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ABSTRACT:

Purpose:

This study explores the economic repercussions of the Jordanian Dinar's peg to the U.S. Dollar,
established in 1995, exploring its influence on vital economic indicators within Jordan. The
research aims to evaluate the peg's role in fostering financial stability and its effects on inflation,
GDP growth, trade balance, and foreign direct investment. Key questions include assessing the
peg's effectiveness in stabilizing Jordan's economy, its impact on purchasing power and living
costs, and its broader implications for Jordan's socio-economic environment.

Methodology:

This paper adopts a mixed methods framework and analyses quantitative data from authoritative
sources such as the International Monetary Fund, the World Bank, and the Central Bank of Jordan.
Through statistical analysis of historical data on economic performance indicators such as GDP
growth rate, inflation, trade deficit, and FDI inflows, the study attempts to quantify the impact of
the peg. In addition, the study integrates a review of existing literature to enrich the analysis and
provide a nuanced understanding of the economic and social dynamics.

Keywords:

Jordanian Dinar, US Dollar, economic stability, Inflation, GDP Growth, Trade Deficits, foreign
direct investment, Monetary Policy.
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l. Introduction

Context: Introduction to currency pegs and their global significance

Currency pegs are an essential tool of international finance, where countries stabilize their
economies by pegging their currencies at a specific exchange rate to a more stable and widely
accepted currency, such as the US dollar or the euro. This mechanism is intended to reduce
exchange rate volatility, which is particularly important for small and emerging economies
vulnerable to sudden market changes (Frankel, 1999). This stability promotes international trade,
ensures financial stability, and attracts foreign investment by making the economic environment
more predictable (Edwards, 2000). The global importance of currency pegs cannot be
underestimated, as they play a central role in international trade and economic policy. For countries
with less dominant currencies, pegged exchange rate systems provide a semblance of monetary
credibility and help stabilize prices and interest rates, which is crucial for long-term economic
planning. As Ellis and Gyoerk (2019) point out, the stability provided by currency pegs is vital.
However, their failure would bring economic and financial turmoil, highlighting the delicate
balance these mechanisms maintain in the global economic system.

Research Issues and Purpose: Reasons to Check the Jordanian Dinar

The study of the Jordanian Dinar, which has been pegged to the US dollar since 1995, provides a
unique opportunity to examine the dynamics of a currency peg in an economy that is regionally
significant and reflective of many transitional and developing economies. Jordan's economy is a
compelling case study due to its strategic geopolitical location, limited natural resources, and
dependence on foreign aid. Analysing how this peg impacts Jordan's economic stability and growth
can yield valuable insights for other economies considering or maintaining currency pegs. The
investigation into the fundamental exchange rate misalignment of the Jordanian Dinar highlights
significant effects on economic performance, revealing periods of overvaluation and alignment
that directly impact economic stability (Warrad, n.d.).



Research Problem

Given the context and significance of currency pegs, several critical questions emerge regarding
their impact on the Jordanian economy:

A. Research Question 1: How does the pegging of the Jordanian Dinar influence the country's
economic stability and growth?

Currency pegs stabilize the economy by preventing harmful fluctuations in exchange rates that
could otherwise impact prices, wages, and employment levels. In economies like Jordan's, where
external trade significantly contributes to the GDP, a stable currency reduces exchange rate
uncertainty, facilitating planning and investment. Frankel (2003) emphasizes these benefits, noting
that fixed exchange rate regimes help mitigate exchange rate volatility, stabilizing economic
conditions.

B. Research Question 2: In what ways do fixed exchange rates affect inflation and trade balance
in Jordan?

Fixed exchange rates stabilize prices by anchoring inflation expectations to the pegged currency's
stability. However, suppose the pegged rate does not reflect the actual market value of the national
currency. In that case, it can lead to persistent trade deficits by making exports less competitive
and imports more attractive. Caramazza and Aziz (1998) discuss how fixed exchange rate regimes
can provide price stability by anchoring inflation expectations but also highlight the risks of trade
imbalances and economic inflexibility when the pegged rate misaligns with market fundamentals.

C. Research Question 3: How does the currency peg impact foreign direct investments in
Jordan?

A stable exchange rate environment, maintained through a currency peg, attracts foreign direct
investments (FDI) by offering predictable returns, reducing currency risk, and boosting economic



confidence. This dynamic is especially crucial for Jordan, which has strategic initiatives to draw
investments across various sectors (Hussain & Haque, 2016).

D. Research Question 4: How does the pegging of the Jordanian Dinar affect the purchasing
power and cost of living for the average citizen in Jordan?

While a currency peg can stabilize macroeconomic variables, its effects on the microeconomic
level—particularly purchasing power and cost of living—are complex. For example, if the peg
keeps the domestic currency artificially strong, it can lead to high import costs and inflation,
thereby increasing daily living expenses for Jordanians. Fundamental exchange rate misalignment
can cause resource misallocation and unemployment, worsening living conditions. Additionally,
avoiding overvaluation is crucial for growth, as overvaluation increases the cost of imported goods,
a significant component of investment in developing economies. This ultimately dampens
investment and raises the cost of living (Elbadawi, Kaltani, & Soto, 2012).

E. Plan: final thesis Structure Overview

This final thesis is organized into five main chapters to explore and address these questions
systematically. It begins with a comprehensive literature review and develops and implements a
mixed-methods research design. The subsequent analysis integrates quantitative and qualitative
data to provide a nuanced understanding of the impacts. The final chapter synthesizes the findings,
discusses their implications for economic policy, and suggests avenues for future research. This
introductory chapter sets the stage for an in-depth exploration of the effects of currency pegs, using



the Jordanian Dinar as a case study to shed light on the broader dynamics in similar economic
contexts worldwide.

