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FOREWORD

We live in a rapidly changing and dynamic world, with the growing integration of societies, economies, and
technologies. Living in a highly competitive global economy, Jordan understands that the requirements of inte-
grating into this economy and enhancing the country’s growth are enormous. Identifying opportunities through
innovation, efficiency and dynamism are critical for any nation that intends to be an active player in the global
economy.

It is clear that the factors determining the competitiveness of nations are diverse and numerous. The key ele-
ments for competitiveness that prevailed in the past are no longer sufficient to drive the world economic growth
today. There is a new order of the day, focusing on quality of education and training, the efficiency of industrial
organization, the capacity to make continuous improvements in production processes, the intensity of R&D and
its industrial exploitation, the fluidity of the conditions under which markets operate, the availability of com-
petitive service infrastructures, product quality, and the way in which corporate strategies take account of the
consequences of changes in society, such as improved environmental protection.

The process of overcoming the obstacles that prevent developing nations from becoming competitors in the
global economy is not an easy task. It is a lengthy and extensive process requiring a sharper focus and greater
participation from all the parties involved. Selecting the adequate policy measures for both the public and pri-
vate sectors by involving citizens in the process positively impacts the social and economic development of a
nation. Collective and coherent actions are needed in each interrelated area, involving all stakeholders in an
active partnership to promote sustained economic growth as well as to address the long-term challenges of
development.

Therefore, Jordan has been adopting structural, economic, legal, administrative, and social reform programs.
Many elements of these programs have been successfully implemented, while others are still in progress. Our
reform efforts have clearly corresponded to the evolving global trends, and success has been attained in mold-
ing a lucrative investment climate, in which businesses can thrive by tapping into the vast world market. To
strengthen Jordan’s economic base and improve the competitiveness and efficiency of Jordanian enterprises,
an export-oriented policy was adopted. This was reflected in joining a series of initiatives of international and
regional free trade arrangements. We have also worked towards developing export platforms that offer world
class investment infrastructure, free access to major regional and international markets, and lucrative invest-

ment incentive packages.

A large number of laws and regulations were amended and investment related laws were streamlined. The
regulatory environment seeks to open and improve integration, reduce bureaucracy, simplify procedures, as
well as facilitate services offered to local, Arab, and foreign investors to come and invest in Jordan. The Gov-
ernment of Jordan remains committed to further enhance the investment climate in Jordan and work towards
introducing new measures aimed at implementing procedures related to starting a business, dealing with li-
censes, registering property, employing workers, and enforcing contracts.

The report at hand is part of our overall efforts to understand the factors influencing private-sector led economic
growth, and ways to successfully create new employment opportunities and increase standards of living.



This report is the first of its kind gathering the research results and analyzing specific sectors competitiveness.
It provides recent accurate data describing Jordan’s competitiveness on the macro and micro economy, as well
as across five selected sectors.

In closing, | would like to extend my appreciation to the members of the Competitiveness Unit for their efforts
in putting together this report. | would also like to thank the private sector and government entities for their
continuous support to the work of the Competitiveness Unit. | hope that this report provides you with the needed
information that enables you to explore the vast array of investment opportunities available in Jordan.

Suhair Al-Ali
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EXECUTIVE SUMMARY

This report provides a snapshot of Figura 1.1 - Growrth in Regional Prosperity
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Competitiveness will be Jordan's route
to continued economic growth and in-
creased prosperity.

A strong, competitive economy produces more and better opportunities for its people to increase their standard
of living. With increases in the mobility of human and financial capital, countries are competing to offer the
most conducive and productive environment for business. Jordan has been a leader in the region in many high-
value, knowledge-based industries. However, Jordan’s historically strong competitive position in the region
is at risk. At a time when countries in the region and across the world are accelerating economic reform and
making it easier than ever for business to do business, Jordan is faced with a decision: keep up and get ahead
of the competition or be left behind and relegated to lower value economic activities.

