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EXECUTIVE SUMMARY

The relaxation of COVID-19 mobility restrictions has partially revived global tourism activity, albeit
below pre-pandemic levels. The global decrease in COVID-19 cases and the continuous increases in
inoculation rates translated into higher international tourism activities. In the MENA region, the usage of
available seats for international travel has increased from the all-time low of 42.7% in January 2021, to
59.1% in January 2022, which was the highest recovery among all key regions, followed by Europe that
saw a 14.3% increase.

The ramifications of the pandemic and the Russia-Ukraine war have raised concerns on global
growth and inflation. April 2022 revision of the IMF’s World Economic Outlook (WEQ) has dropped
World GDP growth expectations for 2022 from 4.4% to 3.6%. However, MENA region GDP growth was
revised upwards from 3.9% to 5.7%, mainly attributed to the increase in oil prices that will contribute
positively to the growth of oil exporting countries. On the other hand, inflation in advanced economies was
revised upwards to jump from 3.9% to 5.7%. According to the World Bank estimates of commodity prices,
US Wheat prices marked a 89% increase in March 22 in comparison to 2021, whereas Crude Oil saw a 63%
increase. Nevertheless, CME group estimates that Brent oil prices are expected to reach 102 $US/Barrel by
the end of 2022, as opposed to the record high levels that were observed in the last few months at around
120 $US/Barrel. These international developments have translated into increases in Jordan’s CPI inflation
(y-0-y change) that reached 3.6% in April 2022 and 2.6% during the first 4 months of the year.

Inflationary pressures have led to a tighter monetary policy imposed by the Federal Reserve and a
strong reaction by the financial market. Treasury yield topped 2.89 in May 2022 following the 50-bps
hike announced in the same month, and the JP Morgan Emerging Markets Bond Index dropped by 15.5%
on a year-to-date basis as of May 31%. As of May 12, the S&P 500 and the Dow are down 18% and 13%
for the year, respectively, while tech-stocks have experienced a significant drop in 2022.

Jordan’s economy grew at 2.2% in real terms in 2021, after falling 1.6% during the COVID-19
pandemic outbreak. Timely response to COVID-19 measures, in addition to a series of structural reforms,
cushioned the drop in growth observed in 2020, allowing Jordan to outperform major economies and its
peers from the Arab World. In 2021, Jordan outperformed the expected real growth estimated in the IMF’s
EFF Third Review by 0.2 percentage points.

Unemployment remains one of the key challenges to the Jordanian economy, with all-time high levels
reached in 2021. The existing structural challenges on Jordan’s unemployment were exacerbated by the
ramifications of the pandemic, with unemployment reaching 25% in the first quarter of 2021, decreasing
slightly by the end of the year to reach 23.3% (21.4% for males against 30.7% for females). Youth
unemployment (age 15-24 and not currently enrolled) increased 2.9 percentage points g-0-g and recorded
52.8% for the total (47.9% for males against 70.2% for females).

High current account deficits persist in 2021 despite an improvement in the services account. In 2021,
the services account reverted to a positive balance to reach JD 271.8 million, marking a recovery from the
deficit observed in 2020. Trade in goods has reached a JD 7 billion deficit, or 21% of GDP, in 2021 due to
higher trade volumes that are skewed to the imports side, thereby marking a JD 2.12 billion increase vis-a-
vis the previous year. While the composition of the domestic export basket has remained unchanged over
the years, imports have become slightly more diverse. On the international market side, the diversity of
countries and regions to which Jordan has exported in 2021 marked its best performance since 2017.

Fiscal balance improved in 2021 after an expansionary fiscal policy during the COVID-19 pandemic.
During the pandemic, the GOJ expanded spending, while simultaneously multiplying efforts on revenue
collection and administrative efficiency. Primary and overall balance in 2020 was -3.0% and -7.0%,
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respectively, and -9.6% excluding foreign grants. Significant efforts in the spending side were made in 2021
to decrease the primary deficit to 1.1% of GDP, aside from the recovery of revenues; however, the debt
service reached a maximum of 4.4% of GDP. The budget for 2022 indicates that the primary deficit will
remain at 1.0% of GDP. In addition, Jordan achieved the targeted estimates of domestic revenues and
expenditures in the general budget law for the year 2021. The increase in domestic revenues for the year
2021 is due to an increase in tax revenues by JD 668.3 million and non-tax revenues by JD 418.5 million.
These achievements accrued through prudent government financial management, and the structural,
administrative, legislative procedures in combating tax and customs evasion and avoidance, and reforms
intended at targeted support to further ameliorate the efficiency of spending. In 2022Q1, primary deficit
reached 4.2% and 4.6% excluding grants as a percent of GDP, respectively. This came as a result of the
1.8% growth in domestic revenues and the 3.7% growth in total expenditures. Debt-to-GDP ratio stood at
88.1% by the end of the quarter, compared with 89.5% marked at the end of 2021.

The medium-term fiscal framework baseline scenario shows picking up growth for Jordan in the
coming years. The baseline scenario estimates real growth to reach 2.7% during 2022 and to hover between
2.7% and 2.8% percent for the next 4 years. This came as a result of the recovery of the key contributing
sectors to GDP in Jordan, particularly the contact-intensive sectors and those that enable the recovery of
tourism activities, the ramifications of the pandemic, reopening borders, and the good performance of
external sector.

Inflation in the baseline scenario is projected to increase significantly in 2022, and then stabilize in
the medium-term. Inflation measured by deflator index is estimated to reach 3.5% in 2022 and it hovers
between 2.9% to 3.6% thereafter. The projection is consistent with recent developments of higher
international energy and food prices that will increase the cost of imported goods. Moreover, the muted
inflation during the last two years can be correlated with slower domestic demand that began to recover
during 2022, as signs of price increases in the domestic market have been noticed during the first half of
the year, despite the government’s decision to subsidize domestic fuel prices during the first 4 months of
the year, to protect the poor segments from the substantial jump of the international oil prices, and to
mitigate the effect of the negative external shock on the economy. The industrial production price index
showed a jump of 13.5% during the first quarter of the year, supporting the projected direction of the
Deflator inflation. The Federal Reserve increased its rate 6 times by a total of 3.75 Percentage points during
the first eleven months of the year, and is expected to continue to impose further hikes until the US inflation
stabilized at lower rates. The Central Bank of Jordan is therefore expected to follow the Fed raises and
maintains sufficient margin with the US dollar to preserve the attractiveness of the JD and its FX reserves.

The improvement in government revenue projections, empowered by the MOF policy to widening
the tax base without increasing marginal tax rate and the enhancement in tax collection
administration, combined with economic growth boost and higher inflation, result in an improvement
in the debt dynamics, without any additional discretionary measures, to reach 82.7% of debt-to-GDP
level in 2026. Nominal GDP growth is estimated to reach 6.1% in 2022, drops to 5.7% in 2023 and stays
around this rate until 2026. This will help improve the debt dynamics by deflating the outstanding debt.
Moreover, domestic revenues are projected to increase at a higher pace, which is in line with the continuous
improvement in tax collection and other non-tax factors, which will be an important aspect in bringing the
debt to GDP ratio to low and sustainable levels.




Macro-Fiscal Unit | Ministry of Finance of Jordan
Macro Fiscal Outlook Report

1. GLOBAL AND REGIONAL DEVELOPMENTS

Expectations on the performance of the global economy in 2022 has worsened considerably over the
past year. The sharp rise in commodity prices triggered by Russia’s invasion of Ukraine, stronger than
anticipated supply-chain disruptions and higher inflation in the advanced economies, are expected to lead
to tighter monetary policy and higher interest rates. China is also expected to achieve lower growth due to
stricter mobility restrictions that have also led to a downward revision of world trade volumes. For the
MENA region, however, growth expectations have been revised upwards once again because of the net
positive impact of higher oil prices (see Table 1).

