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CHAPTER - 5

THE ROLE OF THE C.B.J. IN THE
ECONOMIC DEVELOPMENT OF JORDAN

INTRODUCTION

Much of the economic development that had occured
at the national front in this century owes substantially to
the existence and evolution of the Central Banking
Institution.

Today, economic growth 1is Dbeing increasingly
considered to be the most important objective by almost 311
underdeveloped countries, and it is now generally Dbelieved
that the economic growth can be accelerated by applying the
process of planning, and by integrating the fields of
central banking with economic planning.

The 1role of central banking is to facilitate the
development of financial markets as well as economic
planning in any country. This is quite significant in view
of the fact that costs of development are greater today,
fields for development are wider and social consciousness is
much more awakened than ever before. As far as Jordanian
economy is concerned, the idea of Central Banking is
relatively a recent one preéumably because the Central Bank

1
of Jordan (C.B.J.) was established in 1964 in sharp

1. Jordan Currency Board was established in 1950 with Head
Office in London and whele functions were confined to
maintaining sterling assets against the issue of local
currency.
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contrast to the establishment of the Bank of England in 1694
and alsc with respect to the evolution and development of
Central Banking in others countries. It might appear that
the C.B.J. is at an advantage in the sence that it has the
benefit of drawing on the experiences of other countries
with respect to Central Banking and that with minor
modifications, it can model its own monetary institutions in
a manner similar to the one adopted by other economies. This
is however, too simplistic and superficial view that one can
adopt. This 1is primarily Dbecause within the context of
Jordanian economy a Central Bank has a very different,
dynamic and challenging role to play. The Central Bank of
Jordan has to function in a totally different economic and
political environment and hence it has to adopt proper
techniques and has to carry out innovations which have to .
meet the specific problems and challenges of Jordanian
economy. There are various objectives like, economic growth,
price stability, full employment, eguitable distribution of
income... etc, that an economy would strive to achieve in
the short run and in the long run. The Jordanian economy 1is
ne exception to this.

The role of the central bank in a developing
economy is essentially that of Dbalancing the various
objectives both in the short run and in the long run. There
cannot be sustained growth without some degree of stability,
in view of this there should neither be any conflict between
monetary policy and developmental policy, nor should there

be any conflict between different objectives of monetary
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policy. In other words the central monetary autﬁérit? has to
device a policy which will suit its country bes%, this 1in
turn will depend largely upon the stage of develpment of
that country's financial institutions as well as on the
'prevailing monetary and banking traditions. It is through
constant changes in the techniques of monetary managément
and also through the development of new instrument of credit
control that the central bank c¢an help to bring about rapid
development with stability. to accomplish this, the central
bank has- to take on a positive develpmental role and éeek
actively to build up, extend and strengthen the country's
banking and financial structure. Extention of Banking
facilities, both for mobilization of savings and for
channelling of credit into productive and promising sectors,
igs an important and integral aspect of economic development.

The development of an adequate credit organisation
calls for, a part from institutionalization of savings and
investments, a wide geographical coverage to serve the
public. This 1is necessary not only to cater adequately to
the financial reguirements of the public in general, but
alsc to promote the saving habits through deposit investment
of such savings in these institutions.

This particular chapter concerns itself with the
role of the Central Bank of Jordan in the development‘
process of Jordan economy. It also explains how far the
Central Bank of Jordan has been successful 1n assisting the
government 1in speeding up the processes of economic growth

in Jordan during the development planning period and to what
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extent this growth has been achiev?d*in an environment of

3

reasonable stability, it alsoc examines the promotional role
of the Central Bank of Jordan in setting up an institutional
structure which specializes in the colféction of savings and
the profitable investment, and in devising the appropfiate
steps to meet the needs of important sectors of Jordanian
economy where adequate resources are not available.

The law {(October 1. 1964) establishing the Central

- -~

Bank of Joraan states the follwings : //// )
"The objectives of the Central Bank should be to maintain
monetary stability in the Kingdom and to ensure the
convertability of the Jordan Dinar, and to promote the
sustained growth of the econémy of the Kingdom in
accordance with the general economic policy of the
Government”2

The preceeding paragraph clearly brings out the
importance of the Central Bank in Jordan economy as well as
its priorities towards which the attention and the
functioning of the central bank would be directed.

In order to render the issue of the role of the
Central Bank analytically tractable and more precise, we
propose to examine and highlight the economic role of the
Central Bank of Jordan in the form of a regulating body and
as a promotional and developmental monetary authqz;iy, -;ﬁe
regulatory role of the Centrai Bank of Jordan will include
analysis of the role of monetary policy, the regualtion of

2. Central Bank of Jordan law of 1964.
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bank credit, the investment pon%folio of the commercial
!" -

-

banks and the problem of economic Erowth with stability.

On the other  hand, the- promotional and
developmental role of the Central Eénk-of Jordan would Dbe
appraised within the needs of agricultural credit and also
in the sphere of industrial finance. (Which has been taken
separately 1in the preceeding two chapters). It will also
include the role of the Central Bank of Jordan in the

regulation and control.. of commercial banks in Jordan.

THE ROLE OF MONETARY POLICY IN THE PERIOD FROM
1964 - 65 TO 1971 — 72

The significance of a sound monetary policy had
already been emphasized by the Governments and the Central
Bank of - Jordan since the inception of central banking in
Jordan. It was rightly thougt by the policy makers, that
Central Banking in a growing economy had to take on an
active role in increasing -development activities and
insuring that finance would flow to the fields envisaged. As
a matter of fact, the acceleration of the economic
development was the watchword of monetary policy during the
period 1964 to 1968.

As indicated by the Tables 5.1, 5.2 the nominal
money stock (M1l) had shown an average annual growth rate of
about 23% and the measure (MZ2) had shown an average annual
growth rate of about 19%. Interstingly (Ml) has recorded the
highest growth rate of 34% during the period 1966—-67 and

during the same period (M2) =zhowed exceptionally high growth
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rate of 24%. This indicates fﬂgf Central Bank, to startwith,
had followed a relativel? easy monetary policy, this is true
in view of the fact that frém-léﬁs onwards;'the Central Bank
had ,followéd relatively a restrictive hmonétary ‘POlicy,
besides this the Government'sAexpenditure had also shown
sizable increase in its growth rates in number of vear since

1964. In fact Government expenditure exibeted an increase of

about 75% during the period 1966-67.

Table 5.1 : Soruces of Money Supply in Jordan 1964-71
{(In Thousands of JDs)

Years Currency with Demand Money Quasi~ Money
the Public Deposite Supply Money Supply

{(M1) (M2)
1. 2. 3. 4=2+3 5. 6= 4+5
1964 23024 16733 39757 13809 53566
1965 26352 20766 47118 16987 64105
1966 30332 25701 56033 18785 75818
1967 51519 23718 75237 18836 94073
1968 63546 - 26431 87977 20837 108814
1969 71292 24929 96221 22616 118837
1970 82430 T 23032 105462 23667 129129
1971 83008 24989 107997 27114 135111

Source : C.B.J. vearly statistical series 1964 — 1963)

Table No. (3)

Column 2 = Currency issued minus currency held by Banks
Column 4 = Total of column No.2 plus column No.3
Coulmn 6 = Total of Column 4 plus Column 5
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Table] 5.2 : Growth Rates of Main Monetary Indicators
1965-1971
{Percentage)
Years-  Currency with  Demand Money Quasi-  Money
the Public Deposite Supply Money Supply
- (M1) {M2)
1. 2. 3. 4. 5. 6.
1965 14.4 24.1 18.5 23.0 19.6
1966 15.1 23.7 18.9 16.5 18.3
1967 69.8 (~ 7.7) 34.3 (—-4.8) 24.1
1968 23.3 3.0 16.9 10.9 15.6
1969 12.2 2.0 9.4 8.5 9.2
1970 15.6 (- 7.6) 9.6 4.6 8.6
1971 0.7 8.5 2.4 14.5 4.6
Source : Calculated from sources of Money Supply in Jordan

in the C.B.J. vearly statistical series (1964-

1983) Table No. 3 - (Figures Between Brackets

Indicate Minus)

As indicated by the Table 5.3, during the period
1964-70, the cash ratio has increased upto 1967 and then it
has declined, this indicates that there was relatively less
borrowings by the commercial banks from the Central Bank of
Jordan, On the other hand, investment ratic has shown
increases and also the credit/deposit ratic was also
increasing, this means that the 1investments by the
commercial Dbanks and the demand for credit by the wvarious

sectors were rising.
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1.‘ Table 5.3 ,: Borrowings from Central Bank of Jordan,

Expansion of Bank Credit and Investment and
other Related Data of Commercial Banks in
Jordan 1964-1971.

Year Cash Ratio Investment/ Credit/ % of total
’ Deposit Deposit Banks Credit/
Ratio Ratic borrowings
from C.B.J.
1. 2. 3. 4. 5.
1964 3.4 0.4 62.2 -
1965 21.2 0.9 79.0 -
1966 29.2 1.5 76.9 -
1967 36.0 1.8 75.8 -
1968 33.3 1.9 78.3 -
1969 26.3 1.8 82.7 -
1970 26.9 1.6 82.6 0.5
1871 28.5 1.5 81.5 1.5

Calculated from C.B.J. various annual Reports.
C.B.J. Annual Statistical series (1964-83)
- various Tables.