Il. Literature Review
Chapter 1: Theoretical Foundations of Currency Pegs

A. Overview of the Mundell-Fleming Model and Its Application to Pegged Currencies

The Mundell-Fleming model, developed by economists Robert Mundell and Marcus Fleming in
the 1960s, remains a crucial theoretical framework in international economics. It is particularly
significant for analysing the interaction between exchange rate regimes and the effectiveness of
macroeconomic policy under conditions of high capital mobility (Mundell, 1963). This model
extends the Keynesian approach by incorporating open economy dynamics, offering insights into
the complexities of managing economies in a globally interconnected market. It systematically
examines the role of international capital mobility in determining the effectiveness of
macroeconomic policies under different exchange rate regimes, highlighting the differences
between the short-run and long-run effects of these policies (Frenkel & Razin, 1987).

Central to the Mundell-Fleming model is the assertion that a country's monetary policy becomes
ineffective mainly for domestic economic stabilization under a fixed exchange rate regime. This
ineffectiveness arises primarily because capital flows neutralize monetary policy actions to alter
the domestic money supply. For example, under a fixed or pegged exchange rate, a country's
attempt to lower interest rates to stimulate economic activity could trigger capital outflows as
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investors seek higher returns elsewhere. These outflows would compel the central bank to sell
foreign reserves to maintain the peg, thereby contracting the domestic money supply and
counteracting the initial policy intent (BIS, 2006, pp. 81-82).

The model further posits that fiscal policy becomes more effective under a fixed exchange rate
than a flexible one. When a government increases its spending under a fixed exchange rate,
domestic income rises without causing currency depreciation due to the peg. This increase in
income leads to higher demand for money, which, in an open economy with fixed exchange rates,
is accommodated by corresponding capital flows that help sustain the exchange rate peg.
Consequently, the fiscal multiplier is significantly higher under fixed exchange rates. Empirical
evidence suggests that maintaining a fixed exchange rate can increase the long-run fiscal multiplier
by approximately one-third (Karras, 2011).

Applying the Mundell-Fleming model to countries with pegged currencies offers crucial insights.
It suggests that while pegging can provide valuable stability, especially in financially volatile
regions or periods, it also imposes significant constraints on a country’s monetary policy
autonomy. These insights are particularly relevant for nations like Jordan, which pegs its dinar to
the U.S. dollar. The peg helps stabilize the Jordanian economy against regional shocks but at the
cost of surrendering control over its monetary policy. Consequently, maintaining currency stability
takes precedence over directly targeting domestic economic conditions.

Furthermore, the model underscores the vulnerability of economies with pegged currencies to
external economic pressures. For example, if the anchor currency, such as the U.S. dollar,
experiences inflation, the country with the pegged currency is compelled to import this inflation.
This situation can lead to a misalignment of the real exchange rate, adversely affecting the
country's trade competitiveness. The Mundell-Fleming model demonstrates that external shocks
to the anchor currency can substantially influence domestic inflation and trade balances in a pegged
exchange rate system due to the fixed exchange rate's limitation on independent monetary policy
(Frenkel & Razin, 1987).

The Mundell-Fleming model offers a robust framework for understanding the trade-offs associated
with pegged exchange rate regimes. It highlights the limitations on monetary policy effectiveness,
the enhanced impact of fiscal policy, and the potential for economic misalignments due to external
influences. This theoretical foundation is crucial for analyzing how Jordan’s peg to the U.S. dollar
shapes its economic policy choices and outcomes. It provides insights into the implications for
similar small or open economies operating under fixed exchange rate constraints
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B. Empirical Evidence on the Effects of Currency Pegs on Emerging Markets

The empirical analysis of currency pegs in emerging markets presents a complex array of
outcomes, illustrating the benefits and challenges of such exchange rate regimes. While the
theoretical foundations discussed earlier suggest specific expected outcomes, the effects observed
in emerging markets can vary significantly depending on numerous factors, including economic
structure, capital mobility, and the peg's credibility.

Studies consistently highlight that one of the primary advantages of currency pegs is the promotion
of economic stability and reduced exchange rate volatility. A stable exchange rate can lower
transaction costs in international trade and reduce the risk premium on investments, which is
particularly enticing for economies in the early stages of development or those recovering from
economic instability. Currency pegs in emerging markets are often associated with higher levels
of foreign direct investment (FDI), as businesses value the reduced exchange rate risk in their
financial planning and investment appraisal (Hanusch et al., 2018).

However, the rigidity of a pegged exchange rate can pose significant economic challenges,
particularly in the face of asymmetric shocks. When a country cannot adjust its exchange rate in
response to external economic shocks or changes in the global market, it must instead adjust
through its domestic economy, often resulting in significant economic dislocation. For instance,
many emerging markets with fixed exchange rates experienced more profound economic
downturns during global financial crises than those with flexible rates, primarily due to their
inability to adjust their currency values to buffer the shocks (McKibbin & Chanthapun, 2009).

The working paper by McKibbin and Chanthapun (2009) discusses the impacts of the global
financial crisis on various Asian economies under different exchange rate regimes.

The study finds that economies with fixed exchange rate regimes faced more severe economic
challenges during the crisis. Fixed exchange rates prevented these countries from adjusting their
currency values to respond to external shocks, leading to more significant economic dislocation.
The paper provides empirical evidence showing that economies with flexible exchange rates buffer
the shocks better by allowing their currencies to depreciate, which helped restore competitiveness
and stabilize the economy. In contrast, those with fixed exchange rates had to undergo internal

11



adjustments, often through painful reductions in domestic economic activity, to cope with the same
shocks.

The analysis highlights the vulnerability of fixed exchange rate systems to external economic
pressures, particularly during global financial instability. The inability to adjust exchange rates
means that the burden of adjustment falls on the domestic economy, leading to significant
economic downturns and dislocations, as seen in the affected emerging markets during the global
financial crises.

