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The Balance of Payments Constraint on Economic Growth: The Case of
Jordan

Abstract:

The study attempts to test and analyze the external demand constraints on economic growth
of Jordan, by analyzing the data of exports, capital flows, relative prices and real gross
domestic product of Jordan using The Vector Error Correction Model (VECM) with the help
of annual time series data for 1976 to 2016. The VECM analysis shows that short-term
deviations from the long-term equilibrium are being corrected by 33.37 percent annually.
Moreover, the result reveals the positive effect of exports and capital flows and the negative
effect of relative prices on the real GDP on the long run. Thus, The study emphasizes on the
importance of framing policies that promote export and capital inflows, and limiting the
constraints on relative prices in order to boost economic growth.
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Variable At level Constant At first differences Constant
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LRGDP | -1.908438| 0.3252 | non-stationary| -3.552737 0.0116 stationary

LEX | -2.280811| 0.1829| non-stationary| -5.806842 0.0000 stationary

LCF| -2.095295| 0.2476 | non-stationary | -6.029084 0.0000 stationary

LRP| -1.196442| 0.6667 | non-stationary | -6.553793 0.0000 stationary

i Linear Trend:At level Constant | Linear Trend:At first differences Constant

Variable

ADF Prob | the decision ADF Prob | the decision

LRGDP | -3.161968| 0.1070| non-stationary| -3.605741 0.0423 stationary

LEX | -1.800608| 0.6857 | non-stationary| -6.287321 0.0000 stationary

LCF| -2.720841| 0.2343| non-stationary | -6.024467 0.0001 stationary

LRP| -2.302100| 0.4232| non-stationary | -5.791822 0.0001 stationary

. At level None At first differences None
Variable . r

ADF Prob | the decision ADF Prob | the decision

LRGDP| 2.173587| 0.9918| non-stationary| -2.577180 0.0113 stationary

LEX| 3.672934| 0.9999| non-stationary| -4.315184 0.0001 stationary

LCF| -1.760670| 0.0744 | non-stationary | -5.931722 0.0000 stationary

LRP| -0.869380| 0.3332| non-stationary| -6.520092 0.0000 stationary

el )1435\ c\ﬁj

Pl Gl st oS -

& .Johansen Co-integration test ¢ swilssal o jadl JulSll jlaal ol ja) & @lld aay
M\ u.udqju\ Lg.l.d\ er: U)‘J"J es:l.u Jjajd\ cA_u.a‘)j\ d.»...)k.,.d\ u.ud
1995)«(Johansen ¢yl ye Jighll gadl & Gl gde 36k b Ledls el

d&&@&d};jwﬁhﬂ uﬂ)ﬁﬁmﬁ\

A0l Adaledl)

Y. =c+ Z miYe_; + Eq (10)
el asm g sl S odal) Jysh o ide JolS5 aga g pamy BN il (mall lasd dab o dlld
JoSs cleaie D asay LAl S Y o djide JASS eade asay L) S ¢ SYY e ol
RER VSN R SEWENP L O A e o it JulSs cilgatie dayjl asas slasl 5o iKY
i JLSS A h}u\;);j\iuﬁl\UA}S\«\_’M\M\u&\auﬁp\w\jaw\w\«)mﬁu;
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Allend Sl il y el jaball s ¢ el Jlal) Jadl &bl o o le JulS asas (2) Ay dsaall e Jaadl
oadll Jsd 5l 47.85 33Ul s dajadl Aadll e 581 a5 5545 A suadl Aall chaly Cua Al leul
Jelsall (Trace test) AW Hlaal il e 2l ddyie 31 Judball o J8 o o jidie JlS5 anie a5a 5 A il
gy @l jobally sl el Jdadl &8l G da¥) Ak @b JoS 3Dl a5 @y ey L& pudd)