Jordan’'s productive business sectors compete on an industry and firm-level basis. Globally competitive busi-
ness is the generator of economic growth and increased per capita income. Jordanian business competes
globally against competitive firms worldwide. Those firms that target desirable markets, and are able to com-
mend substantial prices for their products and services from customers in these markets, will succeed and
grow. This success demands firm and sector-level competitiveness, and the support of a world-competitive
enabling environment.

How DO WE KNOW IF JORDAN IS MAINTAINING ITS COMPETITIVENESS?
Competitiveness can be measured. Jordan can track its competitiveness by measuring key indicators across
and within the economy and then comparing these indicators to benchmarks in the region and worldwide. The
key indicators assess the levels of prosperity and human development, the stability of the macro-economy, the
health of the micro-economy, and the ability of business to create jobs and income for current and future gener-
ations of Jordanians. In Jordan, much is known and understood about the macro-economy and the underlying
dynamics that determine its health. To date, however, there is only limited information on the microeconomic
environment and the constraints faced by business within specific sectors. Also, Jordanians lack information
about how competitive countries and industries are developing outside Jordan and the region. Benchmarking
the three sets of indicators-macro-economic environment, micro-economic environment and industry specific
performance - enables Jordan to objectively assess its performance and learn from other countries.
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How IS JORDAN PERFORMING?

Based on the analysis conducted for this report, there are a number of key themes that are critical to Jordan’s
competitiveness:

1. Jordan has accomplished a great deal. Jordan has achieved many improvements in the quality of its
business environment. Jordan's businesses also boast many accomplishments in the international arena.

2. Yet there is urgency for action. Across the public and private sector, leaders are impatient for reform, and
for a vision of competitiveness that is consistently and aggressively pursued. Many strategies and reform
initiatives developed over the past five years are struggling to gain traction. At the same time, other

countries are making tangible, highly visible progress in reforming and transforming their economies.

3. Jordan’s economic openness and current foreign investment flows into Jordan are an opportunity to
invest in productive activities. Foreign investment can provide capital needed for productive activities. If
structured and channeled effectively, FDI can serve as a source of knowledge and linkages to other mar-
kets. Yet, currently the majority of foreign investment flows appear to be going to unproductive real estate
investments that risk driving inflation, and the cost of living, higher. Equally, Jordanians are investing in their
economy, although not at the levels and with the productivity that is desirable.

4. But Jordan’s business environment still presents major obstacles for business. An environment that
enables businesses, and that does not create barriers to business investment and operations, is critical
to attracting investment and keeping talented Jordanians in Jordan. Globally competitive investors and
skilled workers require an environment in which they can maximize productivity, implement competitive
strategies, and fairly capture a high return. Jordan’s business environment imposes numerous constraints
that are limiting labor productivity, efficient operation and the return on financial capital.

5. Jordan’s human capital, the foundation of its competitiveness, is at risk. Jordan is a seedbed of skilled
and experienced professionals in the Middle East. But ‘brain drain’, the migration of professionals to other
regions, and education and training systems that do not meet business’ needs are immediate and significant
threats to Jordan's long-term prosperity. With limited physical resources, Jordan’s future prosperity will be
determined by its ability to train and retain highly skilled and productive workers.

6. Public-private cooperation must be based in fact and focused on action. The challenges facing Jordan
require a coordinated effort to act. Formal dialogue that builds consensus across the public and private
sectors is critical for Jordan’'s economic leadership to build the momentum for change and action.

These themes emerge from and are supported by the data, information, and analysis in this report. Across the
indicators there is much to progress to report and results to celebrate:

« Jordan has ranked consistently as one of the top 50 most competitive economies worldwide for the past
five years. Jordan ranked 49" out of 131 countries on the Global Competitiveness Index and 48" out of 127
countries on the Business Competitiveness Index. Are these results sufficient to encourage huge gains in
competitiveness and economic growth?



Responsible monetary policy has so far contained inflationary pressures due to high liquidity in the region,
rising oil prices, and the macroeconomic strain of absorbing large numbers of refugees. While overall infla-
tion jumped to 6% in 2006, core inflation stayed close to 2%.

