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CHAPTER - I1I

ROLE OF COMMERCIAL BlﬁKS
THE ECONOHIC'DEVé§OPMENT OF JORDAN

The mobilisation of financial resources has always
been a major objectivé among the policy makers.

There are various ways in which a government can
‘u=mobilize—or obtain the savings of a community.

An authoritarian regime would forcefully take away
the required resources; an alternative way 1s taxation by
the govermment which along with government expenditure
constitutes fiscal policy, the third way is the deficit
financing or inflation. The point 1s that inflation is also
essentially a fiscal devise in as much as the government
pre—empts 1érger resources than is sustainable in the real
terms, or compared to the growth rates of real output.

The fourth and the~ most important way 1s to
encourage the development of the financial structure in the
economy . ]

Obyiously the first three ways are not generally
fesible and at times not desirable. Inflation, now a days is
also not being preferred as an instrument to foster
development of an economy. What is the most remarkable
feature of the fourth method and which 1s also the thesas
of the present chapter, 1is the fact that an appropriate and
rapid financial development does lead to accelerating
economic development by facilitating the decentralized

decision -~ making of investors and savers: the development
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of the financial structure leads to specialization in the
function of the savings and investments and there by to
channalization of investible resources from less productive
investment opportunities to more productive investment
opportunities. This has also the effects of increasing the
marginal productivity of the aggregate capital stock (Guarly
and Show,1966; Patrik,1966; 5Shah,1977).

Further more, the financial development through
the financial intermediaries like commercial banks would
result in an increase in the saving propensity in economic
backward societies. This is based on the premise that savers
are not always the best investors; further they are not

always réady to make their savings directly available to the

investors because of the differences in their risk a

wareness, desired maturity patterns, rates of return as well
as the element of ligquidity...ect. The point is that in a
society without a financial system, the savers would have no
incentive to save more than they can effeciently invest, and
the 1nvestors would not be able to save enough to self-
finance all their desjrgd investments.

The - surplus units would therefore, tend to over
consume and investors would be forced to under 1invest. The
development of an efficient - financial system would encourage
and help the savers to save to their desired level by
offering to them a wide range of financial instrument to
match their risk, return and liquidity preferences with
those of the investors. Further by the sheer size of their

portfolso, the financial institutions can pull the risk and



minimize and spread between the lending and deposit rates,
there by making saving more attractive (Patrik, 1966;
Shah, 1977) .

The commercial banks constitute the 'oldest,
biggest and fastest growing financial intermediary in the
Hashemite Kingdom of Jordan. As early as 1930, Arab Bank
Ltd. was estabished, since then, the Jordanian economy has
witnessed rapid progress of banking development through the
increase in the number of banks and their branches.

This process was vre-inforced and was far more
systematized with the establishment of q?ntral Bank of
Jordan in 1964,

The followingLéxihibit as 1s apparent, shows a
summafy éicture of Jordanian Banking System . The first
point to note is that the development of the banking system
in Jordan has been a gradual process, a process that has
evolved in response to emerging structural changes of the
Jordanian economy over. the last three decades. Inspite of
the existence of non-ﬁanking financial institutions, foreign

- banks and specialized c¢redit institutions, the role of the

w—=gommercial banks in the economic development of Jordan

economy has been a unique one. This is born out by the fact
that in 1964 there were four major commercial banks
operating in the economy, this number has increased to
eleven commercial banks in 1986.1 What is remarkable in this

context 'is the fact thét over a period 1964-1986, the

1. Including the Housing Bank which was established. in 1974.



JORDAN BANKING SYSTEM

1964 Central Bank of Jordan

National Banks Foreign Banks
1. Arab Bank Ltd. 1. B.B.M.E. .
2. Jordan National Bank 2. Arabland Bank
3. Bank of Jordan 3. Rafidain Bank
4. Cairo-Amman Bank 4. Grindlays Bank
5. Jordan—-Kuwait Bank 5. Bank Almashrik
6. Jordan and Gulf Bank 6. Citi Bank
7. Petra Bank 7. B.C.C.1.
8. Syrian - Jordan Bank -
9. Arab Jordan- Invt.Bank
10. Jordan Islamic Bank
Specialised Credit Non—Banking Financial
Institutions institutions
Public Ownership: Financial Intermediaries
1. Agricultural Credit 1. Arab Finance Corporation
Corporation “Jordan"
2. Cities and villages 2. Jordan Securities
Development Bank Corporation
3. Jordan Cooperative 3. National General Invt. Co.
organisation 4. Jordan Finance House
’ 5. Islamic Investment House
6. Finance and Credit Corp.
7. Jordan Investment and
Finance Corp.
Joint Ownership Real Estate and Saving
1. REFCO
2. DARCO
1. Industrial Development 3. National Development and
Bank ’ Finance Co.
2. Housing Bank 4, Beit Al-Mal Savings and
Investment for Housing Co.
. Ltd. "Beitna®
Money Changers Representative Offices

In Aman
Outside Aman

branches of commercial banks have increased substantially

:from thirteen to two hundred fourty; that is to say a
e

_percentage increase of 1746%. (Table 2.14).
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Table 2-1 depicts gquantitative growth of both
commercial banks branches and the types of the financial
assetls whﬁch‘the commercial banks mobilize. The Jordanian
economy experienced phonomenal percentage growth rates of -
1746,1510.5i6,1619 and 8174 in commercial banks branch
expansion, demand deposits, timedeposits 'due on fixed
dates”, time deposits '"Subject to notice"” and savings
deposits respectively over the period 1964 - 1986.

Examining the supjperiods, the gradual evolution
of banking facilities in Jordan economy is clearly visible.
It should be noted that the percentage change shown in Table
2.1 over each five vears period has been substantial in all
the 'categories; The cgmmercial banks branch expansion
recorded highest percentage increase of 122 in the vperiod
from 1979 to 1983.

This could partly be atributed to the fact that
all the types of the deposits mobilized py commercial banks
showed highest percentge growth rates in the preceding five
years. For'example, the demand deposits, time deposite 'due
on fixed dates"”, time deoisuts "subject to notice" and
savings © deposits recorded percentage gfowth rates of
167,648,238 and 420 percent respectively. It is also
interesting toc note that during the last five vears périé&
of 1982-86, all the~categofies have shown relatively modest
increaée compared to previous seﬁiiar time period. This

‘pou1d~part1y be aséribed to the fact that Jordanian economy
xhas reaéhed considerable degree pf monetization and it seems

B

that the growth in the financial structure and the
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Table 2.1

ﬂPercenfage Growth Rates of Different Type fo Deposits

Period Branch Demand Time Deposits Time Deposits Saving
expansion deposaits due on fixed subject to deposits
dates notice
196468 76.92 33.83 (1.69) (33.54) 25.85 N
1968-73  43.47 54.03 9.17 57.79 139
1974-78 57.44 166.55 648.62 237.81 420.2
1979-83  121.34 81.92 228 80.91 97.88
1982-86  42.01 4.55 138  9.69 35.57
1964-86, 1746 .1% 1510% 516% 1619% 8174%

Source : C.B.J. Yearly Statistical Series (1983) Various Table
Note : Figures in Parentheses Indicate Minus
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monetization and'it seems that the groyth in the financial

- -

structure and the obgorption of financial assets by the
public has reached its plateau and that is why the growth
rates of the banks facilities were not as substantially as
they were in the preceeding vears.

This also implies that Jordanian economy has
reached the stage of an apropriate financial‘development -
Furthermére if we ‘considef the ratio of money stock to

‘35§,N.P: . (M1+M2) as the indicator of the size of the monetary

“L;éiructufe -in Jordan, it is found that these ratios were
24.78 and 33.31 for M1l and M2 respectively in the year '1964.
These ratios have increaged to 93.88 and 207.50 in the vear
1986. }

Hc:wever,~ it should Dbe noted that the ratioc of
M1/GND has recorded the highest figure of 96.10% in 1984,
when- the ratio of M2/GNP was 192.29%, M1/GNP recoreded
highest figﬁré of 99.52% in the vear 1983.

These simple observations and facts brings‘out the
vital vrole of commercial banks as an intermediary for
mobilizing massive savings of the community. This was made
possible by the increased branch expansion as well as by the
offer of different types bf financial aséets embodying
different risks, returns and ﬁaturity. The commercial banks
seemed to have met with considerable amount of success in
tapping the financial savings and attracting flow of funds
which are vital for investment and growth of tﬁé economy .

The ability of the commercial banks to create

credit and expand the supply of the loanable funds is of
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Table 2.2 : Ratio of Money Stotk to G N P~
1964 - 1985
(In Millions of JDs)

Year Ml M2 G.N.P M1 /GNP M2/GNP
‘ ¢ (%) (%)
1964 . ' 39.8  53.5 . 160.6 ' 24.78 33.31
1965 47.1 64.1 ;- 180.5 26.09 35.51
71966 . 56.0 75.8 i§185.7~ 30.15 46782
1967  75.2 94.1 %142.5 52.77 66.03
1968 8.0 108.8 £166.4 52.88 ©  65.38
1969 96.2 118.8 197.4 48.73 60.18 -
1970  105.5 129.1 187.0 56 .42 69.03
1971 108.0 135.1 199.4 54.16 67.75
1972 115.0 146 .5 221.0 52.03 66.29
1973 139.2 176.1 241.5 57.64 72.92
1974 172.0 219.8 279.3 61.58 . 78.69
1975 225.0 288.3 376.0 59.84 76.67
1976 276.9 378.3 509.0 54.40  74.32
1977 '330.9 467.6 521.8 63.41 89.60
1978 375.4 606.7 598.4 . 62.73 101.38
1979 . 472.6 773.1 645.5 73.21 1 113.57
1980 594.8 984.7 757.9 78.48 129.92
1981 701.6 1179.8 831.1 84.42 141.95
1982 787.5 1403.3 887.8 88.70 158.06
1983 869.4 1615.1 873.6 99.52 184.87
1984 876.4 1757.6 914.0 96.10 192.29
1985 848.2 1874.8 903.5 93.88 207.50

oo
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much importance towards the smooth functioning of Jordanian
economy. Table 2.3 shows the types of deposits which
commercial banks hold. Deposits are the main source of bank
funds and they have cénstituted about 75.5 percent of total
commercial Dbanks liabilities in 1970 and about 73.8 percent
in 1986.

Demand deposits which means that “they can be
withdrawn - Sy the depositor or transferred to some one else

2
at any time, without previous notice to the bank".

These deposits are maintained by depositors who
need liquid balance at any time. "subject to notice".

. Time deposits which can be defined as those
deposiés which are not pa;éble on demand and deposited Qith
banké for a certain period of time! These should be a notice
of withdrowal and "ﬁhey can not be withdrawn by check but

. . 3
~ mugt be converted into currency or demand deposits'.