Column 2 : Percentage of cash and balances with the
C.B.J. to aggregate Deposits

Source

Ny

Cash and Balance with C.B.J.

= X 100
Deposits
Column 3 : Percentage of Domestic Investment to aggregate
deposits
= Jnvestment / Deposits X 100
Column 4 : Percentage of Total Bank Credit to Aggregate
deposits
Total Bank Credit
= ————— — X 100
Deposits
Column 5 : Borrowings from C.B.J.
Bank Credit
Note : Borrowings from C.B.J. have started first time

in 1970.

It is no denving the fact that monetary stability
characterized the Jordanian economy for a number of vyears

pricr to 1967, during the same period, money supply and
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credit voi%ﬁg;éxpanded at a moderately higher rate than that
of G.N.P. 1In the 1967, Post-war period, however, money
supply increased by’coqsiderably higher rates than G.N.P.,
generating pdtentiai inflationary pressures, these pressures
have had some upward effect on the price level and imports.
The Central Bank of Jordan had studied and adopted measures
to reduce the effects of this monetary expansion, both on
price levels ’ and .on any increase in imporits of consumption
goods.

A part ffom discretionary changes in money supply,
brought about by Central Bank of Jordan, the Government
spending and foreign exchange reserves were the most
important factors affecting money supply as indicated by the
Table 5.4.

As far as monetaryndevelopment are concerns, they
are reflected in the assets and liabilities of the Central
Bank of Jordan as shown by the Tables 5.5 (a) and 5.5 (b)
respectively. The Bank's assets (= Liabilities) increased
from JD 25882 thousand in 1964 to JD 106520 thousand in
1968 and it further increased to JD 112513 thousands 1in
18971. These increases in assets are basically attributed to
"the domestic curreﬂcy and also the larger facilities in
Treasury Bills and advances to the. Government and also to
the 1loans and discount bills facilities extended to the

banking system by the Central Bank of Jordan.

3. Until the early vears of 1970s, an index number of the
price level in Jordan has not been compiled. the cost
of living index which was introduced in 1867  Thas
been used as indicator of price trends.
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From table 5.6(a) and 5.6(b) we can see that the
Jordanian economy has achieved reasonable growth rates in
various economic sectors inspite of 1967 war and-aftermath.
The G.N.P. has declined from its highest growth in 1969 of
about 17.36 wﬂile in real terms the ratio was 8.85 for the
same vear and kept on declining through out the remaining
vyears of the period as indicated by Table 5.6(B).

This indicates that the measures to combat
inflations did not work effectively. Money supply decreased
from a rate of 16.93 percent in 1968 down to 2.40 percent in
1971.

This resulted from the slow down 1in economic
growth rates. This slow down occured inspite of the
expensichory measures taken by the Cntral Bank to augment
the liquidity of the commercial banks to enable them extend
more credit as indic£ed by the increase in the credat of
commerical Banks, from JD 38.89 millon in 1967 to JD 46.9
miliion in 1971.

As a result of reduction in the growth of domestic
liquidity the -growth of credit to extended by commercial
banks suffered a set back by reduction in its growth from
10.71 percent in 1969 down to of 3.02 percent in 1971. This
can explain the tighter credit policy on the part of
commercial banks on one hand and the reduction in demand for
icans on the other. Other figures and ratio can be seen from
the Tables.

The Banking system 1n Jordan, as has Dbeen

mentioned earliier, consists of Central Bank, Commercial
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Baéks} "Specialized Credit Institutions, The Amman Financial

Market and various financial intermediaries comprised of
investment banks, companies in financial brokerage, savings
and investment, real estate investments, insurance and
exchange. The Central Bank of Jordan has done Pioneering
work for the development of a sound financial structure and
rapid economic growth of the Jordan economy. The Central
Bank has asumed a crucial role in Jordan economy since the
inception of planning in 19872. During the last sixteen
vears, the Central Bank of Jor@an has adopted various policy
measures for the achievement ¢f macro—economic objectives
and for the development of well organized financial infra-
structure.

Table 5.6(A) Main Monetary Indicators 1967-1971
(In millons of JDs)

Year The Amman Gross G.N.P. Money Comm. Comm Comm.
Cost of National in Real Supply Banks Banks Banks
living Product terms (ML) liqui reserve credit
Index dity ratio

ratio
1. 2. 3. 4. 5. 6. 7. 8.

1967 100.0 205.985 205.95 75.24 42.3 29.2 38.89

1968 96 .7 187.28 187.87 87.98 42.6 27.9 41 .00

1969 107.5 231.54 215.39 96.22 39.1 21.3 45 .39

1970 114.8 226.25 197.08 105.46 38.6 21.1 45 .55

1971 19%9.7 239.20 199.83 1068.00 40.3 22.1 46.93

Source : C.B.J. Annual Report 1971 p. 33
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Table 5.6(B) : Growth Rates of the Main Monetary
Indicators 1968-71.

Year Gross G.N.P. Money Commercial
National In real Supply Banks Credit
Product terms (M1)

1. 2. 3. 4, 5.

1968 (-4.21) (=3.93) 16 .93 5.42

1969 17.36 ’ 8.85 9.36 10.71

1970 (—2.29) (-8.51) 9.60 0.35

1971 5.73 1.3% 2.40 3.02

Source : 5.6(A)

THE CENTAL BANK OF JORDAN - POLICIES
AND PERFORMANCE DURING 1971 — 1973

For the Jordanian economy, the period of five
vears following 1970 was very significant in view of the
fact that in 1972 the Jordanian economy withnessed the
formulation of the Three—Year Development Plan and the
holding of the Jordan Development Conferences 4. The Plan
marked out a number of goals requiring new policies and
measures related to investments, soruces of finance and
organization geared towards improving economic efficiency.
The plan also aimed at fundamental requisities such as
¢reating a suitable and basic institutional framework,
modernizing and improving the performance of the Government
systems, Providing proper climate for the private sectors,
emphasizing manpower training and adépting effective
economic policies. Viewed in this context, the role of

Central Bank of Jordan would become of paramount

4. The Conference was held in Amman from Nov. 11 to 13,
1972 under the motto "Partners in Development’.
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significance and it deemed necessary tgaﬁ the Central Bank
i

-

would vrespond positively and dynamicaily to cater to the
changing needs and priorities of Jordanian - econcmy,
especialy to the major aims of the Three Year Deyelopment
Plan.

The jordanian economy showed remarkable
improvement in 1872 in comparision with 1971, The Gross
National Product increased by 6.7%, Income generated from
construction sector increased by 53.3%, contribution of
Agriculture or Agricultural income showed an increase of
3.2%, the industrial production of principal industries
registered a gain of 22.4%. Similar information is clear for

other vears from Table No. 5.7.

Table No. 5.7 : Main Monetary Indicators 1971 to 1975

No. Item % change %Change %change %change
1971-72 1972-73 1973-74 1974-75

1. G.N.P at Market 6.7 3.6 26 .6 22.9

Prices
2. Industrial and Mining 16.5 7.1 46 .8 60.3
Income
3. Industrial Preocduction 22.4 9.9 6.1 7.4
Index (1966-100)
4. Agricultural Income 3.2 {(-32.9) 81.7 (8.2)
5. Construction Activity 53.3 22.2 24.2 3.8
6. GCovt. Expenditures 21.2 8.3 32.3 38.2
7. Money Supply (M1) 6.5 21.0 22.3 28.4
8. Cost of Living Index 8.0 10.4 20.0 12.0
1967 = 100 )
9. Private Sector 25.4 19.8 30.4 39.0
Deposits
10. Comm. banks Credit 7.9 22.1 35.9 44 .5
11. Gold and Foreign 8.4 6.4 8.8 47.1

Exchange Reserves

Scurce : C.B.J. Annual Reports, various 1ssueg.
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From the previous table, following points are worth noting.

1.

The highest growth rate in Nominal GNP was achieved in
the period 1973-74 and this high growth rate did not
show a substantial decline in 74-75. This extra ordinary
rise could be partly explained by the oil price hike of
73-75 Thowever, it would not wundermine the growth
performance of Jordanian economy at the real front.

As far as Government expenditure and money supply are
concerned, they have increased from the growth rates of
21.2 and 6.5 to 38.2 and 28.4 respectively. This clearly
indicates that an easy monetary policy ws followed by
Central Bank and that monetary brakes were not very
hard. However, this has not resulted into very high
rates of inflation which on average lowered around 10
percent except for the vear 73-74 where sudden increase
in cost of living index which could be attributable to
higher o0il prices.

Both the private sector deposits and commercial bank
credit have ingreased significantly. This implies at the
face of 1t that the Central Bank and commercial Dbanks
have Dbeen successful in tapping the i1dle resources of
public and were also successful in channeling these
mobilised savings into the areas mostly demanded by
priority sectors.