Foreign direct investment in Jordan increased 81% on average from 2001 to 2005. FDI is reported to have
doubled in 2006 from USD $1.5 billon in 2005. Domestic credit grew by 40% from 2005 to 2006.

Exports are 51% of GDP and have been growing annually at rates between 15 and 20% since 2001. Yet,
export growth contin ues to lag behind other countries in the region such as Turkey (23%), Egypt (23%), and
UAE (33%).

Jordan’s political stability, governing institutions, and infrastructure are competitive advantages and
continue to compare favorably with other countries, regionally and worldwide. Jordan ranked 32" on its
governing institutions and 42" on infrastructure in this year's Global Competitiveness Report (GCR). Spe-
cific advantages include the relatively light burden of government regulations, protection of property rights
(physical and intellectual) and judicial independence.

Jordan’s education expenditure is 25" globally in the GCR. Overall literacy in Jordan is near 100% and
the strength of its higher education system is noted as a competitive advantage (ranking 37t).

Since 2004, the business environment in Jordan has seen some modest improvements. Four procedures
have been eliminated in starting a business and associated costs have been reduced from 81 days and 104% of
per capita income to only 14 days and 66% of per capita income. The cost associated with obtaining a license
has decreased more than 16% since 2005.

Certain aspects of Jordan's goods markets are performing well: the intensity of local competition, time
required to start a business, and the degree of customer orientation.

However, significant risks and weaknesses in the macro-economy, a constrained business environment, and

the erosion of Jordan’s traditional competitive advantages are cause for concern and urgent action:

The rising cost of fuel and continued instability in the region continue to be worrisome short- and medium-term
risks for Jordan. Continued high fiscal deficits, 7.4% of GDP in 2006, and government debt, 72.5% of GDP,
further heighten the risk of a negative impact due to oil prices and regional violence.

Levels of foreign investment, while impressive, may be misleading as much of it is due to the real estate
boom and a peak in government privatizations in 2006.

In spite of several bright spots, Jordan’s overall business environment is constraining business growth
and investment. Reform is much slower than other countries in the region such as Egypt and Saudi Arabia,
which were designated as top reformers in 2007. As highlighted by the World Bank “Doing Business Indica-
tors”, the specific weaknesses in Jordan include: protecting investors (Jordan ranks 107" out of 178 coun-
tries), registering property (109", enforcing contracts (128t"), and starting a business (133"). Compared to
top global performers, Jordan's business environment imposes many risks, delays and transaction costs.
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Business leaders in Jordan consider policy instability, inefficient government bureaucracy, and the poor
work ethic of the national labor force to be highly problematic factors for conducting business.

Despite high expenditure per capita in education, the primary enroliment (88.9%) and secondary enrollment
(87.4%) are well below average for highly competitive countries. As a barometer for Jordan’s future work-
force, raising primary and secondary enroliment rates will be critical for Jordan’s future competitiveness.

There is clear consensus among business leaders that action across the public and private sectors in imple-
menting industry-specific strategies is failing.

Despite increased focus and attention on Jordan's knowledge-driven sectors, Jordan’s rankings in the GCR
reveal significant weaknesses in company spending on R&D and industry-academia collaboration, indicat-
ing that Jordan is not maximizing the potential of its strong pool of scientists and engineers. This situation
is further exacerbated by the continued high brain drain of Jordan’s most qualified technical workforce to
other countries.

Regional competitors are investing heavily in Jordan’s traditional competitive advantages (higher
education, healthcare and medical tourism, and leisure tourism). These investments will challenge Jordan’'s
competitive position and risk eroding its regional market share in key sectors.