Time deposits "due.on fixed dates"” which means
‘that thgre is infofce a written contract with the depositor
that neither the whole nor any part of such deposit may be
withdrawn, by chek or otherwise, prior to the date of
maturity.

lSavings deposits which is referred to as a regular
or pass—book savings acount which is the most common type of

time deposits.

By survaying the Tables 2.3 a,b,c we can conclude

2. Reed, Catter,Gill, Smith “Commercial Bagnking"
Prentice~Hell Inc. 1976 p. 74.

3. Ibid, p.75.



-

' 66

.that ’ theA total demand deposits mobilized ‘by comm;réial

banks tduring the periodffrom 1964 to 1970 and during the

period from 1979 to 1986 were 33% and 74% respectively,
—{:these !growth rates were relatively modest or lower compared
ﬁgzio tﬁe périod 1971 to 1978, -during whjch demand deposits
reported growth of 46.7% "Phenomenal growth Ratesu. It
shéuld‘also be noted that during the entire sample period of
1964 to 1986, the demand deposits increased by almost 1600%.
. The changes that took place in the structure of
time  deposits indicate the ‘aqcellerating financial
deveiopment -in general and the success of commercial Dbanks
aS'financial”intermediéries in attracting the flow of funds,
the total fime deposits ;due on fiked dates"” growth rate for
the period from 1964 to 1986 was a rhenomenal figure of 826

percent. .

In regard to time deposits "subject to notice", we
can ’seé tﬁe same trend préyailed with time deposits!“due on
fixed dates". They have increased from a growth rate of
7.22% in 1966 to 44.36% in 1980, over the period under study
this types of deposits grew by 1619 percent (i.e.) from 1964
to 1986. The Tabel indicates that the percentage share of
saving deposits were around 8% during the period 1964 -
1970, till then, they have gradually increased to an average
of 16% in thg total deposits mobilized by all commercial
banks until recently, except for the vears 1967 and 1976,
the growth rates of savings deposits were around 25-30%,

however there has Dbeen a considerable decline in growth

rates of savings deposits in the recent Years.lg"
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Table .2.3a Deposits of Coummercial Barks by Types of Deposiis
1964- 1986
(In Thousands of JDs)
End of  Total . Total Time Total Time Total - Grand
Pericd Demand Deposits Deposits Savinygs Total
Depousits due on Subjecl to Deposils
Fixed Dates Notice
! 2. 3. 4. 5 6.
1964 23QL§ 14017 8597 308? 48716
1965'3i. 2456i 10778 4887 3938 44104
- 1966 3094} 1252b‘ 5240 414 52842
1967 31588 12975 5190 3635 53388
1968 ° 30801 13781 5714 3885 54181
1969 3245%‘ 13149 7028 4784 57399
1970 ‘39795‘ 11713 9301 5865 57674
1?71: B . 35434 , 11650 10229 7340 59653
1972 7 39441 12744 11159 9544 72888
1973 "47443 14356 11563 12392 85754
1974 64753‘ 18532 15424 16353 115062
1975 58679 28552 16862 24621 ‘168714
1976 - 140146 39582 21242 49062 250032
1977 165845 66593 20589 618i4 314841
1978 122601 1387735 52105 asaca =
/ ’.
[

- S
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: Percentage Share of Different Types of Deposits in

- The Total Deposits of Commercial Banks.

End~of Total Total Time Total Time Total Grand
Period Demand Deposits Deposits Savings Total
‘ Deéosits due on Subject to Deposits
! Fixed Dates Notice
1. 2. 3. 4, 5. 6.
1964 47.2 28.7 17.6 6.5 100
1965 55.5 24.4 11.0 9.1 100
1966 58.5 23.7 9.9 7.9 100
1967 59.0 24.3 9.7 7.0 100
1968 56.8 25.4 10.5 7.3 100
1969 56.5 22.9 12.2 8.4 100
1970 53.4 20.0 16.0 10.4 100
1971 51.0 19.5 17.0 12.5 100
1972 54.0 17.5 15.0 13.5 100
1973 '55.3 16.7 13.5 14.5 100
1974 - 56 2 16.0 13.4 14.4 100
1975 58.4 16.9 10.0 14.7 100
1976 ° 56.0 15.8 8.5 19.7 100
T a0 a 100




Table 2.3 (C) : Growth of Deposits of Commercial Banks
by Types of Deposits

End of Total Total Time Total Time Total

P

Grand
Period Demand due on Deposits Savings Total
‘ Deposits fixed dates subject to Deposits (%)
. notice
1. 2. 3. 4, 5. 6.

1965 6.45 (23.11) (43.16) 27 .56 (9.47)
1966 26.28 16.16 7.22 (89.49) 19.81
1967 =~ 2.09 3.63 (0.96) 778.01 .1.03
1968 (7.5) 6.21 10.09 6.87 1.48
1969 5.30 (4.95) 22.99 23,14 5.93
1870 (5.60) (10.93) 32.34 . 22.59 0.47
1971 (1.18) (0.54) 9.97 25.14 3.43
1972 29.59 9.39 9.098 30.02 22.18
- . 1973 20.28 12.64 3.62 29.84 17.65
S 1974 36.48 . 29.08 33.39 31.96 34.17
.. 1975 52.39 54.06 9.32 50.55 46 .62
1976 42.02 38.63 25.97 99,26 48.19
: 1977 18.33 68.24, (3.80) 25.99 25.?2
1978 4.07 108.33 153.07 37.62 42 .45
19879 23.49 48 .20 25.23 28.26 32.24
1980 35.16 44 .49 44.36 18.27 36.30
1981 9.86 25.50 34.92 24 .86 20.92
1982 12.00 31.89 5.99 16.92 19.62
1983 9.38 37.46 {(12.38) 14.60 19.52
1984 5.64 - 21.96 13.28 8.89 14.68
1985  (8.56) 20.41 5.40 1.51 8.89
1986 (1.60) 18.04 4.85 7.12 11.39

Source : Table 2.3 (A)
Figure in Parentheses

indicate minus.
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By discussing the deposits of commercial banks
accordihg to'depositors, we can see fgom Tabels 2.4 é,b,c
that the private sector "Resident” has maintained the
highesth share in total deposjts of comercial Dbanks during
“the years from 1964 to 1986, it began with JD 28160 thousend
“ii-and ended with JD 1424996 thousend.

Percentage share of priQate sector "Resident' was
in 1964, 58.80 percent and in 1986 it was 73.21 percent. It
is worth meﬁtioning here, that although the public sector
have shown some high growth rates in seme vyears, yet the’
private éebtor hresident" have maintained a rising rend
phroughoﬁt the period. The Tabel also brings out clearly the
neglacted sh&re of the: private sector "non-resident" in the
total deposits of commercial banksl This type of private
sector has to Dbe encouraged by different scheems and
enducements in order to increase its share in total deposits
of commercial baﬁks 58 éon*resident individuals are holding
a hﬁge émounts in foreign bgnks abroad adding to this, the
most of ‘“non-resident" Jordanians are using major part of
their savings in dewilings or land purchases, away from any
ratipnalization in the uses of their funds in order to
direct these funds to more productive activities which can

contribute much to the social and economic development.
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Table 2.4 (A) : Deposits of Commercial Banks Classified by Types
Depositors

(In Thousands of JDs)

End of Public Private Sector Total
Period Sector

Resident Non-—

Resident

1. 2. 3. 4, 5.
1864 = 18913 . 28160 1643 48716
1965 6355 35763 1986 44104
1966 6234 44462 2146 . 52842
1967 10630 40627 2131 53388
1968 9417 42915 1849 54181
1969 89540 45320 2539 - 57399
1970 11696 43445 2533 .- 57674
1971 8760 ‘”48816 2077 59653
1972 9615 61233 2040 72888
1873 10298 73313 2143 85754
1874 12761 98672 3629 115062
1975 16485 143595 | 8634 168714
1876 25005 204655 20371 250031
1977 28450 267445 18945 314841
1978 36401 364633 47476 448510 ‘
1979 60648 465398 . 67090 593136
1980 94653 580572 133283 808478
1981 127697 706396 143555 977648
1982 114514 883386 171579 116479
1983 145700 1035427 216694 1397821
1984 156418 1169800 276869 1603087
1985, 178498 1274405 294265 1747168
1986 215761 1424996 305485 1946252

Source : C.B.J. Yearly Statistical Series (1983) Table 11.
C.B.J. Monthly Statistical Bulletin December 1987
PP. 26,27

Note : Public Sector Includes Govt. and Semi-Govt.,
Municipalities and Public¢ Corporations Deposits



Table 2.4(B) : Percentage ‘Share of Different Types of
. , Deposits in Total Commercial ‘Banks
Deposits Classified by Types of -
Depositors.

End of Public  Private Sector Total
Period Sector

éesident Non—~

Resident
1. 2. 3. 4. 5.
1964 38.82 57.80 3.38 100
1965 14.41 81.00 4.59 100
1966 11.79 84.14 4.07 100
1967 19.91 76 .09 4,00 100
1968 17.38 79.20 3.42 . 100
1969 16.62 78.95 4.43 : 100
1970 20.27 75.32 4.41 100
1971 14.68 81.83 3.49 100
19727 13.19 84.00 2.81 100
-1973.  12.00 85 .49 2.51 100
1974  11.09 85.75 3.16 100
1975  9.77 85.11 5.12 100
1976 10.00 81.85 8.15 100
1977 - 9.04 84.94 6.02 100
1978 8.11 81.29 10.60 100
1979  10.23 78.46 11.31 100
1980 11.70 71.81 16.49 100
1981 13.06 72.25 14.69 100
1982 9.79 75.53 14.68 " 100
1983 10.42 .74.07 . 15!s1" 100
1984 9.75 72.97 17.28 . 100
1985 10.21 72.94 16.85 100

1986 11.08 73.21 15.71 100

~— Source : Caléulated from Table 2.4(A)
Note : Col. 5 = Cols. 2+3+4
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.Table 2.4(C) : Growth &f Deposits of Commercial Banks
. ) by Types of Depositors

End of Public Private Sector Total
Period Sector e e e e e
Resident Non—-REsident

1. 2. 3. 4. 5.
1965 (66.4) 26 .99 20.87 9.47
1966 (1.51) 24.32 : 8.05 19.81
1967 70.51 = (8.63) (0.70) 1.16
1968 (11.42) 5.63 (13.24) 1.50
1969 1.30 5.60: 37.31 5.93
1970 22.59 (4.14) (0.24) 0.47
1971 - (25.11) 12.36 (18.01) 3.43
11972 9.76 25.43 (1.79) 22.18
1973 7.10 19.72 5.04 17.65
1974 23.91 34.59 69 .34 34.17
1975 29.18 45,32 37.91 46 .62
1976 51.68 42.52 35.93 48.19
1977 13.77 30.68 7.00 25.92
1978 27.94 36.33 150.05 42 .45
1979 66.61 27.63 41.31 32.24
1980 56.06 24.74 98.61 36.3
1981 34.91 21.67 7.73 20.92
1982 (10.33) 25.05 19.52 19.62
1983 27 .23 17.21 26.29 . 19.82
1984 7.35 12.97 27.76 . 14.68
1985, 14.11 8.94 6.28 8.98
1986 20.87 11.81 3.81 11.39

Source  : Calculated from Table 2.4(a)
Note 1. : Figures in Parentheses Indicates Minus.