The Balance of Payments surplus i1s reflected in an
increase 1in the country's net gold and foreign exchange
reserves which in 1975 rose to JD 162.3 million, arise

of 47.1%.
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It would not be exaggeration if one compliments
the role of the Central Bank for all the momentum, high
performance and dynamism that Jordanian economy
demonstrated. This could be solely ascribed to the
facilities and 1liberal policies that the Central Bank
followed. Table 5.8 indicates the liberal attitude of the
Central Bank of Jordan towards most of the financial
institutions.

For all the three categories, data show a rising
trend for the pariod 1970-75. Over the vears, the Central
Bank has extended larger financial help to specialized
cre&it_ Institutions, Government etc., Dborne out by higher
and }higher gross advances, this seems to be partly due to
avoid any sectoral recession and on the other hand to see
that priority sectors should not suffer due to lack of
resources or that a policy of general credit policy is not
unduly followed which could hinder the growth of economic
activiéy.

Before making an appraisal of measure adopted by
the Central Bank and its performance, one would expect
following features worth considering with respect to the
monetary policy of the Central Bank of Jordan: Attending the
structure and rates of interest, fixing new ceilings for
credit and special deposits, attaining the legal banking
ratios, fixing 1iquidi£y levels, preserving monetary
stability and maintaining the par value of the Jordanian

Dinar.
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Table 5.8 : Gross Advances by the Central Bank of
Jordan 1970—1%75 -
‘ (In Thousands of JDs)

Year Advances to Advances Contributions
specialized to the to local
credit Insti- Government financial
tutions. . Institutions.

1: . 2. 3. 4,

1970 — 1695 —

1971 . 225 ) 3130 ——

1972 821 655 —

1973 2168 14410 200

1874 3964 7975 500

197% 4295 13370 1000

Source : C.B.J. vearly statistical series (1964-83) Table 6.

" The Central Bank of Jordan has also the
traditional instruments of monetary and credit control like
Bank vrate Policy, Open Market Operations, Legal Reserve
Requirements....etc. The Central Bank of Jordan has
performed its functions as a fiscal agent to the Governm?nt
of Jordan remarkably well and has extended an adequate help
in Public debt management operations; This has Dbeen
primarily accompalished by Treasury Bills and Development
Bonds. Since the structure of interest rates and their
levels are characterized by inflegﬁbility, the Dbank rate
does not seem to be an effective insturment of monetary and
credit control. The changes in reserve reguirements, do seem
to be a promising instrument of monetary and credit control.
These observations are visible in the table 5.9. The table
indicates that for the vears 1972-73 the Bank Rate on
advances to commercial banks and financial corporations had
remained at 5 per cent, while that for +the specialized

credit Institutions remalned at 4 per cent. This amplies
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that the Central Bank has not increased the cost of
borrowing by commercial banks. The growth of legal reserve
ratio for Demand deposits and savings and time deposite have
been fixed at 12 per cent in 1975 after which it was fixed
at 7 percent in 1970. The table also reports the figures of
Central Bank's investment in government securities and
treasury bills which reached the Figure of JD 12400
thousand.

Table 5.9 : Reserve Requirements 1970 ~ 1975
{In Thousand of JDs)

Year Bank rate on LLegal Reserve C.B.J. Invs.in
advances to (%) Ratio (%) Govt.Securit-
- e e e et et e e ies & T.Bs.
Commercial Speciali Demand Savings
Banks and zed Credit Deposits and time
Financial Instituticen deposits
Corps.
1. 2. 3. 4, 5. 6.
197G N.A. N.A. 7 7 .
1971 N.A. N.A. 10 10 8400
1972 5.00 4.00 10 10 8000
1973 5.00 4.00 10 10 N.A.
1974 5.00 4.00 12 12 9000
1975 5.00 4.00 12 12 12400

Source : C.B.J. Annual Reports, wvaricus issues.

From Table 5.10, we see that the cash ratio has
fallen from 27% to a figure of 22% and also the credit /
deposit ratio has also fallen from about 82% to 79% while
ratio of investment in Government securities/total deposits
increased from 6 per cent in 1970 to 15.3 percent in 1973,
though 1t has reached a level of about 21 per cent i1n 1972
and 1973. The falling cash ratio indicates that the banks

have been compelled to meet their investment reguirements by
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economising on cash bélanéésszlft seems that higher
investments of 1972 must have %Aﬁéed a relative decline 1in
the amount of credit extended by commercial banks. One would
expect on logical grounés that to meet the growing Aemand of
credit due ts the growth of Industrial BSector, the
investment (possibly short term) will be liquidated and so
one would expect a negative relationship between credit
ratioc and investment ratio. However, there does not seem to
be any perceptible discriable trend Vof this type. The
credit/deposit ratia of commerciai bénks has triple
significance. primarily, and most significantly. it is a
measure of the utilization of resources by the banking
system. Conversely, it is a measure of the liquidity of the
baking system. Moreover, it is an indirect but important
mean of monetary management by the Central Banking system.
The actual or possible level of the credi£/deposit ratio is
onne of the important factors which Central Bank of Jordan
could take into account in formulating measures of credit
control. Higher levels of this ratio would reflect the
higher level of utilization of the resources of the banks.

Jordanian economy has already achieved a high
credit/deposit ratio of around 80 éercent indicating there
by the absence of under utilization of commercial banks
resources, it indicates the maximum use of lending
opportunities and also the undertaking of new and
challenging functions by the banking system in the changing
ecanomic situation The high credit/deposit ratic could be

an 1ndicaticn of the extensive business committments they
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have made. Besides this, as can be seen fé?m.the table, the

i

commercial banks' credit has shown a nomindl growth rate of
0.35 percent in 1970 which has increased to 37 percent 1in
1974 and 49 percent in 1973. fhis upward trend in the volume
of credit idis indicative of the increasing level of
investment in both the public and private sectors in an
economy which is through the phases of planning. For the
Jordanian economy, the growth of bank credit during the plan
period of 1972-75, seems to have synchronised with the
phases of the growth of national income, trends in
investment and deficit financing.

As for the instrument of Open Market Operations of
the Central Bank, the data on net sale and / or net purchase
of government securities is not available for the period

97

s

S8 ]

=75 Thence an appraisal of this instrument i1is not
possible. However, an important point is worth considering.
An  important pre-requisite for the successful operation of
open market operations 1s the stability of cash reserves of
comme: cial banks. In Jordan, the data reveal that the banks
maintain excess cash reserves with the Central Bank of
Jordan wnich are over and above the statutory winimuwn. This
would constitute a limiting factor on the instrument of OCpen
Market Operations because even 1f the Ceniral Bank resorts
te this instrument, it would only serve to reduce the excess

reserves of banks.
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Table 5.10 Expansion of Bank Credit and Investment
and other related Data of Commercial
Banks 1970 to 1975

52

Year Cash Ratio of Investment/ Credit/ Growth Rate

Ratio investment Deposit Deposit of Comm. _
in Govt. Ratio - Ratio Banks
gecurities Credit
to total
Deposits.

1. 2. 3. 4 5. 6
1670 26.9 6.0 1.6 82.6 0.35
1971 28.5 14.8 1.5 81.5 3.02
1972 27.0 22.8 1.2 71.4 7.80
1973 22.5 20.2 1.4 73.9 22.19
1974 21.9 13.3 1.2 . 76.2 37.42
1975 22.4 15.3 0.8 79.2 49.19
Source
Column 2 : From column No.2 Table 5.3
Column 3 : Investment of Commercial Banks in Government.

Securities 1is obtained from Table No.8, Yearly
statistical series (1964-83) C.B.Jordan.
Deposits of Commercial banks includes Government
and Semi-Government, Deposits, municipalities
and public Corporations Deposits and private
sector Deposits (Resident).

Column 4 : Column No. 3 Table No. 5.3
Column 5 : Column No. 4 Table No. 5.3

Column 6 : Calculated from Total Commercial banks credit,
Table (13) vearly statistical series (1564-83).
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The fundamentai:éﬁjeétive of economic policy in
Jordan, as in many otheL érowing nations, is promotion of
economic development with stability. In specific terms, this
means th? promotion énd>maintenance of a rising levei of
Production and real income and the attainment of reasonably
full employment, together with financial stability.
Financial stability, in its turn, comprises doﬁestic price
stability as well as exchange stability. In accepting the
achievements of economic development with stability as the
aim of monetary policy,. the -question arises whether
inflation is necessary or helpful for development? It is
commonly believed that a degree of inflation acts as a
stimulus to\development owing to the greater relative growth
of profits and also the consegquent increase in the
proportion of savings or investment to national income.

