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[bookmark: _Toc408131282]Introduction
The Jordan Strategy Forum (JSF) has executed this study to review Jordan’s economic history, particularly the role and the level of cooperation between the public and private sectors as a means to stimulate possible ideas for Jordan moving forward.  A series of interviews were carried out with veteran business people, academics and politicians to develop a qualitative understanding of the relationships and roles of the public and private sectors in Jordan since Jordan’s establishment in 1926 (see Annex 1 for the list of interviews).  Interviews were necessary to obtain a qualitative evaluation of the drivers of the economy in Jordan’s past as well as to develop an understanding of the changing complementary roles of the public and private sectors.  Moreover, interviews were required because economic data during the early decades of Jordan were almost nonexistent.  The interviews have yielded interesting results which have application for Jordan looking and marching forward.
The second part of this study utilizes what economic data were available.  Data sets were inconsistent and collected from multiple sources, most notably the Department of Statistics, the Central Bank and several foreign studies funded by international aid agencies.  Available data were analyzed to determine the relationship between the public and private sectors with regard to employment and contributors to GDP, government expenditure, private sector consumption and public and private debt levels.  
The main limitations of this study are the lack of data over Jordan’s history (from single, consistent sources) and the limited access to statistical software for analysis.
[bookmark: _Toc408131283]Findings

There is relevant and significant historical precedence, in Jordan’s history, of a cooperative relationship between the public and private sectors.  A strong, proactive relationship existed from the establishment of Trans Jordan in 1926 until the late 1970s or early 1980s.  The relationship was characterized by the existence of a poor government (modest budgets) and a modest private sector with limited national access to external debt and donor funding.
Funding limitations placed a burden on the government to identify meaningful national priorities and projects.  Funding limitations also placed a fiscal management burden (created a financial oversight discipline) on government who became competent project managers for national development projects which.  Such national projects were the source of much private sector activity.  Moreover, public sector funding limitations prompted public private partnerships in the establishment of many large national investments such as petroleum refining, cement manufacturing, and even potash through the granting of concessions.  Concessions were an attractive tool to align public sector developmental interests with the private sector and protect private sector interests.  
The private sector was cooperative with the leadership because they shared similar generational experiences (Ottoman Rule and British Colonialism) and aspirations for independence and nation building.  The leadership needed the private sector’s financial support and the private sector’s access to Jordan’s leadership co-opted the private sector into nation building.  
Jordan’s early years were characterized by infrastructural projects with large social meaning (irrigation, water, electricity, education, health, etc.).  These projects helped form the basis of the current Jordanian social contract between the citizenry and the government.  Jordan is currently a developing country and economic and developmental opportunities are not as clear cut as 70 years ago.  The public sector is in need again to co-opt the proactive participation of the private sector.  This can only be done if a competitive and sustainable economic identity can be designed towards which the private sector can work towards.  There is a successful precedent in the Jordanian ICT sector.  
As with Jordan’s early concessions (cement, refining, etc.), the GSM and internet concessions provided by the government were the drivers for ICT and economic growth in recent years.  Similar opportunities must be created by the government or the government and private sector to facilitate improved economic performance in which the private sector can invest in and develop.  Such a cooperative relationship will help redefine a new Jordanian social contract which is likely to reduce citizen’s dependency on public sector employment as well as build a competitive export oriented economy.  Moreover, such cooperation will also enable facilitate improved use of internationally available funding such as the Gulf Grant.
Recent USAID studies indicate that Jordan has the ability to establish and develop sustainable economic sectors by focusing on relevant innovation clusters such as ICT, clean technology (renewable energy and water technologies), architecture and engineering, medical tourism and pharmaceuticals among others.  This would be Jordan’s new “Big Idea”.  Further serious work and coordination between government and the private sector must be carried out to match national development priorities (including high value added job creation and export development) with commercial opportunities such that opportunities, licenses and concessions can be identified, developed and exploited.
[bookmark: _Toc408131284]Executive Summary
The JSF study has identified that a very cooperative relationship existed between the public and private sectors from 1926 until the late 1970s or early 1980s.  The cooperative relationship was based on the fact that the government and the private sector both felt responsible for state building after throwing off the shackles of Ottoman Imperialism and later British Imperialism/Hegemony.  Most government employees and private sector players felt that they could contribute to Jordan’s growth and prosperity and therefore, they cooperated to do so.
This level of cooperation started from very humble economic origins in the 1920s and 1930s.  The British government helped develop a transparent, effective and committed civil service.  In fact the British helped create concentrations of wealth in the Jordanian private sector by providing import quotas on controlled imports (cigarette paper, primus stoves, etc.) for Jordanian businessmen to serve markets in Palestine, Jordan and Iraq.  This increased the market size and market opportunity for select Jordanian businessmen far beyond the modest Jordanian market.  Not only did this create concentrations of wealth but it also created a symbiotic relationship with the privet sector.  Moreover, the British facilitated business opportunities for Syrian business families as a means to fund anti French sentiment and actions in Syria which further instilled a cooperative relationship between business and government albeit for political purposes.
The spirit of cooperation remained with the establishment of Jordan as an independent state under King Abdullah I.  The British government paid basic salaries for the Jordanian government and military.  Additional expenditure had to be funded from the privet sector.  There are many cases described in the interviews in which the private sector addressed opportunities identified by the government, most notably investments in the Jordan Cement Factory, the Jordanian Petroleum Refinery, Electricity and Phosphates[footnoteRef:1].  The private sector saw that such investments would be protected when the government was an actual partner[footnoteRef:2].  Therefore, there was collusion by the government in protecting investor’s rights because the private sector co-opted the government’s participation to protect their own interests.  Much of this cooperation came about from a collective belief in a mutual idea (Jordan as an independent country (the Big Idea), as well as a collective attitude initiated by the British and continued by the Jordanian government. [1:  Interview with Khaldoun Abu Hassan, May 25, 2014]  [2:  Interview with Hamdi Tabbaa, May 27, 2014] 

