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Ten Years of the Qualified Industrial Zones
“Absolute or Relative Success”

Summary

This study has been conducted during a very critical era and amidst
economic events that are still affecting the international and the Jordanian
economy. These events are expected to leave serious negative impacts on the
economic growth of the economies of developed and developing countries. It is
believed that the negative impacts of the current crisis will be harsher on the
economies of less developed countries — especially those depending on
international aid from rich countries and international donor agencies.

It should be stated here that Jordan is not isolated from the current
international economic and financial crisis. Over the past decades, the country
has witnessed major economic, social and demographic developments that led
to serious changes in the structure of the kingdom. During the period extended
from 1952 to 2008, Jordan’s population increased by more than ten folds as a
result of regional events and natural growth. This huge increase in population
has placed tremendous pressure on the social and economic development
process to meet the escalating demand on natural resources, infrastructure and
other social services.

The Jordanian economy is considered as a small developing economy facing
a serious shortage in natural resources and limited market capacity. In 2007,
Jordan’s Gross Domestic Product (GDP) amounted to 16.7 billion US Dollars
compared to the neighboring Isracli GDP which amounted to more than 100
billion US Dollars in the same year. Jordan’s GDP at market prices grew at an
annual rate of 6 percent since the year 2003. The services sector is the major
contributing economic sector in the country’s GDP representing more than 65%
of the total product. The real estate activities are the key contributor to the
services sector followed by the transportation and telecommunication sectors.

Following the major economic crisis that hit Jordan in 1989, the government
of Jordan adopted a series of economic liberalization policies starting with the
Economic Structural Adjustment Program. This program was implemented with
the support of the World Bank and other donor agencies. The program targeted
several economic sectors including fixing the exchange rate, implementing new
banking regulations, permitting foreign banks to establish branches in Jordan,
reducing and eliminating subsidies on many goods and services, fixing the
taxation system and limiting the level of foreign borrowing at a certain
percentage of the Gross Domestic Product.



As part of the external trade policies reform, the government has adopted
several market liberalization policies including the reduction of customs and
duties on imported goods and the signing of economic and trade agreements
such as:

e The EU partnership agreement in 1997 which aimed at establishing a
free trade area with the EU within 12 years of signing the agreement;

*  The Qualified Industrial Zone (QIZ) agreement with the USA in 1997,

* Joining the Arab Free Trade Area (AFTA) ;

e Joining the World Trade Organization (WTO) in 1999. In the year
2000, Jordan became the member 136;

¢ Announcing the city of Agaba to become a special economic zone in
2001;

* Signing a free trade agreement with the USA in 2000;

* Signing the Agadir agreement with Tunisia, Morocco and Egypt in
2004;

* Signing a free trade agreement with Singapore;

* Signing several trade and double taxation agreements with many
countries worldwide.

At the time of its establishment, the Qualified Industrial Zones (QIZs)
concept was considered as an innovation in Jordan’s investment strategies. This
consideration was based on the fact that it was the first time that Jordan
production arrangements with Israel were given preferential access to the US
markets. This agreement was signed by the three countries in 1997. The QIZ
agreement was perceived as an economic tool with a political aim. Real
production started in 1998; exports from the QIZs surged from nearly 2.5
million US$ in 1998 to about 1.1 billion US$ in 2007, constituting about 30
percent of Jordan’s total exports. Furthermore, investment in these zones
rocketed from 12 million US$ in 1997 to about 342.7 million US$ in 2007;
factories provided job opportunities for about 18,000 Jordanian workers in
2007.

The main justification for conducting this study is that, at the time when this
study was proposed, the pursuant to 10 years of initiating production, various
statistical data showed that the QIZs are a phenomenal success, placing Jordan
on international investment and trade maps. However, this success is one of the
most controversial issues in the Jordanian economy, the contribution of the
QIZs to added value, employment, drawing forward and backwards linkages,
spillovers, and encouraging further stability and regional integration has been
under mounting scrutiny. Moreover, similar arrangements between the US and
some regional countries and international trade agreement between the US and
China with regard to textile have threatened the Jordanian QIZs.

This study aims at assessing the Jordanian experience in establishing the
QIZ. This objective was achieved through:



Studying the characteristics of the industrial sectors in the zones.
Identifying the main problems facing QIZ in Jordan with emphasis on
labor, investment, procedures, finance, trade, production.

Defining the main challenges that are encountering the producers and
the QIZs as entities.

Determining the overall success and shortcomings of QIZs with regards
to their economic and political goals.

Identify the government future prospective towards the QIZs

A standard methodology was followed during the course of the study which
included the following steps:

Desk Study: Since the study tackled some of the main theories of trade
and manufacturing with regards to export processing zones (EPZ), the
study team reviewed the major related literature to QIZ concept;

Data collection: two types of data were used in this work, primary and
secondary data:

o The secondary data was obtained from the relevant published
resources such as the Department of Statistics, Ministry of Industry,
Ministry of Labor, Labor Unions, Chambers of Commerce and
Industry, and QIZ administrations;

o The primary data was obtained through a field survey. A field
survey was conducted through a structured questionnaire which was
designed to meet the stated objective of this study. The survey
frame of the sample included all firms in the different QIZs.