An inflationary policy designed to stimulate
economic development c¢an make improtant contribution to
growth. But this potential cannot be realised if the evils
of inflation are not explicitly recognised. The evils of
inflation are many and they should be recognised and
scrupulously avoided if an inflationary policy is to
contribute to capital formation, efficiency and growth. The
inflation that contributes to economic growth has to be of
the iﬁitial impulse type, as distinct from the spinal
process. Inflation of the former type; generated as a
deliberate policy of the growth, must be self-liquidating
within a given period of time. Thus one of the most

important alternatives open to growing nations is to resort
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to inflation as a déliberate polié&Jféf the long time

objective of rapid economic growth. |

Implicit in this is the fact that the generation
of inflation in the initial stage requireé a big push by the
government with caréful planning for the optimum use of
limited fesources. '

It seems 1in Jordanian economy, as indicated by
Table 5.11, the policy of deficit financing has been
successful at least in the period 1671-75. Thé Central Bank
has over the vears goné“for monetisation of public debt as
is borne out by the ratic of deficit financing to money
supply which has increased from 1.31 percent in 1970 to 4.63
percent in 1973. vresort to deficit financing has actually
resulted in higher growth rates of nominal GNP and has not
resulted into chronic inflation. Barring 1974, all the years
have reported rates of growth in cost of living index around

10 percent.
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7. From table 5.12, we can see that both money stock

4
3
¥
H

measu_%s't(MI and M2) have shown high growth rates of about
20 to 25 percent over 1973-75 period; During the five vears
periodﬂl;public- exbeqditurg has also shown an increase. On

the whole, it seems that the Central Bank's liberal attitude

and flexible monetary and fiscal policies has paid off in

terms of growfﬁvéf dofdanian economy . Whatvis remarkable is
the fact that this has been achi;vea at moderate rates of
inflation and: price stability. The role of Central Bank
séems to perlike a catalyst to economic grwoth and it is
doubtless that Central Bank has exercised its promotional

developmental role much more that its regulatory role.

Table 5.12 : Sources of Money Supply’

1970 - 75

(in thousands of JDs)

Year Currency Demand Money Quasi Money
with the Deposite Supply money - Supply

Public: (M1) (M2)

1. 2. 3. 4, 5. 6.
1970 82430 23032 105462 23667 129129
1971 83008 24989 107997 27114 135111
1972 81470 33554 115024 314590 146474
1873 97481 41787 139248 36814 176062
1974 115450 56514 171964 47831 218785
1975 © 138953 85651 . 224604 63747 288351

Source : C.B.J. Yearly Statisticél Series (1983) Table No.3
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From the table 5.13 we can notice that during the
year 1971;‘ public borrowing increésed by JD 11.56 million
over the previous year, foreign asségs declined by JD 5.06
million while the deposits of the goveggment and semi-
government institutions have declined by JD 3.38 million.
The vear 1571, witnessed the highesf growth rate of the
banking system since 1970, - it feached to JD 181.87 million
or a growth of 10.4 percent. Claims on government and semi-
gévernment institutions declﬁned by JD 6.16 million and this
cou}d‘ be attributed to tﬂe repaying a part of the internal
public debt.5 The Banking system in 1973 showed a growth
rate of.17.7 pércent over the previous year, money supply
grown by 21 percent ove? 1972. The years 1974 and 1975,
showed a considerable improvement with a grwoth rates of
16.6 percent and 40.3 percent respectively giving a clear

‘;indication of the role played by the system in activeting
~—the economic 1life of the’Jérdan and of the extent of its
participation in finéncing eéonomic development projects
specified in the Three —erar Development Plan 1973-75 and
also feflects the role of the banking s?stem in attracting
foreign capital and assets and in financing domestic

development .

5. C.B.J. Annual report 1972 Page 35.
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The Central Bank Of Jordan -Policies and
Performance During The First Five — Year
Development Plan. 1976-1980

RN The vyear 1975, witnesged the beginning of a new
phase of economic planning in Jordan with the drawing up of
a Five-Year Development blan to be carried out during the
period 1976-1980. It has to continue the march of
development in the Kingdom based on compfehensive planning
and on the achievements of the previous Three year
Development Plan, which was successfully implemented as
shown by the economic stability and the disgemination of the

development spirit.

The Jordanian economy registered and realized high

—

groth rates in 1its va;ious sectors within the framework
drown up by the plan under vreview. The economic growth
realized 1in 1976, as shown by the Table 5.14, was much
higher than of 1975. The Grogs National Product increased by
42.3 percent. This attributed to the high growth rates
achieved by all economic sectors, alongwith the high growth
gf remittances from Jadanians working abroad. Income
generated from construction activities increased by 55.6
percent, contribution of agricultural income has increased
slightly by 4.6 percent, but its still below the over all
average. This is due to unfavourable weather conditions
prevailed in that year in addition to the fact that several
agricultural projects were still incomplete. The industrial
production ~of - principle industries revealed a gain of 25

percent.
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Table 5.14 : Growth of Main Monetary Indicators, First
- Five Year Developmental Plan 1976 ~ 1980

360

. No. Item % Change % Change
1975-76 1976-77
1 Gross National Produc 42.3 ) 12.8
at market prices
2 Industrial and Mining 25 14.8
Income
3 Industrial Production 25 . 3.7
Index 1975 - 100 .
4 Agricultural Income 4.6 10.5
5 Const. Activity 55.6 6.5
6 Govt.,Expenditure 281 28.7
7 Money Supply (M2) 31.2 23.6
8 Cost of living . 11.5 14.3
Index (1975 ~ 100)
g Private Sector 43.5 28.9
deposits
10 Commercial Banks - 51.3 9.5
Credit
11 Gold and Foreign 14.4 23.4

Exchange Reserves

% Change % Change % Change

1977-78 1978-79
14.4 19.5
18.7 31
22.7 18.1
22.3 (5.9)

5.9 43.7
6.9 49
29.7 27.4
7.1 14.2
33.3 25.5
35.8 41.2
24.9 28.5

1979-

20,

12.

80

Source :.1. C.
’ 2. C

B.J. Annual Reports — Various Issues
.B.J. Monthly Statistical Bulletin, Various Issugs.
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The preceedingﬂTable shows information about the

growth of other years clearly, leading us to conclude the

follwoing points which are of much importance

1)

2)

3)

The higest growth rate of Gross National Product was
achieved in the period 1975 - 1976, which is the first
year of the First Five Year Deveiopment Plan, and
declined in the subsequent years reaching a level of 22
percent. Indicating that the economy of Jordan has
freed itself from ‘the \exceptional énd abnormal
ciréumstanceé that prevailed throughout the periocd
1975-76 in addition to the continued efforts to control
inflation and to the unusual rates of growth which
pfevailed during the ;ame period.

Goverment expenditure have shown a decline from 28.1
percent in the period 1975-1976 down to 9.2 percent in
1979-1980, with exception of the period 1978-1979 which
has shown a growth of 49 percent.

Money Supply increased from the growth rate of 20.6

percent to 26.8 percent. This indicates the flexible

. monetary policy which the Central Bank has adpoted

thkopgh out the plan period, and which did not cause a
very high rate of inflation, indicated by the reduction
in the cost of living index to reach at the end of the
period 11.1 percent down from 11.5 in the periocd 1975-

1976.

- Private  Sector deposites(resident) and commercial

banks credit have shown a remarkable decline during tﬁe

period of 1975-76 to 1979-80. As far as the Private
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Seétor deposits are concerbned, They have declined from

43;S percent to 24.6 percent, as a result, the Central

‘Bank ﬁas decided in 1978 to decrease the upper limit of

interest rates paid on demand deposits to 2 percent and
increasing the minimum interest on saving depgsite to
5.5, in an attempt to encourage the saving habit among
the .people in order to provide sufficient finance for
the development process and to reduce ready liquidity
in the economy and fight ihflationary pressures. This
has been reflected positively in the high growth of
commerical banks credit®to reach 35.8 percent 1in the
peroid 1977 - 1978. By 1979, the credit of commerical
banks reached to a h;gh gréwth level of 41.2 percent,
which has compeled thQ‘Cenﬁra1~Bank to pﬁrsue a policy
geared to control credit by using the weapon of intrest
rate to vary the cost of credit and to effect a change
in the volume and structure of deposits. Therefore, the
interest rate was raised to 8 percent on credit
facilities extended to residents and increasing the
ceiling or credit/deposit ratio up to 70 percent and
increasing cash ratio to 16 precent. these measures

have brought the credit of commerical banks dowm to a

level of 20.1 percent.

The balance of payments surplus is reflected in an

’ growing _growth rate of the Jordan's gold and forign

exchange reserves and the special drawing rights which
have grown by 29.5 percent in the period 1978-1979. The

factors behind the surplus in the balance of payment
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are ' improvement in income from tourism, increased
remittances from Jordanians working abro§d and aid from
Arab Countries. '
This lead us to confirm that the Central Bank of
A;g9rdanu continued to shoulder the responsibilites  of
maintaining the monatery stability through its flexible and
open minded policies which have been followed.

Table 5.15 brings out clearly the flexible and
liberal attitude of the Bank, as the head of the financial
system in Jordan, in granting advances to the financial
institutions‘and to the government., This rising trend shows
that Bank has tried to allocate adequate resources to
priority sector and to insure that the development of one
sector is not carried out at the cost of the others. In its
attempts tq combat the inflationary pressures, the Bank has
adopted ~ certain measures of which, and the most important
one, was the reduction of»ﬁigﬁ liquidity of the domestic
economy by Qay of limiting credit facilities offered by
commercial banks for speculative and commercial purposes. In
order to achieve this goal, the Central Bank has imposed
credit ceiling, raising the cash reserve ratio, increasing
the minimum legal liquidity, setting an upper limit for the

credit/deposit ratio.
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Table 5.15 : Gross Advances by the Central Bank of Jordan,
First Five Year Development Plan 1976 ~ 1980
{In Thousands of JDsg)

Year Advances to Advances to Contribution
Specialized the to the local
.credit Government financial
institutions. " Institutions.

