
damit ein Diskurs über das Verhältnis von Nord und Süd sein müssen. Und somit 
wird er sich vor allem auch mit uns, den Inländern der Industriestaaten, belassen 
müssen, um produktiv zu werden. 

ANMERKUNG 

1 Vor aJlem In Staaten, die vor dem industriellen tak9~ff keine Verwaltungszentralisisrung 
durchmachten. werden sich nationaijstische Ideologien gegen die Verstädterung wenden. 
Oie unterschiedlichen Muster bei der Entstehung von Nationalstaaten können hier nicht 
behandelt werden, vgl. dazu abar seten-Watsen 1977. 
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STRUCTURAL ADJUSTMENT ALTERNATIVES FOR JOR­
DAN, GIVEN THE ROOTS OF THE ECONOMIC RECESSION 

Abstract 
The boom of fhe Jordanian economyafter 19731asted (/1/1982. Then unemployment 
Increased sharply, whi/e imported labour had replaced Jordanian labour, because 
Jordanlans prefe"ed to work in the Gulf count,ies. The article analyzes fhe factors 
under/ying the economic crisis after 1982. The budget deficits, the saving gaps and 
the balance of payments deficits are ana/yzed over aper/cd of 25 years to gain insight 
in the development of the crisis. SubsequenUy alternative adjustment pol/eies are 
recommended to avoid unemployment and the welf known soeial costs of structura/ 
adjustment. 

Introduction 

Jordan has a narrow productive base. IIs only natural resources are phosphate, 
potash and limestone. Less Ihan five percent of its agriculJural land is arable and 
water Is a scarce resource. The services sector accounts lor nearly 60 percent 01 
GDP, while the industrial sector is only contributing 15 percent. The Government has 
pursued liberal polldes In trade,labour migration and loreign exchange translers and 
stimulaled the private seetor. The publie sector Is slill big however and its productivity 
Is low, just like in the services sector in general in Jordan. The current per capita GNP 
In 1987 was 1560 US dollars. 

In a sense Jordan Is an oil country without oil being explolted in the country. The 
Jordanlan economy is hlghly linked to the economy of its oil produdng neighbors and 
Iluctuates strongty with Iluctuations 01 the oll price. The relations are 01 three types, 
which will be dlscussed when the short and medium term elleets 01 struetural 
adjustment on employment will be analyzed: 
1. The Gulf countries provide many employment opportunities lor Jordanians, par­

ticularly lor skilled labour. Remittances Irom these foreign workers are very 
Important lar the Jordanian economy. 

2. The Gu~ countries are an important export market lor Jordanian industrial enter­
prlses and agrlcultural producers. 

3. Jordan receives a lot 01 aid lrom the oil produdng Arab countries, particularly as 
a lrontline state w1th Israel. 

Economic recesslon: Increasing unemployment 

The economy boomed between 1973 (the lirst oil crlsis) and 1983 (the year after 
the worst year 01 a worldwide economic racession). The economy grew over 10 
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percenl per year tram 1977 1i11 1982 and operaled al full employmenl. The Inereaslng 
Importance of forelgn workers In thls penod Is remarkable. I1 Inereased from 400 
non-nallonals In 197310 118.800 In 1987. Thls can be explalned by Ihe preference 
of Jordanlans for beller paid jobs In the Gu~ counlries. Weillrained Jordanians left 
Ihe country, whlle usually unskilled Egyplians came 10 work In Jordan. Neany 40 
percenl of Jordan's labour force is ernployed abroad. 

After 1980 unernploymenl for Jordanians inereasad from 3 10 5 (1983) and 9 
percenl (1987; RSS, 1988). Recenl estimales are even hlgher (14% for 1987; Dep. 
of StaUsUes, 1989). Slgnlflcanl changes In Ihe slrueture of the labourforce have taken 
place dunng the lasl decades as weil. Whereas In the early 1980s same 40 10 45 
percenl of Ihe labour force was engaged In agricullure, nowadays the agncultural 
share of the labour force slands al aboul15% (Wand Bank, 1989). For the domestie 
Jordanlan labour force, Ihe decUne of thls share has been even more pronounced. 
Agricullural employmenl has grown substantlally Ihrough a concenlraled ellort 10 
develop Ihe Jordan Valley. 

Rlslng asplrallons and hlgher eamlng opportunilies led many Jordanians to prefer 
non-manual Jobs, In Ihe Induslrial and service sectors, either domestically or abroad. 
The vacaneies thaI appeared In the agricullural sector (and all manual work) were 
filled up by "guesl" workers from nelghborhood counlnes, partlcularly Egypl. Working 
in Jordan was an allraclive option because of the slrenglh of the Jordanian Dinar 
vls-Il-vls Ihe currency In counlnes IIke Egypl and Syna. Whlle In 1986 non-Jordanlan 
workers made up nearly 30 percenl of Ihe domestle labour force as a whole (World 
Bank, 1988:48, 87-89), In agrlculture alone Ihe employees originaling from other 
countrles have become a majority. 

