damit ein Diskurs iiber das Verhéltnis von Nord und Siid sein miissen. Und somit
wird er sich vor allem auch mit uns, den Inldndern der Industriestaaten, befassen
miissen, um produktiv zu werden.

ANMERKUNG

1Vor allem in Staaten, die vor dem industriellen take-off keine Verwaltungszentralisierung
durchmachten, werden sich nationalistische Ideologien gegen die Verstddterung wenden.
Die unterschiedlichen Muster bei der Entstehung von Nationalstaaten kénnen hier nicht
behandelt werden, vgl. dazu aber Seton-Watson 1977.
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STRUCTURAL ADJUSTMENT ALTERNATIVES FOR JOR-
DAN, GIVEN THE ROOTS OF THE ECONOMIC RECESSION

Abstract

The boom of the Jordanian economy after 1973 lasted till 1982. Then unemployment
Iincreased sharply, while imported labour had replaced Jordanian labour, because
Jordanians preferred to work in the Gulf countries. The article analyzes the factors
underlying the economic crisis after 1982. The budget deficits, the saving gaps and
the balance of payments deficits are analyzed over a period of 25 years to gain insight
in the development of the crisis. Subsequently alternative adjustment policies are
recommended to avoid unemployment and the well known social costs of structural
adjustment.

Introduction

Jordan has a narrow productive base. Its only natural resources are phosphate,
potash and limestone. Less than five percent of its agricultural land is arable and
water is a scarce resource. The services sector accounts for nearly 60 percent of
GDP, while the industrial sector is only contributing 15 percent. The Government has
pursued liberal policies in trade, labour migration and foreign exchange transfers and
stimulated the private sector. The public sector is still 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 exploited in the country. The
Jordanian economy is highly linked to the economy of its oil producing neighbors and
fluctuates strongly with fluctuations of the oil price. The relations are of three types,
which will be discussed when the short and medium term effects of structural
adjustment on employment will be analyzed:

1. The Gulf countries provide many employment opportunities for Jordanians, par-
ticularly for skilled labour. Remittances from these foreign workers are very
important for the Jordanian economy.

2. The Gulf countries are an important export market for Jordanian industrial enter-
prises and agricultural producers.

3. Jordan receives a lot of aid from the oil producing Arab countries, particularly as
a frontline state with Israel.

Economic recession: increasing unemployment

The economy boomed between 1973 (the first oil crisis) and 1983 (the year after
the worst year of a worldwide economic recession). The economy grew over 10
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percent per year from 1977 till 1982 and operated at full employment. The increasing
importance of foreign workers in this period is remarkable. It increased from 400
non-nationals in 1973 to 118.800 in 1987. This can be explained by the preference
of Jordanians for better paid jobs in the Gulf countries. Welltrained Jordanians left
the country, while usually unskilled Egyptians came to work in Jordan. Nearly 40
percent of Jordan's labour force is employed abroad.

After 1980 unemployment for Jordanians increased from 3 to 5 (1983) and 9
percent (1987; RSS, 1988). Recent estimates are even higher (14% for 1987; Dep.
of Statistics, 1989). Significant changes in the structure of the labour force have taken
place during the last decades as well. Whereas in the early 1960s some 40 to 45
percent of the labour force was engaged in agriculture, nowadays the agricuitural
share of the labour force stands at about 15% (World Bank, 1989). For the domestic
Jordanian labour force, the decline of this share has been even more pronounced.
Agricultural employment has grown substantially through a concentrated effort to
develop the Jordan Valley.

Rising aspirations and higher eaming opportunities led many Jordanians to prefer
non-manual jobs, in the industrial and service sectors, either domestically or abroad.
The vacancies that appeared in the agricultural sector (and all manual work) were
filled up by "guest” workers from neighborhood countries, particularly Egypt. Working
in Jordan was an atiractive option because of the strength of the Jordanian Dinar
vis-a-vis the currency In countries like Egypt and Syria. While in 1986 non-Jordanian
workers made up nearly 30 percent of the domestic labour force as a whole (World
Bank, 1988:48, 87-89), in agriculture alone the employees originating from other
countries have become a majority.