During the first 50 years of Jordan’s history, this cooperative attitude prevailed.  Jordan was a poor country with limited resources.  As such, national priorities were well understood and projects were well defined.  International funding for national projects had good oversight and monitoring, which explains Jordan’s remarkable development in the first 50 years.  It was during this period of time, that most of the country’s infrastructure was planned and developed.  In fact the first five year plan, which was interrupted by the 1967 war and later extended to a seven year plan, was a salient indication of Jordan’s ability to prioritize its national objectives and manage its identified projects.  It is noteworthy that the first five year plan headed by government’s National Planning Council (1972 – 1975) had a budget of JD 179 Million (USD 590 Million) and was designed to create 21,000 jobs.  The plan was successful and the economy began overheating with double digit inflation and Jordan reached full employment during this period[footnoteRef:3]. The success of the national planning council, created a paradigm of cooperation between the public and private sectors, in which national priorities were defined and the intentions of the public sector were made clear to the private sector to act upon[footnoteRef:4]. [3:  Interview with Dr. Jawad Anani, May 27, 2014]  [4:  IBID] 

After the Camp David Accords between Egypt and Israel, the Arab League provided funding to front line Arab states to make sure that economic pressures were not the catalyst to enter into negotiations with Israel.  During the Baghdad Summit of 1978, Jordan was promised economic assistance in the form of direct annual funding of 1.2 Billion USD for a period of 10 years.  Initially the funding went towards supporting development projects which had been designed by the National Planning Council (later to become the Ministry of Planning), but the size of the Arab League funding was larger than the portfolio of identified developmental projects.  
It is interesting to note, that today with a promise of USD 500 Million in project grants from Arab Gulf countries, Jordan is unable or slow to provide a defined set of projects which address national priorities.