1. 2. 3. 4.

1976 9152 _ 20310 1250

1977 13643 28840 1250

1978 17990 37180 1250

1979 16428 25360 1600

1980 21424 50820 1775

Source : C.B.J. Yearly Statistical Series Table (6)
C.B.J. Monthly Statistical Bulletin Dec. 1987 PP.

14-15

From the Table 5.16 we can conclude that the bank
rate on advances does not have any effect on guiding the
monetary policy. The structure of the Reserve requirements
is of much importance as an insﬁrument of monetary and
credit controller.

For the entire plan period 1976-80, the bank rate
on advances to commercial banks and financial corporations
has witnessed slight change from 76 to 77 and froﬁ 1979 to
1980, and remained stable throughout three yvears from 1977
to 1979 at 6 percent. Bank rate on advances to specialised

credit Institutions declined froﬁ 4 percent to 3.50 percent

and @ remained constant‘ for the rest of the period under

. reyieﬁ. This impiies that the Central Bank has adopted a

loose monetary policy to enhénce pecople to borrow and to
encdurage the commercial banks to grant easy credit to the
public for developmental purposes. This is reflected by the

step taken by the Central Bank in 1977 to suspend the policy

3
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of 1imit3ng credit and gave the licensed Dbanks complete

freedom to grant credit facilities in light of the financial
status ‘of each Dbank. The growth of the legal reserve
requirements has reached a level of 54.4 percent in 1976 and
it has droped slowly to a low level of 24.8 percent, 20.7
percent, 24.7 percent ,and 16.3 percent during the vyears
1677,78.79, and 1980 respectively.

'Théh Bank took measures in 1979, deemed necesary
for maintaining monetary stability and fighting ,inflation
such as vrising of the iggal reserve vratio for demand
deposits from 15 percent to 16 percent and from 12 percent
to 13 percent for savings and time deposits, and by the end
of 1980, the legal reéerve ratio on demand deposit was
lowered to 14 percent and on savings and time deposits
lowered to 11 percent. it is clear that through this
measure, the Central Bank has helped to increase the
liquidity of the banks and as a result decreased their cost
of capital, and accordingly, the banks were at ease to meet
the growing demand for credit and continue to charge
reasonable rates. The table also reports the figures of‘the
Central Bank's investments in government securities and
treasury Dbills which have witnessed a slight increase

during 'the plan period.
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Table 5.16 : Reserve Requirements
) ‘ {In thousands of JDs)

Year Bank rate on advance Legal Reserve Ratio C. B.J.
et —_— - —-— invests.
Comm. Speciali- Demand Saving and in Govt.
Banks and zed credit Deposits time Securit-
Financial instituti- Deposits. ies &
corporati ons. . T.Bills.
ons. '
1. . 2. 3. o 4. 5. 6.

- 1976 5.00 4.00 15 12 15000
1977 6.00 3.50 - - 15000
1978 6.00 3.50 15 12 21000
1979 6.00 3:50 16 13 20000
1980 7.00 3.50 14 11 180060
Source

Columns 2 and 3 yearly statistical Series

J

4

.J.; Annual Reports - various issues.
Column 6 J

C

(
Columns 4 and 5 : C.
: C Annual Reports — various issues.

-~
From . the table 5.17 we can notice that the cash

ratio has fallen from 23.6 percent in 1976 to a level of
17.2 percent in 1980 and also the credit/deposit ratioc has
also fallen from 90.1 percent in 1976 to 83.5 percnet in
1980, " on the other hand the ratio of investment in
government secﬁrities to total deposits has incréased4 from
10'perént.in 1976 . to 17.1 percent in 1978. In the vear 1979,
it haS'féllen to 14 percent and to'8.8 percent in 1980. The

falling cash ratio indicates that the banks have been

) directed by the Monetary Authorities to meet the

reguirements of the investment in the development projects
of the priority sector. It is of much importance to note
that the higher inveétments of 1978 (15.1 percent) must have
caused a szstanitial decline in the volume of credit which

the commercial banks extended to public, which is indicated
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by the falling of the credit/deposit ratio simultaneously
for the same period. From the preceding aﬁalysis, we can
conclude that thére is a negative relationship Dbetween
investment ratio and credit/deposit ratio, the higher the
credit ratio, the lower the investment ratio and vise versa.
The bank credit was moving upward dué to the increase in
investment opportunities. From the table, we see that the
inQestmént ratio has been gradually rising. The cash ratio
has been falling while the credit/deposit ratio has
registéred a gradual rise from 1977 to 1979. |

It indicates a healthy development of the growth
of the industrial sector calling for increasing bank credit,
and 1in this fegard, tﬁe Central Bank adopted a policy of
encouraging commercial banks to expand credit facilities on
one hand and to encourage the saving habits among the public
in order to provide the banks'with sufficient resources to
finance the developemen£ .process and to reduce ready
liquidity in the economy innan attempt to encounter the
inflationary pressures on the other. As a result of the
above, the reflationary policy of 1978, stimulated credit
facilities as commercial banks followed a more liberal
policy in extending credit which grew at a rate of 36.36
percent. But due to the decline of the investment ratio toc a
level of 14 percent, the credit/deposit ratio increased to
88.4 percent leading to the incfeése‘in commercilal banks
credit to a level of 39.74 percent. To meet this situation,
the Central Bank directed c&mmercial banks to attract more

time deposits through Certificates fo Deposits (CDs), and to
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achieve this, the former lowered the legal reserve ratio on

these cértificates to 8 percent with minimum duration of six
months providing they are not redeemed before maturity.

The Central Bank takes into account the importance
of the level of credit/deposit ratio while forming the
policy of credit control. The gradual decline of this ratio
over the life 'period of the plan indicates the gradual
decline in utilizing the resources by the banks. We can also
see fréh the table that there is a sharp decline in the
growth }aﬁe of commercial banks credit, whiie the ratio was
63.39 percent in 1976, 1t has fallen to 21.24 percent iﬁ
1980. fhe lowest growth rate was registered during 1977, the
reason for the drop liesrin the rationalization of economic

. __activity and the policy of tightening credit followed Dy
commercial banks. In 1978, the growth rate of the credit

went up to 36.36 percent and this may be due to increase in

demand resulted from the fact that the commercial banks have

Table 5,17 : Expansion of Bank Credit and Investment and
Other Related Data of Commercial Banks 1in
Jordan 1976-1980.

Year Cash  Ratio of Investment Credit Growth of
ratio Investment Deposit Deposit Commercial
in Govt. Ratio Ratio Bank's
Securities Credit
to Total '
Deposits
1. 2. 3. 4, 5. 6.
1976 23.6 -10.0 0.7 90.1 63.39
1977 22.8 11.1 1.2 82.5 17.84
1878 . 20.3 17.1 : 1.2 82.9 36.36
1979 19.3 - 14.0 1.3 88.4 '39.74
1880 17.2 - 3.8 1.4 83.5 21.24




369
been very 1iquid, and this prevailed also during 1979. The
yeaf 1980 shows a decline in the growth rate of credit
facilities which has reached 21.24 percent as it is clearly
visible from the decline in the credit/deposit ratio.

From the preceeding Table, we want to examine the
impact of the lending rates on the borrowings from the
Central Bank of Jordan and credit expansion by looking at
the Table 5.18. The pable showes that the ratio -of
borrowings by the Cﬁmmercial banks form the Central Bank to
expansion of Dbank credit  is é measurement of the Central
Bank's direct contribution to credit expansion. It also
ihdicates the attitude of the Central Bank .of Jordan's
authorities towards credkt expansion. A chanée in the ratio
also reflécts shifts in the credit expansion policy of
commercial banks in Jordan. The Table 5.18 shows that the
maximum borrowiﬁés from the Central Bank were JD 273
thousand in 1976. The corresponding ratio of borrowings to
bank credit wés at 0.13 percent that vyear, and kept on
increasing upto 1978, where it has reached to 2.6 éecent.
This indicates that the commercial banks were  fully
depending wupon the Central Bank to finance their credit
needs, and the expansion of baﬁk credit during the first
three &ears of the plan under review was not limited by the
amount of deposits held by the banking system but was
dependent on the ability of the commercial banks to Dborrow
fromthe Central Bank. It proves that the banks have not made
a substantial efforts to raise funds from other sources such

.as deposits. But in the last two vears of the plan, banks
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shifted their \dependence on the Centrai Bank to finance
their credit requirements té their own resources, ~and this
is clearly visible from the reduction in %he cash ratio from‘
~ 23.6 percent in 1976 to 17.2 percent in 1980 (Table 5.17).