Note 2. : Col. 5 = Cols. 2+3+4
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Tables 2.5 a,b,c shows that the private sector

" "holding of demand deposits accounted for about 75-80% of the

%;;fotal':demand depoéits mobilized by the Commercial banks.

Upto 1970, this percentage share of demand deposits owned by
residents constituted about 70% of the total demand
deposits, till then this percentage share had gone up to 70-
80%. .

' The most interesting part of whole period is the
fact that  the private sector "Resident"” has maintained
almost 70%'t§ 80% . of the total demand deposi&g, followed by
Govt. deposits and private sector non~r¢sident and public
corporations. ’

It is of mucﬁ.interest to note that the highest
growth rate of deposits by privafe sector’was rcorded in the
year 1975, Private sectorl“resident” recorded a growth of
53.96& and that of the "non-resident” was 180.74%. In case
of Public sector, the highest growth rate of 363% was
recorded by municipalities in 1976; other figures also
available for the rest of the period pnder gtudy.

To conclude we can say that the increasigg trend
in demand deposits of commercial banks throughout the period
from 1964 to 1986 reveais the strength of the commercial
banks in extending credit to different sectors on one hand
and- thé spread of banking habits among the people and the

institutions on the other.

74
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Table 2)5&A) : Total Outstanding Demand Deposite With Commercial

Banks.
End of Public sector Private Sector Total
Period - . e e
© "Govt. Semi. Municipa- Public Resident  Non-
’ Govt. lities Corps. Resident
1. . 2. 3. 4, 5. 6. 7. 8.
1964 3032 2349 370 1490 ' 14867 901 23015
1965 1301 1697 441 1045 19280 737 24501
1966 2592 1595 386 . 420 . 24895 1053 30941
1967 5172 1058 497 805 22416 1640 31588
1968 3862 1055 581 1088 22762 1453 30801
1969 4908 1009 409 ¢ 1251 23269 1592 32436
1970 4581 1351 754 1451 20821 1737 30795
1971 2903 1229 458 1576 22932 1336 | 30434
1972 - 3725 882 487 ‘ 2052 30960 1335 39441
1873 4255 930 532 2633 37692 . 1401 47443
1974 5929 1269 628 2735 52364 1828 - 64753
1975 5081 3969 985 2889 80623 5132 98679
1976 9090 3943 4568 2794 106576 1317% 140146
1977 9299 6110 2718 3656 133434 10628 165845
1978 ., 5173 3316 2978 3374 143928 14132 172602
1979 5535 8663 4591 . 3609 173802 16949 213149
1980 6603 6800 3695 2616 218854 49532 288100
1981 6970 5401 4635 3488 272008 24008 T 316510
1982 - 9338 6295 3633 5117 296354 33764 354501
1983 11565 5441 6787 6860 325032 32080 3077863
1984 16750 6042 6005 5007 325855 49956 409635
1985 19794 6426 5070 - 10737 292640 39936 374603
1986 19544 8107 4737 © 6084 299915 32258 370645

Source : C.B.J. Yearly Statistical Series (1983) Table 12
- . "~ €.B.J; Monthly Statistical Bulletin, December 1987 P.P 26,27

Note : Col. 8 = Cols. 2+3+4+5+46+7
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Table 2.5 (B) :Percentage Share of Depositors in the total Out-
standing Demand Deposits with Commercial Banks.

" Year ' Public Bector Private Sector Togal‘
Govt. Semi. Munici~- Public Resi~ Non- )
. Govt. palities Crops. dent Resident
1. 2. 3. 4. 5. 6. 7. 8.
1964 13.0 10 1.6 6.5 65.0 3.9 100
1965 5.3 6.9 1.8 4.3 78.7 3.0 100
1966 8.4 5.1 1.2 1.3 80.4 3.6 100
1967 16.4-3.3 1.6 2.5 70.9 5.3 100
1968  12.5. 3.4 1.9 3.5 73.8 4.9 100
1969  15.0 3.1 1.3 3.5 71.7 5.1 100
1970 15.2 4.3 2.4 4.7 67.7 5.8 100
1971 9.5 3.2 1.5 . 5.2 75.3 5.3 100
C1972 9.4 2.2 1.2 5.2  78.4 3.6 100
1973 8.9 1.9 1.1 5,5 79.4 3.2 100
f?1§74 9.1 1.9 0.9 4.2 80.8 3.1 100
1975 5.1 4.0 1.0 , 2.9 81.7 5.3 100
. 1976 6.5 2.8 3.2 1.9 76.0 9.6 100
1977 5.6 3.6 1.6 2.2 80.4 6.6 100
1978 3.0 1.9 1.7 1.8 83.3 8.3 100
1979 2.6, 4.0 2.1 1.7 81.5 8.1 100
1980 2.3 2.3 1.3 0.9 76.0 17.2 100
1981 2.2 1.7 1.5 1.1 86.0 7.5 100
1982 2.6 1.7 1.0 1.4 83.5 9.8 100
1983 3.0 1.4 1.7 1.8 83.8 8.8 100
1984 4.1 1.5 1.5 1.2 79.5  12.2 100
1985 5.3 1.7 1.3 2.9 78.1  10.7 100
1986 5.3 2.2 1.3 1.6 80.9 8.7 100

Sources : Calculated from Table 2.5(a)
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Table 2.5(C) ; Growth Rates of Demand Deposits of Commercial Banks
Classified by Types of Depositors

Year .o Public sector Private ©Sector Total
Govt. Bemi. Municipa- Public Regident Non~
Govt. | lities Corps. - Resident ;

1. 2. - 3. 4, 5. 6. 7. 8.
1965 (57.10) (27.76) 19.18 (30.15) 29.68 (18.21) 6.45
'}’1966 99.23 6.02 (12.48) (58.81) 29.12 42.87 26.28
RN 1°1 W4 .99.53 (33.67) 38.75 . 91.66 (9.96) 55.74 2.09

1968 (25.33) (0.29) 16.90. . 35.15 1.54 (11.41) (2.50)
1969 . 27 .00 (4.37) (29.61) - 14.98 2.22 9.56 5.30

1970 (4.63) (33.89) 84 .35 15.98 10.53 9.10 (5.60)
1971 (37.99) (9.04) (39.26) 8.61 10.13 (23.09) (1.18)
1972 $28.31 (28.24) 6.33 30.20 35.00 (0.08) 29.59
1973 " 14.22 5.44 9.24 28.31 21.74 4.94 20.28
1974 39.34 36.45 18.04 3.87 38.92 30.47 36.48
-1975 (14.31) 212.76 56.84 - 5.63 53.96 180.74 52.39
1976 78.90 (0.66) 363.00 (3.29) 32.19 156.72 42,02
1977 2.30 54,95 (40.50) 30.85 25.20 {19.34) 18.33
1978 (44 .38) {(45.73) 8.56 15.92 7.86 32.96 4,07

1979 6.99 161.24 54.16 17 .40 20.75 19.93 23.49
1980 19.29 (21.51) (19.52) 27.52 25.92 192.24 35.16
1981 5.55" (20.58)  25.43 33.33 24.28 {51.54) 9.86

1982 33.97 16.55 (21.62) 46 .70 8.95 40.63 12.00
.1983 . 23.84 13.57 86.81 34.06 8.67 {(4.99) 9.38

1984 45,00 11.04 (11.53) {11.53) 0.28 55.72 5.64

1985 18.03 6.35 (15.58) 114.43 (10.20) {20.06) (8.56)

1986 (1.27) 26.15 (6.57) 43.34 2.48 (19.23) (1.06)

Source : Caléulated from Table 2.5(a)
Note Figures in Parentheses Indicate Minus.
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Tables 2.6 a,b,c shows that the ownership of the
private sector has rémained very high of'the total time
deposits :mobilized. The private sector contributed more
than 70% upto 1987, it is only after the year 1979h that
private sector share in time deposits “"due on fixed dates"
decreésed to about 50-60%. It is only recently that private
sector, share has again shown as increase in the totai‘time
deposité mobilized by commercial banks during the period
froﬁ 1964 to 1970. Private sector 'share in Time Deposits
"Due on Fixed dates; h&s.shown decreasing growth rate of

~ about flﬁ% where is during the periods 1971-74 and 1979-86,

" the érowﬁh rates of private sector share has shown

" -1

astonishingly exceleraggng‘ rates of 1090% and 470%
respectively.

Tables 2.7 a.b,c show that, the private sectdr has
always held almost 80-90% of the total time deposits
"subject to notice" mobiiized by comomercial banks between
the yeany1§64tand 1977, till tﬁén, the private sectors share
in Time Deposits “subject to notice” has declined to 65%
until recently, it seems that there has been a ssubstitution
going on between private and public sectir regarding their
shares in time deposits "subject to notice” — public sector
has a share of 12% to 18% between 1964 and 1977, where as
this shére of pﬁblic sector has increased on averggé to 25%
in the vyears after 1979. The time deposits '"subject to
notice“ has shown a very fluctuating growth every vear. The

growth rates have nevar beeﬁ stable.

= 2



Table 2.6(A) : Total Outstanding of Time Deposits with Commercial
: Banks (Due on fixed dates)

{In Thousends of JDs)

End of Public Sector Private Sector Total
Period - ——— - -
Govt. and Municipalities Resident Non—-Resident
Semi. Govt. and public

Corps.

1. 2. 3. 4, 5. 6.
1964 6200 362 6989 466 14017
1965 636 " 371 8828 943 10778
1966 1007 85 10668 760 12520
1967 2398 475 9929 173 12975
1968 2335 306 11013 127 13781
1969 1463 266 10635 765 13149
1970 1053 ) 513 9507 640 11713
1971 589 277 10193 591 11650
1972 - 642 424 ) 11104 574 12744
1973 330 309 - 13115 602 . 14356
1974 . 812 252 15842 1626 < 18532
1975 1034 4380 23871 3157 + 28552
1976 1625 . 541 31942 " 5474 39582
1977 4394 450 54877 - 6872 66593
1978 11627 L1421 101727 23960 138735
1679 21539 2089 136840 45145 205613

- 1980 33769 13798, 179243 70300 297110
. 1981 - 38590 28259 210422 95609 372880
. .1982 - 37454 17552 315339 121477 491822
..4983 ° 60107 30200 .. 429484 156277 676068
1984 " 60204 30576 536678 197111 824569
1985 "N.A. . “N.A. 658560 224278 882838

1986 "N.A. “N.A. 779288 243929 | 1023217

Source : C.B.J. Yearly Statistical Series (1983) Table 12
C.B.J. Monthly Statistical Bulliten, December 1987 P.27

Note : Column 6 =.Columns 2+3+4+5
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Table 2.6(B) : Percentage Share of Depbsitors in The Total
- " OQutstanding of Time Deposits with Commercial Banks
(Due on Fixed dates) )

Year - Public Sector Private  Sector Total (%)

Govt. & Municipa~ Resident Non -
Semi Govt. lities & Resident
' Public
A Corps.