Glven the contlnued grawth of the labour force, the resull was a subslanUai rise in 
unemploymenl, In particular arnong nallonal laborers. The faetors conlributing 10 
Inereaslng unemployment have been summarlzed by Khallb (1989:5-10). Wilh re­
spect 10 the supply slde he menllons: 

1. The large Inereasa In populalion; 
2. Coerclve Immlgrallon waves fram Occupled Palesllne; 
3. The Ina-easlng number of mlgranls from Egypl and Syrla, whlch accepl lewer 

wages than Jordanlans and accepl poorer working condillons. The Jordanlan 
Open Door Pollcy also enhances migration whlle Ihe exchange rale makes 11 
Inleresting for forelgn laborers to work In Jordan. 
On the demand slde the following faetors played a role: 

1. The drop In oil prices; 
2. Cornpetitlon from labour from SOUlh Easl Asla In Ihe Gu~ countnes; 
3. The non-paymenl of pramlsed finaneial support by same Arab countnes; 
4. Entrepreneurs hesitate 10 Invest, reflecting uncertalnty due to faetors like the 

Iraq-Iran war and Ihe siluation In Occupied Palestine; 
5. Concentration on capital-Intenslve projeets In the firsl Flve-Year Plan; 
6. Umlted man power turnover, which means high wage rates golng on, despite a 

dea-ease In demand and a continuously Ina-easing supply of labour. 
The domeslle employment situation Is charaetenzed by a serious mismalch 

between supply and demand. The supply of certaln categones of professional and 
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lechnlcal manpower, such as doetors and engineers, Is lar in excess 01 what can be 
absorbed by the domestie economy and Ihe supply of agricultural workers was much 
less Ihan Ihe demand lor It (Fariz, 1988:11). In Ihe past the excess supply 01 highly 
educated manpower could easily be absorbed in Ihe labour markets of the oil-rich 
Gu~ states, bul this became more and more difficult. The economie recession resulled 
In a decilne of the grass nalional produel ln 1988 by 4 percenl (IMF Survey, July 
1989). 

The Structural Adjustment program and Standby arrangement 

In this situation Jordan had not much choice but to call on Ihe Inlernational 
Monetary Fund (IMF). March 1989 the Jordanian government agreed on a resche­
duling of ils debts and reached an agreemenl on a five year readjuslmenl program 
wlth Ihe IMF. In July 1989 the IMF announced a standby arrangement with Jordan 
and support from the Compensatory and Contlngency Flnaneing Faeility (CCFF). A 
lotal of SDR 76.66 million can be used by Ihe Jordanlan governmenl. SDR 16.66 
million Is avallable Immedialely under Ihe compensatory element of Ihe CCFF and 
SDR 80.0 million Is avallable over the next 18 monlhs under the Sland-by arrange­
ment. 

The medium-term objectlves of Ihe authorities' adJustrnenl prograrn, whlch Ihe 
sland-by arrangement supports Ineiude (IMF Survey, July 1989): "The resloralion 
and steady recovery 01 economie growth to about 4 percenl by 1991 , a lowering or 
Ihe Inflation rale 10 less than 7 percenl by 1993 (tram 14% In 1989); and the elimination 
of Ihe exlemal currenl aocaunl defieil by 1993". 

Table 1: Summary Jordan's Structural Adjustment Program 

Medium term objectlves SAP 
1. RestoralIon and sleady recovery of 
economle growth 10 about 4 percenl by 
1991 
2. A lowering of Ihe Inflalion rale 10 less 
Ihan 7 parcent by 1993 
3. Tight demand-managemenl polieies 
involvlng expendilure restraints and 
revenue mobilization 
4. A reduction 01 Ihe govemmenl budget 
defleit tram 20% of GDP in 1989 to 4.5% 
In 1994 

Souree: IMF SUNey, July 1989. 

Announoed structural reforms 
1. A reorlentation of investment incen­
tlves 

2. Trade liberalization and larill reforms 

3. The ellmlnallon of the current aocaunt 
derieit by 1993 

4. Budgetary reforms 

5. An actlve use of Interest rate and ex­
change rale pollcy 
6. Deregulallon of Interest rales 
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The IMF notes that the achlevement of these objectives requires a strong domestie 
adjustment elfort encompasslng structural reforms such as a reorientation of Invest­
ment Incentives, trade liberallzation, tarilf reforms and tight demand-management 
poIides. The latter Involves expendlture restraInt of 3 percent comblned wlth a 3 
percent Inerease in revenue mobllizallon, but also budgetary reforms and an active 
use of Interest rate and exchange polldes. The government has cut Its capltal 
expendlture, reformed Its laX system and reduoed Ihe number of Income laxdeduc­
IIble lIems. 

The Jordanlan Minister of Flnance announoed In Oetober 1989 that the country 
had secured concesslonary long-term foreign loans from the World Bank and the 
Japenese and West German governments, totalling US $ 317 million to improve the 
balance of payments (Jordan TImes, 15-1 0-1989). The avallabllity of external flnane­
Ing 15 essenllal for the achlevement of the objectives of the structural adjustment 
prograrn. 