Further complicating the scenario is the issue of the 'fear of floating,' a phenomenon where
countries maintain a nominal peg at unsustainable levels due to concerns about inflation, loss of
investor confidence, and potential capital flight, leading to eventual economic crises. Despite
officially floating their currencies, many emerging markets often behave as if they are still pegged,
intervening heavily to avoid currency fluctuations. This can lead to a scenario where the currency
is overvalued, making exports less competitive and leading to balance of payments problems
(Calvo & Reinhart, 2002).

The paper by Calvo and Reinhart (2002) explores the phenomenon known as 'fear of floating,'
where countries, particularly emerging markets, avoid letting their currencies fluctuate freely
despite having officially adopted floating exchange rates. They maintain a nominal peg due to
concerns about the adverse effects of currency fluctuations, such as inflation, loss of investor
confidence, and potential capital flight. This behavior is often observed in countries that intervene
heavily in the foreign exchange market to stabilize their currency values. The authors found that
such interventions lead to a de facto fixed exchange rate regime, even if the official policy is to
float the currency. This can result in overvaluation of the currency, making exports less competitive
and causing balance of payments problems. The study highlights that these practices can
exacerbate economic crises, as the inability to adjust the currency value in response to external
shocks forces countries to make painful adjustments in their domestic economies.

Moreover, the empirical literature suggests that the success of currency pegs in fostering economic
stability in emerging markets depends significantly on the institutional framework and policy
setting. The working paper by McKibbin and Chanthapun (2009) provides a detailed analysis of
how the success of currency pegs in promoting economic stability in emerging markets is heavily
influenced by the country's institutional framework and policy settings. The study found that
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countries with robust fiscal policies, a credible commitment to maintaining the peg, and sound
financial systems are better positioned to benefit from pegging their currency. These countries
managed to maintain economic stability and attract foreign direct investment (FDI) due to the
reduced exchange rate volatility and enhanced investor confidence.

Conversely, the paper highlights that countries with weak policy frameworks and less diversified
economic structures often need help maintaining a currency peg. These nations are more
vulnerable to economic shocks and may experience exacerbated economic vulnerabilities, leading
to crises. The inability to adjust the exchange rate in response to external shocks can force these
countries to make complex internal adjustments, often resulting in economic dislocation and
prolonged recoveries.

This underscores that while currency pegs can benefit significantly by stabilizing the economy and
attracting investment, their success depends on the broader economic and institutional
environment. The empirical evidence presents a nuanced view, showing that the potential risks
associated with currency pegs are closely linked to the country's economic and institutional
robustness. Countries with robust institutional frameworks and policy settings can manage
currency pegs more effectively, avoiding the adverse effects seen in less stable economies.

Chapter 2: The Jordanian Dinar in Context

A. Historical Overview of the Jordanian Dinar's Peg to the US Dollar:

The decision to peg the Jordanian Dinar to the US Dollar in 1995 marked a pivotal shift in Jordan's
monetary strategy, fundamentally aimed at stabilizing a nation frequently rocked by regional
turmoil and economic volatility. Implemented under the guidance of the International Monetary
Fund (IMF), this strategic alignment was part of a broader set of economic reforms intended to
stabilize prices and attract international investment by curbing the unpredictability that had
previously characterized Jordan's financial environment. The peg aimed to stabilize prices, curb
inflation, and reduce financial unpredictability, encouraging international investment
(International Monetary Fund, 2004, pp. 6-9).

Historically, Jordan's economy has faced significant challenges due to external shocks, such as
fluctuations in international oil prices and regional political instability. These factors often resulted
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in economic volatility and unstable currency exchange rates, creating uncertainty for businesses
and individuals. To combat these vulnerabilities and provide a more stable economic environment,
Jordan made a strategic decision in 1995 to peg its currency to the US Dollar at a rate of 0.708-
0.710 per USD. This move aimed to stabilize the economy by reducing exchange rate volatility
and enhancing investor confidence. By pegging the Jordanian Dinar to the US Dollar, Jordan aimed
to realistically reflect the economic conditions of the time. The chosen exchange rate was balanced,
neither significantly overvaluing nor undervaluing the dinar, which helped support economic
stability (Jordan Finance, 2021).

The choice of the US Dollar, a primary global reserve currency known for its stability, was mainly
instrumental. It provided Jordan with a shield against speculative attacks that could have further
destabilized the economy. Moreover, this stability fostered an environment conducive to financial
planning and foreign investment. For a country like Jordan, which lacks significant natural
resources, the predictability offered by the peg was crucial. The nation heavily relies on foreign
aid and investment for its economic development. This policy has been essential in maintaining
economic stability, especially during global economic downturns and crises such as the recent
COVID-19 pandemic. The stability provided by this peg has not only reassured investors but also
helped maintain economic confidence among the Jordanian people, ensuring that their everyday
lives are less affected by the external economic turbulences that once caused so much uncertainty
(Jordan Finance, 2021).

Over the years, the currency peg has played a critical role in maintaining economic stability in
Jordan. It has helped keep inflation rates within manageable limits, preserving purchasing power
and living standards. Economists argue that by eliminating the currency risk, the peg has simplified
transactions for exporters and importers, leading to increased trade volumes. Furthermore, it has
enhanced Jordan's attractiveness as a safe destination for foreign capital, crucial for funding
development projects and infrastructure. The peg's stability has also been essential during
economic downturns, as it has fostered an environment conducive to financial planning and foreign
investment (Alghusin, Alsmadi, & Alkhatib, 2020, pp. 97-106).

