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The Effects of Exchange Rate on aggregate Economic
Variables in Jordan

By: Adel Al-Ali
Supervised By: Prof. Wadi' Shariaha

The value of the Jordanian Dinar dropﬁed bonsiderably at the énd of
1988. This however, did not surprise anybody. The Jordanian economy had
been facing difficult economic, political and military challenges from the
véty beginning. Located as a confrontation state, with little economic
resources that are not sufficient for developing an infrastructure or
implem:enting economic and social plans, lordan was always forced to
borrow huge foreign loans which gradually developed into a great burden on
the Jordanian economy. A series of compulsory unmigrations to Jordan,
caused by political and military developments in the Arab world, had also
contributed to an increase in Jordan’s indebtedness. The deficit in Jordan’s
balance of trade was further affected by the import’s which have been
achieving higher growth rates than the growth rates of exports. Moteover,
the Jordanian economy is a susceptible one, which is directly influenced by

regional and world development. This was evident in the early eighties,

causing a drop in the sums transferred by Jordanians working abroad, -

specially in the Arab Gulf states. The Central Bank’s assets of gold and

foreign currency had also dropped. R V4

These factors had gathered to form the roots of the economic crisis

that faced Jordan at the end of 1988.
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This study aims at analyzing and measuring the impact of the drop in
the value of the Jordanian Dinar on the Jordanian balance of trade, local

prices, foreign indebtedness and food consumption:

The study falls mto five chapters. Chapter One represents the general
framework of the study. Chapter Twe reviews the begimings of the
Jordanian economy, its characteristics and the early developments in the
exchange rate of the Jordanian Dinar. Chapter Three discusses the definition
and importance of exchange rate as well as the factors which influence it. Tt
also reviews the 1988 crisis, showing its reasons. Chapter Four uses a
repression analysis to illustrate the impact of devaluation on certain overall
economic variables in Jordan. Chapter Five sums up the conclusions and

findings of the study.
Among such promment findings are the following:

- The crisis of the Jordanian Dinar in 1988 did not come as a surprise. [t

was a result of an accumulation of several economic problems.

2- Most production inputs n Jordan’s economy are imported, and

sometimes they are hard to produce locally, like oil for example.

3- Jordan’s exports and imports suffer mstability, due to the geographical

and goods concentration of Jordanian exports and imports.
The most important recommendations are:

I- Efforts should be made to lessen the susceplibility of Jordan’s economy
to surrounding conditions. This could be achieved through reducing
forcign debts and addressing (he chronic deficit in Jordan’s balance of

(rade.

2- The Jordanian Dinar’s exchange rate should be stabilized so that

confidence in 1l could be promoted.
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