Accordlng to the minister, the government had made progress In curbing overall 
expenditure; however, people with low incomes will still benefit from a number of 
measures proposed In the 1990 flscal budget, such as a reformed Income lax 
structure whlch will stiliinerease govemment revenue, while benefitting the poor. A 
substantial allocation for basic foOO subsidles (posslbly JD 60 million) was also 
announced and the Minister mentioned a consumer tax at producllon and customs 
points, because a value added laX was consldered not feaslble In Jordan. Flnally a 
11ft of the ban on Imports of luxury goOOs was announced, slmultaneoustywlth hlgher 
customs tar1fts. 

What thelmpacl of these and other,less sodaI, measures will be remalns however 
to be S99n. At any rate, more elforts almed at ernployment-generating growth will be 
requlred and It would be deslrable to have an analyticai frarnework to assess the 
Impact of these polldes and posslble alternatives. 

The proposed program Is a typlcallMF structural adjustment prograrn: 

1. It stresses the Importance of elimlnating the current account defldt, or to restore 
the external equllibrium; 

2. It trles to Iower Inflation by light demand-management polldes. 
3. It pays no attention to the negatiVe short term employment elfects, hoplng that In 

the medium term Investment Incentlves will result In sulfident new employment. 
4. II d09S not pay attention to the elfects of the prograrn on the Income distribution. 

The Flnandal Tlmes (6 April 1990) announoed that Jordan wins IMF approval of 
reform. The approval for Jordan's progress on the year-old economie reform plan 
dears the way for payment of the nexttranche of a 77 million US dollar standby eredit. 
Thls will lead to a dlsbursernent of 44 million US dollars, but more Importantly make 
It easler to obtaln and draw down loans worth 325 million US dollar from the World 
Bank, Japan's Overseas Economlc Co-operatlon Fund and West Germany. 

Thls money would help Jordan reschedule about 640 million US dollar in payments 
due on losns from govemment eredltors In 1991 and to reschedule as much as 
posslble of roughly 450 million US dollars In Interest due on other foreign Ioans 
(Anandal TImes, op.dt.). Jordan has a B billion US dollars forelgn debt. The country 
agreed with the IMF on monetary and economle polides for 1990. These Included a 
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target for real growth of 2.5 percent, limits on the budget d~fidt, malntalning a stable 
exchange rate for the dinar and restnctlng money supply growth to bnng Inflation 
down to a maximum of 10 per cent. . . 

These elements of the IMF program will be discussed In the followlng sectlons, 
where after an analysis of the roots of the erlsls, we will also provide some elements 

of an alternative approach. 

A gap analysis to assess the causes of the economic recession 

The chances 01 success 01 a structural adjustment program are higher iI Ihe 
program addresses the causes of Ihe crisis thatled to the present recession in Jordan. 
A three gap analysis may add to our Inslght (cf. Taylor,1989). In the s,xt,es two-gap 
models becarne popular, based on the work of Chenery. Taylor has suggestedto add 
to the saving and foreign exchange constraints the investment demand (wlth the 
possibility of analyzing erowding·in of private by publie capital formation) and to 
analyze inflation. Dornbusch and Helmers(1988) provide the mathematlcs by d~nvlng 
what they cail the basic balance of payments equatlon/and wh Ich they conslder a 
goOO starting point to analyze adjustment in a given country: 

(1) aggregate demand and supply: 
Z- C+I+X-M (Z- gross domestie produet) 

(2) the expenditure dedsion: 
Y- C+S Cf- gross national income) 

(3) balance of payments equation: 
Y-Z-NF+NT(NF-net factor payments; NT -net unrequlted transfers) 

(4) the two gaps are obtained by substitution: 
S-I - X-M +(NT-NF) (savings - investments-e,lSports-lmports) 

In practice X-M Includes NT and -NF 
(5) the domestie accumulation balance: 

T-G-Ig + Sp-Ip - X-M (T-gov.rev.;G-gov.exp. and Ig-gov.invest) 
It reads: the budget defidt plus the private savings gap equals the balance of 

payments gap. By definition these three accounts must reach ex post balance. Taylor 
(1989) mentions four ways in which the aggregate savlng supply IS brought Into 
equality wlth the value of investment demand: 

1. Variation in the level of output 
2. Foroed savings caused by changes in prices relative to a nominally fixed magni­

tude such as the wage or exchange rate 
3. Variation in the value of sales or purchases of a commodity 
4. Determination of the level of Investment by available saving. 

A gap analysis in the ease of Jordan 1 

Figures one to three show the fiscal gap, the trade gap and the ~ving gap, based 
on figures published by the Central Bank. World Bank and IMF flgures were also 
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uSed, as lor example In table 2. The table gives the Central government defieit as a 
percentage 01 grass domestie producl and the inllation lor the period 1978 to 1989. 

