
incentive and institutional regime, education and human resources, the innovation system, and ICT.

25 This section draws on World Bank (2012) “Program Document for a proposed first programmatic Development Policy Loan”, 
Report 61420-JO. Washington, DC.
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the creation of a National Council for Competitiveness 
and Innovation, among other measures. It has also 
embarked on the formulation of its 2012–2016 Science, 
Technology and Industry strategy. 

Information and 
communication 
technology infrastructure
55. Jordan has one of the most open and 
liberalized ICT markets in the region, and a high 
number of ICT graduates. The mobile market in 
Jordan can be considered the most competitive in 
the region. Over the last five years, the ICT sector has 
generated 84,000 jobs and contributed 14 percent 
to GDP.30 IT sector exports ($200 million in 2012) 
are characterized by high-value-added activities 
such as computer programming, data processing, 
and hosting. Three neighboring countries, Saudi 
Arabia, Iraq and the United Arab Emirates represent 
60 percent of exports. Domestic revenues, however, 
are derived mostly from lower-value-added activities 
such as ICT wholesaling or installation. 

56. Relatively high computer prices and 
mobile tariffs, compared with the average income 
level (partially the result of trade tariffs), hamper 
the penetration of ICT usage. For instance, 
internet penetration is still at 38 percent compared 
to 81 percent in Qatar and 77 percent in the UAE. 
Although the ICT sector favors opportunities in 
e-learning, e-health, telecommunications, business 
process outsourcing, online and mobile content, 
and other areas related to the spread of the 
knowledge economy, the level of e-commerce is still 
low because small and medium-sized enterprises, 
especially small family businesses, do not use IT. 
The knowledge content of ICT applications is also 
relatively unsophisticated, despite the government’s 
commitment to promoting the ICT sector and to 
developing e-governance.

Economic and institutional
regime
57. Although Jordan is endowed with a strong 
human capital base there are major institutional 
weaknesses that represent constraints for 
investors.  The strong human capital base includes 
a large number of engineers, a substantial high-
skill diaspora, and an IT-savvy younger generation. 
To make an effective transition to the knowledge 
economy, it is necessary to continue to improve 
the business climate in order to stimulate business 
formation and attract foreign investment, which 
together foster growth and competitiveness. 

58. As an example, one of the areas that 
Jordan needs to do more is in the area of attracting 
FDI.  Despite the high level of FDI inflow, these are 
still mainly concentrated in low-value-added and 
non-tradable sectors that employ low-skill workers, 
such as in textiles, construction, and basic minerals. 
Consequently, 55 percent of the 300,000 to 350,000 
private sector jobs created between 2000 and 2010, 
went to foreign workers. A few capital-intensive 
industrial projects that require the latest technological 
equipment and expatriate personnel (as in wind and 
solar energy) are exceptions to the rule.

59. Jordan’s weak attractiveness of high-value-
added FDI partly reflects the relatively small size 
of the market and the lack of integration and 
stability of the region. Other factors impacting 
high-value-added FDI are traceable to the weak and 
inefficient institutional environment. Jordan ranks 
71 in the World Economic Forum’s 2011/12 Global 
Competitiveness Report, ahead of Morocco (73) but 
behind Tunisia (40) and the Gulf economies. The 
country has fallen from 50th position in 2009 because 
of deterioration in its institutional environment, 
government bureaucracy, and financial markets. 

60. In the same context, Jordan’s FDI is typically 
concentrated in free-trade zones, development 
areas, and industrial zones (several dozen). Despite 
this elaborate framework and active investment 

30 MoICT – ICT Economic Impact. http://www.rbiproject.com/event2-presentations_files/Jordan%20ICT%20Sector_Jul_2011_
Sector%20Presentation.pdf.
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51. Given this, the government embarked on 
a major effort to reform the education system at 
the early childhood, basic, and secondary levels 
to produce graduates with the skills needed for 
the knowledge economy. The Education Reform 
for the Knowledge Economy (ErfKE) project, for 
example, was launched almost 10 years ago at the 
primary and secondary levels to prepare students 
for the knowledge economy. The government plans 
to continue the major education reform efforts that 
it has embarked on over the past decade in order 
to improve the quality, relevance, and coherence 
of higher education. In addition, the second phase 
of the Education Reform for Knowledge Economy 
(ERfKE II, 2010–14) includes better targeting of higher 
education and vocational training toward evolving 
market needs and opportunities in the region, with a 
strong emphasis on innovation, competitiveness, and 
R&D. Numerous efforts are underway to improve 
educational quality (general education and higher 
education), enhance technical and vocational training, 
and raise the prestige of the vocational (nonacademic) 
learning stream.  Jordan has taken steps to become a 
regional center of ICT development, with partnerships 
with Microsoft and Cisco, to provide more attractive 
job opportunities for highly skilled young graduates.