However, maintaining the peg has been challenging. It has required Jordan to hold large reserves
of US dollars to defend the dinar's value against pressures from the forex market or domestic
economic conditions that could lead to capital flight. This necessity ties Jordan's monetary policy
closely to the economic policy of the United States, limiting the flexibility of the Central Bank of
Jordan to address purely domestic economic issues independently (Frankel, 1999, pp. 1-2, 18-21).

The peg of the Jordanian Dinar to the US Dollar has been a double-edged sword. While providing
much-needed stability and confidence in Jordan's financial markets, it has also imposed constraints

14



on monetary policy, making it challenging to address domestic economic crises that require a
flexible exchange rate as a tool for adjustment.

B. Comparative Analysis with Other Middle Eastern Economies with Pegged Currencies

The Middle East hosts several economies with currency pegs like Jordan, each implementing this
monetary strategy for various reasons, influenced by differing economic contexts and outcomes.
A comparative analysis with nations like Saudi Arabia, the United Arab Emirates (UAE), and Qatar
reveals the common motivations for such pegs and their unique challenges due to differing
economic structures and external economic relationships.

Saudi Arabia, for instance, has maintained a firm peg of the Saudi Riyal to the US Dollar since
1986. This peg is primarily supported by the country's extensive petroleum exports, priced in
dollars, simplifying revenue management and stabilizing the economy against oil price volatility.
The peg is a tool for economic simplicity and stability, reducing uncertainty in a commodity-
dependent economy. However, it also restricts the Saudi Arabian Monetary Authority's capacity to
conduct independent monetary policy, especially in response to domestic inflationary pressures
that could benefit from a flexible exchange rate. According to Alkhareif et al. (2017), the dollar
peg has provided a stable economic environment for Saudi Arabia, mitigating inflation and
supporting steady GDP growth. However, the inflexibility of the peg limits the central bank's
ability to adjust monetary policy in response to domestic economic conditions, as it must prioritize
maintaining the peg over addressing inflationary pressures (Alkhareif, Barnett, & Qualls, 2017).

Similarly, the UAE maintains a pegged exchange rate, linking the Emirati Dirham to the US Dollar.
This arrangement supports the UAE's economic model, which heavily relies on international trade
and investment. The stable currency attracts foreign businesses and expatriates by reducing the
risks associated with exchange rate fluctuations. This is crucial for a country whose GDP
significantly contributes to international tourism and business. However, this peg also means the
UAE must import US monetary policy when domestic economic conditions require a different
approach (International Monetary Fund, 2019, pp. 4-7).

In contrast, Qatar uses its currency peg as part of a broader strategy to enhance its attractiveness
as a stable and predictable environment for the substantial foreign investment inflows needed to
support its large infrastructure projects, especially in preparation for events like the FIFA World
Cup 2022. Qatar's peg has provided essential stability but has also faced tests, such as the 2017
diplomatic crisis when neighboring countries imposed an economic blockade. Qatar upheld its peg
through substantial interventions, using its considerable foreign exchange reserves, demonstrating
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its role in maintaining economic confidence during geopolitical tensions (International Monetary
Fund, 2019).

The experiences of these countries highlight the dual-edged nature of currency pegs. While they
provide a predictable environment conducive to economic planning and foreign investment, they
also bind the countries' monetary policies to the economic conditions of the currency to which they
are pegged. This can lead to policy conflicts when domestic economic needs diverge from those
of the anchor currency's economy. Moreover, maintaining a currency peg can be costly, requiring
significant foreign exchange reserves, especially during economic or political shocks, which can
test the resilience of the pegging arrangement.

This comparative analysis demonstrates that while currency pegs can stabilize economies by
anchoring them to more stable currencies, the effectiveness and sustainability of such pegs depend
significantly on the country's economic structure, its level of reserves, and its ability to manage
the inherent trade-offs between economic stability and monetary policy independence.

I11. Data Collection Project
Methodology
A. Research Objectives Reminder: Clarification of the Study’s Aims:

The core objective of this final thesis is to investigate the multifaceted impacts of the Jordanian
Dinar's peg to the US Dollar on Jordan's economic stability and growth. Specifically, the study
explores how this peg influences vital economic indicators such as inflation, trade balance, foreign
direct investment (FDI), and the overall cost of living for Jordanian citizens. By dissecting these
elements, the research intends to provide a nuanced understanding of the strategic advantages and
potential drawbacks of maintaining a fixed exchange rate in a developing economy. This inquiry
is crucial for policymakers and economic stakeholders who continuously assess the viability and
consequences of such monetary policies. The findings are expected to contribute valuable insights
into the broader discourse on exchange rate regimes in emerging markets, offering implications
for similar economies considering or employing a currency peg.

B. Chosen Methodology: Mixed-Methods Approach Explained:

This study adopts a mixed-methods approach to address the research questions comprehensively,
integrating quantitative and qualitative research methodologies. This dual approach is designed to
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harness the strengths of each method, providing a robust framework for analysis that can capture
the complex dynamics of Jordan's currency peg.

The quantitative component involves the statistical analysis of macroeconomic data over the past
two decades, including GDP growth rates, inflation rates, trade balances, and FDI flows. This data
will be sourced from reputable databases such as the World Bank, International Monetary Fund
(IMF), and Jordan's Central Bank. Statistical methods such as regression analysis and time-series
analysis will be employed to examine the relationships between the currency peg and various
economic indicators. This approach allows for identifying patterns, trends, and potential causal
relationships, offering empirical evidence to substantiate theoretical claims.

Complementing the quantitative analysis, the qualitative component focuses on gathering insights
from key stakeholders and experts in Jordan's financial and economic sectors. This will involve
conducting interviews and focus groups to gain a deeper understanding of the perceived impacts
of the currency peg on the economy, including its effects on business operations, investment
decisions, and policymaking.