Table 5.18 : Ratic of Borrowing from the Central Bank of

Jordan to Bank Credit First Five-Year
Development Plan 1976-1980. )

Year Aggregate Borrowings  Bank Credit Ratio of
Deposits from the borrowings to
C.B.J. bank Credit
. 5 =~ 3/4 X 100
1. 2. 3. 4, 5.
1976 229660 273 207091 0,13
1977 295895 6599 244055 2.7
1978 401034 8660 332799 2.6
197 526046 7180 465059 1.5
1980 675225 10000 563856 1.7
Source

Columns 2,3 and 4, CC.B.J. Yeafly Statistical Series
{1964-1983) Table 9

Column 5 = Col. 3 / Col. 4 * 100

The ecconomic development Qith stability, as the
major- goal of the‘menefary policy in Jordan, has continued
during the First Five Year Development plan (1976-1980). It
is clearly indicated by the féble 5.19 that the Central Bank
of Jordan was called upon to assist~the government in the
'succesé?ul implementation of the plan through 5t§ deficit
financing which has been increasing through out the plan -
period. BY linking the deficit fimancing with money supply,

it is clear that the'Cegtral Bank has played a 'significant

role in extending finance to over come the deficit. The

ratio of deficit financing to money supply has gone up from
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5.36 percent in 1976 to 6.13 pe;cent in 1980. It is noted

—that éhe huge amount of deficit finance will push up indices

of the cost of living as well as prices of goods and other

articles.” The coét éf living index has g ne up from 71.45
vpercent in 1976 (o ill.iO percent in 1980.

The decline in tﬁe growth rate of money‘supply in

its broad defination (M2) ffom 31.2 fercent in 1976 to 23.6

percent in 1977,. was due to an obevious slow down in the

growth of money .supply in its narrow defimation (M1) from a

rate fo 23.3 percent in 1976 to 13.4 percent in 1978. Tho

reason for thfs is the effecigncy of the monetary policy
adopted by the Bank during 1977, 1978 1in order to rectify
the deposit structure and to rationalize the ‘credit
facilities granted by.coﬁmercial banks. ‘

The fallen groﬁthmrate of money supply in 1978 was
due to continuous inflationary effect of the increasé in
credit facilities and foreign feserves on money supply. The
bentral Bénk‘s poiicyihas a remarkable effect on stemming
the rate of‘inflation. The continued slow down in the groch
rate of money supply (M1) during . he vears 1976 and 1977,

brought- these rates close to the Qrowth rates of Gross

National Product énd a clear influence od slowing the
growth rate of fhe cost of living index from 11.5 percent in
1977 to 7.07 percent in 1978. “The li1quidity of tﬁe baniing
system (Mé) reached JD 773100 thousand at the end of 1979,
an  increase of 27.4 pgr&eqt compéreg yiphtlém corresgqndingnu
increasg of 2917 percent in 1979(M1) rsached to JD‘ 472652

thousand in 1979 or 26 percent growth compared with 13.4%
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in 1978. The slowdown in the rate of growthxof: liguidity

- -

_ cpntinﬁed . in 1980 and was reflecﬁéd in botﬁ\(Ml) and = (M2) .
Mpnef.suppI&‘(Ml) grew at--a a rate of 25.8'percent and kMB)
. at a réﬁe of 274 percent, k
L Tﬁis‘ slowd&wny in the rate of growth of domestié
liquidity ~indicates tﬁat'the monétary,policy'has attempted
to ‘simulfaneouély ‘mainfainvmoﬁétdry stabilty and  combat
inflat;on‘ without - ever stifling théx economic ’development
) procesé » ’ - ‘
 @\ The banking system kCentral Bank . and Vbémmercial
Banks) as  shown b?:Taﬁle'S:ZO has experienced  a modera£e
-expansjon during the . year 1977 witﬁ Ets "assets
~{ = lebllltles) reachlng to JD 572. 54 Mllllon or a growth of
; 24. 6‘ éercent over 1976 St111 it has fallen short of 1976 .
growth rate Wthh was 31.1 percent Thefgrowtb ‘of foreign
'assets4 wh1ch reached 31 6 percent has céﬁffibuted most = of
i the increase in the assets of the. banklng system Next QPmes
flthe ;ncrease in claims on government and. semi’ goverﬁment
”ins;itgtipns, which grew at a-growth rate or 37.8 ‘percent
ofef lQ?G;ih;phe‘térm gf‘treasugy‘billsy‘fbbnds and loans. A
}remarﬁéble:growth was.aéhieVSd“duking 1978 compared with the
v_preceélng year The asbets/llabllatles grew at a growth ‘rate
'of 45 3 pecent and forelgn assets contrlbuted 43 4 percent
of the total increase, next comes the credit- extended to the
prlvate ’éector callms on government and sem1~government
,1nst1tut10ns increased at a rate of 38 S percent
‘ The qct1v1taes of the banklng sybtem gruw at‘ a

1

statisfactory rate -ata the end of 1979 w1th total assets
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Table 5.21

.Five Year Development Plan 1981-1985

: Growth of Main Monetary Indicators Second

No ITtem % Change % Change % Change %.Change % Change
1580~81 1981-82 1982~-83 1983~-84 198485
1 ) 2 3 4 6 7
1. Gross National 22.2 12.3 5.8 .7 1.5
. Product at Market
Prices.
2. Industrial and 20.2 3.9 11.5 -~ -
Mining Income
3. Industrial Production 12.5 2.7 4.9 20.0 2.2
Index{1875=100)
4. Agricultural Income 7.4 11.2 18.3 12.9 17.0
5. Construction Activity 26.8 26.3 (—~3.6) (-2.2) {(-25.0)
6. Total Govt. Expenditure 14.9 7.2 1.6 2.2 11.8
7. Money Supply(M2) 19.8 18.9 15.1 8.8 6.7
B. Cost of Living 11.1 7.4 5.0 3.8 3.0
Index 1975 = 100
9. Private Sector 21.7 25.1 17.2 12.9 8.9
Deposits
10.Commerical Banks 27.9 23.0 16.2 14.9 7.5
Credit - ’
11.Gold and Foregin 3.9 (~14.0) 9.5 (~5.0) (~2.0)
exchange reserves.
Source : Central Bank Of Jordan - Annual reports - various issues.
Central Bank Of Jordan — Monthly Statistical Bulletin
August 1988 -P.P.14,15.
Note item No.6 : Total Govit. Expenditure includes Govt. Current
expenditure plus Govt. Capital expenditure.
C.B.J. Annual Report — 1985 P. 95.
. Item No. 10 Includes Commercial Banks credit plus the
Housing Bank
Item No. 11 Includes Central Bank Of Jordan only.
Item No. 6 C.B.J. Annual Report - 1985 P. 95,
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(= Liabilities) of the system grew at 27.5 percent reach
1060.5 million. the biggest single item was foreign assets
whiCh~ constituted 42.5 percent of total assets followed by
claims on the private sector of 42 percent.

The system's total assets increased by 30.8
percent in 1980 a8 a result of the develeopment momentum in
general and the expansion within the system in particular.
As in the previous year, the foreign assets contributed the
largest share in the growath of the assets of the system.
This was facilitated Dby the liberalization of foreign
exchange flow in and out of the country. Credit to private
sector and public corgprations increased by 21.7 percentage
as compared with an increasé of 37.5 percent at the end of
the previous vear. The relative share of domestic credit
dec}ined from 46.1 percent in 1979 to 42.9 percent in 1980.
This may be attributed to the tendency on the part of
comnercial banks to invest abroad.

Credit provided to the govermment increased by
41.1 percent as comparedwith just 4.6 percent in 1979.
Pardoxically, this expansion in government credit took place
at the same time when the“budget deficit was almost half its
level of 1979 of JD 79.85 million.

Locking at the liabilities side, the increase was
reflected primarily in the money supply which showed an
increase of JD 51.21 million in 1977 on a growth of 19.4
percent over 1976, and kept on increasiné to a growth of
24.7 vpercnet in 1980. Ratio of Quasi money to money supply

increased from 39.4 percent in 1977 teo 66.8 percent in 1980.
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This meant that the ratio of quasimoney to money supply

witnesswed a yradual rise which confirms with the First
Five Year Development Plan's aim of increasing this ratio.

‘ Government and Semi-Government deposits increased

in é;§§olute terms from Jb 24.23 Million to JD 114.71

million, but the growth of these deposits have declined from

a level of 70.2 percent in 1977 down to 48.3 percent in

1980. It is of much importance to mention here that the

foreign liabilities of the sytem increased from a negative

growth of (~18 percent)in 1977 to 70.8 percent in 1980.
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The C;ntral Bank of Jordan — Policies and
performance during the Second Five — Year
Development Plan — 1981 - 1985.

In continuation of the development momentum which
Jordan has witnessed during the vears of the first Five-Year
Develépment Plan, the Second Five — Year Development Plan
(198¢-1985) was initiated and based on the principles of
liberal economic system, an appreciéfion of the private
sector initiative and maintenance of a favourable investment
climate.