Given the continued growth of the labour force, the result was a substantial rise in
unemployment, in particular among national laborers. The factors contributing to
increasing unemployment have been summarized by Khatib (1989:5-10). With re-
spect to the supply side he mentions:

1. The large increase in population;

2. Coercive immigration waves from Occupied Palestine;

3. The increasing number of migrants from Egypt and Syria, which accept lower
wages than Jordanians and accept poorer working conditions. The Jordanian
Open Door Policy also enhances migration while the exchange rate makes it
interesting for foreign laborers to work in Jordan,

On the demand side the following factors played a role:

. The drop in oil prices;

. Competition from labour from South East Asia in the Gulf countries;

. The non-payment of promised financial support by some Arab countries;

. Entrepreneurs hesitate to invest, reflecting uncertainty due to factors like the
Irag-Iran war and the situation in Occupied Palestine;

5. Concentration on capital-intensive projects in the first Five-Year Plan;

6. Limited manpower turnover, which means high wage rates going on, despite a

decrease in demand and a continuously increasing supply of labour.
The domestic employment situation is characterized by a serious mismatch
between supply and demand. The supply of certain categories of professional and

N =
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technical manpower, such as doctors and engineers, is far in excess of what can be
absorbed by the domestic economy and the supply of agricultural workers was much
less than the demand for it (Fariz, 1988:11). In the past the excess supply of highly
educated manpower could easily be absorbed in the labour markets of the oil-rich
Gulf states, but this became more and more difficult. The economic recession resulted
in a decline of the gross national product in 1988 by 4 percent (IMF Survey, July
1989).

The Structural Adjustment program and Standby arrangement

In this situation Jordan had not much choice but to call on the International
Monetary Fund (IMF). March 1989 the Jordanian government agreed on a resche-
duling of its debts and reached an agreement on a five year readjustment program
with the IMF. In July 1989 the IMF announced a standby arrangement with Jordan
and support from the Compensatory and Contingency Financing Facility (CCFF). A
total of SDR 76.66 million can be used by the Jordanian government. SDR 16.66
million is available immediately under the compensatory element of the CCFF and
SDR 60.0 million is available over the next 18 months under the Stand-by arrange-
ment.

The medium-term objectives of the authorities’ adjustment program, which the
stand-by arrangement supports include (IMF Survey, July 1989): "The restoration
and steady recovery of economic growth to about 4 percent by 1991, a lowering of
the inflation rate to less than 7 percent by 1993 (from 14% in 1989); and the elimination
of the external current account deficit by 1993".

Table 1: Summary Jordan’s Structural Adjustment Program

Medium term objectives SAP

1. Restoration and steady recovery of
economic growth to about 4 percent by
1991

2. A lowering of the inflation rate to less
than 7 percent by 1993

3. Tight demand-management policies
involving expenditure restraints and
revenue mobilization

4. A reduction of the government budget
deficit from 20% of GDP in 1989 to 4.5%
in 1994

Source: IMF Survey, July 1989,

Announced structural reforms

1. A reorientation of investment incen-
tives

2. Trade liberalization and tariff reforms

3. The elimination of the current account
deficit by 1993

4, Budgetary reforms

5. An active use of interest rate and ex-
change rate policy
6. Deregulation of interest rates
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The IMF notes that the achievement of these objectives requires a strong domestic
adjustment effort encompassing structural reforms such as a reorientation of invest-
ment incentives, trade liberalization, tariff reforms and tight demand-management
policies. The latter involves expenditure restraint of 3 percent combined with a 3
percent increase in revenue mobilization, but also budgetary reforms and an active
use of interest rate and exchange policies. The government has cut its capital
expenditure, reformed its tax system and reduced the number of income taxdeduc-
tible items.

The Jordanian Minister of Finance announced in October 1989 that the country
had secured concessionary long-term foreign loans from the World Bank and the
Japanese and West German governments, totalling US $ 317 million to improve the
balance of payments (Jordan Times, 15-10-1989). The availability of external financ-
ing Is essential for the achievement of the objectives of the structural adjustment
program.

According 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 fiscal budget, such as a reformed income tax
structure which will still increase government revenue, while benefitting the poor. A
substantial allocation for basic food subsidies (possibly JD 60 million) was also
announced and the Minister mentioned a consumer tax at production and customs
points, because a value added tax was considered not feasible in Jordan. Finally a
lift of the ban on imports of luxury goods was announced, simultaneously with higher
customs tariffs.

What the impact of these and other, less soclal, measures will be remains however
to be seen. At any rate, more efforts aimed at employment-generating growth will be
required and it would be desirable to have an analytical framework to assess the
impact of these policies and possible alternatives.