1. 2. 3. ; 4, 5. ’6.
1964 44 .2 2.6 49.8 3.4 100
1965 5.9 3.4 81.9 8.8 100
1966 8.0 8.8 85.2 6.0 100
1967 18.4 3.6 76.5 1.5 100
1668 -16.9 2.2 79.9 1.0 100
1969 1101 . 2.0 81.0 5.9 100
1970 8.9 4.3; 81.1 5.7 100
1971 5.0 2.3 87.4 5.3 100
1972 - 5.0 3.3 87.1 4.6 100
19873 . 2.2 2.1 91.3 4.4 100
1974 4.3 1.3 85.4 9.0 100
1975 3.6 1.7 83.6 11.1 100
1976 4.1 1.3 80.6 14.0 100
1977 6.6 0.6 82.4 10.4 100
1978 8.4 1.0 73.3 17.3 100
1979 10.5 1.0 66.5 22.0 100
1980 11.3 4.6 60.3 23.8 100
1981 10.3 7.6 56.4 25.8 100
1982 7.6 3.5 64.1 24.8 100
1983 8.9 4.5 63.5 23.1 , 100
1984 7.3 3.7 65.0 24.0 "100
1985 - - — - -
1986 - - - - -

Source : Calculated From Table 2.6(A)



. Table 2.6(C)

ooro,

-8t

: Growth of Time Deposits (Due on Fixed Dates) of
Cpmmerqial Banks Classified by Types of Depositors

e

Year

Public Sector Private Sector Total (%)
Govt. & Municipa—- Regident Non — ‘
Semi Govt. lities & Resident
Public
Corps.

1. 2. 3 4. 5. 6.
1965 ! (89.75) (2.48) 26.31 102.36 (23.11)
1966 58.33 (77.09) 20.84 {19.46) 16.16
1967 . -138.13 458.82 (6.93) (77.24) 3.63
1968 (2.63) (35.58) 10.91 (26.59) 6.21
1969 37.35 (13.08) (3.26) 502.36 {(4.59)
1970 (28.03) '92.85 {10.78) (16.34) {10.93)
1971 (44.07) (46 .01) 7.21 (7.66) (0.59)
1972 . 8.99 (53.06) 8.93 (2.88) 9,39
1973 48.60 (27.12) 18.11 - 4.87 12.60
1974 146.06 (18.45) 20.79 170.09 29.08
1975 27.33 94 .44 50.68 99.15 54.06
1976 57.15 10.4 33.81 73.39 38.63
1977 170.40 16 .83 71.8. 25.53 68.24
‘1978 164.61 215.77 85.37 248.66 108.33
1979 85.24- 47 .00 34.51 88.41 98.2
1980 56.78 560.50 30.98 55.72 44 .49
1981 14.27 104.80 17.39 36 .00 25.50
1882 (2.95) (37.89) 49 .86 - 27.05 31.89
1983 60.48 72.06 36.19 28.64 37 .46
1984 0.16 1.24 24.95 26.12 21.96
1985 — - - - -
1986 - - - - -

Scurce : Calculated From Table 2.6 (R)
Note

: Figures in Parentheses Indicate Minus



Table 2.7(A) : Total Ouitstanding of Time Deposits
’ Subject to Notice with Commercial Banks

(In Thousands of JDs)

End of Public  Private - Sector Total
Period 8ector -
: Resident Non—-Resident

Y 1. 2. 3. 4. 5.
1964 5104 - 3220 273 8597 ‘
1965 863 3727 .297 4887 ’
1966 147 4765 328 5240
1967 223 4656 311 5190
1968 189 5260 265 5714
1969 223 6628 177 7028
1970 1870 7282 . 149 9301
1971 1701 8393 135 1022
1972 1375 9656 128 11159
1973 1309 10133 121 11563
1974 1136 14158 130 , 15424
1975 2037 14630 195 16862
1976 2364 - 17819 1059 21242
1977 1813 18364 ©o412 20589
1978 8529 35725 7851 - 52105
1979 14258 48068 2930 65256
1980 26772 56263 11173 . 94208
1981 38952 70711 17450 127113
1982 34305 91051 = 9382 134738
1983 23368 73818 20867 118055
1984 31109 . 81309 21319 133737
1985 ° 25569 93538 21857 - 140965
1986 25958 ~ 99279 21568 147805

!
{

Source : C.B.J. Yearly Statistical Series (1983) Table 12
C.B.J. Monthly Statistical Bulletin
December 1987, P.27

Note : Col. 5 = Cols. 2+3+4



w

Table 2.7(B) : Percentage Share of Depositors in The
Total Outstanding of Time Deposits
(Subject to Notice) with CommereiallBanks

End of Public Private Sector Total
Period . Sector ’
. ) Resident Non~-Resident
1. 2. 3. 4. 5.
1964 59.4 37.4 3.2 100
1965 - 17.6 76.3 6.1 100
1966 2.8 90.9 6.3 100
1967 4.3 89.7 6.0 100
1968 3.3 92.0 4.7 100
1969 3.1 94.3 2.6 100
1970 20.0 78.3 1.7 100
1971 16 .6 82.0 1.4 100
1972 12.3 86.5 1.2 100
1973 11.3 87.6 1.1 100
" 1974 7.3 91.8 0.8 100
1975 12.0 86.7 1.3 100
1976 11.0 83.8 5.2 100
1977 8.8 89.0 . 2.2 100
-1978 16.3 68.5 15.2 100
1979 -~ 21.8 73.6 4.6 100
1980 28.4 59.7 11.9 100
1981 30.6 55.6 13.8 100
1982 25.4 67.5 7.1 100
1983 19.8 62.5 17.7 100
1984 23.2 60.8 16.0 100
‘1985 18.1 66.4 15.5 100
1986 18.2 67.2 14.6 100

Source : Calculated From Table 2.7(A)

-

Note : Col. 5 = Cols. 24344



Table'2.7(C) : -Growth of Time Deposits (Subject to Notice)
, with Commercial Banks Classified by
Types 9f Depgsitors v

Yeafn Public Private ‘Sector Total (%)

Sector - —
Resident Non-
Resident
1 2 3. 4 5 .
1965 (83.10) 15.74 8.79 (43.16)
1966 (82.87) 27 .85 10.43 7.22
1967 51.70 {(2.29) (5.19) (0.96)
1968 (15.25) 12.97 (14.80) 10.09
1969 17.98 26.00 (33.21) 22.99
1970 . (61.44) 9.86 (15.82) 32.34
1971 {9.04) - 15.28 (9.40) 9.97
1972 (19.17) 15.04 (5.19) 9.09
1973 (4.80) 4.93 (5.47) 3.62
1974 (13.22) 39.72+v 7.43 33.39
1975 '79.31 3.33 1.50 9.32
1976 ;6.05 21.79 443,07 25.97
1977 (23.31) 3.05 (61.10) " {(3.80)
1978 370.43 . 94.53 90.55 ©153.07
1979 67.17  34.85 (62.68) 25.23
1980 - 87.76 17.04 281.33 44,36
1981 45 .49 25 .67 56.18 34,92
1982 (11.94) 28.76 (46 .24) 5.99
1983 1 (31.87) (18.93) 122.42 (12.38)
1984 33.12 10.14 = 2.15 13.28 .
1985 . (17.81) 15.04 . 2,52 5.40 !
1986 5.43 6.13 (1.33) 4.85

Source :Calculated From Table 2.7(A)

Note :Figures in Parentheses Indicate Minus.



Aéi we have defind earlier the meaning of the term
"Savings Deposits"and to conclude our discussion on this
type of deposits we can see from the Table 2.8 a.b.c that
the Private sector "resident" has maintained the biggest
share of total savings deposits by ‘commercial banks
throughéut the period as indicated by the Table. It began in
1964 with JD 3084 thousand and by the end of 1986 it reached
to JD 246516 thousend. The private sector "resident” ﬁas
maintained a percentage éhare‘of aboutﬂ98% during the period
under study. It is noticeable that the Public sector' has
also maintained a good amounts in this form of deposits as
cleaflx visible from Tab{éyz.B (a) . '''though its percentage
share was less than one ﬁerCent throughout the period, vet
?iﬁ has grown from 1% in 1969 to 189.28% in 1976 and declined
%xtgto i981, where it increased to 133.66% after which it
haé declined to the level of 71.86% in 1986. 1
The 'Table clearly brings out the important role

played by the Private sectors Resident and Non resident in

building up the savings deposits of commercial banks.



Table 2.8(A) : Total Outstanding of Savings Deposits

with Commercial Banks

(In Thousends of JDs)

End of Public Private Sector Total
Year Sector )
Hesident Non—
Resident
1. 2. 3. 4, 5.
1964 1 3084 2 3087
1865 1 3928 9 3938
1966 2 4134 5 4141
1967 2 3626 7 3635
1968 1 3880 4 3885
- 1969 11 - 4768 5 4784 ,
1970 23 5835 7 5865
1971 27 7298 15 7340 ;
1972 28 9513 3 9544
1973 - 12373 19 12392
1974 - 16308 45 16353
1975 -~ 24471 150, 24621
1976 81 © 48318 663 49062
1977 10 60770 1034 61814
1978 283 83253 1533 85069
1979 364 106688 2066 109118
- 1980 600 126212 2248 129060
= 1981 1402 153255 6488 161145
1982 - 820 180642 6956 188418
1683 1367 207094 7469 215930 I
1984 646 225958 8475 235079
1985 693 229669 8189 238551
.19886 1191 246516 7739 255446
Source : C.B,J. Yearly Statistical Series (1983) Table 12
C.B.J. Monthly Statistical Bulletin, December
. 1987 P.P. 26 ~ 27 ’
Note Column 5 = Columns 2+3+4

86



Table 2.8(B) : Percentage Share of Depositors
’ " in The Total Outstanding of Savings
Deposits With Commercial Banks

End of = Public Private Sector Total (%)

Year Sector
Residen Non-
' : Resident
1. 2. . 3. 4., o 5.

