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INTERNATIONAL MONETARY FUND
WASHINGTON. D.C, 20431

CAOLE ADODRLS

INTERFUN

March 22, 1990

Dear Mrs, Najdawl:

In response to your letter addressed to Messrs. Dooley and Ha;che, I
am enclosing a printout of the quarterly (Q) and annual (Y) time serles of
the real (REER) and nominal (NEER) effective exchange rates of the.
Jordanian dinar.

Please note that the data are confldential and not for public use,
and that they are not available for the period prior to 1%78.

- Sincerely yours,

%,_, /Zr /c_m—%

Shinjl Takagl
Econom!ist
Research Department

Attachment

Mrs. Arwa K. Hajdawl
P.0. Box 37

Central Bank of Jordan
Amman, Jordan
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Miss Arwa K. Najdawi
Central Bank of Jordan
P.O0. Box (37)

Amman - Jardan

Feb. 16th,1988

Mr. Mohsin S. Khan

Research Departiment
International Munetary Fund
Washington D.C.

U.5.A.

Dear Sir,

I am a Jordanian citizen working in the Central Bank
of Jordan at the Research Department as an Economist, and
in the mean time I am preparing for my Master Thesis in

i

the field of Economics at Jordan University

I have read lots of your writinga in the staff papers
published by your esteemed tund, but 1 am inférested in the
article entitled: " The Determination of the Balance of
Payments and Income in Developing Countries " - issyed
in the Manetary Approach to the Balance of Payments Book
(1977) 7» 8s the title of my HMaster Thesis js ; " Analysing
the effects of Hanelary Variables on Jordanian Balance of

Payments " | in which 1 will apply your highly quelified

Model on Jordan Econamy as it suifs}our Economy perfectly,
also 1 admire your thoughts,as you are considered as an

expert in the econuvmies of Developing Countries
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L will be grateful if You could explain how Yyou estimate

the coefficients & , p , ¥ + and how the variables Hd(t)

Y* (t) , AEd (L) are calculoted, so 1 can continue my Thesis

successfully, for the benefitg of Jordan tconomy ,

As long 88 you have the Computer Programs mentioned in

the Appendix of your Article, 1 would be grateful if it ig

possible to apply the Hodel on Jordan Economy in your

esteemed Fund; as we do not

have the suitable programs far

the purpose or estimnting the coefficients in your Model

Please inform me with the data you need for applying

that Hodel, any way yuu will find enclosed thelﬂonthly

Statistical Bulletin ( the latest) in addition to the

Yearly Statistical Serics (1964 - 1983 ) issued by the

Central Bank or Jurdan

i

Your early reply will be highly sppreciated . Thanking

you in advance for your cooperation

Faithfull yours,

Arwa K. Najdawi
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INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

CABLE ADDRCE
INTERFUND

March 1, 1988

Dear Miss Najdawi:

Thank you for your letter of February 16, 1988. 1 appreciate your
kind comments on my work on developiug economies.

Your thesis idea sounds interesting and I am sure it will yleld useful
results, What I would sugpest {s that rather than trying to apply the model
i developed in the paper you mention, you should perhaps consider the simpler

monetary approach to the balance of payments model contained in the paper by
Aghevll and Khan (Chapter 11) in the IMP book. The basic IMF approach to

stabllization is closely related to this model--as the enclosed paper wili
demonstrate.

If you follow my suggestion then you will only have to estimate at most
two simple equations: one for the change in internatlional regserves and the
other a simple demand for money function. 1 am sure you have computer programs
available to estimate single equations by ordinary least squares,

I wish you luck in your thesis.,

Yours sincerely,

N b S luio

Mohgin S. Khan
Assistant Director
Research Department

Enclosures

Miss Arwa K. Najdawl
Central Bank of Jordan
P.0. Box 37

Amman, JUHRDAN
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Assistant ID>ivrbor
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'Jj. INTERNATIONAL MONETARY FUND
f+]

é/¢ WASHINGTOMN. D ¢ 2043)
L2 -yi4-

FAHLL AGDRFGE
INTEHFUND

February 24, 1992

bear Ms. Hajdawi:

Thank you for your letter of January 20, 1992. I am sorry to say that

I did not recelve your pravious letter of November 7, 1991, which 1s why you
did not hear from me.

The problems you raised in your earlier letter are not uncommon when
one uses tlme series datn, as you are doing. The original study of minea
used cross-section data, and diflerences in results are qulte frequent.