The proposed program is a typical IMF structural adjustment program:

1. It stresses the importance of eliminating the current account deficit, or o restore
the external equilibrium;

2. Ittries to lower inflation by tight demand-management policies.

3. It pays no attention to the negative short term employment effects, hoping that in
the medium term investment incentives will result in sufficient new employment.

4. It does not pay attention to the effects of the program on the income distribution.

The Financial Times (6 April 1990) announced that Jordan wins IMF approval of
reform. The approval for Jordan's progress on the year-old economic reform plan
clears the way for payment of the next tranche of a 77 million US dollar standby credit.
This will lead to a disbursement of 44 million US dollars, but more importantly make
it easier to obtain and draw down loans worth 325 million US dollar from the World
Bank, Japan's Overseas Economic Co-operation Fund and West Germany.

This money would help Jordan reschedule about 640 million US dollar in payments
due on loans from government creditors in 1991 and to reschedule as much as
possible of roughly 450 million US dollars in interest due on other foreign loans
(Financial Times, op.cit.). Jordan has a 8 billion US dollars foreign debt. The country
agreed with the IMF on monetary and economic policies for 1990. These included a
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target for real growth of 2.5 percent, limits on the budget deficit, maintaining a sta_ble
exchange rate for the dinar and restricting money supply growth to bring inflation
down to a maximum of 10 per cent.

These elements of the IMF program will be discussed in the following sections,
where after an analysis of the roots of the crisis, we will also provide some elements
of an alternative approach.

A gap analysis to assess the causes of the economic recession

The chances of success of a structural adjustment program are higher if the
program addresses the causes of the crisis that led to the present recession in Jordan.
A three gap analysis may add to our insight (cf. Taylor,1 989). In the sixties two-gap
models became popular, based on the work of Chenery. Taylor has suggested to add
to the saving and foreign exchange conslraints the investment demand (with the
possibility of analyzing crowding-in of private by public capital formation) and to
analyze inflation. Dornbusch and Helmers(1988) provide the mathematics by deriving
what they call the basic balance of payments equation,and which they consider a
good starting point to analyze adjustment in a given country:

(1) aggregate demand and supply:
Z= C+|+X~M (Z= gross domestic product)
(2) the expenditure decision:
Y= C+S (Y= gross national income)
(3) balance of payments equation:
Y=Z-NF+NT(NF=net factor payments; NT=net unrequited transfers)
(4) the two gaps are obtained by substitution:
S-1 = X-M +(NT-NF) (savings - investments=exports-imports)

In practice X-M includes NT and -NF
(5) the domestic accumulation balance:

T-G-Ig + Sp-lp = X-M (T=gov.rev.;G=gov.exp. and Ig=gov.invest)

It reads: the budget deficit 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 saving supply is brought into
equality with the value of investment demand:

1. Variation in the level of output

2. Forced 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 case of Jordan'

Figures one to three show the fiscal gap, the trade gap and the saving gap, based
on figures published by the Central Bank. World Bank and IMF figures were also
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used, as for example in table 2. The table gives the Central government deficit as a
percentage of gross domestic product and the inflation for the period 1978 to 1989.

Table 2: Jordan’s Central government deficit as percentage of GDP at
consumer prices

1978 254 7 1984 9.3 126
1979 9.9 91 1985 9.5 130
1980 11.2 100 1986 79 130
1981 10.0 112 1987 14.7 129.6
1982 9.7 118 1988 14.5 *133.7
1983 7.6 124 1989

Source: IMF Survey April 2, 1990. * World Bank 1990,

The deficit as a percentage of GDP was very high in 1978 and in 1987 and 1988,
the two years preceding the negotiations with the IMF. Inflation was quite stable in
1985, 1986 and 1987, but increased recently. As will be explained below, the decline
in foreign aid after 1982 put a severe strain on the government’s budget in the
following years. The World Bank (1990) mentions that Jordan's fiscal performance
has also deteriorated since 1983, after steadily improving during the previous 5 years:
"the overall budget deficit (including grants) was brought down from over 17 percent
of GDP in 1978 to under 5 percent of GDP in 1983". Table 2 shows it has increased
since then and stood at 14.5 percent in 1988.

