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Abstract

Analysis of Total Factor Productivity in Jordanian

Industrial Sector and the Effects of Foreign Trade on it

By : Ali M. Al-Nadi
Supervisor: Dr. Talib M. Awad

The main purpose of this study is to analyse the effect of Jordan’s
foreign trade liberalization on Total Factor Productivity (TFP) of the
industrial sector on three digit level, according to the International
Standard Industrial Classification (ISIC), and at the overall sectorial
level.

Focusing on the supply side of the industry, this study gives an
estimate of the competitive behavior as an indicator of the allocative
efficiency. Changes in the competitive behavior, due to the liberalization
of Jordan’s foreign trade, which resulted in exposing domestic industries
to a higher level of competition with imports since 1989, also has been
estimated. The final part of the study focused on the effects ofthe
changes in the competitive behavior on (TFP) in each industry as an
indicator of its technical efficiency.

Based on this analysis, the effect of foreign trade liberalization on
various industrial activities was evaluated. The evaluation depends on
technical gains, which were realized in every activity, and on specifying
the sectors which lost factors of production and the sectors which
attracted these factors. Furthermore, the analysis of variance for TFP was
utilized to follow-up on the movement of resource reallocation over
time.

The results of the study reflect that the overall effect of foreign
trade liberalization on the competitive behavior of Jordan’s industrial
sector is positive, the observed level of monopolistic behavior receded
dramatically, even though the progress on this front was not noticeable in
many industrial activities, which calls for more attention to be given to
market distortions, the barriers to entry and exit, and to the internal
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mobility of resources which constituted a major hindrance of competition
and resource allocation.

On the technical efficiency level, it was observed that the overall
growth rate m TFP of the industrial sector as a whole has declined
slightly, despite the improvement witnessed by most industrial activities
in this regard. The reason for the declining standards of technical
efficiency, in a limited number of industrial activities, can be attributed to
the rising level of monopolistic behavior of these activities, despite the
era of trade liberalization. The most important industries which did not
reflect any decline in their monopolistic behavior are the tobacco and the
beverage industries, which are the same industries for which import
liberalization was delayed due to the nature of their products which were
considered as Iuxuries, followed by industries the products of which are
of domestic nature such as power generation and oil refining.

On the other hand, the study revealed that export-oriented industries
have experienced a slight improvement in their competitive behavior and
technical efficiency. Furthermore, it also revealed that trade liberalization
have contributed to the rising capacity of the industrial sector to absorb
more employees and lessen its dependence on capital accumulation.
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