- SPUU I P - I DV N

(Trace test) (5Y/ Jlis)) o yidall JolSU ) puails 3o liis/ milii (2) J o>

Hypothesized g Trace| Critical Value Prob
No. of CE(s) Statistic 0.05
None * 0.482863 55.45471 47.85613 0.0082
At most 1 0.329161 29.73629 29.79707 0.0508
At most 2 0.237785 14.16648 15.49471 0.0785
At most 3 0.087636 3.576924 3.841466 0.0586
toh LS o nadl Jolsl doles S (Ko i) JuSE sl A (e
LRGDP = 0.383297 * LX + 0.628275 x LCF — 0.723646 * LRP (11)

& <1987 ale Granger e eliys chul jall g3 se 8 deadod) Gyt 1 Judladl G o idie oS5 0 ga y (e oSl aay
g Wlealadl waaty Al Judludl g A ALY (asdl Granger Causality jai s dpw lasl o sa)
oladl s oal Aala 8 50 ey Alule 8 5l o) G colala o gala¥) dpall olad) (o cV DG gl
D gy D ALl 8 sl g Al Aladadl 8 58 o JsYY ALl 6l o G clalal g Aol
Jsf s ooal Alule 3 500 ¥ Aale 8 ) o @) calaladl o SN 405 . Y ALl 8
<(Shan and Wilson .%5 ¢ S 4 suadl F AN (5 stue S 13 G ADle aga s pany JElE (g jhall in il

_ (RSST' B RSSur)/q
RSSyy/(n —m)
caaliall 2o 7 ocagdll dae g ocaddl e sl ur cagdl a7 ¢l 8 g Clay e g geas RSS idun

(12)

F- A xic ZWA) (5 giue cul€ 1Y) cppuridl o dans 4Dl a5a s wmaat g (Ll Zigadll 4 cldedl 22 m

%5 e Jsl Statistic
cliall ) Sial JlaY) Jdadl aill ge galal sl T e a5y A satis L las) gl
3 .%5 (e 8 dilias) 4 sine (5 siue die cdalleud 5l clianll ) e jabiall (e olan¥1 dualal duas 3o 4 (Aullad
cialys 3.59 Aleud i Bl Gy ¥ B8] el Jadl ol ol U g tall (il Hlas¥ Foded cualy
ol ol B el il Jsds goball il gmiy S L 0.03 asdll agd Alas dysiadl Ao
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&b U 0.00 carly dglas) 4y singy 6.29 (i il 13gd F ded caly dum ol paball Gany ¥ JBial el sl
Lt L A0le 220 Y (gl cled (g ybiall il Jsd 5 g il

oain L LS/ @il (3) Jga

Null Hypothesis: F-Statistic Prob Result
LX—LRGDP 1.81887 0.1776 Do not accept
LRGDP —»LEX 0.40975 0.6671 Do not accept
LCF— LRGDP 0.17031 0.8441 Do not accept
LRGDP —LCF 3.59544 0.0383 | 7ACCePt causal
relationship

LRP— LRGDP 0.85033 0.4362 Do not accept
LRGDP —LRP 2.16539 0.1303 Do not accept
LCF—LEX 0.26443 0.7692 Do not accept

LX —LCF 6.29702 0.0047 | ACCEPt causal
relationship

LRP —»LEX 0.52077 0.5987 Do not accept
LEX— LRP 1.69544 0.1987 Do not accept
LRP— LCF 0.03324 0.9673 Do not accept
LCF —»LRP 0.80426 0.4558 Do not accept

Ao @S o opaill (Uadll pomial dnie pised aladiul 2 cdm g daie ALSie dao3l Judbull o e oSl aay
Anie pigal 38 ol yal 41 1987 ale Granger caus s cishll da¥l 8 LeSsha e sl Jal1 8 duie 31 Judlad
i 30 Judball (e o it JulS5 an g o cany (ol L AL Bt 31 Judball o e a3 20y (VECM) Ul epnia
SV laa) DA e @l g oI e JelSS ania o jide JulSS asa s ) il Jelsall lasl gl ol ol any
@sine sl O (4) ) Jsaadl e LDy ((VECM) Lasll pemal dntie gised i ol g} & ¢ guils 52l
clopite o 6l %1 e il Adlian] dsies s sine e (F-statistic Prob=0.009822) ied cialy Cua cLilias)
Gadl ) Al il 580 L dedae (Rl leulls Rlleud HI il s il aliall) Alad) £ 3 sal
(Durbin- & subl s ¢y ded of diday S Lls W e sy z3sall o ) il juds LS (gl !

