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Executive Summary

Recent Developments

Real GDP growth has averaged 2.1% through the first half
of 2016, down from 2.4% in 2015 due to further fiscal
consolidation, the impact of regional conflict and softening
demand from China and the GCC for Jordan’s exports

Inflation has averaged -1.1% through the first ten months
of 2016 compared to same period in 2015, driven by
continued lower oil prices and currency strength
dampening the cost of imported goods

Jordan has begun to diversify its energy mix by developing
the capacity to import LNG, the share of LNG rose to 19.2%
of its consumption mix in 2015

The consolidated public sector budget balance was 4.1% of
GDP in 2015, narrowing from 10.0% in 2014 reflecting fiscal
consolidation and lower operating losses at the national
electricity utility provider

The current account deficit widened in 2015 to 9.2% of GDP
and has reached 12.7% as of H1 2016, as declining foreign
grants, exports and remittances outweighed the benefits of
cheaper oil imports

The loan-to-deposit ratio has picked up to 67.3% as of Q3
2016, as deposit growth moderated by more than credit
growth as a consequence of slower economic growth

Macroeconomic OQutlook (2016-18)

We expect real GDP growth to moderate to 2.1% in 2016,
but pick up to 2.3% in 2017 and 2.4% in 2018 on a stronger
external demand for Jordan’s exports

Inflation is expected be -1.0% in 2016 but then rise and
stabilise at 1.9% in 2017 and 2018 in line with the recovery
in oil prices, firming domestic demand as well as the
offsetting influence of a currency strength

The budget deficit is expected to average 3.6% through
2016-2018 and public debt should rise from 93.5% in 2015 to
94.8% of GDP in 2018

The current account is expected to average a deficit of 9.9%
in 2016 due to declining exports, grants and subdued
remittances, before widening to 10.0% on higher cost oil
imports in 2017 and then narrowing to 9.6% as exports and
remittances outweigh the expected gains in oil imports

The loan-to-deposit ratio should rise to 71.4% by 2018 as
credit growth, despite slowing, is still expected to outpace
deposit growth 1



Background

Jordan is a well-diversified and trade reliant economy

Jordan is a well-diversified small open economy. The
largest sector of the economy is government services
(19.8% of GDP in 2015), followed by finance and real
estate (18.0%), manufacturing (16.3%) and
transportation and communication (11.7%). The economy
is underpinned by domestic service industries
representing over 60.0% of GDP in 2015. Additionally, the
Jordanian economy is highly trade reliant. Imports
accounted for 60.5% of GDP in 2015 and exports for
37.6%. Jordan’s largest export sectors are manufacturing
(mainly of consumer goods and processed mineral
commodities), mining (bromine, phosphate rock and
potash) and tourism. Its key export destinations are
Middle East and North African (MENA) countries,
particularly Iraq and the Gulf Cooperation Council (GCC),
followed by the US, India and China.

A number of major shocks have lowered Jordan’s growth
trajectory

In the early 2000s, Jordan implemented a series of
economic reforms such as the privatisation of state-
owned enterprises and trade liberalisation. These reforms
spurred rapid growth from 2003 to 2009 of 7.6% per year.
Since then, a series of exogenous shocks has slowed
growth. The first was the global financial crisis which
weakened tourism and export demand. This was followed
by uprisings in Egypt, which saw saboteurs damage
pipelines used to export gas to Jordan. The resulting
energy shortage forced Jordan to substitute to expensive
fuel oil imports and seek IMF assistance in 2013 to
manage the cost of the shortage. Subsequently, the
intensification of the conflict in neighbouring Iraq and
Syria heightened geopolitical risks and dampened trade.
More recently, the dramatic fall in oil prices slowed
demand in the GCC, affecting Jordan through both weaker
trade and remittances. These shocks have constrained its
growth trajectory to an average of 2.7% per year since
2010.

