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Country: Jordan

Social and Economic Background of Jordan

According to the World Bank, Jordan had an estimated population of 5.31 million in 2003, 59.39% of whom were between the ages of 15 and 64. In 2002, the proportion of Jordanians living on less than US$2 a day was 6.5%, while 2% of the population survived on less than US$1 per day. Jordan’s GINI Index was 36.42 in 1997 according to the World Bank. The World Bank also reports that in 2000 the unemployment rate declined for males to 20.7%, compared with 30.9% in 1999; the female unemployment rate declined from 12.9% in 1999 to 11.8% in 2000; the unemployment rate of the total labor force was 13% in 2000.
World Bank figures show that in 2003 Jordan registered a PPP adjusted GDP per capita of US$4,319.8 in terms of current international dollars, a 2.3% increase from $4,224.18 in 2002. 

According to the World Bank and the OECD, in 2003, Jordan received Foreign Direct Investment (FDI) net inflows of US$376 million, and foreign aid and development of US$1,234 million. The World Bank states that in 2003, Jordan’s M2/GDP ratio was 122.79%. There was no information available regarding remittances to Jordan. 

The currency of Jordan is the Jordanian Dinar (JOD). Since May 1989, the Jordanian Dinar has been pegged to a group of currencies. The exchange rate was JOD0.709:US$1 from 2000 to 2004, according to Rapid Intelligence. 

Jordan plans to participate in the Financial Sector Assessment Program (FSAP) of the World Bank.

Doing Business in Jordan

According to a 2004 World Bank study, entrepreneurs in Jordan are required to go through 11 steps over the course of 36 days to launch a new business. The cost to entrepreneurs of starting a business represents 52.0% of gross national income (GNI) per capita. It takes about 22 days and eight procedures to secure rights to property. The cost to create collateral for a loan is 56.3% of income per capita, versus a regional average of 18.5 and an OECD average of 5.2. The country’s Disclosure Index is 3 on a scale of 0 to 7.

In terms of the World Bank’s Credit Information Index Rating, Jordan scores 3 on a scale of 0 to 6. The public credit registry covers 5 borrowers per 1000 adults and there is no private bureau coverage according to the World Bank. 

Regulatory and Legal Environment of Jordan

According to the World Bank, it takes 43 procedures and 342 days from the time a plaintiff files a lawsuit for overdue debt until he or she is actually compensated. The cost of enforcing contracts in terms of legal and court fees amounts to 8.8% of the value of the debt. 

Filing bankruptcy takes about 4.3 years and the costs associated with it in terms of estate value amounts to 8%. The average recovery rate for creditors is $0.267 per U.S. dollar. 

According to CGAP’s Diagnostic Report on the Legal and Regulatory Environment for Microfinance in Jordan, the objective of the National Microfinance Strategy (developed by the Jordanian Microfinance Committee established by MOPIC, with technical assistance made available by CGAP) is “to provide access to a wide range of financial services to the majority of the economically active poor households and microenterprises in Jordan.” This is “to be achieved in a liberalized and market oriented economy where the private sector is the implementer, and the Government provides the enabling environment for the efficient functioning of markets that encourages the participation of the private sector.”
The CGAP report states that the legal form of association is currently not available for MFIs due to the position of the Ministry of Social Development (which regulates associations). The Charitable and Social Associations Law does not permit associations to engage in microlending.

Also stated in the CGAP report, credit unions register under an instruction issued by the Central Bank in 1982. According to the instruction, the Central Bank supervises the financial activities of credit unions, which must be formed as public companies with a minimum capital amount of 1,000,000 JD ($1.41 million USD). The instruction also specifies that credit unions are not authorized to take deposits from the public. According to CGAP,  institutions providing financial services to the poor do not exist.

The CGAP report also states that under Jordanian law, the Central Bank has the right to set maximum and minimum rates of interest on loans granted by financial institutions that are subject to the Banking Law and Central Bank regulations. However, the Central Bank is in favor of having the market determine the interest rate and is opposed to setting maximums or minimums. There is currently no set minimum or maximum rate.

The CGAP report shows in 2004, the Jordan government granted microlending institutions an exemption from income tax (and all other taxes) in order to put them on equal footing with the to-be-established Bank for the Poor. The duration of such exemption is not specified in the Prime Minister’s written statement announcing the decision.