The study team faced a major difficulty in obtaining data from the targeted
industrial firms in the different zones. Frequent visits by the study team were
conducted to the different sites but it proved to be hard to complete more than
20 questionnaires. Only nine factories are in full operation.

The main results of the analysis abstracted from the surveys and the
collected secondary data include:

The dominant export market of all the interviewed factories is the US
market. Few quantities are also exported to Israel and the EU market;
There is a wide diversity in the nationalities of the investors which
include Jordanians, British, Indian, Dutch, Taiwanese and Sri Lankan.
The main source of Energy is the electrical grid. However, diesel
generators are used in case of emergencies;

The main attracting factors to investing in QIZ, that are not found in
other areas of Jordan include:

o Availability of infrastructure and good services;
o Factories in QIZ complement each other;
o Services of Industrial zones corporation;
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The support of the labor office and the cooperation of the labor
syndicate;

The QIZ agreement itself;

Availability of local laborers;

Competitive labor wages;

The political stability in Jordan

Main problems facing the investors in the QIZ:

O

o}

O

The escalating cost of energy, especially at the time of conducting
the survey when the prices of oil approached 140 US$ /barrel;

The tremendous increase in the prices of primary materials and
production inputs;

Lack of skilled laborers;

Technical and Non-technical barriers imposed by some of the
importing countries from QIZs in Jordan;

Technical problems within the production units of the factories;
The political instability in neighboring counties such as Palestine,
Iraq and Lebanon;

The international financial crisis and its impacts on the local
financial markets;

Commercial problems with importers in partner countries;

Future expectations of the investors were not so optimistic. A major
factor of their pessimistic outlook is the current financial crisis and its
consequences on their export markets which forces some of the
factories to shut down and/or leave to other countries that provide better
conditions. Although it is not easy to tackle this problem since it is
linked to the international economic system, the investors provided the
following recommendations for attracting more investments to the

QlIZs:

o Canceling bank guarantees

o Facilitating procedures for bringing skilled foreign labor (in the
case of lack of skilled local labor);

o Bridging the gap between the views of the government and the
private sector;

o Give better terms and concessions according to the establishment
dates of investing firms in the QIZs;

o Better promotion of QIZs locally and internationally;

o Reduce the current land prices within the premises of the QIZs;

o Power transformers should be provided free of charge by the
national electricity company;

o Availability of skilled locally labor force and provide training to
substitute foreign laborers.

o Encourage the private sector to invest in the QIZs
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Increase the number of commercial banks in the premises of QIZs;
Subsidize fuel especially for transportation of laborers;

Amend the current investment law to waive the capital assets;
Provide a public transport system for laborers living outside the
QlZs;

Establish an immigration office inside the QIZs;

Activate the investment law and continue supporting the Jordan
Investment Corporation;

Develop the services provided by public departments which have
direct relationships with the QIZs such as the labor office and
customs;
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Category Unit | 2006 Level | 2007 Level 2008 Level
200/301- sewing thread/ Kg 7,529,582 8,659,019 10,131, 052
combed cot yarn

222-knit fabric Kg 15,966,487 | 18,361,460 | 21,482,908
229-special purpose fabric | Kg 33,162,019 | 38,467,942 45,007,492
332/432/632 pt (plus baby | Dp 64,386,841 | 73,963,859 | 85,058,437
socks)

Sublimit 332/432/632 pt Dp 61,146,461 | 70,318,431 80,866,195
(plus baby socks)

338/339 pt — cotton knit Dz 20,822,111 | 23,424,875 | 26,938,606
shirts

340/640 MB woven shirts Dz 6,743,644 7,586,600 8,724,590
345/645/646 sweaters Dz 8,179,211 9,201,612 10,673,870
347/348 cotton trousers Dz 19,666,049 | 22,124,305 | 25,442,951
349/649 bras Dz 22,785,906 | 25,634,144 | 29,479,266
352/652 underwear Dz 18,948,937 | 21,317,554 | 24,515,187
3598/659S swimwear Kg 4,590,626 5,164,454 5,990,767
363 pile towels No 103,316,873 | 116,231,482 | 134,828,519
666 pt window blinds/ Kg 964,014 1,084,516 1,268,884
window shads

443 wool suits MB No 1,346,082 1,514,342 1,756,637
447 wool trousers MB Dz 215,004 241,880 280,581




Category Unit | 2006 Level | 2007 Level 2008 Level
619 polyester filament m2 | 55,308,506 | 62,222,069 | 72,177,600
620 other syn. Filaments m2 | 80,197,248 | 90,221,904 | 103,755,190
622 glass fabric m2 | 32,265,013 | 37,104,765 | 43,412,575
638/639 pt mmf knit shirts | Dz 8,060,063 9,067,571 10,427,707
647/648 pt mmf trousers Dz 7,960,355 8,955,399 10,298,709
847 sbvf trousers Dz 17,647,255 | 19,853,162 | 23,029,668

Source: Memorandum of understanding between the government of the United
States of America and the People's Republic of China concerning trade in

textile and apparel products
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