Jordan is enacting structural reforms based on its Vision
2025 and support from the IMF and Jordan Compact

Jordan outlined a ten-year framework in 2015 centred
around private sector job creation, inclusive growth and
fiscal consolidation entitled Vision 2025. It aims to bolster
growth while also rebuilding Jordan’s fiscal buffers. This
agenda has been supported by successive IMF
programmes, the latest instalment of which was agreed in
late 2015 to provide Jordan a total of USD0.7bn over 2016-
2019. In addition, the international community, led by the
US and EU, have pledged USD8bn over 2016-2018 under
what has been called the Jordan Compact. This support
aims to allow Jordan to maintain its economic reform
agenda while also coping with the influx of refugees.
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Recent Developments (2015-16)

Fiscal consolidation and regional conflict caused growth to
moderate in 2015 to 2.4%

Real GDP growth was 2.4% in 2015, down from 3.1% in
2014, and has moderated further to 2.1% in H1 2016. The
growth slowdown in 2015 reflected three main factors.
First, the government began fiscal consolidation,
supported by its programme with the IMF, which has
resulted in the short-term impact of slowing domestic
demand due to broad-based spending cuts. Second, spill-
over effects from regional conflicts in Syria and Iraq
weighed on tourism and consumer confidence. Third,
slower growth in GCC countries due to lower oil prices
hampered demand for Jordan’s exports as well as slowed
remittance inflows. This offset the benefits of cheaper oil
imports. The moderation of growth in the first half of 2016
reflected persistence of these factors and weaker exports of
key commodities (bromine, phosphate and potash) due to
weaker Chinese demand and lower international prices.

Inflation has turned negative on lower commodity prices,
slowing growth and currency strength

Inflation fell to -0.9% in 2015 and -1.1% in the first ten
months of 2016. The decline in inflation has been
attributable to three main components in Jordan’s CPI
basket — transportation (13.6% of the basket), housing
(21.9%) and food and beverages (37.8%). Transportation
costs, the largest contributor to declining inflation, fell in
2015 due to drop in oil prices. Weaker economic growth and
high unemployment (13.1% in 2015) caused disinflation in
housing. Food and beverages prices, as well as other
imported goods, weakened on the appreciation of the USD
in 2015 (to which the JOD is pegged). To combat falling
inflation, the CB] cut interest rates in 2015. The weekly
repo rate was then increased by 25bps to 2.75% in
December 2016 in line with the US Federal Reserve. Thus
far in 2016, inflation has resumed its downward path,
driven by weak food prices on further USD strength. Lower
oil prices have imposed less of a drag compared to 2015.

Jordan has diversified its energy mix, relying more on LNG

Jordan is a highly energy-dependent country, with only
3.0% of its own energy generated domestically. This has
come at a significant cost, energy imports having averaged
over 17% of GDP from 2010 to 2014 and resulted in large
operating losses at the National Electric and Power
Company (NEPCO). The interruptions of gas imports from
Egypt, which started in 2011, exacerbated this and caused
Jordan to seek a USD2bn loan from the IMF in 2013. Gas
imports nearly came to a complete halt in 2014, forcing
imports of expensive fuel oils. However, Jordan has taken
steps to diversify its energy mix to reduce costs. In 2015, it
completed an LNG terminal and began imports from Qatar
resulting in LNG rising to 19.2% of its consumption mix
and reducing the import burden by 6.0% of GDP. Jordan has
also struck a 15 year deal with Israeli producer, Leviathan,
to supply gas. The first imports are scheduled in 2019.
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Fiscal consolidation and lower energy costs narrowed the Consolidated public sector balance*
deficit from 10.0% in 2014 to 4.1% in 2015 (% of GDP)

EEEN Revenue Expenditure = === Fiscal balance

The deficit fell to 4.1% of GDP in 2015 from 10.0% in 2014,
largely due to lower spending. In 2015, the government cut
spending, reducing capital spending by 0.8% of GDP and
aggressively rationalising current spending by 4.4% of
GDP. Also, operational losses at NEPCO dropped from 4.6%
of GDP in 2014 to 0.9% of GDP in 2015 due to weaker oil
prices and higher LNG imports. Revenues were lower in
2015 due to weaker firm profits, reduced receipts from
petrol taxes, NEPCO tax exemptions and the conclusion of
a one-time sale of mobile licenses in 2014. Successive
deficits and rising government-backed debt at NEPCO and
the Water Authority of Jordan have caused public debt to
rise to 93.5% of GDP in 2015, up from 70.9% in 2011. Jordan
has turned to domestic banks and the bond market to
finance deficits, issuing over USD2bn in bonds in 2015, of
which USD1.5bn was guaranteed by the US.

