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I. Key development issues and rationale for Bank involvement 

Two successive external shocks—the global recession and the regional turmoil (“Arab Spring”)—have exacerbated long-term structural vulnerabilities. Large fiscal and current account deficits have persistently been financed, to a large extent, by external aid. As elsewhere, aid in Jordan has tended to be volatile, which generated volatility in Jordan’s economy. Since 2008, as the global environment turned negative, growth decelerated sharply in Jordan. The onset of the “Arab Spring” throughout the region further undermined sentiment, with led to (i) slower growth and lower fiscal revenues, (ii) and increased public spending to partly accommodate social pressures (and sustain growth). Interruptions in Egyptian gas supply—which fueled 80 percent of Jordan’s power generation and had to be replaced with more expensive and less efficient diesel fuel during a time of high oil prices—is also the result of the Arab Spring and further pushed public spending sharply up. As a result, both fiscal and current account balances had deteriorated markedly by mid-2012. With the launch of an IMF Stand-By Arrangement (SBA) in August 2012, the country has embarked in a program aimed at significantly strengthening the macroeconomic framework. Large external financing receipts in 2013 have provided space for the Government of Jordan (GoJ) to tackle its constraints to sustained and inclusive growth.
Notwithstanding short-term challenges, the proposed DPL addresses key bottlenecks that impede Jordan’s transition to a knowledge-based economy with shared prosperity. As the country is tackling short-term pressures through its IMF-supported program, improving Jordan’s growth prospects is critical to the sustainability of current efforts and also to generate the level of employment and reduction in poverty that the country aspires. Through its WB-supported structural reforms, this is what the GoJ aims to generate with the DPL. Improving governance, accountability, and transparency in policymaking in Jordan which affects the quality of all laws and implementing institutions is a critical step. The DPL, therefore, supports a nascent agenda to make government institutions and policies more transparent and accountable and improve citizen trust and confidence in the government through improved public consultations and participation in policy making. The DPL also focuses on improving public finance efficiency which supports the GoJ’s ongoing fiscal consolidation efforts without compromising the quality of public services or economic growth. Finally, the DPL supports reforms aimed at enhancing private-sector driven growth by fostering investment, reducing red tape, and broadening private sector access to finance.
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The National Agenda (2006-15) has a holistic approach to the reform process and encompasses a wide variety of political, economic and social policies that were to be linked to the budget and include timelines and performance indicators. The overall objective of the National Agenda is to improve the quality of life of all segments of the Jordanian society; it envisages three distinct phases in Jordan’s socioeconomic development. Phase I (2007-12) centers on job creation through the development of labor-intensive and export-oriented industries while reshaping the skills of the labor force. It also envisages public sector reforms and liberalization of state-controlled markets. Phase II (2013-17) includes the promotion of capital-intensive industries and the expansion of the service sectors as well as a transition to higher value-added occupations. Phase III (2018-onward) envisages Jordan becoming a world-class knowledge economy.

The Government’s Executive Development Program (EDP) for 2013-16 builds on the National Agenda and serves as an action plan for the Government for the next stage. The EDP was first introduced in the summer of 2010, and updated regularly since. The Program’s pillars pursue the overall objectives of: (i) maintaining fiscal and monetary stability; (ii) strengthening the judiciary and the legislative framework; (iii) modernizing the public sector and its human resources; (iv) strengthening the knowledge based economy; (v) establishing an environment conducive to business and investment; (vi) promoting local development ; and (vii) upgrading the country‘s infrastructure, including by promoting public private partnerships in the implementation of mega projects, particularly in the fields of energy, water, and transport. Although governance reforms have not constituted an explicit pillar of the EDP, they have become a priority for the Government since early 2011.

In its presentation to the Deauville Partnership in fall 2011, the Government drew heavily on the EDP as its medium-term socio-economic development plan and noted that events in the region have underscored the need to accelerate the political reform agenda and to ensure that the dividends of economic reforms are shared across the country. In this context, in addition to improved governance, job creation and private sector development are primary goals, along with addressing challenges in the energy and water sectors.
II. Proposed Objective(s)

The overall objective of the proposed operation is to support key elements of Jordan’s comprehensive Executive Development Plan (EDP). It is structured around three pillars, which are also the operation’s Program’s Development Objectives (PDOs): (i) transparency and accountability, through improving citizen consultations, access to information, and performance audits of public spending; (ii) debt management and the efficiency of government spending, through increasing fiscal space thanks to a framework for Public-Private Partnership (PPP), making Islamic financing instruments available, and reducing spending inefficiencies in the health sector; and (iii) private sector-driven growth, notably related to private sector investment, broadening the type of assets firms can use as collateral to increase access to finance, and the cost of starting a business. The first two pillars are closely linked and mutually re-enforcing as they aim to improve the accountability and efficiency of policymaking in order to facilitate fiscal consolidation. The third pillar is crucial in the context of gradual economic recovery ensuring the sustainability of reforms.