In the context of time series data, 1 would suggest a modifled
approach. We can start with the basic money aupply identiuy:

(1) M ~D+ R
where M 1s the money supply, D Is domestic credit of che banking system, and
R is net foreign asscts. Putting thia {dentity into changes, i.e.,
AM = M - Mp_ 1. and solving for the change in net foreign assets, we get:
(1la) AR = AM - AD
The next step is to specify a money demand equatlon In linear form:

(2} A = aIAY + ﬂzA” + RJAP

where y 1s income, Il is the expected rate of inflation, and P is the price
level.
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How yeu have two possibllirics:

1. Estimate equation (2) and subscitute into (la) and see how this
explains changes in net foreign assets (balance of payments); or

2. Substitute (2) into (ia) to obtain:
{3) AR - ﬂlbY + azﬁll + 33&1’ - GI‘QD
and estimate (3). Note that a, should he clase to unity.

I hope these sugpestions will prove useful. T wish you the best of
luck in your research.

Yours sincerely,

AT Sl O

Mohisin S. Khan
Senlor Advisor
Research Department

Ms. Arwa K. Najdawi

P. O, Box 37

Central Bank of Jordan
Anmmnan, Jordan
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The Impact of Mometary Variables on Jordan's Balance
of Payments: An Analytical Study
Abstract

The methods employed in analyzing the effects of econcmic
changes on a country's balance of payments have undergone
drastic revision in the course of the last seven decades., The
evolution of economic ideas and analytical methods generally
follows, although sometimes with a considerable lag, the
emergence of economic problems requiring solution. Balance of
payments analysis, too, has been influenced directly by the
changing c¢haracter of international economic problems; in
addition, however, it has also been affected by changing
methodological fashions in the mainstream of economic thought.

What is ordinarily called "the balance of payments surplus
or deficit," or the "overall balance of payments", refers to
the net balance of certain financing items in the double-entry
bookkeeping system of the external accounts that reflects the
net monetary impact of the other transactions recorded in the
balance of payments statement. Since it is often the objective
af balance of payments analysis to acscertain the effect of scme
economic change on the overall balance, it is plausible to
approach the problem by analyzing the "money account” rather

than the numerous accounts recording transactions of wvarious

goods, services, and capital items, since the bhalance of

payments is essentially a monetary phenomenon. The change
YY4r

in the money account - the change in international gross

reserves - is directly linked to monetary balance in the

national economy by the condition that the change in externatl
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reserves must  equal the difference between the change in the

demand for money and the change in the supply of money of

domestic origins.

The main objective of this thesis revolves around
analyzing the effect of some economic changes on Jordan's
overall balance of payments by analyzing the "money accounk”,
Jordan is cousidered a small open economy with limited
rescurces  but, relatively active mwmonetary base.

Chapter one familiarizes the readsr with the monetary
appreach  to the Dbalance of peyments and its mechanism in
adjusting the balance of payments. In chapter two
special attention is paid to Jordan's balance of payments and
its preblems. Chapter three deals with the credit policy used
by the Central Bank of Jordan and its effectivness in the
national economy. While chapter four estimates the impact scme
monetary variables thave on Jordan's balance of payments. A
summary of the thesis findings, together with the conclusions
and recommendations is presented in chapter five.

In brief, the followings are the main conclusions from the
analysis in this thesis:

1 - Jordan's balance of payments disequilibrium, according to
monetary approach can be handled with domestic monetary
policy rather than with exchange rate adjustment.
Devaluation of the Dinar (Jordan currency) is considered
substitute to reducing the growth of domestic credit. But,
cevaluation lowers the wvalue of the dinar to the rest of
the world, while domestic <c¢redit control keeps stabhle

exchange rats, Also, devaluation will have further
[=]
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1egative effects, It will discourage transfer remittances,
by loosing confidence in the real value of the dinar. and
increase the price of imports. Since Jordan is an import
based economy, devaluation will have adverse effects.

The model estimated for Jordan suggests thet changes in
foreign reserves are positively related to changes in
domestic income, and negatively correlated with changes in
domestic credit expansion. The approach implies that the
Central Bank of Jordan can exercises some control over
international reserve flows by manipulating the component
of the wonetary base, through its credit expansion
policies.

Extended financial policy with credit expansion as its main
tocl. played a central role in deteriorating Jordan's
international reserves. Accordingly, Jordan's monetary
authority must excert intensive efferts tc develop open
market operations, so as to finance fiscal deficit through
private sector instead of credit expansion.

Most surpluses occured in Jordan's capital account were not
real surpluses, since they occured through external loans,
At the same time. most of these loans were used in
financing the imports of consuming and capital goods
required for development. This situation affected Jordan's
foreign reserves and caused them to deteriorate. As Jordan
has no developed money maerket to tap internal financial
vesources for development, any attempt at economic growth

will have an adverse effect on the balance of payments.
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