It was during that period of time that the government began dominating the economy because of its new found wealth.  This excess wealth created opportunities for uncontrolled and unmonitored expenditure.  In the past, Jordan’s expenditures had been monitored by aid agencies and/or international financial institutions such as the World Bank.  As such, the private sector began colluding with the public sector individuals to create projects to harvest the benefits of unmonitored Arab aid which increased the sense of dominance of the public sector and marginalized the effective role of the private sector.  Instead of actively contributing to national development, the private sector became increasingly commission oriented and thus sought rents.  It was during that period of time that the private sector began developing parasitic tendencies towards the government.  It is also during that period of time that the true economic development paradigm was weakened by transaction oriented (deal based) businesses.
Arab aid levels were not dependable.  However, the government spent as if promised monies would be delivered.  This lack of fiscal discipline is the basis for the devaluation of the Jordanian Dinar in 1988/1989.  With the devaluation of the dinar, Arab states became aware of the levels of corruption which permeated the Jordanian public-private sector relationship, giving the individual donor nations an excuse to officially cease funding. 
After devaluation, the Jordanian economy spent at least a decade in transition, because the government could no longer be the engine of growth it was from 1978 to 1988/9.  It was during that period of time that the public and private sectors began attempting to redefine their roles.  After 1999 the contribution of the private sector to GDP began to grow faster than the public sector’s contribution.  During that transition time, the public sector increasingly developed parasitic tendencies towards the private sector in an attempt to maintain fiscal balance in a bloated government bureaucracy.
With regard to quantitative analysis, the available data show the inverse relationship between the public and private sectors which illustrate the current paradigm.  When private sector job creation declines, public sector job creation increases.  The number of public sector jobs was greater than the number of private sector jobs until 1998.  After 1998, the number of private sector jobs increased steadily such that today private sector employment constitutes roughly 67% of all employment (as of 2011).  
This same inverse relationship exists for GDP.  As private sector contribution to GDP increases, public sector contribution decreases and vice versa.  This indicates that the Jordanian economy seems to be structurally limited such that:
Private sector contribution to GDP + Public Sector contribution to GDP = A constant value
This structural limit indicates that Jordan’s economic model and the relationship between the public and private sectors need to be revisited.






[bookmark: _Toc408131285]Historical Background  
This section of the report is based on personal interviews with Jordanian business owners, economists and politicians, each of whom is providing a personal judgment on the historical relationship between the public and private sectors.  These interviews are used to identify periods of effective cooperation and alignment between the public and private sectors to identify what lessons can be learned and applied to help move Jordan forward.  The interviewees were asked to answer a fixed set of questions.  Responses started in a structured manner but veered off the structure of the questionnaire to shed light on areas which were originally not considered.
· [bookmark: _Toc408131286]The Early Years (1917 – 1970)
The Great Arab Revolt was instigated and supported by the British to defeat the Ottoman Empire, an ally of Imperial Germany.  The Arabs, who were under the yoke of the Ottoman Empire for a period of over four hundred years, cooperated with the British and Allied powers with the objective of creating an New Arab era.  The Hashemites, who led this revolt, did so with a long term objective of creating a more substantial and dominant Arab presence on the world stage.  This was the “Big Idea” which directed much of the Arab world’s modernization for the coming five decades.
After the defeat of the Ottomans, the Levant Area was carved into three independent Hashemite countries (Iraq, Syria and Jordan).  The Hashemites, because of the “Big Idea”, treated cross border trade as a common market and goods flowed freely between countries.  Colonial England provided financial, administrative and military guidance to Jordan and was able to use their administrative control over Palestine and Iraq to facilitate private sector wealth creation in Jordan through the development and administration of a trade quota system across the three countries.  
The British understood that Jordan was not viable as an independent economic entity and therefore they attempted to create a role for Jordan similar to Hong Kong as a free trade area.  For example, Jordanian merchants would be given a quota for a commodity such as cigarette paper for Palestine, Jordan and Iraq, thereby effectively increasing the market size which the Jordanian merchants catered to.  This was the beginning of mercantile wealth creation in Jordan.  
The indigenous Jordanian commercial families mostly came from Salt and had familial connections to Palestine, mostly through Nablus.  These families include the Abu Jabers, Abu Hassans and Mouashers.  There were three original Syrian (Shami) and Palestinian based mercantile families in Jordan the Battikhis, Qattans and Al-Saoudis.  These families originally sent their children to Jordan to be close to and to secure their end consumer and producer markets.  Initial Jordanian wealth creation was the direct result of British economic administrative intervention and direction.  Such intervention and direction created the paradigm of cooperation between the public and private sectors for decades to come.