1964 0.03 99.9 .0.07 100
1965 0.03 99.7 0.28 100
T 1966 0.05 96.8 - 0.15% 100
A 1967 . 0.05 99.7 ‘0:25 100
1968 0.02 99.8 0.18 100
1969 0.2 99.6 0.2 100
1970 0.4 0.5 0.1 100
1971 0.3 99.4 0.3 100
1972 0.3 96.6 0.1 100
1973 - 99.8 0.2 100
1674 -~ 99,7 0.3 100
1975 - 99 .4 0.6 100
1976 0.2 98.4 0.4 100
1977 0.1 98.3 1.69 100
1978 0.33 97.8 1.87 100
1979 0.3 97.7 2.0 100
1980 0.5 97.8 1.7 100
1981 0.8 95.0 4.2 100
1982 0.4 95.8 3.8 100
1683 0.6 95.9 3.8 100
1984 0.3 96.1 3.6 100
1985 0.3 86.2 3.5 100
1986 0.5 95.5 3.0 100

Source : Calculated From Tdable 2.8(A)
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Table 2.8(C) : Growth of Savings Deposits With Commercial
: Banks ' Classified by Types of Depositors

End of Public Private Sector Total (%)
Year Sector

Resident Non-—
Resident
1. 2. ' 3. 4. 5.
: 1965 1.00 27:36  4.50 27 .56 l
1966 - 2.00 5.24 - (44.458) 5.158 ’
1967 1.00 "(12.29) 1.906 {(12.22)
1968 (0.5) 7.00 . (42.86) 6.87
1869  11.00 22.88 1.25 23.14
1970 109.09 22.37 1.40 ' 22.59
1971 17.39 25.07 114.28 25.14
1972 3.70 30.35 (0.2) 30.02
1973 - 30.06 . 833.33 29.84
1974 - 31.8 136.84 31.96
19758 - 50.05 233.33 50.55
1976  189.28 97 .45 4.42 99 .26
1877 (87.66) 25.77 55.95 25.99
~1978 28.30 36.99 48.25 37.62
1979 28.60 28.14 34.76 28.26
1980 64.83 | 18.3 8.80 18.27
1981 133.66 -21.42 188.61 24.86
1982 {(41.52) 17.87 7.21 16.92
1983 66 .70 14.64 7.37 14.60
1984  (52.75) 9.10 13.46 8.86
1985 7.27 1.64 (3.38) 1.47
1986 - 71.86 7.33 (5.50) 7.08

Source : Calculated From Table 2.8(3)

Note : Figures in Parentheses Indicate Minus
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. Sectorial Distribution of Outstanding Commercial Bank Credit

. From the Tables 2.9 a,b,c one can easily make out
that the commercial banks in Jordan give credit to five

. , 4

sectors namely

1. Municipalities and Public corporation

2.-Agriculture

3. Industry mining '

4. General Commerce and Trade (which includes inland and
foreign trade)

5 Others (includes Transportation, Construction, Tourism ,
‘Hotels, Financial instituion, Private individuals and
Professionals) T A

Out of all these five sectors, the general
y:lcommgrce and trade and "others" got arround 70-80% of the
totai“Crédit disbursed by commercial banks.

The sectorial’distribution of ctedit by commercial
banks 5n Jordan 1964-86 closeley bringout the facts that the .
proportion of credit flowing to Agriculture and Industry as
a percentage of the total remained more or less constant
o 5

throughout the period. Agriculture sector received around
2-3% of the total credit where as the industrial sector
received 11-13% of the total credit from: the commercial
" banks. It must be noted that there exists specialized credit
institutions which entirely catter to the financial needs of
the agridultural andvindustrial sectors. These institutions

are Agricultural Credit Corporation established in the year

!

4. C.B.J. Yearly Statistical Series (1983) p.13.

5. This apparently stable but relatively lower shares should
be judged in the view of the fact that since 1958 the
specialized Credit Institution existed in Jordan economy
cattering to the needs of industry and agriculture, the
analysis of which is deffered until Chapters 3 & 4 of
this research.
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1959; and Industrial Development Bank established in the

year 1965. Since agriculture and industry constitute

"',  important aspect of Jordanian economy, a separate and far

" more detailed analysis required to appraise the role of the

specialized credit institutions in the developmept of
Industrial and Agricultufal sectors and/we have prefered to
deal ﬁith it in chapters three and four of this research
undertaking. -

' ' The ma}or share of the total bénks credit in the
begining (1964) was to general commerce-and trade (i.e.) 50%
of the total credit. General commerce and trade and the
sector entitled "others" accounfed for almoét 75-80% of the
total credit extended by;%ommefcial banks during the period
1964-86, ‘

”Generél Commerce and Trade" continued to enjoy
relativgly, larger share beforé 1970, sincé then its share
has shéwn a declining trend where as the shafe going to
activities 1like construction, transportation, Tourism,
Hotels and mining ... etc., has been on the exendency.

| The éommerc§a1 banks in Jordan have sefved 1ar§e1y
Gene}al Commerce -and Trade and "others!” sectors since about
75-80% of the total crédit was given to these sectors, the
developments of General Commerce and trade and also the
construction activity. Transportation, Tourism, Hotels
financial institutions, self emploved people and mining is
largely due to the credit extended by commercial banks over
a period 'of time in Jordan. It 1is obvious that the

development of the above mention activities will alwéys lead



to ﬁhe faster development of the principle sectors namely,
Agriculture and Indusiry; thus, '6ﬁé can say that the
. .commercial banks have helped in creating the infra-structure

" “for the development of Agricultural and Industrial sectors

respectively.

" The commercial banks have been a major sourée of
finance to various sectors oflJordanian economy . Oﬁtstanding
'banks credit iﬁcreased from JD 29.2 million in 1964 to JD
1395 a million in 1986. The outstanding commercial banks
credit as a proportion of GNP has Seen 18.2, 24.35,47.75 and
?2.77 in the 'vear 1964,1970,1980 and 1986 respectively.

| As is evidént from table 2.9 b the sector
classified as general cog&erce and trade and "others" (which
include construqton,transportation,_ tourism, mining,
financial institution, individuals and Hotels ) . accounted
for 70-80% of the total optstén&ing banks credit thr?ughdut
the peribd from 1964~i986..‘1t should be noted that this was
not accomplished at the cost of credit extended to the core
sectors like Agriculture and Industry, the shares of which
remained about é% and 11% throughout the periéd. The
Jordanian Banking System seems to have been concernéd with

financing of domestec trade, wholesale and-retail, and also

encouraging activities like construction, transportation

classified as "others" increased its share from 31% in 1964

‘to 51% in 1986. It is interesting to note that the share of

’

General Commerce and Trade has declined from 49% in 1964 to

24% in 1986. -‘This decrease in the allocation of credit to
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trade seétgr -might seem to reflect the deliberate §01icy
move to disﬁurage highly unproductive commercial acpivities
of big traders (i.e.) speculation and hoardingG. It is also
interesting to note ~ that bank credit e#tended to
municipalities and public corporations has increased from 5%
in 1964 to 10% in 1986.

This suggest that the sector oriented towards
socialy sefyices at the Governerates level have not been .
deprived of’their/due share in bank credit. Furthermore, a
larger fiow of credit made available to the activities like
consprhéﬁion, transportation ..etc. (others) would seeb>to
reflect thg'fact that the policy mpk?{§ view this activities
as catél&sf' or atle%stﬂ’mAjor contributing factors to

ilﬁeconomi§ growth of Jordanian economy. This remains true if
#QQ%ae cégsiders these activities 'to be the fundameﬁtal infra-
structure facilities of any economy . 1

The preceeding figures and obsefvations seem to
reflect this basic objectivity'expoused by policy makers in
the allocation of credit extended over the vears to
different sectors;

Table 2.10( sﬁows that .the‘ gold and foreign
exchange vreserves constitute an important asset of the
commercial ?banks. If one looks at the growfh rates of gold
and foréign exchange reserves of commercial banké, one will
find that vear to year, there are big fluctuations, -but at

the same time, it is one of the principle assets of the

commercial banks in Jordanian. !

6. C.B.J. Annual Report 1977, p.35.
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Table 2.9(A) :Sectoral DistributionAof Qutstanding Commercial
Banks Credit 1964 — 1986 -

(In Thousands of JDs)

End of Municipa— Agricul- Industry General Others Total

Pericd lities & ture. Commerce
Public ’ and Trade
Corps. .

1. 2. 3. 4, 5. 6. 7.
1964 1610 . 860 3326 14405 9070 29271
1965 2064 678 4321 17075 9161 33299
18966 . 25789 613 - 4723 20327 10739 38981
1967 2921 767 4232 17352 13614 38886
1968 ‘3684 654 4012 17076 15571 40997
1969 2936 717 4052 19059 18625 45389
1970 2829 583 4029 16890 21217 45548
1871 3029 " 799 3916 18964 20220 46828
1972 . 3602 804 . 4354 " 21458 20372 50590
1973 3673 2061 5873 25079 25131 61817
1974 5046 3745 . 10087 30302 35770 84950

:;“1975 7281 3608 14831 51372 48652 126744
1976 122612 5162 21808 81614 B6246 207091
w1977 17919 8311 26599 81427 109799 244055

1678 24023 12708 36578 . 100531 158961 3327989
-1979 27756 17501 56477 134236 229229 465059
1980 31851 17705 68718 166956 279126 563856
1981 45000 19386 82437 225791 348703 721317
1982 - 64499 24630 98532 284944 414566 887171
1983 65434 25626 118428 276650 544784 1030922
1984 85064 25689 142372 296097 635633 1184825
1985 117188 26298 157165 308555 665210 1274416
1986 142483 32671 176743 338744 704971 1395412
Source : C.B.J. Yearly Statistical Series 1983 Table 13
C.B.J. Monthly Statistical Series December 1987 P.31

Nole Column 7 = Columns 2+3+445+6
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Table 2.9(B) : Percentage Share of Different Sectors in The
‘Total Outstanding Commercial Banks Credit

End of Municipa—-. Agricul- Industry General Others Total

Period lities & ture., Commerce
Public and Trade
Corps. -

1. 2. 3. 4. 5. 6. 7.
1964 5.5 2.93 11.36 49 .21 31 100
1965 6.19 2.03 12.97 51.27 27 .54 100
1966 6.6 1.57 - 12.11 52.14 27 .58 100
1967 7.51 1.97 10.88 44 .62 35.02 100
1968 8.98 1.59 9.78 41.65 38 100
1969 6.46 1.57 8.92 41.99 41.06 100
1970 6.21 1.27 8.84 37.08 46 .6 100
1971 6.45 1.70 8.34 40 .41 49 .54 100
1972 7.11 1.58 8.60 42 .41 40.3 100
1973 5.94 3.33 9.50 40.56 40.67 100
1974 5.93 - 4.40 11.87 35.67 42 .13 100
1975 5.74 2.84 11.70 - 40.58 39.19 100
1976 5.92 2.49 10.53 39.40 41.66 100
1977 -7.34 3.40 10,89 33.36 45 .01 100
1978 7.21 3.81 10.99 30.20 47.79 100
1979 5.96 3.73 12.14 28.86 - 49.31 100
1980 5.64 3.05 12.18 29.60 49 .53 100
1981 6.23 2.68-  "11.42 31.30 48.37 100
1982 7.27 2.77 11.10 32.11 46 .75 100

1983 6.34 2.48 "11.48 26.83 52.87 100
. 1984 7.17 2.16 12.01 24.99 53.67 100
© 1985 9.19 2.06 12.33 24 .21 52.21 100
T=T986 10.21 2.34 12.66 24 .27 50.52 100

Source : Calculated From Table 2.9(A) - .
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. Growth of Each Sector Contraibuting to The Total

Table 2.9(C)
Qutstanding Commercial Banks Credii - 1665 - 1986
End of Municipa— Agricul- Industry General Others Total
Period 1lities & ture. Commerce
FPublic and Trade
Corps.