Table 1. WEO Projections for 2022

WEO April WEO October  WEO January WEO April
2021 2021 2022 2022
World GDP 4.4% 4.9% 4.4% 3.6%
World trade volumes 6.5% 6.7% 6.0% 5.0%
Qil prices 54.8 $/b 65.7 $/b 77.3 $/b 110.8 $/b
MENA GDP growth 3.7% 4.1% 4.4% 5.0%
Inflation (adv. econ.) 1.5% 2.3% 3.9% 5.7%

Source: IMF. World Economic Outlook

After the rapid spread of the omicron variant in Q4 of 2021 and Q1 of 2022 that sparked new
economic uncertainty, new daily confirmed cases are low, and COVID-19 related travel restrictions
were relaxed. Omicron cases soared first in southern Africa and spread through Europe, the United States,
the MENA region, and elsewhere, placing daily new confirmed cases to all-time highs. New mobility and
travel restrictions were imposed that contributed to economic uncertainty. However, the variant’s own
nature caused a new wave that occurred in a shorter period than previous ones and the risks of severe illness
and deaths were contained due to higher vaccination rates. Cases have come down to minimum levels in
the MENA region in Q2 of 2022 (Figure 1, Panel A) and vaccination numbers are relatively high among
the richer countries (Figure 1, Panel B). On the services side, the relaxation of COVID-19 related travel
restrictions is a welcome development for the travel and tourism industry and tourist-dependent economies.*
However, new variants may continue to emerge and the risk of a more transmissible one or, even worse,
one that can circumvent vaccine protection is latent.

! Bahrain, Kuwait, Jordan, Saudi Arabia removed all restrictions and the UAE requires test from some destinations—
of drop in COVID cases + vaccines (see https://www.emirates.com/us/english/help/covid-19/travel-requirements-

by-destination/)



https://www.emirates.com/us/english/help/covid-19/travel-requirements-by-destination/
https://www.emirates.com/us/english/help/covid-19/travel-requirements-by-destination/
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Figure 1. Cases and vaccination rates. Selected countries

Panel A: Daily confirmed cases MENA Panel B: Vaccination rates. MENA region
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Demand for travel is increasing, however, below pre-pandemic levels. IATA numbers show that the
recovery of international bookings remains well below that of domestic bookings (see Figure 2, Panel
A).2 The Passenger Load Factor (% of available seat kilometers) in the Middle East reached 73.7% in
November 2022, a significant increase from the 42.7% all-time low reached in January 2021 but below
those of all other regions (except Asia Pacific) and its all-time high of 81% (see Figure 2, Panel B).

Figure 2. Ticket sales and passenger load

Panel A. Ticket sales (7-day MA) %ch vs. 2019 Panel B. Passenger load factor by region
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The world is now concerned about rising inflation. After almost four decades of living under relative
price stability, understanding and addressing the recent rise in inflation has become one of the primary

2 https://www.iata.org/en/iata-repository/publications/economic-reports/air-passenger-monthly-analysis---january-
2022/ (p.3)



https://www.iata.org/en/iata-repository/publications/economic-reports/air-passenger-monthly-analysis---january-2022/
https://www.iata.org/en/iata-repository/publications/economic-reports/air-passenger-monthly-analysis---january-2022/
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concerns of policymakers across the world. The Ukraine- Russia conflict combined with supply-chain
disruptions, wage inflation, and expansionary fiscal and monetary policies are the main forces driving this
inflationary pressure starting the beginning of this year. Inflation could stay high, persistent, and difficult
to control if the Federal Reserve does not continue to raise interest rates, increase the cost of borrowing,
and slow aggregate demand, as a recipe to control inflation.

Figure 3. Inflation in the US and Europe

year-over-year changes

Source: Federal Reserve Economic Data (FRED)

Further uncertainty has been introduced to the world economic outlook after the Russia-Ukraine
war. Given higher commodity prices, elevated inflation and tighter monetary policies are expected to
persist. The conflict is having immediate and potentially lasting consequences for both countries, their
neighbors, other closely integrated economies, and the world. Economies that are closely integrated with
the two countries are suffering from the surge in oil, gas, and other commodity prices such as oil, wheat,
corn, metals, fertilizers, and semiconductors (Figure 4) with varying severity. Importers are experiencing
higher costs and exporters a windfall. Higher inflation and tighter monetary policy will have contractionary
effects across the board, however, and will place some highly indebted countries under further financial
stress. As a result, the IMF announced a downward revision of the growth projections in the April 2022
edition of the WEO.®

3 See https://www.imf.org/en/News/Articles/2022/03/10/tr031022-transcript-of-imf-media-roundtable-on-ukraine



https://www.imf.org/en/News/Articles/2022/03/10/tr031022-transcript-of-imf-media-roundtable-on-ukraine
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Figure 4. Selected commodity prices (2019 = 100)
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High oil and natural gas prices are expected to persist. Natural gas prices in Europe jumped above the
equivalent of US$600/barrel in early March 2022 and oil prices are showing extreme volatility after rising
more than 30% in the first two weeks after the conflict erupted. In April, prices of Brent and Natural Gas
dropped 10.8% and 21%, respectively. Looking ahead, the six-month Brent spread exhibits the steepest
backwardation since 2004 as markets keep expecting for oil prices to come down to the 80US$/barrel in
the medium-term. Natural gas future prices in Europe display greater stickiness in the short-term, staying
in the 90-100 Eur/MWh range until March 2023 (see Figure 5, Panel B).*

Figure 5. Qil (Brent) and Natural Gas (Dutch TTF) - Historic and future prices

Panel A: Qil (Brent) Panel B: Natural Gas (Dutch TTF)

4 Europe imported close to 155 billion cubic meters of natural gas from Russia in 2021 (about 40% of its total
consumption). Although Europe’s gas network is interconnected, the global natural gas market was tight even before
the conflict erupted. Increased supplies of LNG from the US and Qatar (60 bcm), and new wind and solar projects
(20 bcm) are expected to partially fill the gap. Norway is also expected to increase production and turning down
thermostats by 1°C could save an extra 10 bcm.
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Higher energy and food prices and declining consumer confidence are deflating economic
expectations in Europe. The ZEW Indicator of Economic Sentiment for Germany — the continent’s largest
economy-— experienced a 39.3 point drop in March 2022, the largest since the survey began in December
1991. The coming months are bound to be characterized by stagflation and sluggish economic activity is
expected to cut across all sectors of the German economy, affect the energy-intensive sectors and the
financial sector in particular.® The implications for the European economy are already becoming evident.
Apple, which had already suspended sales in Russia, announced recently that it will be cutting its production
orders in anticipation of lower demand for devices in Europe because of the conflict.®

Treasury yields are on the rise, with concerns that the Federal Reserve’s plans to aggressively tighten
monetary policy could slow economic growth. Led by the US and in Europe, monetary policy is expected
to tighten further throughout the year after the 50 bps hike in May 2022 to counteract inflationary pressures.
The 10-year U.S. Treasury yield topped 2.89 in May 2022 (Figure 6). Yields along the curve rose and some
shorter-term Treasuries exceed those for longer-dated government bonds, triggering a so-called inversion.
The fears of an economic growth slowdown caused investors to sell out shorter-dated government bonds in
favor of long-dated debt, which has historically occurred prior to recessions. JPMorgan EMBI Global
Diversified index, which tracks hard currency sovereign debt, was down nearly 15.5% on a year-to-date
basis as of May 31°. The fall has not been limited to Ukraine, Russia, and Eastern Europe but reveals instead
a broad-based risk-off sentiment.’