Many of these traders would buy Jordanian wheat from Circassian farmers and export the wheat throughout the Mediterranean.  Italy became a market for rain fed hard wheat as an input to production for Italian pasta.  Italy supported Jordan as a means to secure their interests through investments such as the Italian hospital.   Italy remained an importer of Jordanian wheat until the great depression after which their interest in investing in Jordanian wheat gradually faded and ceased.  

Later, the British facilitated the immigration of more Syrian mercantile families to Jordan such as the Tabbaas as a means to fund insurrection against the French colonial rule in Syria.  The British enabled the work of these new Syrian families, requesting them to fund anti-French activities and parties in Syria.An interesting point of development is the visible Circassian success and prosperity resulting from selling wheat to Syrian mercantile families based in Jordan. This facilitated a transition among some Bedouins from animal husbandry and a nomadic life towards a more settled agricultural life style.



During the early years of the Emirate, there was a symbiotic relationship between the public and private sectors.  The British government used to pay the salaries of the public sector civil servants and the military, while any developmental items/projects were left to cooperation with the private sector.  The government was not dominant, their ability to control and monitor the private sector did not exist, and therefore any project to to be funded required the goodwill and cooperation of the private sector.  This cooperation and goodwill existed, because the private sector believed in the “Big Idea”; they were active and willing participants in nation building and they all held the belief and desires of the Abdullah the First’s vision for Jordan.  
As such there was mutual respect and interdependency between the public and private sectors; keeping in mind that the public sector was heavily influenced by the leadership of Abdullah the First.   Many times the private sector contributed to bolstering the Monarchy when the Monarchy was incapable of funding activities, such as the buying of gifts for King Abdullah the First to take with him on his first visit to Saudi Arabia.  This type of voluntary participation made many in the private sector feel, and rightly so, that they were contributing in an important way to building a country and supporting its leadership.  As such they were active participants and not bystanders or victims in creating the modern Jordan.
Forward looking technocrats within government such as Suleiman Al-Sukkar, Hamad Al-Farhan and Wasfi Al-Tal, who understood the developmental impact of the private-public sector nexus, would suggest establishing new projects to the mercantile families to invest in.   The government was poor and could not make such investments, but the private sector was urged to do so.  This was an informal yet effective early form of public-private partnership.  In the early years, the government governed and the private sector invested and managed.  Each had a role and each had a national duty which they accepted and embraced.  Part of Abdullah the First’s dogma was that trade and governance do not mix (الإمارة والتجارة لا يجتمعان) - you cannot objectively and effectively govern the country and the private sector if you are an active private sector participant).
The “Big Idea” remained in the collective Jordanian mind decades after Abdullah the First’s passing.  The cooperative relationship remained the driving force for development and was in fact what facilitated the establishment and/or growth of many of Jordan’s existing large companies (Cement, Phosphates, Electricity, etc.).  This collective mindset defined and shaped the developmental stage of Jordan in the 1960s.  Jordan’s first development plan was crafted in 1962 and led by Wasfi Al-Tal.  
Wasfi Al-Tal’s first five year developmental plan, starting in 1962, achieved great success.  There was good public-private sector cooperation but the plan was disrupted by the 1967 war and was later modified to a seven year plan.  It mainly focused on infrastructure and was developed through Majlis Al-I’mar (later the National Planning Council).  The plan changed the economic development paradigm as Jordan started seeking foreign assistance and debt in a structured and focused manner.  It also created new business horizons for the private sector.  Furthermore, defining national priorities helped align the private sector efforts with the developmental objectives of the country.