2011 2012 2013 2014 2015

Sources: IMF, Haver Analytics and QNB Economics
* Includes spending on public utility companies

The current account deficit has widened on weaker foreign Balance of payments
grants, exports and remittances (% of GDP; unless otherwise mentioned)
The current account deficit widened to 9.2% of GDP in 2015 o Current account

mmmm Capital and financial account

from 7.3% in 2014 and has weakened further to 12.7% of
GDP through H1 2016. The deterioration reflected slower
growth and conflict in MENA countries as well as weaker
demand from China. This weighed on Jordan’s exports and
remittances, particularly slower growth in the GCC, which
accounted for nearly 30.0% of Jordan’s goods exports in
2015 and has been a key source of grants and remittances.
These developments have offset gains from cheaper oil
imports as Jordan is a net oil importer. The capital and 2011 2012 2013 2014 2015 H12016
financial account (CFA) surplus increased to 5.9% of GDP
in 2015 largely due to its external debt issuance. In the first
six months of 2016, the CFA surplus has surged to 11.4% of
GDP on large foreign currency inflows from investor
optimism around its support from the Jordan Compact.

e [nternational reserves (months of import cover)

Sources: CBJ, Haver Analytics and QNB Economics

Credit and deposit growth have slowed thus far in 2016 Banking sector

. . . (% year-on-year growth; unless otherwise mentioned)
Credit growth picked up to 9.5% in 2015 but has moderated . N
Emm Assets Emm Deposits Loans === o0ans-to-depositratio (%)

as of Q3 2016 to 7.7%. Growth in 2015 was led by public 71.4
sector loans, accounting for over half of credit growth, for
financing the budget deficit and public utility companies’
losses. However, public sector credit has been largely flat
through Q3 2016 as the deficit improved. Private credit
contributed almost 45% of total credit growth in 2015 and
has been entirely responsible for total credit growth as of
Q3 2016. Asset growth has slowed as banks moved away
from government securities and engaged in lending to the
public and private sectors. Deposit growth slowed to 7.7%
and further to 3.3% as of Q3 2016, in line with slower real 2011 2012 2013 2014 2015 Q32016
GDP and negative inflation. As a result, the loan-to-deposit
ratio was 64.7% in 2015 and has risen to 67.3% in Q3 2016.
Bank profitability has improved with return on equity
rising from 8.3% in 2011 to 10.3% in 2015 and 11.5% in H1
2016 as non-performing loans (NPLs) have declined. NPLs
were 8.5% of total loans in 2011 compared to 4.9% in 2015
and 4.8% as of H1 2016. Banks are well capitalised, with a
capital adequacy ratio of 18.4% in June 2016, and efficient
with a cost to income ratio around 50%.

Sources: CBJ, Haver Analytics and QNB Economics
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Macroeconomic Outlook (2016-18)

Real GDP growth is expected to moderate in 2016 but
should rise to 2.3% in 2017 and 2.4% in 2018

Real GDP is expected to moderate to 2.1% in 2016, down
from 2.4% in 2015 reflecting slower growth in MENA
countries, the influence of neighbouring conflict and
weaker global commodity demand. These factors are
expected to result in a contraction in real exports. An
additional factor is the continuation of Jordan’s fiscal
consolidation as part of its IMF programme. Further
expenditure reductions are planned in 2016 which should
weigh on domestic demand in 2016. In 2017, we expect
growth to rise to 2.3% as demand from Jordan’s key trade
partners accelerates, particularly in the GCC due to
stronger oil prices, lifting real export growth. This should
more than offset drag imposed by fiscal consolidation and
the higher cost of energy imports. Continuation of these
conditions should support a slight increase in growth to
2.4% in 2018.