Recent global developments and model uncertainty suggest the predominance of downside risks to
the baseline scenario presented above. In the US, official numbers reveal a lower-than-expected drop in
year-over-year inflation, from 8.6 in March to 8.2 in April, with core inflation rising 0.5% on a month-to-
month basis and 0.6 per month on average since September 2021. This suggests that price increases are
becoming increasingly widespread and will therefore be much harder to control. Financial markets have

5 See https://www.ft.com/content/2be6b385-6d96-4745-9c6a-2a835da645e9 and https://www.zew.de/en/press/latest-
press-releases/biggest-drop-in-expectations-since-start-of-the-survey.

5 https://www.protocol.com/bulletins/insiders-apple-reducing-iphone-production.

7 https://www.barrons.com/articles/bonds-interest-rates-51648221018



https://www.ft.com/content/2be6b385-6d96-4745-9c6a-2a835da645e9
https://www.zew.de/en/press/latest-press-releases/biggest-drop-in-expectations-since-start-of-the-survey
https://www.zew.de/en/press/latest-press-releases/biggest-drop-in-expectations-since-start-of-the-survey
https://www.protocol.com/bulletins/insiders-apple-reducing-iphone-production
https://www.barrons.com/articles/bonds-interest-rates-51648221018
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reacted strongly. As of May 12, the S&P 500 and the Dow are down 18% and 13% for the year, respectively,
while tech-stocks have experienced a significant drop in 2022. Similarly, The Nasdaq Composite has
plunged 28% for the year and 20% in the past 30 days. Falls of this magnitude have occurred 11 times
before and nine of them were associated with recessions.

Figure 6. United States Yield Curve (%)
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2. JORDANIAN DEVELOPMENTS

2.1. ECONOMIC GROWTH AND GDP BY INDUSTRY

Jordan’s economy grew at 2.2% in real terms in 2021, after falling 1.6% during the COVID-19
pandemic outbreak (Figure 7, Panel A). In 2020, the imposition of restrictions to preserve public health
resulted in the first contraction in real terms since 1990. However, Jordan’s drop in growth was significantly
smaller when compared to advanced countries, such as United Kingdom, France, Germany, and Japan,
which fell by 9.4%, 8.0%, 4.6% and 4.6%, respectively. Moreover, the economy also outperformed its peers
in the Arab World whose average decline in real growth reached 4.2%. In 2021, Jordan has begun its
recovery from the COVID-19 shock, reopening its economy and easing mobility restrictions. Compared to
2020, the economy grew at 2.2% in 2021, outperforming the EFF’s 3" review of the IMF that estimated
growth to be 2.0%.

Real Growth rate reached 2.6% during the fourth quarter of 2021 compared to the same quarter in
2020, and averaged 2.2% for 2021. Quarterly GDP exhibited growth rates throughout 2021. After a year-
on-year increase in the first and second quarter of 2021 of 0.3% and 3.2% respectively, the economy reached
its pre-pandemic level and grew at 2.6% and 2.7% in Q3 and Q4 of 2021, respectively. However, quarterly
GDP is still below the pre-pandemic trend due to an enduring demand slowdown (Figure 7, Panel C). A
return to normalcy through of tourism receipts and increased vaccination rates, in addition to structural
reforms are expected to support medium-term growth. IMF’s growth projections for 2022 decreased slightly
in the latest (April 2022) World Economic Outlook (WEO) report from 2.7% to 2.4% due to the economic
implications induced by the war in Ukraine. Per capita GDP follows real GDP and is expected to grow
2.1% in 2022; the gap between these measures is also decreasing, indicating that population growth is
expected to decline after the large influx of Syrian refugees (Figure 7, Panel D).
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Figure 7. Actual and Projected GDP
Panel A: Real and per capita GDP growth Panel B: Quarterly GDP growth rates (y-o-y)
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Panel C: Quarterly GDP, s.a., 2019Q4=100 Panel D: Annual GDP growth and IMF projections
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All economic sectors have recovered after the ease of COVID-19-related restrictions. Increased
mobility and tourism receipts were driving forces for the recovery of all sectors in the economy. Contact-
intensive sectors such as construction, restaurants and hotels, transport, wholesale and retail trade, and
community and personal services grew at 6.1%, 5.9%, 3.9%, 3.1%, and 1.8% in 2021Q4, respectively, after
being hard hit by the pandemic (Figure 8). The increase in construction was accompanied by a substantial
increase in residential and non-residential construction permits, marking together an increase of 39.2%
between 2020 and 2021, and 21% between 2019 and 2021 and, as a result, construction sector’s output
surpassed its pre-pandemic level. On the other hand, restaurants and hotels, community and personal
services, and transport remain below pre-pandemic levels. However, the outlook for restaurants and hotels
is particularly promising for the upcoming quarters since the number of one-day and overnight visitors are
approaching to pre-pandemic levels. Wholesale and retail trade grew steadily throughout 2021, surpassing
its pre-pandemic level in the last quarter of 2021. Moreover, sectors such as finance and insurance,
agriculture, government services, and mining and quarrying have maintained positive growth rates
throughout the period. Mining is experiencing a growth boom; average growth rate throughout 2021 was
8.9%. The finance sector has benefited from the monetary stimuli undertaken by the Central Bank of Jordan
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(CBJ) during the COVID-19 pandemic, and it is growing at an average rate of 2.5% in 2021. The
manufacturing sector surpassing its pre-pandemic level in 2021Q4 and was the highest contributor on the
increase in GDP in 2021, given its higher relative size in the economy.

Figure 8. Sector Output 2021 & 2020 vs. Pre-Pandemic output (2019)

Economic Activity 2020Q1 | 2020Q2 | 2020Q3 | 202004 | 202101 | 2021@2 | 202103 | 202104 s":;:;;tg[)“:
Manufacturing 100.4 947 96.9 976 99.5 98.4 99.9 100.4 20%
Producers of Government Services 102.0 100.8 100.5 100.8 103.0 101.8 101.7 102.2 15%
Real Estate 1019 100.6 99.6 998 102.8 102.7 101.2 101.0 12%
Community, Social and Personal Services 102.7 935 956 958 99.7 96.3 ar7.6 a7.6 10%
Transport, Storage & Communications 100.8 90.9 93.7 943 98.5 94.8 97.0 97.8 10%
‘Wholesale & Retail Trade 101.0 95.3 96.9 97.2 101.3 98.6 99.2 100.4 9%
Finance, Insurance & Business Services 103.1 102.8 103.0 103.2 106.9 106.9 107.4 107.8 8%
Agriculture, Hunting, Forestry and Fishing 102.2 100.7 101.9 1015 105.2 104.4 104.8 103.8 5%
Construction 987 938 96.0 973 96.9 99.0 99.6 103.2 3%
Mining and Quarrying 993 975 104 4 103.0 147 103.1 1148 108.3 2%
Electricity and Water 101.0 97.1 98.8 98.1 100.0 100.0 1006 100.0 29
Restaurants & Hotels 100.0 86.8 907 923 92.9 92.5 95.7 974 2%
Domestic Senvices of Households 100.9 100.0 100.0 100.0 100.9 100.9 100.0 100.0 2%
Producers of Private Non-Profit Services to Households 102.4 956 97.8 98.4 100.0 971 100.0 100.0 1%
Gross Domestic Product at Market Prices 101.3 96.5 97.9 98.4 101.6 99.6 100.4 101.0

Source: Department of Statistics, MFU estimates

2.2. LABOR MARKETS

Slow growth has been reflected in a weak labor market, compounding historic challenges in job
creation. After the Global Financial Crisis (GFC), the labor market adjustment during the growth
slowdown took place through fewer working age people participating in the labor force. Labor supply
shiowed a downward trend until 2019Q3. The COVID-19 pandemic had no significant impact in the labor
force participation even after the ease of mobility restrictions and it hovered between 33.4% and 34.4%
untii 2021Q4 (Figure 9, Panei A). Nevertheiess, the impact of the COVID-19 on unempioyment was
significant; the unemployment rate increased from 19.3% in the first quarter of 2020 to its all-time high of
25% in the same quarter of 2021. Since the first quarter of 2021, the unemployment rate has been steadily

declining to 24.8% and 23.3% in subsequent quarters.