The current account balance as a percentage of GDP turns out to be very sensitive
for the amount of remittances and grants transferred. If all transfers are included there
was a surplus in 1980, a deficit of -6.9 and -6.2 in 1984 and 1985 and of -7.0 and -4.7
in 1987 and 1989 (World Bank, 1990). After 1982 a stagnation of remittances was
the result of a slowdown in out-migration. Between 1982 and 1989 there was also a
30 percent reduction in grant aid, which traditionally financed about 30 percent of
Jordan's imports and amounted to about 80 percent of govemnment revenue. External
and internal demand for Jordanian goods fell and a slowdown in growth took place.
Unemployment was the result of this recession. Finally the savings gap fluctuates
strongly, but is basically negative since 1980.

The roots of the economic crisis

The economic recession was triggered off by the low oil prices in 1982 which
affected the regional economy strongly. Labour exports to the Gulf countries had
been an important outlet and a source of foreign exchange. Employment oppor-
tunities abroad decreased drastically after 1983, while competition from labour from
South Asia, willing to work for lower wages increased. Besides a drop in remittances,
Jordan also suffered from a reduction of the aid flows from Gulf countries and from
decreasing export opportunities to these countries. Imports of cars and luxury goods
which had soared in the 1980s could not be afforded any more.
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The prolonged recession in the region has not only slackened economic activity
in Jordan, butit also brought to the surface the underlying weaknesses in government
finances and the balance of payments, which both used to rely heavily on external
resources. The deficits after 1983 were financed with foreign loans, which increased
the external debt and the debt service ratio substantially (IMF Survey, July 1989).

The main underlying weaknesses of the Jordanian economy are very high popu-
lation growth (3.8 percent per year) and an educational system that produces too
many graduates for which there is no demand, while the industrial sector contributes
only 15 percent to the gross national product (GNP). Jordan also suffers from limited
natural resources, a relatively narrow productive base (the small industrial and
agricultural sectors) and a heavy economic dependence on neighboring oil-rich
countries.

The Government pursued outwardlooking and liberal policies as far as labour
migration, trade and foreign exchange were concerned. The development of the
private sector was promoled. This sector remains small, however, and is difficult to
stimulate to explore other export markets than the Gulf countries for example. At the
same time the international demand for Jordanian phosphate and potash weakened
and their prices went down, which contributed to the balance of payments difficulties and
the budget deficits.

Adverse developments in the regional economy, an exceptionally high labour force
growth rate, inappropriate past development policies, as well as inadequate respon-
ses to changed circumslances have resulted in an employment problem of enormous
dimension. Given the acute employment situation in Jordan, a comprehensive
employment-generating growth strategy is required, which gives due attention to
social considerations.

To conclude, the roots of the crisis in Jordan are partially external (particularly the
consequences of a lower oil price in the eighties) and partially internal shocks. The
latter refer to the decline of exports due to an overvalued Dinar and a concentration
of exports to the Middle East markets.

An alternative analysis based on Taylor

Taylor (1988:11) stresses that the IMF approach is often based on the assumption
that inflation is caused by money creation. Other possible causes of inflation are a
certain income distribution (reflecting conflicting distributional claims) and "a set of
rules for price formation that expands the conflict into a cascade of price increases
throughout the system". Examples of the second type of causes of inflation in the
Jordan situation are:

a. Restricted agricultural supply as a cause of inflation, while imported agricultural
products increased strongly in price because of the devaluation.

b. Restricted supply by small and medium industrial enterprises, while the prices of
their goods increased strongly because of the high import content. It is difficult
however, to find local raw materials, spare parts or equipment.

c. Inthe case of Jordan import strangulation, which has contributed to a deceleration
of economic growth and employment generation (ILO, 1987¢:30). Awareness of
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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 materials have to be imported.
When no foreign exchange is available for these imports the effects are twofold.
One, enterprises are forced to produce below capacity, which increases their cost;
secondly the entrepreneurs can ask higher prices since their goods have become
scarce. Through these two mechanisms inflation is enhanced.

Alternative adjustment policies

Apart from its inefficiency to achieve the domestic resource reallocation necessary
to reduce the external 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 achieving greater efficiency and of stimulating tight demand manage-
ment are two important elements in the IMF’s structural adjustment programs. The
latter require cuts in public expenditure to reduce the fiscal deficit. Regarding the first
element, it has to be noted that, sfficiency is measured on the basis of a given method
of production, and thus (indirectly) on a given distribution of incomes. Because
attempts to raise efficiency will also affect income distribution, the latter ought to be
part of the required strategy. Another reason for this lies in the fact that cuts in public
expenditure on health, nutrition, housing and education, are not merely unjust from
a social point of view, but are also detrimental to the productive capacity of the poor
and hence capacity for growth of a country at large. This is where the ILO's strategy
comes in.