Table 2: Jordan's Central govemment deficit as percentage of GDP at . . 
consumer pr/ces 

1978 25.4 n 1984 9.3 126 
1979 9.9 91 1985 9.5 130 
1980 11 .2 100 1986 7.9 130 
1981 10.0 112 1987 14.7 129.6 
1982 9.7 118 1988 14.5 *133.7 
1983 7.6 124 1989 

Soures: IMF SUNey April 2, 1990. • Wor/d Bank 1990. 

The delleit as a percentage 01 GDP was very high In 1978 and In 1987 and 1988, 
the two years precedlng Ihe negotiations wlth Ihe IMF. Inllatlon was qulte stable In 
1985,1986 and 1987, butlnaeased recently. As will be explalned below, the decline 
In lorelgn ald alter 1982 put a s&Vere straln on Ihe govemmenrs budget In Ihe 
lollowlng years. The Wor1d Bank (1990) mentions that Jordan's fiscal performance 
has also deterlorated slnce1963, alter steadlly Improvlng durlng Ihe prevlous 5 years: 
'lhe overall budget defldt Oncludlng grants) was brought down !rom over 17 percent 
01 GDP In 1978 to under 5 percent 01 GDP In 1983'. Table 2 shows It has inaeased 
slnce lhen and stoad at 14.5 percent In 1988. 

The eurrent account balance as a percentage of GDP turns out to be very sensitive 
lerlhe amount 01 remlUances and grants transIerred. II all translers are Included there 
was a surplus In 1980, adelidtal -6.9 and -6.2 In 1984 and 1985 and 01 -7.0 and -4.7 
In 1987 and 1989 (World Bank, 1990). Alter 1982 a stagnation 01 remlnances was 
the result 01 a slowdown in out-migration. Between 1982 and 1989 Ihere was also a 
30 percent reduellon In grant ald, whlch tradltlonally flnanced about 30 percent 01 
Jordan's Imports and arnounted to about 80 percent 01 govemment revenue. External 
and Internal demand lor Jordanian goods lell and a slowdewn In growlh took place. 
Unernployment was Ihe result 01 !hIs recesslon. Flnally Ihe savlngs gap Iluctuates 
strongly, but Is baslcally negative s1nce 1980. 

The root. of the economlc crlsls 

The econornle recesslon was trlggered oll by the low oil prices In 1982 which 
allected the regional economy strongly. Labour expor1s to the GuH countries had 
been an Important outiet and a source 01 loreign exchange. Employment oppor­
tunlties abroad decreased drastically alter 1983, whlle competition Irom labour Irom 
Soulh Asla, wllling to werk lor lowerwages Inaeased. Besldes a drop in rernlnances, 
Jordan also sullered !rom a reduelion 01 the aid Ilows Irom GuH countries and Irom 
decreaslng expor1 oppor1unities to these countries. Imports 01 cars and luxury goads 
whlch had soared In the 1980s could not be allorded any more. 
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The prolonged recesslon In the region has not only slackened economie aetivity 
in Jordan, but It also brought to the surface the underlying \)'eaknesses in government 
linances and the balance 01 payments, which both used to rely heavily on extern aI 
resources. The defidts alter 1983 were linanced with loreign loans, which inaeased 
the extemal debt and Ihe debt service ratio substantially (IMF Survey, July 1989). 

The main under1ylng weaknesses 01 the Jordanlan economy are very high popu­
lation groW1h (3.8 percent per year) and an educational system that produces tao 
many graduates lor wh ich there is no demand, while the induslrial seelor contributes 
only 15 percent to Ihe grass national produet (GNP). Jordan also suffers Irom limited 
natural resources, a relatively narrow produetive base (the sm all industrial and 
agrleultural seelers) and a heavy economie dependence on neighborlng oil-rich 
countries. 

The Government pursued outwardlooking and liberal policies as lar as labour 
migration, trade and lorelgn exchange were concerned. The development 01 the 
private seetor was promoted. This seetor remains small, however, and is dillieult to 
stimulate to explore other export markets than the Gull countries lor example. At the 
same time the International demand lor Jordanlan phosphate and potash weakened 
and thelr prices went down, which conlributed to lIle balance 01 payments dilfieulties and 
Ihe budget defidts. 

Adverse developments in the regional economy, an exceptionally high labourlorce 
groW1h rate, Inappropriate pest development policies, as weil as inadequate respon­
ses to changed cireumstances have resulted In an employment problem 01 enormaus 
dimension. Given the aeute employment situation In Jordan, a comprehensive 
employment-generating groW1h strategy Is requlred, whlch gives due aUention to 
sodal conslderatlons. 

Ta conclude, the roots 01 the aisis in Jordan are partially extemal (partieularly the 
consequences 01 a lewer oil price In the elghties) and partially internal shocks. The 
laUer reler to the decline 01 exports due to an overvalued Dinar and a concentration 
01 exports to the Middle East markets. 