While total, male, and female unemployment decreased in the fourth quarter of 2021, youth
unemployment reached 52.8% and registered the highest rate of unemployment among age and sex
groups. Figure 9, Panel B shows that the unemployment rate has reached 23.3% during the fourth quarter
of 2021 with a decrease of 1.4 percentage points from the fourth quarter of 2020. The unemployment rate
for males has reached 21.4% during the fourth quarter of 2021 against 30.7% for females, registering a 1.2
and 2.1 percentage points decrease relative to the fourth quarter of 2020. On the other hand, youth
unemployment (age 15-24 and not currently enrolled) increased 2.9 percentage points g-0-g and recorded
52.8% for the total (47.9% for males against 70.2% for females).
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Figure 9. Labor market indicators
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The labor market saw its first increase in the number of Jordanian employed labor since 2017 (Figure
10). After a continuous drop in Jordanian labor over 4 years, Jordan saw an increase in employed labor in
2021 that is contemporaneous with the revival of several sectors. The 2.4% increase in male employment
is attributed to the increase of labor in Agriculture (23%), Transportation and Storage (11.5%),
Manufacturing (5.4%), Construction (6.5%), Wholesale and Retail Trade (4.1%), inter alia. Similarly,
while female employment saw an increase in 2020, it continued to grow to reach 2.9%. The increase was
due to growth of female labor in Manufacturing (14.8%), Information and Communication (46.2%),
Wholesale and Retail Trade (8.1%), among others.

Figure 10. Number of employed Jordanians by sex (in thousands)
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2.3. MONETARY POLICY

After providing a big monetary stimulus in 2020 and 2021, the Central Bank of Jordan increased its main
interest rates in the first quarter of 2022, by 25-bps followed by additional hike of 50-bps in May 2022. To
soothing the impact of novel coronavirus on the national economy, the CBJ decided to adopt a bundle of
measures, including decreasing its key interest rate by 150 bps in March 2020, from 4% to 2.5%, injecting a big
volume of liquidity in the banking system, deferring loans installments, and reducing the financial cost of its
development programs to support economic sectors, as well as a newly introduced program for SMEs for the
business continuation and job preservation regarding the impacted SMEs and individuals from Covid-19. The
CBJ has continued its monetary and credit support while maintaining financial stability at the same time during
2021. Following the international developments in the first half of 2022 including high inflation projections,
globally and domestically, and rising interest rates in regional and international financial markets, CBJ raises it
main interest rate twice by a total of 75-bps at the end of May 2022.

As for monetary aggregates in 2021, M0 and M1, increased 4.8% and 8%, respectively, in line with previous
pre-pandemic years (Figure 11, Panel A). M2 increased by JD 2042.2 million in 2020 (5.8% or 6.6% of GDP).
Moreover, M2 continued to increase by 6.7% (or 7.8% of GDP) until the end of 2021, as the monetary stimulus

continued during that year, and supported mainly by claims on government and on the private sector (Figure 11,
panel B).

Figure 11. Monetary Policy
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The increase in monetary aggregates and the credit to the private sector had no impact on broad
money as a share of international reserves. Given the increase in international reserves, the increase in
monetary aggregates, in particular of broad money, poses no significant impact on the broad money share
to reserves. (Figure 11, Panel C). The credit to the private sector is increasing at an annual rate of 5.4% in
April 2022 from a post-pandemic low of 4.2% in October 2021, showing signs of economic recovery
(Figure 11, Panel D). Foreign exchange reserves at the central bank of Jordan reached about $18.0 billion,
which covers more than 9.4 months of imports at the end of the first quarter of 2022. This high buffer is
crucial to preserve the pegged regime. The total credit extended by banks increased to JD 31.2 billion in
same period, in comparison with JD 30.0 billion at the end of 2021.

After low inflation during 2019 and 2020, inflationary pressures reappeared in 2021 and 2022. While
during 2020 the transportation, culture and recreation, and food categories decreased 7.6%, 0.7%, and 0.7%,
respectively, in 2021 transportation rose 7.5%, culture and recreation rose 5.0% and food items 3.0%
(Figure 12, Panel B). The figure also shows that the items with low inflation in 2020 are the ones that
increased the most in 2021. Inflationary pressures will persist during 2022, given the higher food and energy
prices globally, where the CPI inflation reached 3.6% in April 2022 (y-0-y changes), and 2.6% during the
first 4 months of 2022 (Figure 12, Panel A).
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Figure 12: Inflation Rate
Panel B: Inflation rate by main components (y-0-y

Panel A: Monthly CPI (y-o-y changes)
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2.4. BALANCE OF PAYMENTS

High current account deficits persist in 2021 despite an improvement in the services account. The
current account deficit was 8.8% of GDP in 2021, surpassing the annual current account deficit in 2020
(8.1% of GDP). The improvement in the fourth quarter of 2021 corresponds to the surplus in the services
account (which reached 0.8% of GDP), showing two consecutive quarters of surplus after being impacted
significantly by the COVID-19 pandemic. However, the goods account shows a deficit of 6.3% of GDP,
the highest deficit since 2018. Despite the increase in the exports of services, the trade balance deficit
increased from 5.2% to 5.6% of GDP in the fourth quarter of 2021, relative to the same quarter in 2020
(Figure 13, Panel B). This increase corresponds to higher imports of goods that reached 12.3% of GDP,
relative to 9.3% in the fourth quarter of 2020; the recovery of imports may indicate a recovery of the
economy and consumption, but it also reflects the increases in fuel prices. The exports of goods also
increased from 4.8% of GDP in 2020Q4 to 6.0% of GDP in 2021Q4, showing a significant improvement
since 2019.

The current account deficit during 2022 might be higher, because of higher imports, as economic activities
are picking up during the year with higher fuel and other main goods prices. Nevertheless, the higher prices
in international markets and the high inflation in developed countries will help improve Jordan’s exports in
nominal terms.

Figure 13: Current Account Balance and Trade in Goods Balance
Panel A: Current Account Balance (% GDP) Panel B: Trade Balance (% of GDP)
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The distortion in global trade flows and cost of transport did not affect the composition of Jordan’s
export basket®. The chemicals and textiles sectors have dominated the export basket of Jordan since the
pre-pandemic era, constituting over 50% of Jordan’s total domestic exports. Aside from these sectors,
vegetable products, mineral products, foodstuffs, and metals have alternated in their ranking within the
export basket. This indicates that the COVID-19 pandemic has not majorly impacted the diversity of the
export basket, despite the temporary cut-offs in trade flows in 2020, the increase in global prices of
commodities, and the increase in transportation costs.