· [bookmark: _Toc408131287]The Middle Years (1970 – 1988/89)

The spirit of Pan Arabism declined after the 1970 civil war (Black September).  This was the beginning of the decline of the “Big Idea”.  Additionally, it was the start of unfettered expenditure by the Government.  While the British government and the United States Agency for International Development (USAID) provided funding for Jordan, this was done in a controlled and monitored manner.  Fund allocation was declared and monitored and was effective in implementing Jordan’s development plans.  
The government of Jordan’s planning portfolio, led by the National Planning Council, started in 1972 with a three year plan.  The plan was focused on creating 21,000 jobs and had a budget of 179Million JD.  It was started in the government of Ahmad Allozi with Saeed Nabulsi as Minister of Industry and Trade, Hanna Odeh as Head of the National Planning Council and Khalil Al-Salem as Governor of the Central Bank.  This came after a national development conference held in 1972 to which the World Bank was invited.  The plan was well implemented and it was the first time that Jordan reached full employment and suffered double digit (12%) inflation in 1974.  The long term focus of the National planning Council, under Hanna Odeh’s leadership, ensured continuity of Jordan’s development vision and implementation as the National Planning Council had an unwavering vested interest in the plan’s success, regardless of personnel changes in government.
Developmental plans continued to be crafted well into the 1990s on a national basis. This national forum, led by the Ministry of Planning and International Cooperation (MOPIC), continued to have great impact and provided a disciplined platform through which a collective set of national priorities could be identified.  Defining national priorities helped align private sector efforts with the developmental objectives of the country.
On November 2, 1978 the Arab League Baghdad Summit convened in the aftermath of the Egypt’s unilateral peace treaty with Israel under Anwar Sadat.  One of the summit commitments was to establish a 9 billion US Dollar fund to provide economic and military financial support to front line Arab states with Israel (Syria, Jordan and the PLO) as a means to prevent further defections from Arab ranks in making peace with Israel[footnoteRef:5].   [5:  http://www.answers.com/topic/baghdad-summit] 

Jordan was supposed to receive 1.2 billion USD annually[footnoteRef:6].  This funding assumed that the Jordanian government was disciplined enough to use the funding in a controlled and rational manner.  It was during this time that the private sector began developing extractive (parasitic) tendencies in an attempt to extract national support monies from government for personal wealth creation. [6:  Interview with Marwan Al-Qassem on May 31, 2014] 

  Arab countries, providing financial support, assumed that the Jordanian government had the self-discipline to make effective use of Arab financial support in accordance with a programme or well defined national priorities.

The private sector began influencing the public sector to create new project ideas and concepts.  As such, the private sector began pushing and influencing public sector spending, often times without reference to national developmental priorities and objectives.  
Some steadfast public sector employees maintained adherence to the “Big Idea” but financial interests slowly pushed them out of influence.  

It soon became apparent that the oil producing countries were unlikely to continue funding Jordan as per the Baghdad Summit.  Nonetheless, the private sector and the government, now conspiring with each other, began developing and delivering projects regardless of the government’s immediate or short term ability to pay and the actual governmental budget deficit.  The financial liability was proverbially kicked down the path with the expectation that the promised Arab financial support would eventually come through.
During this period, Jordan also became a transit point for Iraq, which was embroiled in an eight year war with Iran.  Many Iraqi needs were being met through Jordan and funded through the Central Bank.  Iraqi money came to Jordan and helped fuel an industrial boom, well beyond the existing capabilities of the Jordanian market and private sector.  It was during this period of time that the newly established industrial estates began getting filled and the Industrial Development Bank began providing large developmental loans to boost the economy.  
Local businesspeople began utilizing the Central Bank of Jordan trade facilities to fund exports to Iraq.  Jordan had provided Iraq with trade finance facilities of USD 100 Million.  Central Bank trade facilities were soon expanded through political means and financial negligence to USD 400 Million.  This, in addition to negligent public budgetary management, of Baghdad summit funding, put Jordan at financial risk and contributed to the devaluation of the Jordan Dinar in 1988.
International liabilities in foreign currency exceeded Jordan’s inherent capabilities and Jordan was hostage to a single market’s ability (Iraq) to cover its liabilities with hard currency.  It was during this time that the private sector began viewing the public sector as a host for extractive tendencies and the public sector began developing a view that the private sector was corrupt and corrupting.  The private sector was making more money than the Jordanian economy was ever able to independently sustain alone.