Integrating these methods will enable a comprehensive exploration of the subject matter, ensuring
that the research findings are grounded in empirical data and enriched with real-world perspectives
and expert opinions. This mixed-methods approach is particularly suited to the study's aims, as it
facilitates a holistic analysis of both the measurable economic impacts and the nuanced policy
implications of the currency peg in Jordan.

Sampling: Description of the Data Sources and Sampling Techniques:

For the quantitative component of this study, data will be meticulously sourced from secondary
databases to examine the impact of the Jordanian Dinar's peg on the US Dollar. Key data sources
include established and authoritative entities such as the International Monetary Fund (IMF), the
World Bank, and the Central Bank of Jordan. These institutions provide extensive, reliable datasets
on economic indicators such as inflation rates, GDP growth, trade balances, and foreign direct
investment flows. The selection of these specific sources is based on their credibility and the rigor
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of their data collection methodologies, which ensures the reliability and accuracy required for
detailed economic analysis.

Data Collection Process: Analysing Numerical Data from Reliable Sources

We will analyze several key economic indicators to understand the impact of the Jordanian Dinar's
peg on the US Dollar. The data for these indicators will be sourced from reputable institutions such
as the International Monetary Fund (IMF), the World Bank, and the Central

Bank of Jordan. These sources are chosen for their comprehensive and methodologically sound
datasets, essential for conducting a thorough and reliable economic analysis.

By employing this mixed-methods approach, the study aims to provide a well-rounded
examination of the currency peg's effects on Jordan's economic stability and growth, thus
contributing valuable insights to the broader discourse on exchange rate regimes in emerging
markets.

Key Indicators:

1. GDP Growth Rates:

GDP growth rate data measures Jordan's economic performance over time. By examining trends
in GDP growth, we can assess whether the currency peg has contributed to economic stability and
growth. Data from the World Bank indicates that since the peg was established in 1995, Jordan's
GDP growth has averaged around 2.6% yearly. This steady growth suggests that the currency peg
has helped provide a stable economic environment conducive to development.
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World Bank, "World Development Indicators: GDP growth (annual %) - Jordan"

2. Inflation Rates:
Inflation rates are analysed to understand how the peg affects price stability in Jordan. Stable

inflation is crucial for maintaining the purchasing power of the Jordanian Dinar.

According to the Central Bank of Jordan, inflation has generally remained within single digits,
averaging around 3.5% over the past two decades. This stable inflation rate indicates effective
control over inflationary pressures, suggesting that the peg has significantly stabilized prices.
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3. Trade Balances:

Trade balance data helps us understand the difference between Jordan’s exports and
imports. A consistent trade deficit can indicate structural economic issues that the fixed
exchange rate might influence. Data from the World Integrated Trade Solution (WITS) reveals
that Jordan has consistently run trade deficits, with imports significantly outweighing
exports. In 2020, Jordan's trade deficit was approximately $10.48 billion. Here are some key
figures:

TRADE SUMMARY FOR JORDAN

OVERALL EXPORTS AND IMPORTS

Exports more Imports more »
>
(@ Imports (in USS Mil): Sz 17,007
(@ Expeorts (in USS Mil): Z[& 7.943
= (@) No. Of products: 3,693
() No. Of products: 2.050
(@) No. Of partners: 1486
@ No. Of partners: 152

World Integrated Trade Solution (WITS), Jordan Trade Summary 2021
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This persistent deficit underscores Jordan’s economy’s difficulties in achieving a balanced trade
under the pegged exchange rate regime. The fixed exchange rate can render exports less
competitive while the demand for imports remains elevated, especially in the energy and consumer
goods sectors.

4. Foreign Direct Investment (FDI) Flows:

Foreign Direct Investment (FDI) flow data is essential for assessing Jordan's attractiveness to
foreign investors under the pegged exchange rate regime. According to World Bank and UNCTAD
data, while the peg has generally contributed to a stable investment environment by mitigating
currency risk, FDI inflows have shown considerable variability. For example, FDI inflows peaked
at $3.1 billion in 2006 but have fluctuated over the years, reaching $1.6 billion in 2020. Regional
stability, global economic conditions, and domestic economic policies influence these fluctuations
in FDI..

2006 - 2022

The World Bank, Foreign direct investment, net inflows (% of GDP) - Jordan 2006 - 2022

In conclusion, the analysis of key economic indicators—GDP growth rates, inflation rates, trade
balances, and FDI flows—offers a comprehensive understanding of the impact of the Jordanian
Dinar’s peg to the US Dollar. The peg has contributed to economic stability, as evidenced by
consistent GDP growth and controlled inflation. However, persistent trade deficits and fluctuating
FDI inflows underscore the limitations of the peg in addressing structural economic challenges.
These findings highlight the necessity for complementary economic reforms and policies to
enhance the benefits of the currency peg while addressing its inherent limitations.
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This detailed examination of economic indicators provides valuable insights into the broader
economic implications of the Jordanian Dinar’s peg to the US Dollar. It offers guidance to
policymakers and stakeholders regarding its advantages and constraints.

IV. Analysis

In this section, we will examine the effects of the Jordanian Dinar's peg to the US Dollar on several
dimensions of Jordan's economy, including GDP growth rates, inflation rates, trade balances,
foreign direct investment (FDI) flows, and the cost of living for Jordanian citizens.

Quantitative Analysis

1. GDP Growth and Economic Stability:
Economic Stability and the Peg:

The peg to the US Dollar has enabled Jordan to maintain a stable exchange rate, which is crucial
for reducing uncertainty in trade and investment. A stable exchange rate facilitates business
planning, mitigates the risks associated with currency fluctuations, and attracts foreign investment.
This stability is particularly significant for Jordan, a nation heavily relying on imports and foreign
aid.