Structural adjustment with equitable growth: the ILO alternative

The strategy of the ILO comprises both elements of the conventional adjustment
program and measures to promote employment and to improve welfare conditions
of poorer groups in society. It forms a more appropriate point of departure for tackling
the problems which Jordan faces than the IMF model. Employment promotion and
income generation for vulnerable groups are key issues in the ILO's approach.

It is increasingly recognized that there is a need for greater attention to reducing
the social cost of structural adjustment. The latter can be brought about most
effectively by adopting measures aimed at resumption of equitable growth, instead
of those which lead to stagnation, or have contractionary effects. This implies the
need for a comprehensive strategy, encompassing both macro-economic adjust-
ments and micro-economic interventions, in which investments directed to improve
the productivity and income generating capacity of the poor are given priority (see
ILO, 1989:31-33).

The framework of structural adjustment outlined by the ILO can be summarized
as follows (ILO,1989:36-60):

|

Macro-economic policies

A1. Reducing money supply; Y
A2. Reducing fiscal deficits;

B1. Exchange rate adjustment;

B2. Trade liberalization;

B3. Changing the role of government;

C. Resource mobilization and investment;

These macroeconomic policies are not very different from what the IMF would
usually like to see in a country demanding its assistance.

Micro-economic policies

D. Micro-interventions, as means to improve the functioning of markets;

E1. Improving the performance of economic units by encouraging and facilitating
reforms at the firm level;

E2. Improving efficiency in the public sector;

E3. Improvements in investment planning and project implementation procedures;

E4. Policies dealing with education and training;

Here the ILO goes beyond the IMF macro approach, by suggesting microeconomic
policies, particularly those concerning firms of different sizes and policies concerning
education and training.

Labour market policies

F1. Labour legislation and regulation to guarantee a minimum level of protection for
workers, to guarantee that they will share in the fruits of development, and to
enhance the participation of workers in steering the course of development;

F2. Reforms to improve the operation of labour markets, subject to the fundamental
considerations of basic human rights and the protection of minimum labour
standards.

These are typical ILO policies and one can only note that labour market policies
risk to introduce rigidities in the functioning of these markets. On the other hand
certain minimum provisions are necessary and not necessarily harmful as can be
concluded from the socio-democratic experiences in a number of West-European
countries. It will still be necessary to elaborate the ILO framework for specific
countries.

Alternative adjustment policies based on Taylor

Without denying the need for structural adjustment in Jordan, serious doubts arise
regarding the appropriateness of the IMF's approach to the problems which the
country faces. Adjustment as the IMF envisages it is primarily focused on restoration
of external equilibrium, i.e., reducing the current account deficit to a manageable
level, given the country in question’s access to external finance, with domestic price
stabilization being considered as an aim of secondary importance (ILO, 1985:35-36).
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Actually, the measures aimed at achieving greater external equilibrium may be
inflationary. This should be recognized, because if at the same time unrealistically
low targets for internal inflation are set, a far more deflationary policy will have to be
adopted than is required to attain external balance (ILO, 1987b:58).

We will suggest an alternative program, based on the criticism of Taylor and the
ILO and stressing the importance of providing employment in the short and the
medium term.

The short term effects: a Social Development Fund

At present the need for greater concern for the social consequences of structural
adjustment is more widely acknowledged than a few years ago. lllustrative for that
fact is that also the World Bank's policy underwent gradual changes towards
supporting greater social orientation of governments’ expenditure.

The World Bank has suggested for example to create a Social Development Fund
as part of the structural adjustment program. It will finance particularly activities
undertaken by non-governmental organizations (NGOs). The idea is to stimulate
them to go into, or to step up development activities. The Social Development Fund
would finance projects creating employment, particularly in the rural areas and small
towns. The idea of the Bank is that NGOs could reach people suffering most from the
short-term negative consequences of structural adjustment. They may not benefit
from normal social programs and from increased economic activities, concentrated
usually in the urban areas.