8 Department of Statistics, MFU estimates.
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Figure 14. Domestic Exports by Sector 2017 (JD Billion)
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Figure 15. Domestic Exports by Sector 2021 (JD Billion)
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Jordan’s composition of imports showed a higher diversity 2021 than in 2017. In 2021, imports were
more evenly distributed than in 2017, albeit the same 8 sectors have led the import basket, with the mineral
sector in the lead for the largest share of total imports. Given the increase in Jordan’s domestic exports in
chemicals, stone/glass and textiles sectors in 2021, it can be concluded that substantial amount of imports
in these sectors have been used as input materials that have enabled the aforementioned sectors to follow a
path of recovery.
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Figure 16. Imports 2017 (JD Billion)
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Figure 17. Imports 2021 (JD Billion)
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The market concentration of importers from Jordan has been increasing, indicating an increase in
Jordan’s market diversity. The Herfindahl-Hirschman index® can be used to show the extent to which
Jordan’s domestic exports are more concentrated in some regions than others. Given that exports have been
growing since 2017, the decrease in market concentration reflects an increase in the diversity of Jordan’s

% MFU estimates. Lower values indicate higher diversity. Sub continental regions used for the HHI (per the UN
Comtrade classification): Australia and New Zealand, Central Asia, Eastern Asia, Eastern Europe, Free Zones,
Latin America and the Caribbean, Northern Africa, Northern America, Northern Europe, South-Eastern Asia,
Southern Asia, Southern Europe, Sub-Saharan Africa, Western Asia, and Western Europe.
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trade partners. Despite the pandemic, Jordan continued its diversification path to reach its best performance
in 2021. Similar to pre-pandemic patterns, among all regions, the MENA region remains the best performer
in terms of export volume and market diversity combined. While Europe showed revealed the highest trade
partner diversity, it was among the least regions to which Jordan has exported in 2021. The reverse holds
for the Americas: this region holds the second highest trade volume, but the lowest diversity given that
most of Jordan’s exports are concentrated in the United States, mainly dominated in the textiles/garments
sector. Due to proximity and the presence of FTAs (which are the main drivers of the gravity model), the
MENA region holds the highest value for trade exports and is one of the highest market diversities.

Figure 18. Market Concentration Index
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Service Exports took a substantial hit in 2020 and have begun to bounce back in 2021. Due to the fact
that exports of travel and transport have constituted over 80% of Jordan’s total service exports, the halt of
tourism operations and the closure of airports and borders have significantly impacted international receipts
on tourism. Given the fluctuation of Jordan’s epidemiological status, travel and transport activities were
volatile in 2021, resulting in total exports that are below pre-pandemic levels. The decline in global tourism
activities was also reflected on Jordan’s imports of travel and transport services that also constitutes over
80% of Jordan’s total service imports. The easing of COVID-19 measures locally and globally allowed
Jordan to restore its positive trade balance in 2021, albeit below pre-pandemic levels (Section 1, Figure 1,
Panel A).
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Figure 19. Trade in Services (JD Billion)
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The current account deficit was mainly financed by short and long-term loans by the general
government and SDR in 2021. The net borrowing in other investment was USD 1,490 million (3.3% of
GDP) in the fourth quarter of 2021 and reached USD 3,863 million (8.5% of GDP) for the year. Debt
instruments, short- and long-term loans by the general government, and special drawings rights financed
the current account deficit, which denote favorable funding conditions and external support. Foreign direct
investment inflows accounted for USD 606 million (1.3% of GDP), a decrease of more than USD 90 million
with respect to 2020, and portfolio investment exhibited a net outflow of USD 233 million. A total of USD
4,237 million (9.4% of GDP) inflows in the financial account allowed the Central Bank to strengthen the
reserves position in 2021 to USD 18,043 million or 9.5 import cover in months (Figure 20, Panel B).

millions of US dollar

3000

2500

2000

1500

1000

500

-500

-1000

Figure 20: Balance of Payments and International Reserves

Panel A: Balance of Payments

BOOther investment BPortfolio investment aFDI
B Current Account deficit # Financial account

ne

2019412019q22019932019q4202012020422020q32020q42021q12021G22021q32021q4

Note: positive signs (+) indicate net inflows

Panel B: International Reserves

== International Reserves
200000 ===8-== |mport cover in months (RHS) 120
18000.0

10.0

16000.0 " 89 _.___'_ AL
14000.0
12000.0 .
10000.0 :
8000.0
6000.0 :
4000.0
2000.0 .
00 00

,I
N4

q Q) q
S N N
IR N

millions of US dollar
o )
o o

IS
o

I
o

X
& ORI
N '» '» H P
N I AN I

Source: Central Bank of Jordan

21




Macro-Fiscal Unit | Ministry of Finance of Jordan
Macro Fiscal Outlook Report

2.5. CENTRAL GOVERNMENT BUDGET AND PUBLIC DEBT

Fiscal balance improved in 2021 after an expansionary fiscal policy during the COVID-19 pandemic.
Prior to the start of the pandemic, Jordan had exhibited a net primary fiscal surplus (including grants) for 3
consecutive years. During the pandemic, the GOJ expanded spending on social safety nets and health, but
simultaneously multiplying efforts on revenue collection and administrative efficiency. Primary and overall
balance in 2020 was -3.0% and -7.0%, respectively, and -9.6% excluding foreign grants. Significant efforts
in the spending side were made in 2021 to decrease the primary deficit to 1.1% of GDP, aside from the
recovery of revenues; however, the debt service reached a maximum of 4.4% of GDP. The budget for 2022
indicates that the primary deficit will remain at 1.0% of GDP. In 2022Q1, primary deficit reached 4.2%
including grants and 4.6% excluding grants of Jordan’s GDP, which is a 0.7% and a 0.4% change,
respectively, when compared to the same period in 2021.

Jordan achieved the targeted estimates of domestic revenues and expenditures in the general budget
law for the year 2021. The actual tax collection increased 17.4% or JD 1,086.8 million compared to 2020
to reach JD 7,324.9 million. The increase in domestic revenues for the year 2021 is due to an increase in
tax revenues by JD 668.3 million and non-tax revenues by JD 418.5 million. These achievements accrued
through prudent government financial management, and the structural, administrative, and legislative
procedures in combating tax and customs evasion and avoidance. The first quarter of 2022 saw a 1.8%
increase in domestic revenues vis-a-vis the same quarter in 2021, rising from JD 1.797 billion to JD 1.829
billion.

Figure 21. Fiscal balance, expenditures, and revenues
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General tax revenues on goods and services have reached their highest values in over 10 years.
Structural and reforms on tax administrations bore fruit in 2020, cushioning the drop of the economic
activities. During the 2021, the structural reforms set a new standard of tax collection, thereby yielding
higher tax revenues across the board. In fact, in the last 10 years, 2021 is the first year that saw an increase
in all tax groups, accounting for a total increase of JD 504.8 million; taxes on imported goods increased
24% and the commercial sector 18%, both with the highest growth in the last 5 years, and taxes on domestic
goods and services increased 5% and 12%, respectively.