This report contains assessments of five of Jordan’s primary industries: pharmaceuticals, IT, tourism, medi-
cal tourism, and higher education. The assessments reveal unique strengths and specific weaknesses in the
business environment that these industries have when compared to regional and international competitors.
The weaknesses create vulnerabilities in each industry’s competitive position, regionally and internationally.
When considered collectively, the five assessments reveal several common constraints in Jordan’s business
environment. Highlights for each sector include:

Pharmaceuticals
e Key industry facts:
o Total production equals USD $450 million, a six-fold increase since 1990
o 75% of production is export representing 4.12% of Jordan’s total export base
0 80% of exports are destined for other countries in the Middle East
o Employment is estimated to be 8000, of which 50% are considered to be professional staff

* The industry boasts internationally certified cGMP compliant manufacturing facilities and processes and
a proven ability to meet the highest international standards for pharmaceutical production

« Despite a substantial pool of professional staff, there is a shortage of research and technical professionals
in the industry. According to an industry survey, Jordan’s universities are not providing students with the
skill set that the industry needs. With continuous brain drain, Jordan’'s pharmaceuticals industry is falling
behind in its ability to train and retain the best workers.

* The current make-up of the workforce and training systems is misaligned with global industry market trends
that are demanding different skills sets than traditionally needed in the manufacturing of generics pharma-
ceuticals.

» Supporting services are limited and highly variable in their quality, especially the clinical research organizations.

« Middle market pharmaceutical firms in Jordan may be having trouble accessing growth financing to
consolidate and grow market share in the region and internationally.

* Despite much talking and planning, and with a few exceptions, university-industry collaboration on
research is limited and rarely results in marketable, commercial products.

ICT
* Key industry facts:
o Total revenues of USD $750 million in 2006, a four-fold increase since 2001
o Export revenues totaled USD $191 million in 2006, up from just USD $40 million in 2001
o Employment is estimated to be 10,000, up from just 1000 in 2001
« First and fully liberalized telecommunications market in the region-a very competitive mobile market with
more operators than any other country in the region.
* Highlighted by the government as a key catalyst for economic growth.
» Rapid growth and a continuous migration of talent to the Gulf are resulting in a shortage of trained
professionals.
« Research and development spending is relatively low compared to regional and international peers.
« The industry is made up of many small firms competing on price rather than quality, the ability to provide customized,
innovative solutions.
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Tourism

Key industry facts:

o Total receipts in 2006 were USD $1.6 billion, representing 9.2% of GDP

o Growth at an average of 4.5% since 2003

o Employment is estimated to be 147,000

o Average length of stay is 4.2 days and average spend per day is USD $59
Over 60% of tourists arriving in Jordan are from the Middle East region. Arrivals from the Middle East seg
ment have grown at 19% per annum since 2001. By contrast, tourists from Europe make up just 13% and
have been growing at 8% per year.
Costs for inputs (fuel, electricity, water) appear to be rising faster than sales creating a squeeze on the
industry’s margins and pressure to attract more tourists.
The industry is suffering from a shortage of skills specific to hospitality and tourism including:
communication, customer care and quality, supervisory management skills, marketing and sales techniques,
and professional skills training in operational areas.
Inadequate dialogue and coordination continue to plague the industry, especially with government agencies at
the operational level.
Petra was selected to be among the Seven New Wonders of the World in 2007. This will raise Jordan’s
profile worldwide, but also risks reinforcing an over-reliance by the industry on the country’s few traditional
attractions.

Medical Tourism

Key industry facts:
o Jordan hosted 114,000 foreign medical patients in 2005 generating revenues of USD $533 million
o Modest growth around 109.000 since 1998, just 2% per year while estimates of global market growth
over the same period are 15-30%
o Two internationally accredited hospitals
Nearly all foreign patients come from the region, with the highest percentage arriving from Yemen (29%),
Libya (16%), Palestine (12%) and Sudan (7%).
Current marketing focus is on traditional markets with limited efforts in attracting patients from new markets.
Accreditation and industry standards are still very weak and compromise industry standards.
Despite numerous industry associations and dedicated units within the government, coordination across
the sector is poor.
There is a shortage of nurses in Jordan and a trend of skilled labor emigration to the Gulf that is likely to
pick up as Gulf countries build and staff healthcare facilities.



