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Abstract ol
The Effect of Economic Adjustment Program on Jordar

Economic Growth
Prepared By
Issa Michal Saman Al-Kayyal
May 1994

This Study aims at identifying the International Monetary Func
supported economic adjustment programs and clarifying the: mau
economic policies and objectives pursued by these programs !. A
special attention is given to the adjustment program which has bee:
adopted by the Government of Jordan since 1992 . The program"
goals and policies are studied and compared to the actual economi
performance of Jordan economy  particularly the economic growtl

rate .

The study shows that the economic adjustment process is a necessary
process for Jordan economy in view of the economic instability
experienced in Jordan .in the second half of 1980’s , indicated by the
increase of aggregate domestic demand beyond the - capacity of the
economy .

In spite of the tightened demand side economic policies pursued by
Jordan within the framework of the adjustment program, Jordan ha:
been "able to achieve high growth rates . 1992 real GDP growth rate
was 11.3% , exceeding the projected program goal of 3% for the same
year .,

Due to the difficulties of isolating the effect of the program policie:
on the performance of macroeconomic variables in the economg
from other economic and demographic factors which also affect thi:
performance , an econometric macroeconomic model is used tha
links the macroeconomic objectives with the policy tools . The virtue
of this model is that it merges the Neoclassical growth theory usec
- by the World bank for estimating the financing needs of the
developing countries and the Monetary Approach to the Balance of
Payment theory used by the IMF to analyse sources of balance of
payments difficulties faced by the member countries .
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The study has been able , through the estimation of the mode
coefficients , and by using various economic data of Jordan econom)
to find out the effect of changes in the economic policy tools on the
economic growth rate of Jordan , inflation rate and the balance o
payment surplus or deficit .

From the perspective of aggregate demand and internationa
competitiveness policies , the study shows that an increase of 10% it
the domestic credit will lead to an increase of 2.4% in growth rate
- 3.01% increase in domestic inflation rate and 2.65% deterioration ir
the balance of payments . It also shows that the increase ir
government expenditure of 10% will lead to an increase in the
inflation rate by 4.37% , decreasing growth rate by 2.7% anc
improving balance of payment by 5.31% . '

- The devaluation of Jordan Dinar policy of 10% , leads to an increase
in inflation by 4.33% , decreasing growth rate by 4.51%: anc
improving the balance of payments by 4.98% . il

5
On the side of aggregate supply policies , the study shows that ar
increase of 10% in the private saving rate leads to reducing inflatior
by 6.20% , increasing growth by 3.84% , while it has a negative effec
on the balance of payment of 6.28% .

i
;

Regarding the policy of enhancing the productivity of factors of
production , it appears that such policy has a large effect on the real
sector and the monetary sector alike . A 10% increase in this
productivity leads to a 7.45% increase in growth rate

12.03% reduction in the inflation rate and 15.45% deterioration ir
the balance of payments . i

The study shows that the achievement of the projected program goal
of 3.4% growth rate in 1993 has to be accompanied by 14.19%
increase in domestic credit, 12.58% reduction in governmen
expenditures , 7.54% evaluation of the Dinar .

The study mainly recommends that no economic policy should be
pursued without identifying the quantitative relationship that link:
the economic policy tool with the goals and targets of this policy .
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Data Sources

Columns 1,2,4,5,8,3,11,14,15,15,17,13,20,22,23

are taken from :

fears 1963~ 1953 :Central Bank of Jordan, Yeariy Statistical Series (1964-1989)
Octaber 19849 , Special lasue .

Yesrs 1939-1992 : Central Bank of Jorcan , Monthly Statistical Bulletin
¥aol, 29, b, 4, Apri) 1993

Columas : 3,6,7,10,12,13,18,21
gre calcylated by the writer .

Column 24 o
international Monetary Fund , Internaticnal Financial Statistics ,
Year Book Englisn , 1990, pp. 448

Column 25 :
&1-Momani, Piad , “Jordsn’s Development Policy and its Performance , 1967- 19857
Dar Al-Amal |, Irdid, pp.25



Names of Abbriviated Variables used for Regression

Symbol

PYCPI)
Y

dkt/yt-1
G
C
C
T

1

(y-t)

mmwarax;ng;?Ngg

Name of Varlable

Consun;er Price Index (1986=100)
Norﬁinal Gross Domestic Preduct
Real Gross Domestic Product
Gross Investment

Depreciation

Net Investment

Net Investment Divided by real GDP in Previous Year
Norninal Government Consumption
Nominal Private Consumption
Real Private'Consumption

Tax Revenue

Real Tax Revenue

Real GDP minus Real Tax Revenue
Money Supply (Broad Definition)
Money Supply {Narrow Definition )
Nominal Imports of Goods & Services
Unit Value of Imports {1985=10Q)
Real Imports

Nominal Exports

Unit Value of Exports

Real Exports

Population

No. of Labor Force

GOP Deflator

Absolute amount of Gross Saving
Gross Saving divided by Real GDP

Share of Imports prices in Total prices




Data Used for Regression

Dyt
dkt/yt-1
DL
Dyt-DL
DPOP
Dyt-DP
Dc
D(y-1)
DM1
DmMm2

Rate of Change in Real GDP
Rate of Investment

Rate of Change in Labor Force
Rate of Change in Population
Rate of Change in Real Private Consumption

Rate of Change in real disposable income

Rate of Change in Money Supply (M1)

Rate of Change in Money Supply (M2)

Rate of Change in REAL GDP minus Rate of Change in Labor F |-

Rate of Change in Real GDP minus rate of change in populati
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