Figure 22. General Taxes on Goods and Services (JD Million)
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The administrative reforms on tax administrations resulted in higher compliance in income tax
reporting. Despite the drop in the number of employed labor in 2020, income tax from individuals saw an
increase, implying higher levels of compliance, as well as a higher efficiency of the tax filing procedures.
In 2021, income tax from individuals proceeded on its growth path, reaching 4.9% by the end of the year.
As it pertains to income taxes from companies and projects, after a slight drop of 1.5% in revenues (albeit
at lower levels than the drop observed in GDP), growth in revenues from this category reached 3.7% and
reached its highest level marked in the last 5 years at JD 802 million, which further accentuates the
effectiveness of the structural reforms that have taken place in the last few years.
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Figure 23. Income Tax Revenues (JD Million)
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Structural and administrative reforms on the customs department yielded record high revenues.
Similar to the general sales tax, administrative and structural reforms have taken place in the customs
administrations that allowed operational efficiency to increase, allow reporting to take place in a timely
manner, along with several procedures that aimed at curtailing smuggling through borders. The revenue
growth from this category reached 23% in 2021, the first positive growth in the last 5 years.

Figure 24. Taxes on International Trade & Transactions (JD Million)
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Non-tax revenues have experienced a rebound after a substantial drop in 2020. COVID-19 restrictions
have halted several economic activities, which translated into a decline in non-tax revenues across all key
items, including a 39.6% drop in land registration, and a 37% drop in mining revenues. The latter rebounded
to pre-pandemic levels with an increase of JD 18.3 million (or a 68% increase) and is expected to continue
to rise in light of the surge of global commaodity prices.
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Figure 25. Non-Tax Revenues
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After years of fiscal consolidation, the growth in expenditures has reversed while focusing on capital
and social safety net spending. After the adoption of a homegrown growth program, Jordan committed to
improve spending efficiency resulted in substantial growth in capital expenditures that have been wanting
in previous years. In fact, the 38% growth in capital expenditures observed in 2021 is also followed by an
unprecedented growth of 43.6% in the 2022 budget, further accentuating the government’s position towards
growth inducing spending. These efforts were accompanied by a steady growth in current expenditures that
focused on social spending but also included growing interest payments. Total expenditure increased from
JD 2.126 billion to JD 2.204 billion in the first quarter of 2022 (in comparison to the same quarter of the
previous year), marking a 3.7% increase.
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Despite the pandemic, current expenditures followed a linear overall path, albeit with signs of
deceleration. Jordan’s resilience against exogenous shocks came at a hefty price: increased debt burdens.
In light of the partially unfulfilled support from that have been pledged by international community, interest
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payments continue to impose a significant strain on Jordan’s current expenditures, such that they have
constituted 16% in 2021.

Figure 27. Current Expenditures (JD Million)

Panel A: Primary Current Expenditures vs. Panel B: Breakdown of Current Expenditures in
Interest Payments 2021
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Reforms intended at targeted support have further ameliorated the efficiency of spending. Since 2019,
Jordan was able to transition from a regressive subsidy system to a targeted cash transfer and social safety
net system through the National Aid Fund, such that targeted social assistances have increased from JD 203
Million in 2017 to JD 287.9 Million in 2021, whereas subsidies have decreased from JD 391 Million in
2018 to JD 238 Million in 2021.

Figure 28. Subsidies vs. Social Benefits (JD Million)
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After a declining trend in capital expenditure, Jordan is on a trajectory towards higher capital
expenditure levels that are conducive to long-term economic growth. Following the decline in capital
expenditure that has reached its lowest value during the first pandemic year, Jordan focused on higher
spending on capital projects in 2021 as a response to the anticipated and the unanticipated ramifications of
COVID-19 on the global economy. The 38% increase in capital expenditures is mainly attributed to the
increase in expenditures on economic affairs by 54%, which include expenditures on the agricultural,
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transportation, energy and telecommunications that are considered the key enablers for total factor
productivity. Along the same lines, it is also worth noting that capital expenditures on infrastructure, land,
machinery, and equipment have constituted 39.6%. Testimony to Jordan’s fiscal prudence, Jordan’s capital
expenditures that are funded by loans have been majorly targeted towards ameliorating infrastructure,
ranging between 88%-100% in the last 5 years.

Figure 29. Capital Expenditures (JD Billion)
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Figure 30. Capital Expenditure per Functional Type (JD Million)
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The GDP contraction, together with the fiscal measures to mitigate the COVID-19 impact, led to an
increase in Jordan’s debt levels. The central government debt-to-GDP ratio increased 9.6 and 2.7
percentage points in 2020 and 2021, respectively, excluding the debt holding of the Social Security
Investment Fund (SSIF) reaching 89.5% of GDP. The external debt, which is mainly denominated in US
dollars (70.6%) and Euro (12%), increased 14.2% in 2020. For instance, loans with multilateral
organizations, and the issue of government bonds contributed 7.45 and 4.03 percentage points to the total
increase. External debt in 2021 increased 3 percentage points, reaching a 47.1% in 2021. As of the first
quarter of 2022, public debt (net of SSIF holdings) reached 88.1%, as opposed to 89.5% by the end of 2021.
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Financing needs in 2022 are mainly explained by the overall budget deficit of the central government.
The central government’s financing needs will be 2,748 million Jordanian Dinar in 2022, an 8.2% of GDP.
Of total financing needs, a 64% corresponds to the overall budget deficit that is 5.2% of GDP, followed by
the rollover of external debt that is an additional 1.3% of GDP and transfers to the Water Authority of
Jordan (WAJ).

Figure 31. Public Debt and Financing Needs
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3. JORDAN MEDIUM-TERM FISCAL FRAMEWORK

3.1 BASELINE SCENARIO

The Jordanian economy saw improvements on the macro fiscal level in 2021, but the existing
structural challenges remain susceptible to uncertainty in light of global developments. In 2021,
Jordan began its recovery from the COVID-19 shock, fully reopening its economy and easing mobility
restrictions. The economy grew at 2.2% in real terms in 2021, after falling 1.6% during the COVID-19
pandemic outbreak, and all economic sectors have recovered after the ease of pandemic-related restrictions.
Labor markets, however, remain weak with high difficulties to create jobs, especially for females and the
youth. The fiscal performance came better than projected in 2021 and the central government achieved the
targeted estimates of domestic revenues and expenditures in the general budget law. The debt burden has
increased, however, mainly due to the pandemic-induced slowdown in growth.

The Ministry of Finance is committed to the improvement of the Medium-term Fiscal Framework
(MTFF)¥ as a key tool for better fiscal management. A well-designed medium-term fiscal framework
provides a coherent quantitative statement of the government's fiscal strategy and a degree of public
commitment. The MTFF enhances the feasibility of the government's fiscal objectives by ensuring that the
targeted path of fiscal aggregates is consistent with medium-term fiscal sustainability and with a
macroeconomic framework aiming for sustained rapid growth and external viability. It is a vehicle through
which the government can credibly commit to the targeted path of fiscal aggregates over the medium term
in an uncertain world, and thereby anchor expectations.

The external assumptions depended on latest IMF World Economic Outlook (WEO) report but also
incorporate a variable to account for COVID-19 shock. To gauge global growth sentiment, we used
future global growth path and Brent oil prices based on WEQ’s forecast. The new WEQ projections took
into account the Ukraine-Russian conflict and its repercussion on the world growth and inflation. We
assume that COVID-19 stops weighing directly on variables (via the stringency index) in the first quarter
of 2021. We also assume the projections of Foreign Grants specified in the 2022 Budget Law. As for Total
Expenditures, we use IMF 5" review projections and the 2022 Budget Law Projections when estimating
the Debt to GDP trajectory in the medium term.

The baseline scenario shows picking up growth for Jordan in the coming years. The baseline scenario
estimates real growth to reach 2.7% during 2022 and to hover between 2.7% and 2.8% percent for the next
4 years. This came as a result of the recovery of the key contributing sectors to GDP in Jordan, particularly
the contact-intensive sectors and those that enable the recovery of tourism activities. The ramifications of
the pandemic, and reopening borders.