An alternative analysis based on Taylor 

Taylor (1988:11) stresses that the IMF approach Is alten based on the assumption 
that Inllation is caused by money aeation. Other possible causes 01 inllation are a 
certaln Income distribution (rellecting conflicting distributional dalms) and 'a set 01 
rules ler prlce lormation that expands the confliet into a cascade 01 price inaeases 
throughout lIle system'. Examples 01 the second type 01 causes 01 inllation in the 
Jordan situation are: 
a. Restrieted agrieultural supply as a cause 01 Inflation, while Imported agrieultural 

produels Inaeased strongly in price because 01 the devaluation. 
b. Restrieted supply by sm all and medium industrial enterprises, while the prices 01 

their goods increased strongly because 01 the high Import contenl. It is diffieult 
however, to lind local raw materials, spare parts or equipmenl. 

e. In the case 01 Jordan Import strangulation, whlch has contrlbuted to a deceleratlon 
01 economle groW1h and employment generation (llO, 1987e:3O). Awareness 01 
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this problem Is particularly relevant in the case of Jordan, because due to the 
limited availability of natural resources most raw maierials have to be imported. 
When no forelgn exchange is available for these imports the effeets are \Wofold. 
One, enterprises are forced to produce below capaeity, whlch Inereases their cost; 
secondly the entrepreneurs can ask higher prices since their goods have become 
scarce. Through these \Wo mechanisms inflation Is enhanced. 

Alternative adjuatment poIleies 

Apart from Its Ineffieiency to achieve the dornestic resource reallocation necessary 
to reduce the extemal disequilibrium, the conventional adjustment program also 
tends to lead to high social costs. The main burden of adjustment falls In general on 
the poorer segments of the population (ILO, 1985:35-36). 

The goals of achlevlng greater effieiency and of stimulating tlght demand manage­
ment are \Wo Important elements in the IMF's struetural adjustment prograrns. The 
latter require cuts In public expenditure to reduce the fiscai defleil. Regarding the first 
element,lt has to be noted that, effieiency Is measured on the basis of a given method 
of produetlon, and thus (Indirectly) on a given distribution of Incomes. Because 
allempts to ralse effldency will also affecl Income distribution, the laller oughtto be 
part af the requlred strategy. Another reason for thlsllesln the faet that cuts In public 
expenditure on heaHh, nutrition, houslng and education, are not merely unjust Irom 
a social point 01 vlew, but are also detr1mental to the produetive capaeity 01 the poor 
and hence capadty lor growth of a country at large. Thls Is where the ILO's strategy 
oomesln. 

Structural adjustment wlth equltable growth: the ILO alternative 

The strategy 01 the tLO comprlses both etements 01 the conventlonat adjustment 
prograrn and measures to promote emptoyment and to Improve wenare conditlons 
01 poorer groupsln society. Illorms a more approprlate point 01 departure for tackling 
the probtems whlch Jordan laces than the IMF model. Emptoyment promotion and 
Income generation lor vulnerable groups are key Issues In the ILO's approach. 

It Is Inereaslngly recognlzed that there Is a need for greater attention to redueing 
the social cost 01 struclural adjustmenl. The latter can be brought about most 
effectively by adoptlng measures aimed at resumptlon 01 equltable growth, Instead 
01 those whlch lead to stagnation, or have contractionary effecls. This Implies the 
need lor a comprehensive strategy, encompassing both maero-economlc adjust­
ments and mlero-economlc Interventions, in which investments directed to improve 
the produclivity and Income generating capaeity 01 the poor are given priority (see 
ILO, 1989:31-33). 

The framework 01 struetural adjustment outlined by the ILO can be summarized 
as lollows (ILO,1989:36-60): 
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Macro-economic policies 
AI . Reduclng money supply; 
A2. Redueing l iscal defieits; 
81. Exchange rate adjustment; 
82. Trade liberallzation ; 
83. Changing the role 01 govemment; 
C. Resource mobilization and investment; 

• 

These maeroeconomic polides are not very different from what the IMF would 
usually tike to see in a country demanding Its assistance. 

Micro-economic policies 
D. Mlero-Interventions, as means to Improve the lunetioning 01 markets; 
EI. Improving the performance 01 economic units by encouraglng and laeilitating 

relorms at the lirm tevel; 
E2. Improving effieiency in the public sector; 
E3. Improvements in Investment planning and projeet Implementation procedures; 
E4. Pollcies dealing with education and training; 

Here the ILO goes beyond the tMF maao approach, by suggesting miaoeconomic 
poil des, particularfy those conceming firms 01 differentsizes and policles concerning 
education and training. 

Labour marker policies 
Fl . Labour legislation and regulation to guarantee a minimum level 01 protection for 

workers, to guarantee that they will share in the Iruits 01 development, and to 
enhance the partieipation 01 workers in steering the course 01 development; 

F2. Relorms to Improve the operation 01 labour markets, subjeet to the lundamental 
considerations 01 basic human rights and the protection 01 minimum tabour 
standards. 