Higher oil prices are expected to lift inflation in 2017 and
2018

Inflation is expected to continue to be negative in 2016,
with prices declining by 1.0%. High unemployment
weighing on domestic demand, a further decline in oil
prices and food deflation on USD strength are the main
factors expected to drive the decline in the price level.
However, a pickup in oil prices is expected to lead a
substantial rise in inflation in 2017 to 1.9%. Oil prices are
forecasted to increase by over 20.0%. Partly constraining
the rise in inflation from higher transportation costs,
however, will be the impact of lower import prices from a
stronger USD (onto which the JOD is pegged). In 2018, oil
prices will rise at a slower pace, contributing less to
inflation, but improving domestic demand will keep
inflation stable at 1.9%.

Fiscal consolidation should reduce the deficit but higher
energy costs will stabilise the deficit around 3.7% of GDP

The fiscal deficit is expected to narrow to 3.5% of GDP in
2016 from 4.1% in 2015. The improvement should reflect
expenditure restraint and higher revenues. Spending cuts
are expected to continue in 2016, particularly to capital
spending. Despite slower growth, revenues should rise
from improved tax collection as well as new taxes on
cigarettes and alcohol and the removal of sales tax
exemptions for some consumer goods. In 2017, however,
the deficit is expected to widen to 3.7% due to higher oil
prices which should increase spending to cover higher
operating losses at NEPCO. NEPCO’s estimated cost
recovery threshold is oil prices at USD43-47 per barrel.
These factors should outweigh further spending cuts and
higher revenues from additional planned tax measures.
The deficit should improve slightly in 2018 to 3.6% of GDP,
on a slower rise in oil prices and stronger revenues from
higher economic growth. Consequently, we expect public
debt to rise from 93.5% in 2015 to 94.8% by 2018.

Real GDP growth
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The current account deficit is expected to widen to an
average of 9.8% of GDP over 2016 to 2018

The current account deficit is expected to widen in 2016 to
9.9% of GDP reflecting declining exports, grants and
remittances which will outweigh cheaper oil imports. In
2017, imports are expected to rise primarily due to the
acceleration of oil prices, deteriorating the trade balance
from 20.9% in 2016 to 21.8% in 2017. However, nearly
offsetting this is the expected improvement in the income
and transfer balance, which should increase on higher
remittances as external conditions improve, particularly in
the GCC where a large number of Jordanian expatriates
reside. The net result will be a slight widening of the
current account deficit to 10.0% of GDP in 2017. In 2018,
the magnitude of these effects is expected to reverse.
Further improvements in external conditions are expected
to lift export growth and higher income and transfer
inflows from abroad, outweighing the expected smaller
gains in oil import costs in 2018. Consequently, the current
account deficit should narrow to 9.6% of GDP.

External debt issuance and strong international support
should drive capital inflows and reserve accumulation

The capital and financial account (CFA) is expected post
an average surplus of 10.1% over 2016-2018. This is due to
strong portfolio inflows on continued international debt
issuance and the expectation that investors will judge
Jordan favourably due to its strong financial backing from
the IMF and under the Jordan Compact. These large capital
inflows are expected to support the stabilisation of foreign
currency reserves at an average of 7.6 months of import
cover over 2016-2018, well above the IMF’s recommended
three month mark for fixed exchange rate regime countries.
Additionally, reserves could be further supported by
potential monetary tightening from the CBJ which would
attract additional foreign inflows. Since the JOD is pegged
to the USD, the CBJ] would have to increase rates in the line
with Federal Reserve to continue to attract capital inflows
and reserves.

The loan-to-deposit ratio will increase due to credit growth
outpacing deposit growth despite the former moderating

In 2017 and 2018, as widely anticipated, we expect the CB]J
to tighten policy rates in line with the Federal Reserve.
Along with higher real GDP growth and inflation, this is
likely to lift deposit growth to 3.4% from 2.1% in 2016. We
expect credit growth to slow from 7.1% in 2016 to 6.4% in
2017 and 5.7% in 2018. Credit growth is expected to remain
higher than deposit growth, as banks focus on lending to
the private sector and as the liquidity situation improves
with lower public debt issuance. As a result, the loan-to-
deposit ratio is set to increase to 71.4% by 2018. Asset
quality is expected to continue improving as economic
growth picks up and as much of recent lending has been to
high quality public sectors. In addition, higher interest
rates should widen bank net interest margins (NIMs).
Improving asset quality and wider NIMs should raise
profitability and capitalisation is expected to remain high.