Innovation
52. The country has a significant 
entrepreneurial class with good innovative 
potential, but a poor science and technology 
basis. The country’s level of investment in R&D is 
low (at 0.3 percent of GDP). The R&D landscape 
is also relatively scattered between 10 public 
universities, 12 private ones and 12 scientific 
centers. The governance of R&D is divided between 
two public bodies—the Ministry of Higher Education 
and Scientific Research and the Higher Council for 

Science and Technology. These R&D institutions 
are relatively isolated to meet the productive needs 
of the economy. For instance, Jordan’s score on 
university-industry collaboration is low—35.8 on 
the 10–70 scale of the Global Innovation Index,28 
well below Tunisia (51.3) but higher than Morocco 
(34.9). Therefore, there is a room for improvement in 
order to stimulate the integration between academia 
and industry, to increase the flow of knowledge 
between the two. Existing regulations at universities 
fail to create incentives for professors to engage in 
R&D activities that meet market needs. In addition, a 
lack of awareness among businesses and the public 
has prevented available intellectual property rights 
from protecting R&D outcomes. The Jordanian 
government needs to continue its efforts of the 
2007–09 executive program, led by the Ministry of 
Planning and International Cooperation (MOPIC), 
which insisted on technology transfer and linking 
the objectives of universities and research centers 
with those of the industrial sector.  

53. But there are some bright spots.  The 2011 
Global Innovation Index (GII) ranks 125 countries 
and economies in terms of their innovation capacity 
and results.29 Jordan is a notable exception in the 
GII—it ranks 4th among the MENA countries covered 
by the index and 41st overall. Its position is notable 
because it is more than 25 positions ahead of its 
closest competitor in the same region and income 
group, Tunisia (66). Although Jordan is only eighth in 
the region on innovation inputs, it is third in output. 
Jordan’s leverage comes from creative outputs, 
with a strong dynamism at the level of residents’ 
trademark registrations at the national level (where 
it is placed first in the region) and a relatively high 
level of exports of creative goods.

54. Thus, exploiting the potential for innovation 
can give a significant boost to Jordan’s development. 
Over the last few years, the government has taken a 
series of steps to improve the innovation climate through 

27 Istaiteyeh, R. (2011) “Economic Development and Highly Skilled Returnees: The impact of Human Capital Circular Migration on 
the Economy of Origin Countries: The case of Jordan,” International Labor Migration, Vol. 10., Kassel University Press. 

28 INSEAD and WIPO (World Intellectual Property Organization) (2011) The Global Innovation Index 2012: Accelerating Growth and 
Development. Fontainebleau, France: INSEAD.

29 INSEAD (2011) The Global Innovation Index 2011: Accelerating Growth and Development. Fontainebleau, France: INSEAD. http://
www.globalinnovationindex.org/gii/main/fullreport/index.html.
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the creation of a National Council for Competitiveness 
and Innovation, among other measures. It has also 
embarked on the formulation of its 2012–2016 Science, 
Technology and Industry strategy. 

Information and 
communication 
technology infrastructure
55. Jordan has one of the most open and 
liberalized ICT markets in the region, and a high 
number of ICT graduates. The mobile market in 
Jordan can be considered the most competitive in 
the region. Over the last five years, the ICT sector has 
generated 84,000 jobs and contributed 14 percent 
to GDP.30 IT sector exports ($200 million in 2012) 
are characterized by high-value-added activities 
such as computer programming, data processing, 
and hosting. Three neighboring countries, Saudi 
Arabia, Iraq and the United Arab Emirates represent 
60 percent of exports. Domestic revenues, however, 
are derived mostly from lower-value-added activities 
such as ICT wholesaling or installation. 

56. Relatively high computer prices and 
mobile tariffs, compared with the average income 
level (partially the result of trade tariffs), hamper 
the penetration of ICT usage. For instance, 
internet penetration is still at 38 percent compared 
to 81 percent in Qatar and 77 percent in the UAE. 
Although the ICT sector favors opportunities in 
e-learning, e-health, telecommunications, business 
process outsourcing, online and mobile content, 
and other areas related to the spread of the 
knowledge economy, the level of e-commerce is still 
low because small and medium-sized enterprises, 
especially small family businesses, do not use IT. 
The knowledge content of ICT applications is also 
relatively unsophisticated, despite the government’s 
commitment to promoting the ICT sector and to 
developing e-governance.