These are typical tLO polieies and one can only note that labour market polieies 
rlsk to Introduce rigidities in the functioning 01 these markets. On the other hand 
certaln minimum provisions are necessary and not necessarily harmful as can be 
conduded Irom the soeio-demoaatic experiences In a number 01 West-European 
countrIes. It will still be necessary to elaborate the ILO Iramework lor speeilic 
countries. 

Alternative adjustment polic les based on Taylor 

Without denying the need lor structural adjustment in Jordan, serious doubts arise 
regarding the appropriateness 01 the IMF's approach to the problems which the 
country laces. Adjuslrnent as the IMF envisages it is primarily locused on restoration 
01 externat equilibrium, i.e., redueing the current account delieit to a manageable 
level, given the country in question's access to extern aI linance, with domestic price 
stabillzatlon being consldered as an aim 01 secondary importance (ILO, 1985:35-36). 
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Actually, Ihe measures almed at achlevlng greater external equilibrium may be 
Inllallonary. Thls should be recognlzed, because H at the same time unrealisllcally 
low targets lor Intemallnllation are set, a lar more dellallonary pollcy will have to be 
adopted Ihan Is requlred to attaln external balance (ILO, 1987b:58). 

We will suggest an alternative program, based on the erltidsm 01 Taylor and Ihe 
ILO and stresslng Ihe Importance 01 provldlng employment In Ihe short and the 
medium term. 

The short term effeets: a Soelal Development Fund 

At present Ihe need lor greater concern lor Ihe sodal consequences 01 structural 
adjustment Is more wldely acknowledged than a lew years ago. illustrative lor Ihat 
lact Is Ihat also Ihe World Bank's pollcy underwent gradual changes towards 
supportlng greater sodal orlentation 01 governments' expendlture. 

The World Bank has suggested lor example to ereate a Sodal Development Fund 
as part 01 Ihe structural adjustment program. It will Iinance partlcularly actlvitles 
undertaken by non-governmental organlzatlons (NGOs). The Idea is to stimulate 
Ihern to go Into, or to step up development actlvitles. The Sodal Development Fund 
would finance projects ereallng employment, particularly In Ihe rural areas and small 
towns. The Idea 01 Ihe Bank Is Ihat NGOs could reach people sullerlng most Irom Ihe 
short-term negative consequences 01 structural adjustmenl They may not beneIlt 
Irom normal sodal programs and Irom Inereased economlc activllles, concentrated 
usually In the urban araas. 

In Jordan a number 01 NGOs are active. They are olten rellglous Insplred 
organlzallons. Most 01 Ihem are at present not Involved In productlve, but mainly In 
sodaI, re/Iglous and educatlonal acllvlties. Since NGOs In Jordan have no coordlnat­
Ing structure at Ihe moment they have been Invlted to setup such an organlzatlon. 
The umbrella organlzallon should luncllon as an Intermedlary beIWeen the NGOs 
and Ihe Bank and iI would dlseuss the proposed projeets wilh the Mlnlstry 01 
Plannlng. 

A lew compllcations can be expected In Ihe case 01 Jordan. In Ihe first place the 
NGOs seem to be reluctant to collaborate via an Apex organlzatlon wllh the Ministry 
01 Planning. They laar Ihls minlstry will limit thelr Ireedom 01 action. Secondly, most 
NGOs are not Involved in producllve aetivities and it may be dillicult to starl such 
activitles. Finally some 01 Ihe bigger NGOs are linancing organlzations Ihemselves 
and Ihe quesllon Is whether Ihey are able to step up thelr acllvlUes and to get Involved 
In dHferent type 01 activities to appralse, flnance and monitor. The organizational 
structure Is not yet dear and the question Is whether a lormula Ihat worked in Ihe 
case 01 80lMa will also work in Jordan (Van Dljk, 1990). 

Struetural adjustment and mediumterm employment effeets 

Glven Ihe magnitude 01 Ihe ernployment problem In Jordan, IWo sets 01 polides 
regardlng employment promotion will have to be Incorporated In Ihe government's 
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development strategy. The first set centers around the need lor employment promo­
tion In the domestie economy. The second concerns slll,.cilie measures to ereate 
employment lor target groups, induding policies to promote the eXlernai demand lor 
Jordanian labour. No lull jusliee can be done to the above-mentioned ILO 
Iramework lor struetural adjustment. We will diseuss only a limited number 01 
measures. This discussion incorporates some 01 the recommendations concern­
Ing unemployment reeently made by an interministerial eommitlee (summarized 
in Van Dijk, 1990a). 

The major contribullon to a sustained growth 01 productlve and adequately Income 
generating opportunities lor Jordanian workers lies in development 01 the domestie 
economy. An overaliinerease 01 gross domestie product Is a necessary, but by no 
means sullicient condition to absorn both new entrants on the labour market and the 
current backlog 01 unemployed. Such growth will also have to be more labour-intens­
ive, at least during the first years to come. This implles adoption 01 more labour-in­
tensive techniques 01 produetion and diversifying the productive base, by putting 
greater emphasis on produetion 01 more labour-Inlensive goods and services. Closely 
linked to this, are questions regarding the seeloral composition 01 output and 
employmenl, which have to be considered agalnst the background 01 Ihe likely 
changes In the structure 01 the labour lorce In Ihe direetion 01 a younger and more 
educated labour lorce. 