Growth Trends:

Analysing the growth trends in Jordan's economy reveals that the country's GDP has experienced
consistent, though moderate, growth over time. This steady growth can largely be attributed to the
stable economic environment fostered by the Jordanian dinar's peg to the US dollar. The peg has
created a predictable and reliable economic climate, vital for businesses and investors making
long-term plans and commitments.

However, it is essential to recognize that while the currency peg has successfully provided stability,
it has not necessarily translated into high economic growth rates. This suggests that while the peg
has significantly maintained economic steadiness, it alone is insufficient to drive rapid growth. To
achieve higher growth rates, Jordan must consider additional measures, including structural
economic reforms, increased investment in human capital, and a broader diversification of its
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economy. These steps are essential to unlocking the full potential of Jordan's economic growth in
the future.

2. Inflation Rates

Inflation is a critical factor in maintaining economic stability, and in Jordan, the peg to the US
Dollar has played a significant role in keeping inflation under control. By tying the Jordanian dinar
to the US dollar, the country has stabilized its currency and, consequently, its inflation rate.
According to data from the Central Bank of Jordan, inflation has generally stayed within single
digits, with an average rate of about 3.5% over the past two decades. This consistent and moderate
inflation rate indicates that the currency peg has effectively anchored inflation expectations,
helping to create a predictable economic environment. Such stability is essential for consumers
and businesses, allowing for better planning and confidence in the economy's future direction.

Controlling Inflation:

The peg controls inflation by ensuring a stable exchange rate, reducing the cost of imported goods
and services. Given that many of Jordan’s imports are priced in US Dollars, maintaining a stable
exchange rate helps stabilize import prices, thereby supporting overall price stability.

Impact on Purchasing Power:

Maintaining stable inflation is crucial for preserving the purchasing power of the Jordanian Dinar.
When inflation remains low and stable, the value of money stays relatively constant over time,
significantly benefiting both consumers and businesses. For consumers, this stability means that
their income retains its purchasing power, allowing them to buy goods and services without
worrying about rapid price increases. This consistency in prices helps families plan their budgets
with greater confidence.

For businesses, stable inflation reduces the uncertainty that often accompanies fluctuating costs.
With predictable prices, companies can plan more effectively for the future, make informed
investment decisions, and manage their expenses more easily. This environment of stability fosters
a more favourable climate for economic growth, as consumers and businesses feel more secure in
their financial decisions.
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3. Trade Balances

The trade balance measures the difference between a country's exports and imports. Jordan has
consistently experienced trade deficits, with imports significantly surpassing exports. According
to the IMF, Jordan's trade deficit reached approximately $10.48 billion in 2020. This persistent
deficit underscores the challenges faced by Jordan's economy under the pegged exchange rate
regime.

Challenges of Trade Deficits:

The fixed exchange rate can render Jordanian exports less competitive globally. When the
exchange rate is fixed, it cannot adjust to global market changes, potentially making exports more
expensive than those from countries with flexible exchange rates. This lack of competitiveness can
result in lower export volumes and higher trade deficits.

Structural Issues:

The trade deficits also highlight structural issues within Jordan’s economy. Jordan relies heavily
on imports for energy and consumer goods, contributing significantly to the trade deficit. To
address these challenges, Jordan must implement structural reforms to enhance export
competitiveness and reduce import dependency.

4. Foreign Direct Investment (FDI) Flows

Foreign Direct Investment (FDI) is a crucial indicator of a country's appeal to international
investors and plays a vital role in driving economic growth. In Jordan, the peg to the US Dollar
has generally contributed to creating a stable investment environment by minimizing currency risk.
This stability i1s desirable to foreign investors, as it reduces the uncertainties associated with
exchange rate fluctuations, making Jordan a more reliable destination for FDI.

However, despite the peg's stability, FDI inflows into Jordan have shown significant variability.
For example, FDI peaked at $3.1 billion in 2006, reflecting strong investor confidence. Since then,
the inflows have fluctuated, with a notable decrease to $1.6 billion in 2020. This fluctuation
indicates that while the peg is a crucial factor in attracting investment, other elements, such as
regional stability, global economic conditions, and domestic policies, also play significant roles in
influencing FDI levels.
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Attracting Investment:

A stable exchange rate, maintained through the peg to the US Dollar, significantly reduces foreign
investors' currency risk. This predictability is a critical factor that makes Jordan an attractive
destination for FDI. Investors prefer to commit their capital in environments where they can be
confident that currency fluctuations will not diminish their returns. The peg to the US Dollar
provides this much-needed assurance by ensuring a stable exchange rate, thereby encouraging
more foreign investments into the country.

Factors Influencing FDI:

While the peg to the US Dollar has established a stable and predictable environment, FDI inflows
are also heavily influenced by broader factors. Regional stability plays a significant role, as periods
of peace and security in the Middle East often correlate with increased investment in Jordan.
Additionally, global economic conditions, such as the availability of capital and investor sentiment,
can impact FDI flows. Domestic economic policies, particularly those that promote economic
liberalization and reform, can also attract higher levels of foreign investment. For instance,
aggressive economic reforms by the Jordanian government have sometimes led to surges in FDI,
highlighting the importance of a multifaceted approach to attracting investment.

Cost of Living

The cost of living in Jordan is closely tied to the effects of the currency peg, particularly in terms
of price stability and the affordability of imported goods. While the peg has contributed to
stabilizing consumer prices by reducing the volatility associated with currency fluctuations, it has
also influenced the cost of living, especially in urban areas with higher import dependence.

Impact on Consumer Prices:

The peg helps to stabilize consumer prices by mitigating the impact of currency volatility.
However, because the Jordanian Dinar is pegged to the US Dollar, a strong currency, the prices of
imported goods can be relatively high. This results in a higher overall cost of living as everyday
items, mainly imported items, become more expensive for Jordanian citizens..