Economic and institutional
regime
57. Although Jordan is endowed with a strong 
human capital base there are major institutional 
weaknesses that represent constraints for 
investors.  The strong human capital base includes 
a large number of engineers, a substantial high-
skill diaspora, and an IT-savvy younger generation. 
To make an effective transition to the knowledge 
economy, it is necessary to continue to improve 
the business climate in order to stimulate business 
formation and attract foreign investment, which 
together foster growth and competitiveness. 

58. As an example, one of the areas that 
Jordan needs to do more is in the area of attracting 
FDI.  Despite the high level of FDI inflow, these are 
still mainly concentrated in low-value-added and 
non-tradable sectors that employ low-skill workers, 
such as in textiles, construction, and basic minerals. 
Consequently, 55 percent of the 300,000 to 350,000 
private sector jobs created between 2000 and 2010, 
went to foreign workers. A few capital-intensive 
industrial projects that require the latest technological 
equipment and expatriate personnel (as in wind and 
solar energy) are exceptions to the rule.

59. Jordan’s weak attractiveness of high-value-
added FDI partly reflects the relatively small size 
of the market and the lack of integration and 
stability of the region. Other factors impacting 
high-value-added FDI are traceable to the weak and 
inefficient institutional environment. Jordan ranks 
71 in the World Economic Forum’s 2011/12 Global 
Competitiveness Report, ahead of Morocco (73) but 
behind Tunisia (40) and the Gulf economies. The 
country has fallen from 50th position in 2009 because 
of deterioration in its institutional environment, 
government bureaucracy, and financial markets. 

60. In the same context, Jordan’s FDI is typically 
concentrated in free-trade zones, development 
areas, and industrial zones (several dozen). Despite 
this elaborate framework and active investment 

30 MoICT – ICT Economic Impact. http://www.rbiproject.com/event2-presentations_files/Jordan%20ICT%20Sector_Jul_2011_
Sector%20Presentation.pdf.
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51. Given this, the government embarked on 
a major effort to reform the education system at 
the early childhood, basic, and secondary levels 
to produce graduates with the skills needed for 
the knowledge economy. The Education Reform 
for the Knowledge Economy (ErfKE) project, for 
example, was launched almost 10 years ago at the 
primary and secondary levels to prepare students 
for the knowledge economy. The government plans 
to continue the major education reform efforts that 
it has embarked on over the past decade in order 
to improve the quality, relevance, and coherence 
of higher education. In addition, the second phase 
of the Education Reform for Knowledge Economy 
(ERfKE II, 2010–14) includes better targeting of higher 
education and vocational training toward evolving 
market needs and opportunities in the region, with a 
strong emphasis on innovation, competitiveness, and 
R&D. Numerous efforts are underway to improve 
educational quality (general education and higher 
education), enhance technical and vocational training, 
and raise the prestige of the vocational (nonacademic) 
learning stream.  Jordan has taken steps to become a 
regional center of ICT development, with partnerships 
with Microsoft and Cisco, to provide more attractive 
job opportunities for highly skilled young graduates.

Innovation
52. The country has a significant 
entrepreneurial class with good innovative 
potential, but a poor science and technology 
basis. The country’s level of investment in R&D is 
low (at 0.3 percent of GDP). The R&D landscape 
is also relatively scattered between 10 public 
universities, 12 private ones and 12 scientific 
centers. The governance of R&D is divided between 
two public bodies—the Ministry of Higher Education 
and Scientific Research and the Higher Council for 

Science and Technology. These R&D institutions 
are relatively isolated to meet the productive needs 
of the economy. For instance, Jordan’s score on 
university-industry collaboration is low—35.8 on 
the 10–70 scale of the Global Innovation Index,28 
well below Tunisia (51.3) but higher than Morocco 
(34.9). Therefore, there is a room for improvement in 
order to stimulate the integration between academia 
and industry, to increase the flow of knowledge 
between the two. Existing regulations at universities 
fail to create incentives for professors to engage in 
R&D activities that meet market needs. In addition, a 
lack of awareness among businesses and the public 
has prevented available intellectual property rights 
from protecting R&D outcomes. The Jordanian 
government needs to continue its efforts of the 
2007–09 executive program, led by the Ministry of 
Planning and International Cooperation (MOPIC), 
which insisted on technology transfer and linking 
the objectives of universities and research centers 
with those of the industrial sector.  