2 e dum 8 a5 1.93 &l Watson)
Seiall st e %3412 e Alsied) G ouid of Y Ad). R-squared Jasdl sasill Jolas dad el WS
Jishll JaY) o Sl Ge pu Gy 535 clibian] (5 siee Uadll punaat debee of JLEY) il ekl Ll
i Jelae e DA e g cdashll Gadl 93ls oo malll Gadl il mil Cygat DA e ¢ gualll JaY1

J(Ban) 358 JS %33.37 maway da¥) dysh sl Jla¥) Jadl mlll o515 sl of ) (ECT Uadll mpaas
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(VECM) [os)f momial dais zdpai ol ilii (4) Jgoa

Variable Coefficients Std. Error t-statistics
LEX(-1) -0.369009 (0.02644) [-13.9587]
LCF(-1) -0.481821 (0.12605) [-3.82235]
LRP(-1) 0.744700 (0.12580) [ 5.91966]

C -6.053998
ECT -0.333792 (0.10751) [-3.10465]
D(LRGDP(-1)) 0.298490 (0.17831) [1.67397]
D(LEX(-1)) -0.091823 (0.05664) [-1.62107]
D(LCF(-1)) -0.114830 (0.08425) [-1.36299]
D(LRP(-1)) 0.138659 (0.10151) [ 1.36599]
D(LRGDP(-2)) 0.118091 (0.17045) [ 0.69283]
D(LEX(-2)) 0.003730 (0.07433) [ 0.05019]
D(LCF(-2)) -0.038081 (0.08613) [-0.44215]
D(LRP(-2)) 0.088010 (0.09650) [0.91198]
C 0.033975 (0.01398) [ 2.42947]
R-squared 0.501489 Log likelihood 73.12303
Adj. R-squared 0.341253 Akaike AIC -3.322265
Sum sq. resids 0.047412 Schwarz SC -2.891321
S.E. equation 0.041150 Mean dependent 0.045096
F-statistic 3.129695 S.D. dependent 0.050700
Prob(F-statistic) 0.009822| Durbin-Watson stat 1.931776

teb LS Jall Al gha 200 Alales 318 (1S

LRGDP = 6.05 + 0.36 « LEX(—1) + 0.48 x LCF(—1) — 0.74  LRP(—1) (13)
—0.33 % ECT

Sl s Alleud Sl sl jalall e JS o Cun Al pall @l gakie o oY) AL sh 2 olel Aaled) s
gl M osm Bl Apnsy <l poball glisy) o @y iy o Bia) Il Jadl milll o gsiee 555 L Gy
IDle 355 Apalea) 4yl ae Al s3a (38 g5 (Jyshall gad) 8 %0.36 Aaailly sl el sl bl
) o WS ezl saly W gam <l pabeall o allall 8aby 38 3dall M) Jadl gy < paleall o a5k
Gilia g A dagill ae Zagill sda amaiiy L el YW K (UG Al 503 D) s @l bl e callal)
Yongbok 4y <Alonso (1999) 4y <Ledn-Ledesma (1999) 4l a5 <Atesoglu (1993) 4l ya Ll

-Samimi et al (2011) 4l ys Zagii ae Al 538 ilias s ¢(2009)
& %0.48 dpuilly adslh Ml Jad) il gl ) @l gagea %1 Ay ddland i il o ls ) Jla 8 U
Gyl JBdal eyl el ol Glled U sl o 200D o Lala®@) 4y kil Cua g cJyshall sadll
Atesoglu Gl s dag ae Al oda B85 LY salyy JUIL L) 3ol ) o Allesd H i sy o
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