The Table 5.21 shows that the Jordanian economy
achieved a vreasonably high growth rates in  different
econpmic sectors, 1in accordance with the aims set up by the
Second Five Year Plan. The Gross National Product increased

by 22.2 perqent in 1981 over 1980.,~ This reflects the

development that took place in various sectors. Industry and

e

mining income registered an increase of 20 percent, income
generated from Agriculture and Construction have recorded a
riée‘ of 7.4 percent and 26.8. percent’ respectively. From
constructions activities, income increased by 26.8 percent.
The = industrial productionof principle industries achieved
an _increase of 12.5 percent. From the same table we can
summarise the fo}lowing important concluding points which

deem. necessary to mention them :—

1. During the vears of the Plan under review, the G.N.P.
recorded 1its highest growth in 1981 ‘of about 27.2

percent and kept on declining upto a level of 1.5
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percent. This indicates that the economy of Jordan have
nnot \}égr recoveredA fully from the previous
ycircumstances which were responsible for the abnormal
high growth rates which have prevailed during the First
iFive Year Development plan on one hand, and the measures
:to combat inflation were not effective on the other.
2. :Qovernment expenditure have declined from 14.9 percnet
$;§‘1980~1981 to 11.8 percent in 1984-1985. This is due
to the fluctuations in capital and current expenditures
igéf the government.

3. Money Supply decreased from a growth of 19.8 percent in
1980-1981 down to 6.7 percent in 1984-1985. This
resulted from the slow down in economic growth rates and
the concomitant drop of the growth rates of the demand
‘'of money and has thus becgme apreferable alternative of
checking inflationary pressures. It should be noted that
the steep slowdown_occurred despite the expansiconary
measures adopted by the Central Bank of Jordan during
the last three. vears of the ﬁlan under vreview, to
augment the liquidity of the banking system institutions
@nd increase the capital of the banks to enable them
éxtend more credit. "

4, As a result of the deliberate decelaration in the growth

1

of domestic xliquidity to keep it below 1its previocus
levels, the ;rowth of credit extended by commercial
banks suffered a set back by reduction in 1its growth
" from 27.9 percent in 1980-1981 down to a level of 7.5

percent in 1984-1985.  Plausibly, that ﬁés attributed to

b¥]
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a tighter credit policy on the part of commercial banks
on one han& and sluggish demand fo} loans on the other
due to lower rates of returps on direct investment under
economic recession.

There was a noticiable decline in the growth of deposits
by the private sector. They have declined from a rate of
21.7 percent in 1980-1981 to 8.9 percent in 1984-1985..
As a result of this decline, the Bank raised the ceiling
of interest rate on saving ;deposits with commercial
hanks to 6.5 percent and on those with finance companies
gg\ 7 percent and the ceiling of interest rate on time
depééit was raised to 8.5 percent regardless of the term
of deposit and that of the Eertificates of deposits was
raised to 8.75 percent.

The continued drain in the foreign exchange receipts of
the Kingdom on the one hand and the continued low level
of economic performacne on the other, have resulted from
the drop in Arab assisﬁance and foreign development
loans. This 1g wvisible 1in growth rates of gold and
foreign exchange which have declined from a rate of 3.9

percent down to a 5§§5tive rate of 2.0 percent.
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The Central Bank continued to direct its monetary

policy in line with the encountered monetary conditions on
one hand and to serve the general objectivies of economiq
development on the other. Table 5.22 ciearly brings out the
role played by the Central Bank in gearing the econonmic
development in the country and the liberal p@licy which the
Bank has adopted in_extending advances to the financial
institutions and to the Government.

In order to accelerate the development process,
the Bank expanded its credit facilities to the government
(%able 5.22) . These advances have increased from JD 65000
Thousand in 1981 to JD 129244 thousand in 1986. Advances to
speclalized credit Institutions ‘Thave also inc;eased
remarkebly from -gD 33191 thousand in 1981 to JD 101552
thousand in 1985. It is obviously clear that the Central
Bank has tried successfully to ensure the adequate

allocation of financial resources to different economic

sectors, and it is clearly .......

Table 5.22 : Gross Advances by the Central Bank of Jordan
Second Five - Year Development Plan 1981-1985.
—— ) (In ThouSQnds of JDs)

Year Advance to Specia— Advances to the Contrlbutlon to

lized credit Government the Local
Institutions. financial
. Ingtitutions.

1. 2. 3. 4,
1981 33191 65000 2275
1682 58312 ' : 84500 2275
1983 . 91603 106422 2275
1984 88483 121519 1750
1985 . 101552 126244 1750

Source : C.B.J. Yearly Statistical series (1964-1983) Table 6
C.B.J. Monthly Statistical Bulletin, Dec 87, PP.14-15
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It is clearly visible that the Dbank rate on
advances to Commercial banks and specialized credit
institution did not play any iﬁportant role in the formation
of the monetary policx“guring the plan period as indicated
by the Table 5.23.

In .order to éugement the liquidity of the
commehpial banks and enable them to provide adequate credit,
th; legal reserves ratic was reduced by 1 percent down to 10
percent in 1983 on demand deposits and 7 percent on savings
and time deposits during the same year. Furthgr, ;;m1984,
and in attempt to increase the liquidity of commercial
banks, the legal réserve ratio on Dinar deposits was reduced
to 6 percent on time and savings deposits and to 9 percent
on demand deposits and inter bank deposits irrespective of
maturity. The ~ Central Bank investment in Government
Secutities witnessed a gradual decline since 1983 onwards
from a level of JD 26000 thousand down to JD 19500 thousand.
This iqdic5£é§3 the desire of the Bank of transfer some of
its funds in the forms of advances to commercial banks and
specialised credit institutions to enable them to expand
their  credit to meet the needs of growing credit
requirements. This is indicated by the reduction in the bank

rate on advances to commercial banks from 7 percent in 1982

-
to 6u85\percent in the following three vears.
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Table 5.23 : Reserve Reguirements 1981 — 1985

Year. Bank Rate on Advances ILegal Ressrve Ratic C.B.J.
Invest. in
Commercial Speciali~ Demand Saving and Govt.

Banks and sed credit Deposits Time Securities
Financial Instituti- - Deposits & T.RBills
Corporat— ons (in 000
ions - of JDs)
1. 2. 3. 4. 5 6.
1981 7.00 3.50 11 8 17500
1982 7.00 3.50 11 8 26000
1983 6,80 3.50 10 7 20000
1984 6.80 3.50 9 6 19500
1985 6.80 3.50 - - e

Source : C.B.J. Annual Report - Various Issues

In Tablé 5.24, we see that the volume of
investments shawed a progressive rise, the investment ratio
has witnessed a gradual rise during the plan period. The
cash ratio has been faliing while the credit/deposit ratia
has registered an over all rising ﬁhroughout the plan
period. The\ratio of investment in government securities to
total deposits\have increased and this indicateé that these
securities Dbecame attractive as earning assets since they
have high yiélds. The falling of the cash ratio indicates
the policy of the Central Bank in directing the Banks to

meet tbe needs of investment in the development projects.

It is worth noting that the investment ratio of

Al

15.7 percent in 1984 has cuased a remarkable decline in the
growth rate of commmercial banks'credit and as indicated by
the falling cash ratio from 11.3 percent in 1983 to 10.2
percent in 1984. The rising trend in the credit deposit

ratio, from 86.5 percent in 1981 to 89.3 percent 1n 1984



£9

8

reflects that the increase in the volume of deposits could

s

not keep pace with the high level of demand for credit. This
trend is an indicator of the increasing level of investments

in the economy {(public as well as Private Sectors)
[+ ©
\

Table 5.24 : Expansion of Bank Credit and Investment and
Other Related Data of Commercial banks in
Jordan Second Five Year Development Plan

198185
Year Cash Ratioc of Investment/ Credit/ Growth rate of
ratio Investments Deposit Deposit Commercial
in Govt. Ratio Ratio Banks' Credit.
securities
to total
Deposits
1. 2. 3. 4, 5. 6.
1981 13.8 9.6 1.6 | 86.5 27 .92
1982 11.8 10.3 2.0 88.9 22.99
1983 11.3 12.4 2.3 87.3 16 .20
1984 10.2 15.7 2.5 89.3 14.92
7 2.4 87.7 7.56

1985 11.1 15.

i e e i e S S i o S R S, P i i O e s b S

Source : Table 5.3
C.B.J. Yearly and Monthly Reports Various Issues

Table 5.25 throw a light on the relation between
the borrowings from the C.B.J., and the bank credit. the
‘rising ratio of borrowings to bank credit is an indicator
of the role played by the Central Bank of Jordan in the
expansion of bank credit. This ratio have almost increased
by three folds from 1981 to 1983. While the déposits have
grown up gradually,‘ we.see that there was é huge increases
in the borrowings from the Central Bénk indicating that the
Commercial Banks were vresting on the Central Bank for
meeting their credit needs. The ability.of the Dbanks to
borrow from the Central Bank Qgs almost increased by Three

folds in 1982 to reach a level of JD 39067 thousand firom the
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previous level of JD 14678 thousand in the previous year and
kept on increasing very steady to reach a level of JD 87748
thousand in the final vear of the plan under review. The
Table also tells us that the banks have not shifted, or
tried to shift, their dependence on the Central Bank for
getting fué&émby raising these funds through other sources
such as deposits and shifting the function of the Central

Bank -from the bank of the last resort to a bank of the first

*

resort.
Table 5.25 : Ratio of Borrowings from the Central Bank of
: Jordan to Bank Credit Second Five Year
i Development Plan (1981-1985) ‘
: (In Thousands of JDs)
Year Aggregate Borrowings Bank Ratio of
- Deposits from the Credit Borrowings to
. CBJ Bank Credit
‘ 5 = 3/4 X 100
1. - 2. 3. 4., ’ 5.
1981;' 834093 14678 721317 2.03
1982 997900 39067 887172 4.4
1983 1181127 60260 ] 1030929 5.8
1984 1326218 78123 1184825 6.6
1985 - 1452601 87748 1274416 6.8

Source : C.B.J. Monthly and Yearly Reports-Various Issues

Table 5.26, clearly brings out that the Central
Bank Thas financed thekaggicit during the plan period (1981-
1985)1 If one wishes- to establish a relation between deficit
financing and money supply, he can make out that the growth
of  money supply is an indicator of the role of the Central
Bank .in extending finance to overcome the deficit.