In Jordan a number of NGOs are active. They are often religious inspired
organizations. Most of them are at present not involved in productive, but mainly in
social, religious and educational activities. Since NGOs in Jordan have no coordinat-
ing structure at the moment they have been invited to setup such an organization.
The umbrella organization should function as an intermediary between the NGOs
and the Bank and it would discuss the proposed projects with the Ministry of
Planning.

A few complications can be expected in the case of Jordan. In the first place the
NGOs seem to be reluctant to collaborate via an Apex organization with the Ministry
of Planning. They fear this ministry will limit their freedom of action. Secondly, most
NGOs are not involved in productive activities and it may be difficult to start such
activities. Finally some of the bigger NGOs are financing organizations themselves
and the question is whether they are able to step up their activities and to get involved
in different type of activities to appraise, finance and monitor. The organizational
structure is not yet clear and the question is whether a formula that worked in the
case of Bolivia will also work in Jordan (Van Dijk, 1990).

Structural adjustment and mediumterm employment effects

Given the magnitude of the employment problem in Jordan, two sets of policies
regarding employment promotion will have to be incorporated in the government's
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development strategy. The first set centers around the need for employment promo-
tion in the domestic economy. The second concerns spgcific measures to create
employment for target groups, including policies to promote the external demand for
Jordanian labour. No full justice can be done to the above-mentioned ILO
framework for structural adjustment. We will discuss only a limited number of
measures. This discussion incorporates some of the recommendations concern-
ing unemployment recently made by an interministerial committee (summarized
in Van Dijk, 1990a).

The major contribution to a sustained growth of productive and adequately income
generating opportunities for Jordanian workers lies in development of the domestic
economy. An overall increase of gross domestic product is a necessary, but by no
means sufficient condition to absorb both new entrants on the labour market and the
current backlog of unemployed. Such growth will also have to be more labour-intens-
ive, at least during the first years to come. This implies adoption of more labour-in-
tensive lechniques of production and diversifying the productive base, by putting
greater emphasis on production of more labour-intensive goods and services. Closely
linked to this, are questions regarding the sectoral composition of output and
employment, which have to be considered against the background of the likely
changes in the structure of the labour force in the direction of a younger and more
educated labour force.

A number of macro and micro-economic measures are required for bringing about
such a change in the structure of production. Conventionally investments in the
private sector are thought to be stimulated by retrenchment in the public sector. The
argument is based on the hypothesis of 'crowding out’ of private investments. Simply
put, the corollary is that the smaller the role of the State the better. In many cases,
instead of 'crowding out’, one could more aptly speak of 'pulling up’; in many situations
public investments are complementary to those in the private sector. Investments in
infrastructure and human resources for example are often a pre-condition for private
sector investments.

Itis difficult to assess at forehand the impact of adjustment policies on employment
in various sectors. But it is beyond doubt that employment in the public sector will not
increase at the same pace as in the past. This is illustrated by the fact that the Public
Service Commission will only accept 3500 new employees in 1989, less than half the
number of the previous year. On lop of that actual vacancies due to migration to the
Gulf countries are usually not filled.

The employment effects of structural adjustment in agriculture will be positive
because Jordanian products have become more competitive after the devaluation in
1989. Itis more difficult to predict the effects in the services sector. Much will depend
on the capacity of this sector to internationalize its activities and to serve neighboring
countries as well.

Finally in the industrial sector a distinction needs to be made between the
employment effects of structural adjustment for small and micro enterprises and the
effects for large industries. The latter will try to increase their production and exports,
but the employment effect may be disappointing, in spite of the substantial invest-
ments that are required, funds which do not seem to be available at the moment. In
the short run, atleast a positive effect can be expected from a more positive approach
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to small and micro enterprises, which require only limited funds, which could be
generated mainly in the private sector. In the medium term their share in the sectoral
distribution of employment will have to increase substantially, given the employment
potential of the other sectors of the economy.

Conclusions and recommendations

Jordan's economy is, among other things, characterized by a too low demand for
domestically produced goods, reflected by the relatively small size of the industrial
sector. Promotion of the latter is necessary to diminish the structural disequilibria in
the Jordanian economy. Simultaneously, out-migration of a part of the labour force
remains a necessity, to prevent the rate of unemployment from rising dramatically,
The best strategy for the future should therefore combine a more balanced domestic
policy with the promotion of Jordanian labour abroad.