1. 2. 3. 4, 5. & 7.
1965 28.19 (21.17) 29.91 18.53 1 13.76
1966 24 .95 (9.59) 9.30 19.04 17.22 17.06
1967 13.26 25.12 (10.40) (14 .64) 26.77 (0.25)
1968 26.12 (14.74) (5.20) (1.60) 14.37 5.42
1969 (20.31) 9.63 0.99 11.61 19.61 10.71
1970 3.65 (18.69) 0.99 (11.39) 13.91 0.35
1971 7.06 37.04 (2.81) 12.27 (4.70) 3.02
1972 18.91 0.62 11.18 13.15 0.75 7.80
1973 1.97 56.34 34.88 16 .87 23.36 22.19
1974 37.38 81.70. 71.75 - 20.82 42.33 37.42
1975 44 .21 (3.686) 47 .03 69.53 38.80 49 .19
1976 68.39 43,07 47.04 58.86 73.70 63.39
1977 46 .14 61 21.96 (0.23) 27 .30 17 .84
1978 34.06 52.90 37.51 23.46 44,77 36.36
1979 15.53 36.61 54.40 33.52 44 .20 39.74
1980 14.75 (0.90) 21.67 24.37 21.76 21.24
1981 41.28 12.67 19,96 35.23 24.92 27.92
1982 43.33 27.05 19.52 26.19 18.88 22.99
1983 1.44 4.04 20.19 {2.92) 31.14 16.20
1984 29.99 0.12 20.21 7.02 16.67 14.92
1985 37.76 2.49 '10.39 4,20 4.65 7.56
1986 21.58 24.23 12.45 9.78 8.10 9.49

Source Calculated From Table 2.9(A)
Note : Figures in Parentheses Indicate Minus.

PR O
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Table 2.10 : Gold and Foreign Exchange Reserves of Commercial
) Banks 1964 — 1986

{(InThousands of JDs)

End of Pericd Commercial Banks End of Period Commercial Banks

1. 2. w 1. | 2.
1964 24732 1976 19237
1965 10054 1977 36733
1966 7264 - 1978 74632
1967 5304 : 1979 80064
1968 ' 6234 1980 205213
1969 4835 1981 233293
1970 6067 : 1982 255398
1971 3072 ' 1983 304387
1972 3389 1984 330528
1973 6555 4 1985 384893
1974 7961 1986 403318
1975 12451 ‘
Sou;;; C.g.J._Yea;;y Stat;stidal Seri;; (1983) Table 5
C.B.J. Monthly Statistical Bulletin December 1987 P. 12
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The commercial banks in Eﬁe Hashemite Kingdom of
Jordan accepting Deposits in foreign éurrencies and granting
loans in foreign currencies too, subjects to the approvals
of the Central Bank of Jordan. »

Around 10-30% zout of the total ‘asseps of the
commefcial banks they are in the form of gold and foreign
exchange. Thé balance of payments problems of the economy in
any year Awill be having its reprecautions effects on the

comnercial banks portfolio. -

Growth Rates of Bank credit and Real output of specific

. sectors

In this section an attempt is made to examine the
growth rates of commercial banks credit given to few
‘selected sectors and growth rétes of real ocutput of these
specific sectors. The time period choosen is 1975 to 1985
and the base for real output is 1975. It is preferable to
examine the growth of bank credit and real output rather
than nominaal growth of output;this is Dbecauses 1if the
nominal growth of output contains a trend, then we suspect
that examination of nominal growth rates of bank credit and
output might give us a distorted picturehof any underlining
relationship. Ip 1975, corresponding to this, General
commerce abd trade reported almost 100% increase in the real
growth rate in 1985 err a decade.

Tables 2.11 (a:b,c) present data on outsﬁénding

~pank credit given to sectors like mining, General Commerce

97
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-

and Trade, Transportation, Financial Institutions, Tourism,
Hotels and Restaurants for the periood 1975 to 1985.

Tables 2.12 (a,ﬁ) present information regarding
the ~growth Qf contribution to reél G.D.P. by each sector
enumerated in fable 2.11(ai,

As is well known that the commercial Dbanks i1n

Jordan extend loans and advances of a short and medium term
nature to different economic sectors, especially to the
sectors of General Trade and construction. Examination of
Tables 2.11 (a) and 2.11 (b) reveals some interesting facts
about the impacts of commercial banks credit on real
economic aétivity, _this is ndt to suggest that all -the
changes that occured in %eal economic activity indicated by
different secti§nal growth rates could be attributable
solely: to the correspbnding cbanges that took élace in the
availibity~ of .the commercial bénks credit during the period
under consideration. Nevertheless the association between
peaks and troughts of credit‘érowth rates and sectoral
growth }ates is stricking,an@ hibhly» suggestive (e.g.)
general commerce and trade had been extended Sank credit
worth of JD 308.5 million which was 300% moré than the
corresponding Eredit figure reported almost 100% increase in
the real growth rate in 1985 over a decade. Similarly mining
received the highest percenfage increase in the amount of
credit that it received during 1975-1985 and interstingly,
. this 1is the sector which also contributed maximum to the

growth rates of real G.D.P.
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Table 2.11(A) : Total of outstanding Commercial Banks Credit
Classified by Type of Economic Activity - 1975 - 1986
{In Thousands of JDs)

C.B.J.

Note Column

"Monthly Statistical Bulletin December 1987 P.31

8 = Columns 2+3+4+45+6+7.

Year Mﬁning General Trans- Financial Tourism, Const-—- Total
Commerce portation Institution Hotels ruction
and Trade and
_ Restaurants
1. 2. 3. 4 5 6. 7 8
575 283 51372 3691 336 1783 31491 88956
1976 332 81614 7779 557 2518 50042 142842
1977 233 81427 11083 585 3422 65784 162534
1978 1978 100531 8379 1184 6612 100541 218958
1979 4538A 134236 13040 4756 9657 150994 316721
1980 4357I 166956 14479 8699 11843 180758 387092
1981 6827 225791 23286 9359 15890 201036 482189
1982 14069 224944 32887 19602 20485 216753 588740
1983 720542 276650 50483 25637 25683 271345 670340
1984 27416 296097 58482 2959é 23716 324055 759358
1985 32070 308555 64029 26933 29825 331569 792981
1986 44281 338744 49364 29209 37530 353678 852806
g;;;;*ging Yearly—Statzgggcal Series 1983 TabI;—;B S
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Table 2.11(B) : Percentage Share of Sectors in The Total QOutstanding
Commercial Banks Credat

Year Mining Geﬁeral Trans— Financaal Tourism, Constr— Total
.Commerce portation Institution Hotels uction (%)
and Trade and

' Restaurants
1. 2. 3. 4. 5. 6. * 7. 8.

1975 0.3 57.74 ) 4.15~~ '>MBT;;““~*u“«‘wuaﬂww“*~mggi;ZM»m*;65~“

1976 0.23 57.13 5.44 -038 1.76 35.06 100

1977 0.14 30.09 6.81 ‘ 0.36 2.10 140.50 100

1978 0.78 45.91 3.82 0.54 3.02 45.93 100

1979 1.27 42.38 4.11 1.50 3.05 47 .69 100

1980 1.12 43.13 3.74 2.24 3.06 46 .71 100

1981 1.41 46.82 4.82 1.94 3.29 41.72 100

© 1982 2.38 48.39 5.58 3.32 A 3.47 36.86 100
. 1983 3.06 - 41.27 7.53 - 5.82 3.83 40.49 100 -
‘ 1984 0.61 38.99 7.70 3.89 3.12 42.69 100
) 39%5 4.04 38.91 8.07 3.39 3.76 41.83 100
.~f986 5.19 39.72 5.78 3.42 4.40 41.49 100

- Bource : Calculated from Table 2.11{A).
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Table 2L11(C)': Growth of Commer01al Banks Credlt Classified by Type of
Economic Activity (1975 - 1986) ¢

——— —— [P

Year Mining  General  Trans- Financial  Tourism, Constr Total
Commerce portation Institution Hotels uction (%) .
“and Trade : and
Restaurants .

1. 2. - 3. 4. 5. 6. 7. 8.
11975 (23.72) 69.55—“— (30.2§)~“—*(54.54) ) 'llgt;gﬂui_*gZngwgggiggw
1976 17.31 58.86 110.25 65.77 41.22 . 58.90 60.5

:f 1977 (29.92) (0.23) 42.47 5.02 35.92 31.45 13.78
1978 634.33- 23.46 (24.40) . 102.39 93.22 52.83 34.71
1979 136.00  -33.52 55.62 301.68 46 .05 50.18 44.64
1980 7.89 24.37 11.03 82.90 22.63 19.71 22.21
1981 56.69 35.23 60%82 ‘ 7.58 34.17 11.12 24.56
1982 106.60  26.19 41.23 109.44 28.91 7.81 22.09
1983  46.00  (2.92) 53.50 30.78 25.37 25.18 39.02
1984  33.46 7.02 15.84 15l42»° (7.66) . 19.42 13.27
1985 16.97 . 4.20 19.48 ~  (8.99) 25.75 2.31 4.42

}1986 '—38.07 9.78 (22.91)I 8.45 25.83 6.66 7.54

Source : Calculated from Table 2.11(A).