As a result of the monetary policy measures “taken

in 1981, which aimed at combating inflation, insure monetary
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stability, mobilizing savings and directing credit

-

facilities towards produclive uses, Lhe year under review
witnessed a slow!down in the rate of expansion of domestic
lfquﬁdity (M2) from 27.4 percent in the final vear of the
previous plan to 19.8 percent in the first vyear of the
Second plan. Although the increse was in money supply (M1)
rather than quisi money, vet the relative increment was less
than that of 1980. Money supply (Ml) decreased from 25.8
percent in 1980 to about 18 percent in 1981. The main
factor inf}u;hced‘money supply in 1982 was the considerable
expansion in c¢redit which was channelled to the private
sector, public corporations and the government.

The expansion of domestic ligquidity (M2) went down
from a rate of 19.8 percent in 1981 to 18:9 percent in 1982
‘'with a corresponding decling in money supply (M1) from 17.9
perg;nt“ in 1981 to 12.2 in 1982. This drop in both
defini£ions of money supply may indicate a shift in the
public preference Auway from the banking~ system towards
cash;

The Central Bank raised the interest rate ceiling
on ;ﬁemand deposits from 2 percent to 4 percent to increase
the " demand deposits; The maiﬂ factor which has influenced
money supply in 1982 was the considerable expansion in
credit facilities.

“ In the 1light.. of thé drop in Jordan's foreign
excﬁange reserves, the monetary policy of 1983 ws geared

towards keepihéﬂithe rate of ligquidity expansion below its

pasp’ level and directing this expansion mainly to the
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financing of domestic investment in order to enhance
economic growth and maintaining monetary stability. The
growth rate of domestic liquidity (M2) dropped from 15.1
percent. in 1983 to 8.8 percent in 1984. The slowdown was
pronounced most in the case of money supply (Ml) whose
growth rate declined from 10.4 percent in 1983 to 1 pecent
in 1984.‘The slowdown 1in ~the-growth of domestic liquidity in
1984 could be attributed to the sharp fall in the foreign
exchénée reservés¢6f Jordan as a result of the drop in Arab
aid:VTﬁe low level of economic growth has obviously affecled
demandi deposits which grew at a slower pace as business
tempo élackened. The intérest rates on saving depositg\ﬁere
higher than the return on real investments, this led savers
to save rather than\géing for demand deposits. This trend
was corporated by thé decision of the Central Bank to raise

the ceiling of interest paid on_time deposits toc 8.5 percent
ing ol 1nu

to creat a shift from demand deposits to saving deposits.
The growth rate of domestic ligquidity fell from 8.8 percent
in 1984 to 6.6 percent in 1985. Money Supply (Ml1) also
experienced .a negative growth,of (-3.5) percent in- 1985.
This slowdown occured despite the expadsionery measures
adopted by the Bank during the last three years’to augment
liquidity of the banking system institutions and increase
the gépital of the banks to gnable them extend ﬁore medium
and long term loans, and to stimulate domestic investment
whichﬁyggld tie the Jerdanian economic over the recessionary

conditions prevailed since 1983.
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While the cost of living index has increased over

-

the vears of the plan under review, the growth rate of the
cost of living index has kept on declining reaching its ever
lowest' level of 3 pecent in 1985 down from 7.7 percent in
1981. “There 1is a positive or direct relation ship Qetween
the growth rates of money supply and cost of living index
since  the increase in deficit financing will lead t§ a rise
in the cost of living and consequently rising the prices of
Food ™ and others.

The activities of the banking system registered a
slowdown in 1981 compared with 1980 (Table 5.27). Its total
assets (= liabilities) increased by JD 258.1 million or a
growth of 18.6 percent over 1980. This slow can be explained

by the modest increase in foriegn assets though other assets

e - i

increased substantially, credit to Private Sector increase
by JD 149.5 million, - a growth of 27.6 percent. Credit to
public corporations increased by 24.9 million. This Thas led
to\‘a'sharp increase in total local credgt. Foreign assels
declined by 4.4 percent in 1981. This reflects the decrease
in the'rate of growth of foreign assets from 38.1 per;éﬁt in
1980 £Q 7.1 peréent in 1981, particularly those of the
Centra] Bank and co;mercial banks. |

A The Year 1982 witnessed a slowdown in the growth
of banking assets, from 18.6 percent in 1981 down to 13.6
perceqt in 1982. This. is explaine& by thé decline in foreign
assets. Credit Ato' private sector and public corporations
increased by JD 196.48 million or 25.3 pércent. The decline

in the foreign;assets is attribﬁted to the deéline in the
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foreign assets of the Central Bank as a result of'the' drop
in {the official foreign transfers, namely assistance from
Arab countries. Foreign Assets grew at a rate of 8.9 percent
in f1983 while credit to private sector registered a growth
of”%i;fa percent to reach JD 993.28 million Credit to public
coréoration increased by JD 34.23 million or 27.8 percent.
The - vear 1984 shows that there was decline in credit to
public* corporations by JD 43.6 million, credit to Private
sector increased by JD 211.43 million. This shows that the
commercial banks extended more long—term loans through
participation in syndicated loans and corporate bonds and to
augment the liquidity of the commercial banks, the cash
resérve ratio was cut down from 10 percent to 9 percent on
cur#ent deposits and-fxem 7 percent to 6 percent on saving
and’' time deposits. Eoreign assets in 1985, increased by JD
45.83 million. Mfﬁis‘is basically attributed to the increase
in .claims on non-residents and thg higher Aradb assislance
level. Money supply decreased by JD 30.17 million in 1985
from its level of 1984 or a negative growth of (-3.4)
perbent. , |
On the \liabilities said, the absolute increse (in
198i) was consent;ated in money suppl? (M1) where it went up
by‘:JD 106.9 million at a rate of 18 percent. Quasi  money
incfeased by JD 88.2 million or at a rate of 22.6 percent as
comparéd with 29.8 éercent in 1981; Among otﬂer items,
foreign liabilities, government and sem?~government deposits
increased by 20.1 percent, 18.2 pércent rgspectively. In

1982, the increase was consentrated in guasi moneywhich rose
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by JD 137.62 million or 28.8 percent. Money supply went up
Ly JD 85.84 million or 12.2 percent. Foreign liabilities
increased by JD 23.3 million while government and semi-
government deposits and other liabilities dropped by JD
14.63 million and JD 52.38 million respectively. As iIn 1982,
the'increase was concentrated in 1983, 1in gquasi money yhich

have gone wup by JD 129.9 million or 21 percent and

contributed 34.5 percent in the total liabilities of the
said year. .

| Money égpply grown up by 10.4 percent. Government
and semi—governmént deposits and foreign liabilities - have
registered a good rise of JD 35.61 million and 46.21 million
respectively. ‘As the drop in Arab assistance to Jordan
continued, the government vresorted to more Dorrowing
Qspecially foreign borrowing, inorder to meet its financial
reqﬁirements and strengthen 1its Dbalance of payments
position.‘-iﬁ;A slow down of the main monetary variables was
pronounced most in~ money supply (M1l) who's growth rate
ranked from 10.4 percent in 1983 to 1 percent in 1984. Quasi
Money grew at a rate of 17.9 percent. Deposits of Goverment
and Semi Government suffered a reduction of JD 8.12 million
or ‘6 percent, foreign liabilities increased at a rate of

¥l
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| In order to keep the ratio of quési—money to
money supply relatively high, money supply declined from a
growth of 12.2 percent in 1981, to a negative growth rate of
(~4) percent in 1985, gquasi money also increase 1n absolute

vterms,‘ while it has registered a growth of 28.7 percent in
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1982, its growth in 1985 was ony 16.7 percent. The rising

ratic of quasi-money to supply through out the second plan
period 1is a positive indication of the role played Dby the
Central Bank of Jordan to maintain this ratio always high
and in this regard, the banking system continued to shoulder
the t@33§ assigned to it represented in maintaining monetary

stability and mobilizing naticonal savings.
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