The proposed operation is the second in a programmatic series of two DPLs. The programmatic approach allows supporting the GoJ’s commitment to the implementation of the program over the medium term. Furthermore, the programmatic DPL established an overall framework for coordination with other donor programs. The sequencing of the two DPLs takes into account Jordan’s gradual recovery, with more emphasis on private sector competitiveness reforms in the second phase of the DPL. The GoJ has requested a loan amount of US$250 million for the first DPL. JICA is expected to provide the yen equivalent to about US$125 million to support the program through parallel financing. The World Bank and JICA will use the same policy matrix as the basis for disbursement of the loan and plan to disburse around the same time. The World Bank‘s loan is expected to be disbursed upon effectiveness of the loan following Board Approval.

III. Preliminary Description

The programmatic Pillar 1 reforms aim to support long-term economic growth through enhancing governance, access to information, and citizen participation. The measures support a nascent agenda to make government institutions and policies more transparent and accountable and improve citizen trust and confidence in the government through improved public consultations and participation in policy making. The three governance and transparency measures were selected on the basis of their cross-cutting scope that affects all government entities and sectors, and their importance for achieving the objectives set forth by the government’s program focusing on governance and economic reforms. The higher transparency and citizen participation is expected to increase the accountability of policy makers which will in turn improve the quality of policies and laws. Moreover, an economic system in which information flows more freely is likely to generate more efficient use of public resources and less uncertainty, thereby boosting investment and growth. 

The reform measures under the programmatic Pillars 2 and 3 intend to support fiscal consolidation as well as enhancing private sector growth. In addition to institutional reforms, Pillar 2 includes measures directly targeting key inefficiencies in public spending and debt management allowing the GoJ to reduce its debt while improving public services within the context of limited fiscal space. That is, the envisioned PPP Unit, and PPP and Sukuk laws will provide the GoJ with new, more effective tools. Moreover, a key inefficiency in public health sector spending is removed. At the same time, the GoJ’s development vision is to become a modern knowledge-based, higher value added, increased productivity economy. The DPR as well as the World Bank “From privilege to Competition” report identified the lack of a level playing field in the private sector as a second main obstacle to private sector growth in Jordan. The envisioned new legislations supported under Pillar 3 provide the prerequisites to significantly level the playing field by removing discrepancies across firms in access to finance and to fast-track regulatory services such as licenses.

IV. Poverty and Social Impacts and Environment Aspects

POVERTY AND SOCIAL IMPACT
The policies and programs supported by the DPL are expected to have positive impacts on the poor and vulnerable. Policies to improve transparency and accountability, to enhance fiscal management and public sector efficiency, and to promote private sector-driven growth would engender stronger economic growth in the medium- and long-term. This growth is expected to be inclusive as well, with poorer segments of society experiencing a sustainable increase in well-being through increased access to services and improved opportunities to make a living. The policies would thus contribute to the twin goals of reducing poverty and promoting shared prosperity.
ENVIRONMENTAL ASPECTS 
The proposed DPL operation has an overall objective to support Jordan in the areas of governance, fiscal management, public sector efficiency and private sector-led growth. For the DPL, environmental requirements under OP 8.60 are applicable. The policy areas covered by the operation are: (i) improving transparency and accountability; (ii) improving budget and debt management; (iii) improving the efficiency of government spending and services; and (iii) supporting private sector-led growth. Overall, the specific policy areas to be supported by the proposed DPL are not likely to cause significant effects on environment, forests, and other natural resources.

V. Tentative financing
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World Bank 
[bookmark: ContactInfo]Contact: Eric Le Borgne
Title: Lead Economist
Tel: 5367+228 / 961-1-987-800
Fax: 
Email: eleborgne@worldbank.org
Location: Beirut, Lebanon (IBRD)

Borrower
Contact: Ministry of Planning and International Cooperation (MOPIC), Amman, Jordan	
Title:	Minister Ibrahim Saif
Tel:	962-6-4644466		
Email:	mop@mop.gov.jo
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Web: http://www.worldbank.org/infoshop
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