Jordan has a relatively narrow productive base. Services constitute by far the
largest sector, while agriculture and manufacturing are much smaller sectors. Be-
cause of the current relatively narrow productive base, it is advisable to keep the
growth of the services sector in check, and to encourage expansion of activities in
the agricultural and manufacturing sectors which are promising in terms of generation
of productive employment opportunities. Emphasis needs to be put on the production
of more labourintensive goods. Light industries such as engineering, for example,
are considered to have ample scope for development, while generally requiring large
numbers of skilled laborers. The choice of techniques is linked up with the question
of scale of production, where smaller units tend to be more labour-intensive.

Most productive employment will have to be generated in the agriculture and
manufacturing. In the latter sector the greater part consists of large scale labourex-
tensive Investments with limited prospects to step up their activities. Consequently it
is necessary to put more emphasis on goods which are characterized by more
labourintensive production processes. Light industries such as engineering have
ample scope for development, requiring also skilled laborers (World Bank,
1986:38).

One should be aware of a dogmatic view in favour of the public sector. Itis not the
size that is crucial, but what the government does (ILO, 1989:40-42). In the case of
Jordan there will be little doubt about the need of reducing the fiscal deficit. This does
not necessarily imply that the government cannot play an active role in bringing about
technological change and in stimulating entrepreneurs to enter new areas of produc-
tion. It can do so by giving priority to stimulating activities which are promising in terms
of employment generation. This is what is meant by changing the role of government
in the ILO framework for structural adjustment.

Field (1990) reviews Arab economic restructuring in the 1980s. He concludes that
there was "no talk in the region of deregulation and liberalizations, greater reliance
on market forces, privatization or any other formulae being adopted by successful
economies elsewhere”. Instead the poorer Arab states "picked up the bad habits of
the rich". In the meanwhile they have built up foreign debts, which, for example in the
case of Jordan, are larger than the total gross national product (110% in 1988). Hence
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most Arab countries face the need to reschedule their debt and to restructure their
economies. o

The Financial Times notes that austerity measures and the emphasis on the role
of private business are leading governments to liberalise politically. This has hap-
pened in Jordan: "they give their people some choice in how they should suffer” (Field,
1990). But the newspaper is optimistic about Jordan, noting that little more than a
year after the Government was forced to introduce a reform package, improvements
are already visible, pointing at the improved balance of trade during the first six
months of 1989, Exports increased partly due to the upturn being enjoyed by the big
phosphate and potash fertilizer operations.

It is important for the future that small businessmen and commercial farmers feel
sufficiently confident to restart their activities and explore export markets, preferably
not only in the Gulf countries. The devaluation and decreasing real wages have made
them more competitive. The Financial Times notes that the strength of the new
Government s that it has a popular mandate which makes it easier to continue painful
economic policies.

A full discussion of an alternative adjustment strategy requires in-depth research
on a number of issues. For example research on the impact of various elements of
a structural adjustment program on sectoral employment and the income distribution,
and particularly on some target groups. A macroeconomic model using a social
accounting framework may be useful for this purpose (Cohen and Van Dijk, 1990).

Currently over half (around 52 percent) of the population belongs to the below-15
years age group, leads to the conclusion that apart from an adequate structural
adjustment program focusing mainly on the short and medium term, measures
especially relevant for the longer term are important. Jordan should prevent the
prospect of future growth of production that cannot keep pace with population growth.

NOTE

1N. de Jong collected and analyzed the data.
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News Books From Sweden

AFRICA: The Awakening Frontier, Trade and Investment in 500 Million Market Place.
Jude E, Uba. This is a new book on the African market place which is rapidly changing in a
global market economy. Thus, providing domestic and foreign companies with the opportunities
to build profitable business while helping the continent attain its development goals.
Perestroika: An Inquiry into Its Historical Ideological and Intellectual Roots By Abu Faij
Dowlah (University of Southern California, 1990) This book examines the historical,
ideological and intellectual roots of perestroika. Based on thorough inquiry, textual evidence,
and historical facts, the author concludes that Gorbachev's claims are substantially legitimate.
Bilateral and Multinational Economic Co-operation in West Africa: Self Reliance Through
Putiing the Resources Together, W.A.Ndongko and Franklin Vivekananda. Analyses the
economic co-operation in West Africa.

Emergence of Bangladesh and Big Power Role in 1971, Jaglul Alam. This book releascd few
months back and analyses the super-power role during independence struggle which reveals new
facts.