Urban vs. Rural Impact:
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The impact of the currency peg on the cost of living varies between urban and rural areas. In urban
centres, where there is a greater reliance on imported goods, the peg has a more pronounced effect
on living costs, making daily necessities more expensive. Conversely, in rural areas, where the
population may rely more on locally produced goods, the impact of the peg on the cost of living is
less severe. This difference highlights the varying degrees to which different population segments
experience the economic effects of the currency peg.

Synthesis of Quantitative Findings:

The analysis of GDP growth rates, inflation rates, trade balances, FDI flows, and the cost of living
provides a comprehensive understanding of the impacts of the Jordanian Dinar's peg to the US
Dollar. The peg has contributed to economic stability by maintaining a steady growth rate and
controlling inflation. However, it has also highlighted structural challenges such as persistent trade
deficits and fluctuating FDI inflows. Additionally, the peg influences the cost of living, particularly
in urban areas.

These findings suggest that while the peg has provided stability, structural reforms, and economic
policies are needed to address the challenges and maximize the peg's benefits. The next section
will delve deeper into the qualitative analysis, providing further insights into the peg's broader
economic and social implications.

Qualitative Analysis

1. Expert Opinions on Economic Stability

Views from Economists:

Experts generally concur that the peg has established a foundation for economic stability in Jordan.
The stable exchange rate has mitigated the risk of currency fluctuations, which is crucial for a
small, open economy like Jordan's. This stability has been essential for attracting foreign
investment and maintaining investor confidence. Economists highlight that the peg has been
instrumental in anchoring inflation expectations and providing a stable economic environment,
essential for long-term economic planning and investment. However, some experts also note that
the peg limits the flexibility of monetary policy, making it challenging to respond to domestic
economic shocks.
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Impact on Policy Making:

Policymakers in Jordan have had to navigate the constraints imposed by the fixed exchange rate.
While the peg has provided stability, it has also required maintaining large reserves of US Dollars
to defend the dinar's value. This has limited the Central Bank of Jordan's ability to use monetary
policy independently to address domestic economic issues.

2. Social Implications of the Peg

The peg's impact extends beyond macroeconomic indicators to affect the daily lives of Jordanian
citizens. The stable yet strong currency has influenced the cost of living, particularly in urban
areas.

Rural vs. Urban Dynamics:

The impact of the peg is felt more acutely in urban areas, where the reliance on imported goods is
higher. The effects are less pronounced in rural areas, where people may rely more on locally
produced goods. These dynamics highlight the uneven impact of the peg across different segments
of the population.

3. Business Environment and Competitiveness

The peg has significantly shaped Jordan's business environment. Reducing exchange rate volatility
has created a more predictable environment for businesses, especially those engaged in
international trade.

Business Leaders' Perspectives:

Interviews with business leaders reveal that the stable exchange rate has benefited planning and
investment. However, some business leaders express concerns about the competitiveness of
Jordanian exports. The fixed exchange rate can make exports more expensive than those from
countries with flexible exchange rates, affecting Jordan's trade balance.
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Competitiveness Challenges:

The peg has also challenged Jordan's competitiveness. While it has helped maintain stability, it has
not addressed structural issues such as the need for economic diversification and innovation. To
enhance competitiveness, Jordan needs to invest in sectors with high growth potential and reduce
its reliance on imports

1. Policy Recommendations

Based on the analysis, several policy recommendations can be made to address the challenges and
maximize the benefits of the currency peg.

1) Enhancing Export Competitiveness:

Jordan should implement policies to boost export competitiveness and address the trade deficit.
This could include investing in high-growth potential sectors, such as technology and services, and
supporting small and medium-sized enterprises (SMEs) to expand their export capabilities.

Monetary Policy Flexibility:

While the peg provides stability, there is a need for greater flexibility in monetary policy. This
could involve exploring mechanisms allowing exchange rate flexibility while maintaining overall
stability. This would give the Central Bank of Jordan more tools to address domestic economic
challenges.

The qualitative analysis provides further insights into the broader economic and social implications
of the Jordanian Dinar's peg to the US Dollar. While the peg has provided a foundation for
economic stability, it has also highlighted structural challenges and social impacts. Addressing
these challenges requires a combination of policy measures to enhance export competitiveness,
implement structural reforms, strengthen social safety nets, and increase monetary policy
flexibility.
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Combined with the quantitative analysis, these insights offer a comprehensive understanding of
the peg's impacts and provide a basis for informed policymaking to support sustainable economic
development in Jordan.

V. Conclusion

Managerial Applications: Practical Implications for Policymakers and Economic Analysts

Analyzing the Jordanian Dinar's peg to the U.S. Dollar yields substantial insights with significant
implications for policymakers and economic analysts. Understanding these implications is critical
for devising strategies that enhance the peg's benefits while mitigating its drawbacks.

Stabilizing Mechanism in Monetary Policy:

The peg has demonstrated its role as a stabilizing mechanism for Jordan's economy, providing a
predictable environment that aids in macroeconomic planning and decision-making. This stability
is crucial for a small, open economy like Jordan, susceptible to external shocks. Policymakers
should continue to leverage this stability to attract foreign investment and maintain economic
confidence. The Central Bank of Jordan, by maintaining adequate foreign reserves, can ensure that
the peg remains sustainable even during periods of economic downturn or regional instability. This
strategy 1s supported by the findings of Ghosh, Ostry, and Tsangarides (2010), who noted that
stable exchange rate regimes tend to support better macroeconomic outcomes in countries with
similar economic profiles to Jordan.