53. But there are some bright spots.  The 2011 
Global Innovation Index (GII) ranks 125 countries 
and economies in terms of their innovation capacity 
and results.29 Jordan is a notable exception in the 
GII—it ranks 4th among the MENA countries covered 
by the index and 41st overall. Its position is notable 
because it is more than 25 positions ahead of its 
closest competitor in the same region and income 
group, Tunisia (66). Although Jordan is only eighth in 
the region on innovation inputs, it is third in output. 
Jordan’s leverage comes from creative outputs, 
with a strong dynamism at the level of residents’ 
trademark registrations at the national level (where 
it is placed first in the region) and a relatively high 
level of exports of creative goods.

54. Thus, exploiting the potential for innovation 
can give a significant boost to Jordan’s development. 
Over the last few years, the government has taken a 
series of steps to improve the innovation climate through 

27 Istaiteyeh, R. (2011) “Economic Development and Highly Skilled Returnees: The impact of Human Capital Circular Migration on 
the Economy of Origin Countries: The case of Jordan,” International Labor Migration, Vol. 10., Kassel University Press. 

28 INSEAD and WIPO (World Intellectual Property Organization) (2011) The Global Innovation Index 2012: Accelerating Growth and 
Development. Fontainebleau, France: INSEAD.

29 INSEAD (2011) The Global Innovation Index 2011: Accelerating Growth and Development. Fontainebleau, France: INSEAD. http://
www.globalinnovationindex.org/gii/main/fullreport/index.html.
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promotion by the Jordan Investment Board and the 
bodies governing the above-mentioned structures, 
the regulations and laws governing investment 
appear to be confusing to investors. 

61. However, the government has initiated a 
series of interventions to improve the business 
climate. A committee to accelerate improvements 
to the business environment has been put in place. 
Wide-ranging legislative changes and reforms of 
financial infrastructure have also been initiated 
in order to broaden access to financial services. A 
particular priority is widening access by small and 
medium-sized enterprises to financing. More broadly, 
new laws and institutions have been established to 
enhance the transparency and accountability of state 
institutions. However, the limited capacity of the 
implementing institutions is a major issue, one that 
has become a focus of government attention.

Sectoral initiatives
62. Some sectors also present attractive 
prospects for job creation. ICT-based industries 
such as business process outsourcing (BPO) and call 
centers are areas in which Jordan has a comparative 
advantage owing to the widespread use of English and 
a history of linkages with American and other foreign 
investors. Another promising sector is health tourism, 
in which Jordan has already invested heavily: the 
kingdom now enjoys a solid hospital infrastructure. 
There is a need, however, to raise the skills of nurses 
and intermediary medical workers, which could help 
fill several thousand jobs. Finally, the water sector is 
a source of massive technical and industrial effort, 
along with appropriate institutional arrangements, in 
view of water’s vital importance for the country.

Moving forward
63. The current structure of the Jordanian 
economy, driven largely by low-value-added 

activities, has a strong impact on the level of 
unemployment among university graduates. A 
key objective for Jordan is thus to move up the value 
chain, as for example, in textiles, where it would do 
well to gradually exit the lower end of this sector, 
where international competition with lower-cost 
producers is stiff.  It would also seem appropriate 
to diversify the industrial structure and reorient 
public support to higher value-added sectors (such 
the pharmaceutical sector).  Any of these policies, 
however, needs to be supported by institutional 
reforms to change how the state interacts with 
the private sector and deep administrative 
reforms to upgrade public services.  Improving 
the environment for innovation may also facilitate 
moving up the technological ladder. To date, the 
country’s innovation policy has been (i) too narrowly 
cast, addressing mostly technological innovation 
and largely missing out on today’s important 
non-technological sources of innovation, and (ii) 
suffering a high level of complexity with too many 
organizations and poorly differentiated mandates. 
Resources to support innovation are spread too thin, 
and key priority agencies lack adequate resources to 
perform their functions. 

64. Therefore, there is a need to launch a 
knowledge- and innovation policy initiative that 
could accelerate reform and mobilize popular 
support. Such an initiative would consist of a 
multiyear national effort to turn Jordan into the 
region’s most innovative economy within 3–5 years, 
so as to dramatically lift the country’s growth and job-
creation potential and offer a clearly visible response 
to the aspirations of the country’s youth. This initiative 
would need to be developed as a process, with the 
capacity to span successive government tenures 
and to engage many stakeholders (government, 
private sector, and civil society) as well as a range of 
partners in a continuous flow of gradual reforms. All 
this should also be accomplished within a broader 
strategy of international cooperation and regional 
integration. 
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