Current account balance
(% of GDP)

Trade balance
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== Current account balance
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Key Macroeconomic Indicators

2011 2012 2013 2014 2015 2016f 2017f 2018f

Real sector indicators
Real GDP growth (%) 2.6 2.7 2.8 3.1 2.4 2.1 2.3 2.4
Nominal GDP (bn USD) 288 309 336 358 375 38.8 40.2 41.6
Growth (%) 9.2 7.4 8.7 6.7 4.7 3.5 385 Bl
GDP per capita (PPP, USD k) 103 104 106 108 109 109 11.1 11.3
Consumer price index inflation (%) 4.2 4.5 4.8 2.9 -09 -1.0 1.9 1.9
External sector (% of GDP)
Current account balance -10.3  -152 -104 -7.3 -92 -9.9 -10.0 -9.6
Goods and services balance -26.2 -280 -296 -264 -229 -20.9 -21.8 -21.8
Exports 477 463 423 433 376 34.9 34.6 34.6
Imports -739 -743 -71.9 -69.7 -60.5 -55.7 -56.5 -56.4
International reserves (prospective import cover) 5.5 3.3 5.8 7.4 7.8 7.6 7.8 7.6
Public debt 709 808 868 891 935 93.8 94.4 9438
Budget balance (% of GDP) -6.8 -89 -11.5 -10.0 -41 -35 -3.7 -3.6
Revenue 265 230 242 279 250 254 25.9 26.6
Expenditure 333 320 356 379 291 28.9 29.6 30.2
Public debt 709 808 868 891 935 93.8 94.4 94.8
Monetary indicators
M2 growth 8.1 3.4 9.7 6.9 81 n.a. n.a. n.a.
Weekly Repo Rate (%) n.a. n.a. n.a. n.a. 2.5 n.a. n.a. n.a.
Exchange rate USD:JOD (av) 0.709 0.709 0.709 0.709 0.709 0.709 0.709 0.709
Banking indicators (%)
Return on equity 8.3 8.6 9.9 11.0 103 n.a. n.a. n.a.
NPL ratio 8.5 7.7 7.0 5.6 54 n.a. n.a. n.a.
Capital adequacy ratio 19.3 190 184 184 187 mn.a. n.a. n.a.
Asset growth 7.7 1.3 103 5.0 45 n.a. n.a. n.a.
Credit growth 9.7 125 6.2 1.8 9.5 7.1 6.4 5.7
Deposit growth 8.3 24 105 9.7 7.7 2.1 3.4 3.4
Loan to deposit ratio 650 714 686 637 647 67.9 69.8 71.4
Memorandum items
Population (m) 6.8 7.0 7.2 7.4 7.6 7.7 7.9 8.0
Growth (%) 3.7 3.5 3.2 2.8 2.4 2.0 1.7 1.4
Average Brent Crude Oil Price (USD/b) 1109 111.7 108.8 99.5 536 447 55.0 57.9

Sources: Bloomberg, CBJ, IMF, Haver Analytics and QNB Economics forecasts
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Associate Company

P.0. Box: 22310 Doha

Qatar

Tel: +974 4468 2812

Fax: +974 4468 2616

Switzerland

QNB Suisse SA

Quai du Mont Blanc 1
1201 Genéve
Switzerland

Tel: +41 22907 7070
Fax: +41 22907 7071

Syria

QNB Syria

Subsidiary

Baghdad Street

P.O. Box: 33000 Damascus
Syria

Tel: +963 11-2290 1000
Fax: +963 11-44 32221

Tunisia

QNB Tunisia

Associate Company

Rue de la cité des sciences

P.O. Box: 320 — 1080 Tunis Cedex
Tunisia

Tel: +216 7171 3555

Fax: +216 7171 3111
www.tgb.com.tn

Turkey

Finansbank A.S.

Esentepe Mahallesi Biiyiikdere
Caddesi Kristal Kule Binas1
No:215 Sisli - istanbul

Tel: 0(212) 318 50 00
dstk@finansbank.com.tr

UAE

Commercial Bank International p.s.c
Associate Company

P.O. Box: 4449, Dubai,

Al Riqqa Street, Deira

UAE

Tel: +971 04 2275265

Fax: +971 04 2279038
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