Note : Fiéures in Parentheses Indicate Minus.
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Tables 2.12 (a) and (b) also bring out aq
“important fact that over the period from 1975 to 1985  all
;“;%he géctors had received inc}easing amount of credit and
these sectors alsoc recorded concomitantly higher growth
rates expressed on real terms. These observations, though
not adequate'enough to assert any céhsal link between credit
and .real économiq activity. However, they are sufficient
enough ﬁo suggest that the commercial banks credit has been
an influancing lever as far as the real economic activity in
Jordan is 6oncernéd. In this sense commercial banks credit
has played a catalyst role in the economic development thét
Jordanian economy has experienced over the last decade. What
is most re§ealing from thg tables are the dynamics of credit
allocation which took place ddring the period 1975-1985;
this ' is born out by the faét that during the period 1975-
1980 formost of the sectors credit growth rates were
substantial and during the same period credit allocations
seem to "have been concentrated around the sectors like
cohstructions, mining - and gerneral commerce and trade. A
careful perusal of the tables 2.12 (a) and 2.12 (b) convince
one of the fact that there has been a continous Process of
substitutions between these sectors regarding the credit
allocation between these sectors. The general commerce and
trade and construction are the two sectors which have shown
sizable yearly growth rates as well as substantial shares in‘

total credit, however, general commerce and trade share had

declined-to 18% in 1985 from 57% share inl975.
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Table 2ﬂ12(A)‘: Gross Domestic Product at Constant Prices (1975)

1975 ~ 1985
T ) (In Millions of JDs)
Year Mining General Transp— Financial Tourism, = Constr Real
o Commerce ortation Insti- Hotels ucticon output
and Trade tutions and G.D.P.
) . Restaurants
1. 2. 3. 4. 5. 6. 7. 8,
1975 16.3 66.9 24.9 32.9 6.0 19.2 302.4
© 1976 20.6 . 70.8 ~-31.1 35.4 ‘6.9 31.0 357.2
1977 21.4 18.3 33.0 42.1 ‘ 7.9 32.4 374.7
1978 28.1 81.4 46 .4 54.3 8.7 33.5 452.1
1979 34.1 - 92.17 43.7 65.0 10.7 48.1 497 .4
h1980 47.3 109.7 | 44 .9 - 74.9 13.3 54.2 601.1
1981 Sl.ﬁ 116.1 56u§ 68.0 11.6 | 68.6 630.3
1982. 53.1 . 120.7 58.5 77.3 12.7 B6.6 681 .4
1983 57.4 125.8 62.1 75.4 12.8 83.5 695.0
1984 77.8 13130 69.0 82.0 . 13.1 81.7 759.7
1985 86.1 137.2 71.3 83.1 13.9 72.4 778.2

Source C.B.J. Monthly Statistical Bulletin December 1987 P.P. 70-71
C.B.J. Monthly Statistical Bulletin March 1989 P.P. 70 - 71



3%'f$ble 2.12(B) : Growth of Gross Domestic Product at

T S o Constant Prices (19795)
Year Mining '  General +Transp  Financial Tourism, ' Constr  Real
- Commerce ortation Insti Hotels uction - output
and Trade ‘tution and G.D.P.
Restaurants
1. 2. 3. 4. 5. 6. 7. 8.
1976 26 :38 5.82 24.89 7.59 15.0 61.5 18.1
1977 3.88 10.59 66.10 11.92 14.49 4.5 4.8
1978 31.30 3.95 " 40.60 28.97 10.12 3.4 20.6
1979 21.35\‘ 13.88 (5.82) 19.70 22.98 43.5 10.0
1980 38:70 ' 18.33 2.74 15.23 24.29 12.7 .20.8
1981 8.66. 5.83 -13.36 (9.22) (12.79) 26.6 4.8
1982° 3.30 3.96 14.93 13.67 9.48 26.2 8.1
1983 | 8.09 4.22 6.15 .(2.46) 0.78 {(3.6) 1.9
1984 35.54 4.13 11.11 8.75 2.34 (2.1) 9.3
- 1985 10.66 4.73 3.33 1.34 6.10 (11.4) 2.4

i

Source Computed From Table 2.11(A)

Note : Figures in Parentheses Indicate Minus.
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Tﬁe ‘sectofé like Financial Institutions,
“ffaasgortations, Hotéls, Restaurants had obta;ped é larger .
-share of .the total bank credit allocation compare to the
‘period from 1éf§ to 1980.
- "A cleér:picture emerges if a visual inspection is
attempted of the accompanying diagrams drawn for differen
sectors which are based on Tables 2.11 (c¢) and 2.12 (b).

The diagram for construction reveals that at

number éf time periodgnthe turning points in real growth
rate aﬁd’credii growth r;te~for'contruction have moved quite. .
closely and at times were partly coincident; Moge important
is the downward trend in construction activity which has
persisted after 1978 following the declining growth rates in
credit allocation which this sector received, this is
especially true during the period 1982-1985 when the real -
growth raté of construction become négatiye. This could
partly be ascribed to credit squeeze imposed by the Policy

makers on construction activity.

With respect to mining and guarrying, the vyears

1978 and 1982 recorded highest credit growth rates, however
» during the vyear 1978-79 and 1982~83 the real economic
activity had been found to be‘at a low ebb. Furthermore, the
diagram shows~aﬁ'interesting fact that from 1976 onwards,
there had been peak in real economic activity every second
year except for the vear 1982. Both the credit and real

growth rates have moved in a cyclical fashion.
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Considering General Commerce and Trade, the corresponding

changes in credit and real output seemed to exhibit similar
movements exceptv for the vear 1979-80 during which real
output growth rates were relativily higher, this sector has
shown some stability ip the growth rates of reél output for
the rest of the years.

It 1s interesting to note that the average real
growth rate for this sector had hovered afound -5.3% per
annum dﬁring the period 1976-1985 exclﬁding the period
1979-80. In this. coﬁnection- it " should be noted that
occurénce of Thighest reaﬁ’growth rate 18.33% during 1979-
1980 could. be accounted for by the corresponding highest
nominal growth rate of 35% during'ihe same - period; more
important, the diagram also reveﬁls an interesting fact that

after 1981, the credit growth rate has remained considerably

low till recently and seem to have resulted into lower real.

actual growth rafes in real output relation to the average
growth rate of 5.5%. -

With respect to Transportation , the association between

movement in credit and real output seem to be less clear and

less pronounced as compared to other sectors. Despite the

prevelance and of-higher growth rates and availability of
bank credit, this sector's contribution to real G.D.P. seems
to haQe remainied on average stagnant or at worst, has
declined; this is especially true if one considers the

contribution made by this sector to the real G.D.P. 1in 1976.
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In case of Financial JInstituticns., the - highest

growth rate of bank credit to this sector occured in the
vear 1979 where as in the years 1977, 1981 and 1985, the
growth rates of bank credit were exceedingly low with the
consequence that this type of discretionary credit policy
seems to have affected the productivity of this sector which
has resulted into some modest annual contribution of
financial instiitutions to real G.D.P. in Jordan.

For Tourism, Hotels and Restaurants, a similar

rattern is observed. The highest credit growth rate was

observed in the vyear 1978 and it seems that this has

augmented the real growth rates in the following two vears

1979 and 1980. It should be noted that since 1979 there

seems to have occured a secular decline in the credit growth

rate tiil 1984, this is clearly reflected by the fact that
the actual yearly real growth rate after 1980 has never been

above the average annual growth rate for the pericd 1976-80.

In summery, we can draw some tentative concliusions
from the preceding analysis regarding the role of commeréial
banks in the economic develipment of the kingdom.

1. The commercial banks seem to have done their Jjob as
financial intermediaries admirably well and they were
successful in tapping enoromous amount of ideal surplus
balances and more than that they were responsible for
diverting these financial vresources to the desired
productive channels and in this way they seem to have
overcome the basic financial Dbottlenecks which the

Jordan economy might have faced in the absence of such
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an 1institutional framework, futher more their m?f&r'

success and contribution lie in the fact that they ﬂavé

facilitated and were instrumental in opening up new
avenues for ecomomic growth of‘Jordan economy both' at
aggregate levei and disaggregate‘ level. At the
disaggregate level the commercial banks fosteresd
economic progress Dby diverting flow of funds to the

desired sectors at appropriate time and in adeguate

amounts. J

-

This observation seem to be far more true in the

period from 1964 "to 1978, and at the aggregate level,

%

&

S

ey

commercial banks have plaved their wvital Fole in maintaining

22

high growth and price stability at crucial times.

2. The examination of sector~-wise credit growth vrates
convays the distinct impression that in number of vears
the bank credit has moved in an anti-cyclical manner to
real economic activity pertaining to various sectors;
this implies that the bank credit has been utilized as a
fine tunning device in an attempt to dampening down the
fluctuations of ncminal growth rates of (G.N.P.).

This 1is Dborn out by the fact that in number of
vears following the down turn in the ecconomic activity, the
credit growth rates have generally been on the rise in order
to prevent any recessionary trends and on the cother hand,
foliowing an upturn or arise: in  the economic activity

ndicated by Dboth nominal and real trend), a delibrate

b

¢
L

restricted credit policy move seews to have been sffeciive an
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order to contain _iﬁfl%tiénafy trends in the Jordanian

economy; in short ’%fééreful study of the changes in the

credit growth rates do bare testimony to the fact that

commercial Dbanks ,crcdit' has  been the most significant

instrument in the arsenal of the policy makers who have

always strived to achive high economic growth with price

stability.

3.

The analysis carried out on the preceeding sections
should not lead one to believe that the credit growth
rates have always leé.qr caused changes in real economic
activities. Our excercise points out that the financial
development and economic development have moved
closely and they have taken place simultaniously:; that
is to say, both seem to have comp lemented the growth of
each other.

Though the credit policy as reflected in extension of
credit to different sectors or the whole might look
apropriate and very promissing, we fear at times it has
beeneratic andfseemingly distabilizing (e.g.) there was
a sudden increase by 634% in credit extended to mining
in 1978 and in the subseqguent vear again there were
increases of 136% 1in credit extended to mining and
financial institutions respectively ( Table 2.11 c¢) ,we
fail to understand such exorbitant increasés in credit
all of a sudden. We believe this to be a serious lacunae
in credit policy adopted by the authorities since it has
very serious implications for the objective of price

stability.This is evidenced by the fact that the general
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price‘level 6n average increasedAby 37% betjééﬁ;1§76and
1980.7 This could partly be ascribed to add éi&%al doses
of liqguidity pumped into the economy by the auphorities
in the form of substantial flow of credit to “the sectors
of the ecoﬁomy, "After having discussed major items of
bank assets and liabilities separately. A consolidated
picture of the banking business is presented in Table
2.13 in the form of major banking ratios. These ratios

enable one to obtain an insight into certain temporal

changes in the magnitude of banking business and in the

£

inter-relationship between different banking variables.

The three ratios which are presented in table 2.13
clearly Dbrings out the relationship of baking activigies
with the growth of over all econoic activity in Jordan. The
ratios which are 1in the form of deposits/N.Y. and
Credit/N.Y., they are found to be increasing which clearly
denote the impact of growth of financial intermediaries on
the growth of the economy.