· [bookmark: _Toc408131288]The Recent Years (1989 – Present)
 Since 1989, the Arab States put away the donor cheque book for unregulated financial assistance.  Jordan was unable to demonstrate discipline in managing foreign assistance independently.  In fact, the image of corruption in Jordan greatly affected the willingness of donors to provide continued support. The means through which foreign assistance was provided was now through well-articulated and rigid donor programmes.  Often times these “well-designed” programmes do not take into consideration the desires or practical capabilities of the private sector; making sustainability a major challenge.
The once vaunted and competent National Planning Council, was soon replaced with the Ministry of Planning and International Cooperation, where competent programme managers and implementers were replaced with programme designers, leaving the implementation to US and international contractors with some local participation.  This transition has hurt Jordan as MoPIC employees are no longer involved with or linked with programme implementation.  The separation between planning and implementation has debilitated MoPIC’s understanding of national priorities as the designers are not held responsible for programme implementation.  The separation has also isolated the private sector from national development objectives.  As such, there is little national and collective understanding of development priorities and objectives.
The separation has also allowed MoPIC employees to hide behind international brand name contractors to the detriment of the country.  National development has become about negotiation and oversight, not implementation and impact.
Since the devaluation of the Jordanian Dinar in 1989 and the drop in foreign assistance as a percentage of GDP, the government of Jordan has had increasing financial constraints to manage and deal with.  The chronic government budget deficit has crippled the government from playing the once active and dominant role in leading the private sector.  The government’s main objective has become its survival and the government has become increasingly parasitic on the private sector; an opinion shared by several of this study’s interviewees.
Consequently, the government’s role in the economy, although still important, is no longer as dominant as it once was.  Therefore, the government needs to reconsider, redefine and redesign its role in light of the new realities in the national economy.  A redefinition of the governments’ role and that of the private sector as well will help facilitate improved economic and fiscal performance.  The government can no longer solely play the role of economic engine because of its dire fiscal situation.  However, it can facilitate the design of Jordan’s economic future in coordination with the private sector.  In this new economic design the roles and responsibilities of the private sector need to be defined and facilitated as well.

The Need for a New Cooperative Paradigm:  Since the government is no longer able to independently design and execute its national development plans, issues of authority and responsibility within Jordan’s economy have become increasingly ill-defined.  The government is seeking to reinvent itself without fully understanding its context or needed role within national economic development.  Moreover, the cumulative and collective experience of the private sector is becoming increasingly irrelevant in the national economy as the private sector can no longer harvest opportunities afforded by the government.  The once parasitic role of the private sector preying on the public sector has reversed, with the public sector now preying on the private sector to ensure its existence (in its previous form and size).  There is a need to define a “New Big Idea” accompanied by a redefinition of the interrelated roles and responsibilities of the private and public sectors together (not independently) to work together towards achieving the “Big Idea.”
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	Name
	Date of Interview

	1. Mr. Khaldoun Abu Hassan
	May 25, 2014 – 12:00 Noon

	2. HE Mr. Hamdi Tabbaa
	May 27, 2014 – 12:00 Noon

	3. HE Dr. Jawad Anani
	May 27, 2014 – 4:30 PM

	4. Dr. Mohamad Adnan Al-Bakhit
	May 29, 2014 – 12:00 Noon

	5. HE Marwan Al-Qassem
	May 31, 2014 – 9:00Am

	6. HE Mudar Badran
	June 16, 2014 – 11:00Am
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