19 The MFU developed a time series model to forecast main economic variables, a Vector Autoregressive model was
developed to forecast key economic variables, along with other timeseries regressions. It is worth mentioning that
the baseline output of the built model does not include recent (2021-2022 and coming into effect post 2022) policy,
legislation and administration changes that will have positive effect on revenues collection or any future measures or
policy changes that can affect the forecast thereafter.
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Inflation in the baseline scenario is projected to increase significantly in 2022, and then stabilize in
the medium-term. Inflation measured by deflator index is estimated to reach 3.5% in 2022 and it hovers
between 2.9% to 3.6% thereafter. The projection is consistent with recent developments of higher
international energy and food prices that will increase the cost of imported goods. Moreover, the muted
inflation during the last two years can be correlated with slower domestic demand that began to recover
during 2022, as signs of price increases in the domestic market have been noticed during the first half of
the year, despite the government’s decision to subsidize domestic fuel prices during the first 4 months of
the year, to protect the poor segments from the substantial jump of the international oil prices, and to
mitigate the effect of the negative external shock on the economy. The industrial production price index
showed a jump of 13.5% during the first quarter of the year, supporting the projected direction of the
Deflator inflation. The Federal Reserve increased its rate 6 times by a total of 3.75 Percentage points during
the first eleven months of the year, and is expected to continue to impose further hikes until the US inflation
stabilized at lower rates. The Central Bank of Jordan is therefore expected to follow the Fed raises and
maintains sufficient margin with the US dollar to preserve the attractiveness of the JD and its external FX
reserves.

CPI Inflation is projected at slightly higher rate in 2022, compared with the deflator, reaching around 4.3%,
and to stabilize at this higher rate during the medium-term. This projection came because of the increase of
prices of many imported goods, as well as international oil prices. The CPI Inflation during the first 4
months registered a modest rise of about 2.6% because of the government decision to not pass thorugh the
international jump in oil prices to the Jordan market. However, with the gradual reversal of subsidies on oil
derivatives, the inflation measured by CPI has increased at faster pace during the remaining period of the
year. It is worth noting that inflation in advanced economies is still higher than Jordan’s projections. In
stark contrast with the US, there are no signs of worker scarcity or pressure on wages in Jordan. On the
contrary, as seen in Section 2, Figure 9, unemployment rates are extremely high and have been rising since
2014 and labor supply is at its lowest since 2017. Moreover, output in Jordan is recovering but is still below
the pre-pandemic trend, in contrast with the U.S. that has almost reached the levels to which the pre-
pandemic trend predicts (Section 1, Figure 7, Panel C), boosted by expansionary fiscal and monetary policy
- stimulus checks, child tax credit, federal money for state and local governments.

The improvement in government revenue projections, impowered by the MOF policy to widening
the tax base without increasing marginal tax rate and the enhancement in tax collection
administration, combined with economic growth boost and higher inflation, result in an improvement
in the debt dynamics, without any additional discretionary measures, to reach less than 82.0% of
debt-to-GDP level in 2026. Nominal GDP growth is estimated to reach 6.2% in 2022, drops to 5.7% in
2023 and stays around this rate in the medium term. This will help improve the debt dynamics by deflating
the outstanding debt. Moreover, domestic revenues are projected to increase at a higher pace, which is in
line with the continuous improvement in tax collection as a result of the recent revenues improvements and
the tax administrative efficiency enhancements especially on the legislation level such as bringing
ASEZA’s tax department under the jurisdiction umbrella of ISTD, and tax compliance improvements
besides other non-tax factors, which will be an important aspect in bringing the debt to GDP ratio to low
and sustainable levels.
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Real GDP Growth (%, YoY)
Nominal GDP Growth (%, YoY)
Deflator Inflation (%, YoY)
Inflation CPI (%, YoY)

Total revenues and grants
Domestic revenues

Tax revenue

Taxes on income and profits
Sales taxes

Taxes on foreign trade
Other taxes

Non-tax revenue

Grants

Expenditures of which :
Current Expenditures

Overall central government
balance
NEPCO operating balance

WA overall balance, excluding
project grants

Water distribution companies
overall balance

Combined public balance

Government and guaranteed
gross debt (net of SSC holdings)
Debt/GDP (net of SSC holdings)
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Table 2: Baseline Scenario®!

2020
-1.6

-1.8

0.3
7028
6237
4958
1103
3524
274
57
1279
791
9211
8389

-2183

-2111

27295

87.5%

2021
2.2

3.6
14
1.3
8128.2
7324.9
5626.9
1179.6
4038.7
338
70.6
1690.4
803.31
9858.8
8721

-1730.6

-153

-225

-113

-1621.9

29090.6

89.6%

2022
2.7

6.2
3.5
4.3
9034.7
8219.7
6239.7
1480
4401.7
260
98
1980
815
10653
9106

-1618.3

-220

-220

-51

-1470.3

30352.1

87.7%

2023
2.7

5.7
2.9
4.8
9619.4
8804.4
6706.4
1650
4684.4
270
102
2098
815
11485
9777

-1865.6

-338

-272

-10

-1686.6

31913.7

86.5%

2024
2.8

5.7
2.8
3
10288
9473.4
7233.4
1838
4981.4
302
112
2240
815
12250
10480

-1962

-296

-263

-10

-1495

33539

86.0%

2025
2.7

6.3
3.5
3.3
10869.5
10054.5
7744.5
2035
5273.5
324
112
2310
815
12351
10580

-1481.5

-262

-253

-10

-839.5

34601

84.0%

Macro Fiscal Outlook Report

2026
2.8

6.6
3.6
3.4
11474.4
10659.4
8209.4
2185
5558.4
354
112
2450
815
12678
10900

-1203.6

-221

-256

-10

-402.6

35294.4

81.2%

11 The baseline output of the built model does not include recent (2021-2022 and coming into effect post 2022) policy, legislation
and administration changes that will have positive effect on revenues collection or any future measures or policy changes that can

affect the forecast thereafter.
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Figure 32 — Main projections
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MACRO FISCAL RISK
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Forecasts exhibit a high degree of ambiguity and global uncertainty remains a strong source of
potential downside risks to Jordan economy. While the baseline forecast is important, a good
understanding of the risks surrounding the baseline forecasts is important as well. In this regard, we
construct fan charts that are commonly used as a communication tool for forecast uncertainty. Figure 33,
Panel A shows that real GDP growth ranges between 1% to 4%, given its 95 confidence interval, while
Panel B shows the deflator ranging between 0.5% and 5%, demonstrating a relatively high levels of
uncertainty and risks.

Figure 33 - Fan Charts for the Baseline Scenario

Panel A: Fan Chart Annual Real GDP growth Panel B: Fan Chart Annual Deflator
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Considering an alternative adverse shock scenario: Although the Fed has raised its rate 6 times by a
total of 3.75 percentage points during the first eleven months of the year the inflation decreased at slower
pace than anticipated to reach 7.7 percent down from its peak at 9.1 in June. Thus, a more hawkish stance
might be taken by the Fed during next year, VVolcker-like approach, to forcefully bring the inflation back to
acceptable levels. This would yield positive real interest rates for a couple of years— and is bound to involve
at least a mild recession.