Also the report states that there are no restrictions on foreign investment in lending institutions or other financial institutions.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Jordan

According to the World Bank, the Central Bank of Jordan grants commercial bank licenses.  There were 21 commercial banks in Jordan at year-end 2001. During late 2003 and early 2004, there was an injection of private capital into the commercial banking sector, significantly altering the balance between private and public ownership in three banks. 
According to the statements in the CGAP report, indigenous nonprofit organizations – both nongovernmental organizations (NGOs) and companies – and for-profit companies currently operate as microlenders in Jordan. None of the microlenders offer financial services beyond lending products, although one offers credit life insurance that is underwritten by a Jordanian insurance company and another is developing a microleasing product. In no case would a microfinance institution (MFI) be permitted to engage in deposit taking without ‘transforming’ into a regulated financial institution. A few microlenders are effectively offering savings products to their clients through relationships with banks. 

According to the Planet Rating, there are four MFIs in Jordan funded by the USAID/AMIR program, such as Jordan Micro Credit Company (JMCC), Microfund For Women (MFW, affiliated by WWB), MEMCO (CHF affiliate), and Al-Ahli (owned by the Jordan National Bank).  All of these MFIs began operations in the mid-to-late 1990s. Three of these four sustainability-oriented microlenders (i.e., those not offering subsidized loans) are organized as nonprofit companies; the fourth is a for-profit company that is 100%-owned by the Jordan National Bank, a privately owned commercial bank. JMCC was created in 1999 by Noor Al-Hussein Foundation (NHF) and received $1.7 million USD of funding from the USAID/AMIR program. As of March 2005, JMCC was operating through a network of eight branches, providing individual and group loans to approximately 10,000 clients, with an outstanding loan portfolio of $4.1 million USD. JMMC has been assigned a global rating of B+. MFW began operations in 1996 and is a non-profit company specialized in providing sustainable financial services to poor women entrepreneurs in Jordan. MFW offers working capital loans to groups and individuals of women and, since 2004, to men. To date, MFW has extended more than 55,000 loans (group loans, individual loans, seasonal loans) valued at over US$11 million. MFW received a final rating of A- with a stable trend.

CGAP reports that in addition to this one ‘parent bank-subsidiary’ MFI relationship, commercial banks have also established relations with the more successful nonprofit microlenders, loaning funds to them for onlending. (Onlending of borrowed funds is unambiguously permitted under Jordanian law.) However, commercial banks have generally been reluctant to lend even to the most successful Jordanian MFIs without external credit support.

According to CGAP, as of December 31, 2004, the four sustainability-oriented microlenders had disbursed more than 110,000 loans totaling more than 45 million JOD ($63.47 million USD). They are all heavily concentrated in urban and peri-urban areas. All four have already accessed considerable amounts of commercial debt financing, and expect to borrow more to finance anticipated future growth
As stated in the CGAP report, various NGOs are engaged in microlending as one among multiple activities. Some of these have been subsidized programs; however, some appear to be shifting in the direction of best practice lending. In addition, according to the National Microfinance Strategy, there are approximately 200 self-help microcredit operations with savings and credit components. Some of these self-help groups are supported by donor funds; others are supported by bigger NGOs. Initially, the NGO-based microcredit movement in Jordan focused primarily on group lending, although many microcredit associations relatively quickly began to offer individual loan products as well.

The report says that in Jordan (as is the case in other countries in the region), government institutions have engaged in significant direct poverty-focused lending particularly in rural areas under-served by commercial banks. These include, among others, the Development and Employment Fund, the Industrial Development Bank, the Agricultural Credit Corporation and Cities and Villages Development Bank, all of which lend at subsidized rates of interest.

CGAP also reports that annual disbursements by state-owned institutions involved in subsidized lending – in particular, the Development and Employment Fund and the Agricultural Credit Corporation – have significantly declined over recent years. There are ongoing efforts to reform the operations of these two state institutions to comply with international best practices in development finance. Nonetheless, in 2004 the Development and Employment Fund lowered the interest rate charged on all loans to a flat 4%. The Agricultural Credit Corporation does not maintain a loan loss reserve and does not write off any loans as uncollectible.
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