A number 01 maero and miero-economie measures are required lor bringing aboul 
such a change In Ihe slructure 01 production. Conventionally investments in Ihe 
private seator are Ihought 10 be stimulaled by relrenchmenlln Ihe public seator. The 
argument Is based on the hypothesis 01 'erowding out' 01 private Investments. Simply 
put, the corollary Is that the smaller the role 01 Ihe Stale the better. In many cases, 
Instead 01 'erowding oUf, one could more aptly spea/k 01 'pulling up'; in many situations 
publle Investments are complementary to those In Ihe private sector. Investments in 
Inlrastructure and human resources lor example are olten a pre-condition lor private 
sector investments. 

It Is dillicult to assess at lorehand the impact 01 adjustment policies on employment 
In varlous sectors. But it is beyond doubl that employment in the publie sector will not 
inerease at the same pace as In the past. This is illustrated by Ihe laet that the Publie 
Service Commission will only accept 3500 new employees in 1989, less than haH the 
number 01 Ihe previous year. On top 01 that actual vacancies due to migration 10 the 
Gulf countries are usually not fiiled. 

The employment elleats 01 struetural adjustment In agriculture will be positive 
bacause Jordanian products have become more competitive after the devaluation in 
1989. It is more dHficult to predict the ellecls in Ihe services sector. Much will depend 
on Ihe capacity 01 this seator to internationalize Its aetivities and to serve neighboring 
countries as weil. 

Finally in the industrial sector a distinetion needs to be made haIWeen Ihe 
employment elleets 01 struetural adjustment lor small and miero enterprises and Ihe 
ellects lor large industries. The latter will try to inerease their production and exports, 
but Ihe employment ellect may be disappointing, in spile 01 the substantial invest­
ments that are required, lunds which do not seem to be availa/ble at Ihe moment. In 
the shor1 run, at least a positive ellect can be expeated Irom a more positive approach 
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to small and mlero enterprises, which require only IImited lunds, which oould be 
generated malnly In the prlvate sector. In the medium term their share In the sectoral 
distribution 01 employmentwill have to Inerease substantially, given the employment 
potential 01 the other sactors 01 the economy. 

Concluslons and recommendatlons 

Jordan's economy Is, among other things, characterlzed by a too low demand lor 
dornestically produced goods, reflected by the relatively small size 01 the industrial 
sector. Promotion 01 the latter Is necessary to dlminlsh the structural dlsequilibrla In 
the Jordanlan economy. Simullaneously, out-migration 01 a part 01 the labour lorce 
remalns a necesslty, to prevent the rate 01 unemployment Irom rlslng dramatlcally. 
The best strategy lor the luture should therelore oomblne a more balanced domestlc 
poIicy wlth the promotion 01 Jordanlan labour abroad. 

Jordan has a relaliVely narrow productive base. Services oonstitute by lar the 
largest sector, whJle agrlculture and manulacturlng are much smaller sactors. Be­
cause 01 the current reialiVely narrow productlve base, It Is advlsable to keep the 
growth 01 the services sector In check, and to enoourage expansion 01 activities in 
the agrlcultural and manufacturlng sectors which are promlslng In terms 01 generation 
01 productive employment opportunities. Emphasls needs to be put on the production 
01 more labourintensive goods. Ught industrles such as engineering, lor example, 
are consldered to have arnple scope lor development, whlle generally requiring large 
numbers 01 skllled laborers. The cholce 01 technlques Is IInked up wlth the question 
01 scale 01 productlon, where smaller unlts tend to be more labour-Intensive. 

Most productive employment will have to be generated In the agrlculture and 
manulacturtng. In the latter sactor the greater part oonslsts ollarge scale labourex­
tensive Investments wlth lImIted prospacts to step up thelr activlUes. Consequently H 
Is necessery to put more emphasls on goods which are characterized by more 
labourtntensive productlon processes. Light Industrles such as engineering have 
am pie scope lor development, requlrlng also skllled laborers (World Bank, 
1986:38). 

One should be aware 01 a dogmatlc vlew In lavour 01 the publlc sector. I! is not the 
slze that Is crucJaI, but what the govemment does (llO, 1989:40-42). In the case 01 
Jordan there will be linie doubt about the need 01 reducJng the liscal deficJl This does 
not necessarlly Imply thatthe government cannot play an active role In bringing about 
technologicai change and In stimulating entrepreneurs to enter new areas 01 produc­
tlon. I! can do so by glvlng prlorlty to stlmulatlng activities whlch are promlsing In terms 
01 employment generation. Thls Is what Is meant by changing the role 01 govemment 
In the IlO framework lor structural adjustment. 