Asia-The 21st Critical Century: The Question of Sub-Nationalism in South Asia: Case
Studies from Pakistan, India, Bangladesh, Sri Lanka. Sarojini Sharan and Franklin
Vivekananda, The manifestation of extreme form of sub-nationalism in the political field were
wilnessed in demand for secession is analysed in this book covering all the South Asian
countries.

A Socio-Economic Study of Bihar During the Regime of Two Gandhis. Sarojini Sharan,
Analyses the socio-economic conditions in Bihar since 1966,

Zimbabwe: Ten Years of Destabilization: A Balance Sheet. Eliphas G. Munkonoweshuro.
Anaylses 10 years of Socio-economic and political conditions.

Critical Essays on African and Third World Economic Development. W,A.Ndongko and
Franklin Vivekananda.This book examines the recent economic development of African and
Third World nations.

Economic Development of Cameroon. W. A, Ndongko and Franklin Vivekananda. This
book analyses the economic development of Cameroon since the colonial period. Nigeria and
the Struggle for the Liberation of Zimbabwe: A Study of Foreign Policy Decision Making
of an Emerging Nation. O.Abegunrin, The book analyses the Nigerian policy towards the
struggle for the liberation of Zimbabwe, The main emphasis is placed on Nigeria's economic,
and leadership capability that formulation of the Western Powers' policies towards Zimbabwe.
Premises and Process of Maldevelopment: Discusses the conceptual premise and process of
maldevelopment, underdevelopment and dependent development instead of development.
Bangladesh Economy: Some Selecled Issues Franklin Vivekananda (ed.) This Book
analyses the present economic conditions in the country and suggests some alternative solutions
for the future development.

Development Alternative Amalendu Guha and Franklin Vivekananda. This is the
alternative to Lhe contemporary maldevelopment which consists the troika of underdevelopment
and dependent development. The applicability of such a development altemative has been
demonstrated through case studies.

One Step Forward and Two Steps Backward, Theories In Rule Making and the
Responsibility of a Developing Economy. The Indian experience discussed thread-bare in this
book typifies the developments in TW countries, i.e., the gulf that exists betwcen the loudly
proclaimed objectives of the parties and their actions.

Unemployment in Karnataka-South India. The first comprehensive unemployment
investigation in the State of Kamataka-South India.

The C.E.O.'s Small Business, Survival Guide, Don Armstrong.
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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 question: "Can non-industrialised countries find a path to growth in the opening

to the world economy, through the abolition of all kind of restrictions to external

economic flows?" we had to give a very qualified answer:

— The liberalization of external relations in a world where factors of production are
partly mobile and technological levels unequal induces not an optimal allocation
of all resources, but a partial migration (capital, qualified, labour etc.) from the
poorer countries to industrial ones and consequently the under-utilization of the
other local resources.

— Market forces induce the use of comparative advantages in the sense of the best
use of existing production structures (Ricardo) but not of the achievement of
structural changes needed for the optimal uses of the factors of production
(Heckscher-Ohlin), whether it be technical innovation, creation of externalities,
better sectorial and regional integration. their effect is consequently limited to a
better distribution of resources among sectors (Ricardo) and does not secure a
growth process.

— Does the general equilibrium model determine proper terms of trade and can the
rate of exchange be fixed accordingly? — We discovered, that on different grounds
the models of both Ricardo and J.-S. Mill show, that terms of trade tend to be
unfavourable to non-industrialised countries in absolute terms.

— According to the theory of comparative advantages (natural and acquired) a
country trading with the world market tends to concentrate its exports on a limited
number of products. This number may be relatively large for a complex industrial
economy, which has built up all kinds of advantages, but is dangerously small in
non-industrialised countries relying mainly on natural advantages. It means, that for
them, market forces act against the development (by diversification) of their exports.

— Even after Marshall-Lerner, Ricardo’s approach to the equilibrium of the balance
of trade is still predominant, despite the interference of other transactions, and
despite Ricardo’s disregard for the loss of purchasing power of exports, when a
devaluation occurs. Taking itinto account results in the fact that there may be more
than one, or no rate of exchange, which brings the balance of trade into equilibrium.

— Due to the structure of their economy and of their exports and imports, non-indus-
trialised countries have a lesser chance than others to bring their balance of trade
into equilibrium by a devaluation.

— Ricardo disregarded a fact, which was considered as important by his predeces-
sors: that trade is also a sector of activity, entering in competition with the others.

33