The credit/deposit ratio was found to be
increasing from 1964 to 1976, then in the vear 1977 there
was a big decline in this ratio which was an outcome of the
credit squees imposed by the C.B.J. specially on» general
commerce and trade. From 1977 onward, upto 1986, the
credit/deposit ratio was f§und to be more or less stable
except for some minor decline in one or two vyears. The
credit/deposit ratio during-the last decade ranges between

0.77 and 0.7.
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Table 2.13 : Main Key Banking Ratios - 1964 - 1886

Year Depo Credit/ Credit/ Year Depo Credit/ Credit/

sits/ N.Y. Deposit sits/ N.Y. Deposit
N.Y. N.Y. -

1. 2. 3. 4. 1, 2. . 3. 4.
1964 0.3 0.1822 0.601 1976 0.94 0.368 0.828
1965 0.24 0.1844 0.755 1977 0.47 0.369 0.77
1966 0.28  0.210 0.737 1978  0.53 0.426 0.742
1967 0.32  0.273 0.725 _ 1979 0.64 0.505 0.784
1968 0.37  0.246 0.76 1980 0.68 0.475  0.697
1969 0.33  0.239 0.79 1981 0.65 0.480 0.737
1970 0.29  0.244 0.79 1982 0.69 0.523 0.7585
1971 0.31  0.235 0.786 1983 0.76 0.552 0.7375
1972 0.30  0.299 0.69 1984 0.86 0.639 0.74
1973 0.36  0.256 0.721 1985 0.94 0.689 0.73
1974 0.41  0.304 0.739 1986 1.0l 0.727  0.717
1975 0.45  0.337 0.75

Source : Calculated From Different Annual and Monthly
Reports of The C.B.J.

Note : N.Y. = National Income
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In" the year 1975 the population per office served
was around 22917, (Table 2.14) in the vear 1980, it reduced
to the level of 15612 and in the year 1986 it has gone down
-further to the level of 10057. Over a period of one aecade
(i.e.) from 1975 to 1986 the over all fall in the population
rer office served by the banks turned out to be 56%. So one
can say on average that there is 5-6% fall in the population
served per branch in Jordan annually.

Table 2.14 : Total Number of Population Served per Office of
Commercial Banks

Year Population Served per Office
1975 22917.7
1980 15612.8
1985 10088.7
1986 10057.9

Source : Department of Statistics -~ Satistical Year Book 1986
C.B.J. Annual Reports, Various Issues. )

If one 1looks at the table 2.15 one can say that
the Dbranch expansicn in Jordan by all-commercial namks has
increased tremendously.

The Theme of this chapter as we have indicated
earlier is to highlight the vital role that commercial banks
play in the intermediation process which leads to economic
development. The fact is that they handle a substantial
share éf funds that flow from lenders to Dborrowers. The
checking accounts of commercial banks give them nearly
exclusive rights to accounts that can be used as a megnb of
payment and these accounts provide most of the country's

payment system.
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In order to discuss the achivements made by
commercial Dbanks in Jordan, in addition to what we have
discussed earlier, we will examine the consolidated balance
sheet df the commercial banks in Jordan for the period from
1870 'to 1986 to arrive at a solid and ceminted conclution
derived from the general trends in the balance sheet over
the period under study that is to what extent the commercial
banks have contributed and are contributing to Jordan's
economic development. '

The importance of the Dbalance sheet of the
commercial banks i1s to show at the end of the vear the
financial abililty and conditions which are prevailing
during a fixed period.

The balance sheet of commercial Dbanks is 3
customary reveals the properities and theilr values available
at the end of the financial vear for the shareholders or the
claims and obligations ranged against them, so we can define
the balance sheet of commercial banks as a dual financial
picture depicting on one hand the funds that are utilized,
on the other the sources of those funds.

In the comming discussion on balance sheet of
commercial banks, we will take up four financial ratios as a
sample of the financial development that commercial banks
have achieved over a period of time.

Current ratio or working capital ratic may be

defined as the proportion of the current assets which are
receiveable within one vear to meet the current liabilitaies

and obligations which are pavable within one vear. It shows
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the excess over fraction‘ighﬁhe aﬁility of the management to
meet day to day expenditufel

From the analysis of the Tables 2.16(b) the
current ratio shows deéféasiné trend from, 1970 to 1986
taking five vears interval period.

The current ratioc shows, inspite of its decreasing
trends a satisfactory figures against the standard ratio
which is supposed to be 2:1,. the ratio is to reveal the
excellent ability of  the management to pay their
obligations, but the table shows a declining ability through

out the period understudy.

Capital Structure Ratio:

The accountant use the term "Capital” to indicate
the proprities of the commercial banks., while others use the
térm "Capital Structure” in much broader term not only
equity but also all long term liabilities for the purpose of
our study, the capital structure ratioc has been calculated
by taking the long—term liabilities as numerator and capital
as denominator.

The ratio reveals the proportion of long-term
loans to capital. As the long term capital becomes longer in
proportion to the capital , the position of shareholders
weakened because of the longer claims on the shareholders
and because smaller margin of safty i1s given to them.

Tablé 2.16 (b) shows that the long-term locans to
capital ratio has experienced a fluctuating trend from 1970

to 1986. It indicates also the high proportion of long term



g,
loan to capital ani»thé posation of shareholders is weakend
due to the increase in the shares of outsiders 1in the

commercial banks.

Current Asset To Fixed Asset Ratio:

The ratio of current assets 1is an important
analysis to examinevthe ability of the banks tc meet day to
day requirements. The lgrger the ratio the Dbetter the
position and the abi%ity of the commercial banks is aquite
satisfactory. The ratio fhas been calculated by dividing
current assets over fixed assets. Table 2.16 (b) shows that
the ratio has an increasing trend in 1975 and 1980 as
compared to 1970 and 1986. The ab;lity of commercial banks
to meet its day to day requirements i1s excellent all over

the period under study.

Loan—-capital Ratio:

The Loan capital ratio is an important approach to
study the reason of high georing in capital structure and
the escaping from taxation. The ratioc has been calculated
by dividing long~term loans over the paild up capital plus
long—term loans.

The Table reveals that the proportion of long-term
logans to paid-up capital and long—-term loans was 0.88 to 1,
the vratio increasesed in 1973 and slightly decreased in

1980, but it has experienced a sharp decline in 1986,
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Table 2.16(B)
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-

. Main Financial Ratios %ﬁfThe Consolidated
Balance Sheet of Comme

cial Banks

Year Working Capital - Ratie of Current Loan - Capital
Capital Structure © Asselts to Fixed - Ratio
) Ratio " Ratio Assets
1. 2. 3. ; 4, 5.
1970 4.41 7.97 11.06 0.88
1975 3.88 9.48 22.53 0.90
1980 3.10 8.31 . 25.42 0.89
1986 1.93 11.18 ; 15.10 . 0.08
Source : Table 2.16(A)
Note Current Assets

Column 2

Column 3

Column 4

Column 5

Current Liabilities

Long Term Loans

Capital

Current Assets

Fixed Assets

Long Terms Loans

Capital Plus Long Term Loans
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":igét;:rn;s On Commercial Banks Capital:

“ The assumption of a normal level of eccnomic
a;tivity in Jordan during 1975 had a tangible impact on the
‘activiﬁies‘.gf the banking in particular. Table 2.17 shows
clearly the continues increasing trend in the capital of
commercial banks, starting with JD 10.9 miilion in 1976 and
reached to JD 103.2 million at the end of 1686. This
increase was due to the fact that in addition to the
incre%se in the capitalgﬁ some established commercial banks,
somé of the un-paid capital of banks was paid.

Survaying the columns of the Table understudy. we
see that the legal reserves are those assets that may be
counteé as reserves for the purpose of meeting the C.B.J.
requirements. Legal reserves have experienced a good rise
from JD 3.5 million in 1875 to JD 74.3 million at the end of
1986. Tﬁis trend reflects the increases in the deposits of
commercial banks and the rising of the legal reserve ratio
by the monetary authorities (i.e.) C.B.J.

Célumn on net profit, which appears in the
publications of the Central Banks of Jordan under the title
"Net Profit Before Taxes", showes that for the whole period
there was a good rise in the net profit from JD 1.50 million
in 1975 to JD 22.00 million in 1986.

Now we will discuss the ratios involved in this
table. Ratio of net profit to capital or the earning per
share or the rate of refurn earned on owners equity; that is
how effectively the owner's contributions were emploved

during the vyear . This ratio inficates how will management
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has used the funds supplied by creditors and owners, the
higher the ratio the more effect is the use of funds by the
bank,h This ratio of net profit to capital has experienced a
fluctuated trend through out the period from 1975 to 1986 as
indicated by the table. The weakness of this ratio that it
gives a bad picture of a rapidly growing bank which must add
additional outside equity capital in order to maintain an
adequate equity base. Since the new shares will reduce
earnings per share for few vears after the new issue is sold
and therefore it is not a proper or fair indicater of the
commercial bank's performance
‘ The vratio began in 1973 with 13.7 percent and
incfeased to 41.8 percent by the end of the 1981, after
which it has declined to a rate of 21.3 percent by the end
of 1986. t is worth mentioning here that the ration of
1984 which was 30.6% was because a certain bank has wrote
off a substantial debt in this particular year. ]
Taking the column on net profit to capital plus
reserves we can say that the ratio of net profit to gross
capital and legal reserves has a declining tendency through
out the period from 1975 to 1986. Taking the vyear wise
ratio, we find that the ratio of net profit to capital and
reserves showed increasing trend from 1975 to 1981 except
for the year 1977 which was 2.3 percent, and later on the
ratio showed a declining trend in the remaining yvears of the
periocd under study with the exception of 1981 with 287

percent.
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We ‘can contlude here with mich .confidence that the
management of commercial banks has Iéggbfmed its assigned
duties and discharged its vresponsibilities effeciently
towards the bank's shareholders. The.makimum net profit to
capital and vreserve ratio was achived in the year ‘1981 (
28.7 percent ). This year is of much.importance as it showes
the maximum net profit before taxes which was JD 26.3
million and in the same year the ratio of net profit to
capital was the highest though out the peribd, with 41.8
" percent. A bank with high rate of return on capitalwill be

in a position to capitalize i.e. it can take advantage of

all favourable opportunities.



Table 2.17

Year

Capital Reserves

Before Taxes

: Returns on Commercial Banks Capital

(In Millions of JDs)
Net Profit/
Capital Plus
Reserves (%)

Net Profit/
Capital (%)

1. 2. 3 4. 5. = 6. =
(4/2)*100 (4/2+3)*100
*5975 55.9 3.5_ 1.5 a 13.7 w_16.4 a
1976 16.2 4.8 4.4 27.2 21.0
1977 25.5 7.2 3.1 11.9 9.3
1978 43.1 11.7 7.5 17.5 13.7
1979 21.5 16.4 12.3 23.8 18.1
1986 35.3 21.5 14.8 26.8 19.3
1981 62.8 28.8 26.3 41.8 28.7
1982 82.0 49.1 26.6 31.2 19.5
1983 - 82.0 58.3 21.7 26.5 15.5
1984 83.2 69.7 25.4 30.6 16.6
1985 100.7 63.7 20.1 18.9 12.2
1986 103.2 74.3 22.0 21.3 12.4
Source : Calculated from C.B.J. Annual Reports - Various Issues