The alternative scenario yields lower growth and higher inflation in 2023. Lower world GDP growth
rates decreases GDP growth rates from 2.7% to 2.0% in 2023 and from 2.7% to 2.4% in 2024. This
alternative scenario exhibits lower inflation rates in Jordan, in 2023 and remains at lower rate thereafter.
Nominal growth rates projections are lower comparing to the baseline scenario in 2023 and thereafter,
depressing the debt-to-GDP ratio which would reach higher value of 84.5% at the end of 2026.
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Table 3: Macro Fiscal Risk Scenario

Adverse Shock Scenario

Macro Fiscal Outlook Report

Real GDP Growth (%, YoY)
Nominal GDP Growth (%, YoY)
Deflator Inflation (%, YoY)
Inflation CPI (%, YoY)

Total revenues and grants
Domestic revenues

Tax revenue

Taxes on income and profits
Sales taxes

Taxes on foreign trade
Other taxes

Non-Tax revenue

Grants

Expenditures of which :
Current Expenditures
Overall central government

NEPCO operating balance

WA overall balance, excluding

project grants
Water distribution companies
overall balance

Combined public balance

Government and guaranteed
gross debt (net of SSC holdings)

Debt/GDP (net of SSC holdings)

0.3

7028.0

6237.0

4958.0

1103.0

3524.0

274.0

57.0

1279.0

791.0

9211.0

8389.0

-2183.0

-89.0

-257.0

-80.0

-2111.0

27295.0

87.5%

2.2

3.6

14

13

8128.2

7324.9

5626.9

1179.6

4038.7

338.0

70.6

1690.4

803.3

9858.8

8721.0

-1730.6

-153.0

-225.0

-113.0

-1621.9

29090.6

89.6%

2.7

6.2

3.5

4.3

9034.7

8219.7

6239.7

1480.0

4401.7

260.0

98.0

1980.0

815.0

10653.0

9106.0

-1618.3

-220.0

-220.0

-51.0

-1470.3

30352.1

88.0%

2023

2.0

4.5

24

0.9

9003.1

8188.1

6237.0

1534.5

4356.5

251.1

94.9

1951.1

815.0

10910.8

9288.2

-1907.7

-338.0

-272.0

-10.0

-1728.7

31955.8

88.7%

2024

2.4

5.0

2.6

11

9625.3

8810.3

6727.1

1709.3

4632.7

280.9

104.2

2083.2

815.0

11637.5

9956.0

-2012.2

-296.0

-263.0

-10.0

-1545.2

33631.6

88.9%

2025

2.7

5.7

2.9

1.6

10165.7

9350.7

7202.4

1892.6

4904.4

301.3

104.2

2148.3

815.0

11733.5

10051.0

-1567.8

-262.0

-253.0

-10.0

-925.8

34780.0

86.9%

2026

2.9
5.3
24
1.6
10728.2
9913.2
7634.7
2032.1
5169.3
329.2
104.2
2278.5
815.0
12044.1
10355.0
-1315.9

-221.0

-256.0

-10.0

-514.9

35585.6

84.5%
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JD Million

Real GDP Growth (%, YoY)
Nominal GDP Growth (%, YoY)
Deflator Inflation (%, YoY)
Inflation CPI (%, YoY)

Total revenues and grants
Domestic revenues

Tax revenue

Taxes on income and profits
Sales taxes

Taxes on foreign trade
Other taxes

Non-tax revenue

Grants

Expenditures of which :
Current Expenditures

Overall central government
balance
NEPCO operating balance

WA overall balance, excluding

project grants

Water distribution companies
overall balance

Combined public balance

Government and guaranteed
gross debt (net of SSC holdings)
Debt/GDP (net of SSC holdings)

2020
-1.6

-1.8
-0.2
0.3
7028
6237
4958
1103
3524
274
57
1279
791
9211
8389

-2183

-2111

27295

87.5%

b g e 13
2021 2022 2023
2.2 2.7 2.7
3.6 6.2 5.7
1.4 3.5 2.9
1.3 4.3 4.8
8128.2 9034.7 96194
7324.9 8219.7 8804.4
5626.9 6239.7 6706.4
1179.6 1480 1650
4038.7 4401.7 4684.4
338 260 270
70.6 98 102
1690.4 1980 2098
803.31 815 815
9858.8 10653 11485
8721 9106 9777
-1730.6  -1618.3 -1865.6
1153 2220 1338
225 1220 272
-113 -51 -10
16219 -14703  -1686.6
29090.6 @ 30352.1 31913.7
89.6%  87.7%  86.5%

2024
2.8

5.7
2.8
3
10288
9473.4
72334
1838
4981.4
302
112
2240
815
12250
10480

-1962

-296

-263

-10

-1495

33539

86.0%

2025
2.7

6.3
3.5
3.3
10869.5
10054.5
7744.5
2035
5273.5
324
112
2310
815
12351
10580

-1481.5

-262

-253

-10

-839.5

34601

84.0%

2026
2.8

6.6
3.6
3.4
11474.4
10659.4
8209.4
2185
5558.4
354
112
2450
815
12678
10900

-1203.6

-221

-256

-10

-402.6

35294 .4

81.2%

s Aliine s AT el sa) sl 5l 2022 22021 550 JDA day puall 5l Sle iy il 5 el a Yy Sl et Y ardiud) 73 sall 8 ool g Ll 2305 (13
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Real GDP Growth (%, YoY)
Nominal GDP Growth (%, YoY)
Deflator Inflation (%, YoY)
Inflation CPI (%, YoY)

Total revenues and grants
Domestic revenues

Tax revenue

Taxes on income and profits
Sales taxes

Taxes on foreign trade
Other taxes

Non-Tax revenue

Grants

Expenditures of which :
Current Expenditures
Overall central government

NEPCO operating balance

WA overall balance, excluding

project grants
Water distribution companies
overall balance

Combined public balance

Government and guaranteed
gross debt (net of SSC holdings)

Debt/GDP (net of SSC holdings)

0.3

7028.0

6237.0

4958.0

1103.0

3524.0

274.0

57.0

1279.0

791.0

9211.0

8389.0

-2183.0

-89.0

-257.0

-80.0

-2111.0

27295.0

87.5%

2021

2.2

3.6

14

13

8128.2

7324.9

5626.9

1179.6

4038.7

338.0

70.6

1690.4

803.3

9858.8

8721.0

-1730.6

-153.0

-225.0

-113.0

-1621.9

29090.6

89.6%

2022

2.7

6.2

3.5

4.3

9034.7

8219.7

6239.7

1480.0

4401.7

260.0

98.0

1980.0

815.0

10653.0

9106.0

-1618.3

-220.0

-220.0

-51.0

-1470.3

30352.1

88.0%

2023

2.0

4.5

24

0.9

9003.1

8188.1

6237.0

1534.5

4356.5

251.1

94.9

1951.1

815.0

10910.8

9288.2

-1907.7

-338.0

-272.0

-10.0

-1728.7

31955.8

88.7%

2024

2.4

5.0

2.6

11

9625.3

8810.3

6727.1

1709.3

4632.7

280.9

104.2

2083.2

815.0

11637.5

9956.0

-2012.2

-296.0

-263.0

-10.0

-1545.2

33631.6

88.9%

2025

2.7

5.7

2.9

1.6

10165.7

9350.7

7202.4

1892.6

4904.4

301.3

104.2

2148.3

815.0

11733.5

10051.0

-1567.8

-262.0

-253.0

-10.0

-925.8

34780.0

86.9%

2026

2.9
5.3
24
1.6
10728.2
9913.2
7634.7
2032.1
5169.3
329.2
104.2
2278.5
815.0
12044.1
10355.0
-1315.9

-221.0

-256.0

-10.0

-514.9

35585.6

84.5%
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