FJeld (1990) reviews Arab econornlc restructuring in the 1980s. He ooncJudes that 
there was "no talk In the region 01 deregulatlon and liberallzatlons, greater reliance 
on market lo,,:es, prlvatization or any other lormulae belng adopted by successlul 
economles elsewhere". Instead the poorer Arab states "picked up the bad habits 01 
the rlch". In the meanwhile they have built up lorelgn debts, whlch, lor example in the 
case 01 Jordan, are largerthan the total gross national product (11 0% In 1988). Hence 
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most Arab countries lace the need to reschedule thelr debt and to restructure thelr 
economles. tI 

The FlnancJaI TImes notes that austerity measures and the emphasis on the role 
01 private business are leading governments to liberalise politically. This has hap­
pened In Jordan: "they give their people some choice In how they should sufler" (Field , 
1990). But the newspaper is optimistic about Jordan, noting that linie more than a 
year alter the Govemment was lorced to Introduce areform package. Improvements 
are already visible, pointing at the improved balance of trade during the lirst six 
months 01 1989. Exports inereased partly due to the upturn being enjoyed by the big 
phosphate and potash lertilizer operations. 

I! Is Important lor the luture that small businessmen and oommercJal farmers leel 
sufflcJently oonfldent to restart their activities and explore export markets, prelerably 
not only in the Gu~ countries. The devaluation and decreasing real wages have made 
them more oompetitive. The FlnancJal TImes notes that the strength 01 the new 
Govemmentls that It has a popular mandate which makes It easlerto oontinue psinlul 
eoonomic policJes. 

A full discusslon 01 an alternative adjustment strategy requlres In-depth research 
on a number ollssues. For example research on the impact 01 various elements 01 
a structural adjustment prograrn on sectoral employment and the inoome distribution, 
and particularly on some target groups. A maeroeoonomic model using a soeial 
acoounting Irarnework may be uselul lor this purpose (Cohen and Van Dijk, 1990). 

Currently over ha~ (around 52 percent) of the population belongs to the below-15 
years age group, leads to the ooncJusion that apart from an adequate structural 
adjustment program locusing msinly on the short and medium term, measures 
especJally relevant lor the longer term are important. Jordan should prevent the 
prospect 01 luture growth 01 production that cannot keep pace with population growth. 

NOTE 

IN. de Jong ooIlected and analyzed the data. 
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Jean-Pierre Gern 
HOW FAR CAN INTERNATIONAL TRADE CONTRIBUTE 
TO GROWTH IN NON-INDUSTRIALISED COUNTRIES? 
RECONSIDERING THE FOUNDATIONS 

Abstract 
To the queslion: 'Can non-industria/ised countries find a path to growth in the opening 
to the worfd economy, through the abolition of all kind of restrictions to external 
economic ffows?" we had to give a very qualified answer: 
- The /iberalization of external relations in a worfd where factors of produclion are 

partly mobile and techno/ogical levels unequal induces not an optimal allocation 
of all resources, but a partial migration (capita/, qualified, labour etc.) from the 
poorer countries to industrial ones and consequently the under-utI/ization of the 
other local resouress. 

- Market forces induce the use of comparative advantages In the sense of the best 
use of existing production structures (Rlcardo) but not of the achievement of 
structural changes needed for the optimal uses of the factors of produclion 
(Heckscher-Oh/in), whether It be technical innovation, creation of externa/ides, 
better sectorial and ragional integration. their effect is consequendy /imitad to a 
better distribution of resources among sectors (Ricardo) and does not secure a 
growth process. 

- Does the general equi/ibrium model determine proper terms of Irade and can the 
rate 01 exchange be tixad accordingly? - We discovered, that on different grounds 
the models of both Ricardo and J. -So Mill show, thaI tenns of Irade lend to be 
unfavourable 10 non-industria/isad countries in absolute terms. 

- According to the thaory of comparadve advantages (natural and acquired) a 
country trading with the world market tends to concentrate its exports on a /imited 
number of products. Thls number may be reladvely large for a complex industrial 
economy, which has built up all kinds of advantages, but is dangarous/y smali in 
non-industrialisad countries relying mainly on natural advantages. It means, that tor 
them, market foress act aga/nst the developmant (by divarsificadon) of their exports. 

- Even after Marshall-Lemer. Ricardo's approach to the equi/ibrium of the balance 
01 trade Is still pradominant, desplte the interterence of other transactions, and 
despite Ricardo's disregard for the loss of purchasing power of exports, when a 
devaluation occurs. Taking it Into account resu/ts In the fact that there ma y be more 
than one, or no rate 01 exchange, which brings the balance of trade into equilibrium. 

- Due to the structure of their economy and of their exports and imports, non-indus­
trialisad countries have a lesser chance than others to bring their balance of trade 
Into equlllbrium by a devaluadon. 

- Ricardo dlsragardad a fac~ which was considered as important by his predeces­
sors: that trade Is also a sector of activity, entering in competilion with the others. 
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