Adjustments in Fiscal Policy:

While the peg provides monetary policy stability, it restricts the Central Bank of Jordan's flexibility
to adjust interest rates independently. This limitation suggests that fiscal policy must be more
significant in responding to economic changes. Policymakers should consider more proactive
fiscal measures, such as adjusting taxation levels and public spending, to complement the monetary
limitations imposed by the peg. This approach aligns with the recommendations of Reinhart and
Rogoft (2004), who argue that countries with fixed exchange rates need robust fiscal frameworks
to manage economic fluctuations effectively.
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Enhanced Economic Diversification

The data analysis has highlighted the vulnerabilities associated with Jordan's reliance on imports
and the challenges this poses for the trade balance and cost of living due to the peg. To address
these issues, policymakers should focus on economic diversification strategies that reduce
dependence on imported goods and boost domestic production capabilities. Increasing support for
sectors with potential for export growth, such as pharmaceuticals and information technology,
could help improve the trade balance and create jobs. Such strategies align with the World Bank's
(2019) suggestions for economies in transition, emphasizing the importance of diversification for
long-term economic resilience.

Targeted Support Programs:

The study's qualitative insights indicate that while the peg has helped stabilize the macroeconomic
environment, its impacts on the cost of living have been mixed, particularly affecting lower-income
households. Policymakers should consider targeted support programs to offset the adverse effects
of higher import costs on these vulnerable groups. Subsidies for essential goods, targeted tax relief,
and enhanced social safety nets could alleviate these populations' economic burden. These
programs should be carefully designed to ensure sustainability and not undermine the country's
overall economic stability.

Engagement with International Economic Policies:

Given Jordan's economic linkage through the dollar peg to the broader global economic policy,
especially U.S. monetary policy, Jordanian policymakers and economic analysts must remain
acutely aware of international economic developments. Engaging more actively in international
economic discussions and forming strategic alliances can help Jordan navigate the complexities of
its dollar dependence. By understanding and anticipating shifts in U.S. economic policy, Jordan
can better prepare and adjust its economic strategies.

Limit of the Study: Discussion of the Research Boundaries and Limitations

Every study has boundaries and limitations, and this analysis of the Jordanian Dinar's peg to the
U.S. Dollar is no exception. Recognizing these limitations is crucial for accurately interpreting the
findings and guiding future research.
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Historical Data and Contemporary Relevance:

The study predominantly utilizes historical data extending from the implementation of the peg in
1995 to the present. While this longitudinal approach allows for a detailed examination of trends
over time, it also means that the analysis might not fully capture the most needed economic events
or shifts. Economic conditions, global financial markets, and regional dynamics evolve rapidly,
and data lag can mean that the peg's most current challenges or benefits are underrepresented.

Generalization of Findings

The study's findings are specific to Jordan and its unique economic, political, and social context.
While the research provides valuable insights into the effects of the Jordanian Dinar's peg to the
U.S. Dollar, these findings may not be generalizable to other countries with different economic
conditions or exchange rate regimes. Jordan's economy's specific characteristics, such as its size,
economic structure, and level of dependency on foreign aid and imports, make it unique.

Recommendations for Future Research

Future research could incorporate primary data collection to provide current insights into the
effects of the currency peg. Additionally, studies could explore the application of alternative
economic models or newer statistical techniques that more effectively address the non-linear
complexities of economic relationships. Comparative studies with other countries maintaining
similar pegged exchange rate systems could also help validate findings and broaden understanding.

Future Ways of Research: Suggestions for Further Studies and Unexplored Areas

The analysis of the Jordanian Dinar's peg's impact on the U.S. Dollar has highlighted several areas
where further research could enrich our understanding of fixed exchange rate regimes and their
multifaceted effects on emerging economies. Future studies could explore new methodologies,
incorporate more diverse data sources, and examine underexplored dimensions of economic
impact, offering more profound insights into the theoretical and practical aspects of currency pegs.
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Incorporation of Primary Data:

Future research could significantly benefit from incorporating primary data collected through
surveys, interviews, or focus groups involving various stakeholders such as consumers, business
owners, policymakers, and economic experts within Jordan. This approach would allow
researchers to capture real-time perceptions and experiences of the currency peg, providing a more
nuanced view of its socio-economic impact. For instance, qualitative data from local businesses
could show how the peg affects their import and export activities and investment decisions.
Similarly, surveys among households could help understand changes in consumer confidence and
spending behavior in response to inflation and purchasing power fluctuations caused by the peg.

Comparative International Studies:

Comparing Jordan's experience with those of other countries that maintain currency pegs could
provide valuable comparative insights. Studies could focus on similar economies within the
Middle East, such as Saudi Arabia and the United Arab Emirates, or on countries outside the region
that differ significantly in economic structure but share the common feature of a currency peg.
Such comparative analyses help identify factors that enhance the effectiveness of currency pegs or
contribute to their potential pitfalls, offering lessons that could be applicable across different
economic contexts

Sector-Specific Impacts:

Future research could also focus on the sector-specific impacts of the currency peg, examining
how the peg uniquely affects different areas of Jordan's economy. Tourism, agriculture,
manufacturing, and services sectors respond differently to the peg, and detailed studies could help
uncover these differential impacts. This sectoral analysis would be critical for designing targeted
economic policies that maximize positive outcomes while mitigating adverse effects.

Policy Effectiveness Studies

Finally, studies are needed to evaluate the effectiveness of policy measures designed to
complement the currency peg. Research could focus on fiscal adjustments, monetary interventions,
and regulatory changes instituted alongside the peg to understand how these measures interact with
the fixed exchange rate system. Such studies would provide valuable feedback on policy design
and implementation, helping Jordan and similar economies optimize their economic strategies in
the context of a currency peg.
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By exploring these areas, future research can continue to build on the foundational knowledge
established by current studies, pushing forward the discourse on currency pegs and their role in
economic strategy and development in emerging markets.
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