Higher Education
e Key industry facts:
0 26 universities operating in Jordan: 10 public and 16 private
o Total of 234,000 higher education students in Jordan - over 10% were foreign students
o International students studying in Jordan has increased 67% from 14,600 to nearly 25,000 since 2001
* Tertiary enrollment rates have jumped from 17.9% to 39% since 2001 as a result of the introduction of numerous
private universities.
* The total academic staff has only increased from 6,547 to 8,793, reducing the overall teacher-student ratio
from 1:24 to 1:27.
« Limited efforts by the schools to understand and track the motivations of international students.
» Significant investments into higher education facilities in the Gulf could marginalize Jordan’s role as a center
for higher education in the region.

How DOES THIS REPORT CONTRIBUTE TO JORDAN’S COMPETITIVE-
NESS?

The publication of the Jordan National Competitiveness Report affords Jordan the opportunity to directly
confront and resolve many of these binding constraints to business growth and competitiveness. The report
provides the most current, credible data describing Jordan’'s competitiveness on the macro-economy, micro-
economy, and across five selected example sectors. It compares Jordan's competitiveness performance, and
that of its industries, against other countries in the region and globally. The report also provides a framework
for interpreting this data, highlights areas of strong and weak performance, and suggests interpretations and
implications for Jordan. Where justified, the report suggests opportunities and directions for follow-on action.
However, the report is not prescriptive - it simply presents the data and helps to interpret the information.

This report is designed to be a non-partisan, fact-driven base of information that Jordanians can use in their
deliberation, planning, and prioritization. It provides information that enables all Jordanians to understand their
country’s economic performance and to consider their economic vision and future.

This report is the first in what is expected to be an annual Jordan National Competitiveness Report. It joins a
select group of forward-looking countries that transparently report on their competitiveness performance. It is
the first product of the Jordan National Competitiveness Observatory.
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THE JORDAN COMPETITIVENESS OBSERVATORY

The Jordan National Competitiveness Observatory is an economic research unit hosted within the Ministry
of Planning and International Corporation that continuously assesses and measures the competitiveness of
the Jordanian economy by analyzing the competitiveness of its industries and the environment in which they
operate. The Observatory’'s aim is to provide policymakers and business leaders with a comprehensive and
accurate evaluation of the current state of Jordan’s competitiveness. Specifically, the Observatory has three
objectives:

« To provide valuable information to the public and private sectors in the form of extensive indicators,
benchmarking data and analysis around the complex range of factors that determine competitiveness.

« Based on this data and analysis, to act as a center for communicating emerging issues and trends in the
private sector, and identifying obstacles to economic development.

« By providing sound, credible data and analysis, to found a solid base for a public-private partnership that
aims at implementing actions for enhancing the competitiveness of the Jordanian economy.

WHO IS THIS REPORT FOR?

This report is useful for a range of economic leaders in Jordan:

For government leaders, it can inform policymaking, provide stimulus for economic reform and serve as a
touchstone for coordinating decision-making. For business leaders, the overall analysis of the business envi-
ronment, the individual sector assessments and industry surveys can be a fact-based platform for communi-
cating key constraints to investment and growth to the government and serve as an updated source of market
information in Jordan, the region and internationally. For universities, the report can serve as a source of data
and information for research and instruction. For civil society and non-governmental organizations that are
interested in improving specific aspects of Jordan’s economic and social environment, this report is useful as
a guide to improving specific economic and social indicators.

How IS THE REPORT ORGANIZED?

This report is organized around proven competitiveness frameworks. Part | is an introduction to competitive-
ness and its importance to Jordan, and analyzes the stability of the macro-economy, the health of the mi-
cro-economic environment, and summarizes Jordan’s rankings in the Global Competitiveness Report and the
World Bank Doing Business Indicators. Part || assess the five selected sectors: pharmaceuticals, information
technology, tourism, medical tourism, and higher education. Part ||| concludes the analysis and suggests ele-
ments of a Competitiveness Agenda for Jordan in 2008.



