ANNEX

decline in rents accruing to the Jordanian econ-

omy—mainly private remittances and of ficial
aid flows from Arab countries—Iled the government
to introduce tax reforms in the late 1980s, with a
general sales tax (GST) as the centerpiece. ! A sales
tax had been a well-established so urce of revenue
before Jordan embarked on its first IMF-supported
program. However, the plan of the go vernment to
change it into a GST with feat ures of a value-added
tax (VAT), had important implications for man y
business and consumer groups—and was resisted at
various levels. This annex looks at ho w various
stakeholder groups behaved during the introduction
and implementation of the GST, thereby revealing
the political economy of a major intervention.

Introduction of the GST

The government prepared the first draft of the
GST law during 1989-91 without much formal con-
sultation with stakeholders. The initial public reac-
tion to both the draft and the w ay it was prepared
was negative. The private sector claimed that the
economy was not ready for the introd uction of such
a tax. The Amman Chamber of Commerce and other
business associations were concerned at the lack of
consultation. Parliament, on the other hand, was
conscious of the potential political ramifications; the
demonstrations from 1989 o ver fuel price increases
loomed large. Furthermore, some members of parlia-
ment held the view that the new tax was an imposi-
tion from multilateral agencies and the West.

In an attempt to accommodate stak eholder de-
mands for broader consultation, the Economic Con-
sultative Council (ECC)? and the Ministry of Fi-
nance began holding meetings with b usiness and

IThis annex is an abridged version of a report prepared for this
evaluation by Ibrahim Saif (Economic St udies Unit, Center for
Strategic Studies, University of Jordan).

2The ECC is a consultative body that was created in 1986 as a
forum for private sector—government interaction. Though the
ECC has no constitutional or legal role, royal patronage gives it
considerable credibility.
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NGO representatives from late 1992, and the gov-
ernment postponed the introd uction of the GST to
after parliamentary elections schedule for November
1993.

Following the elections, the new government pro-
moted the GST more vigoro usly than its predeces-
sor. In early 1994, the government embarked on
broad consultations with business groups to study
their concerns and a committee w as set up to scruti-
nize their recommendations. Significantly, differ-
ences arose between the Amman Chamber of Com-
merce (ACC) and the Amman Chamber of Ind ustry
(ACI) regarding the treatment of various types of im-
ports. ACI sought tax exemptions on a broad range
of imported inputs, while the ACC wanted exemp-
tions to be more product specific. However, both de-
manded that the basic GST rate be lo wer then the
proposed 10 percent.

On the whole, the GST debate was a new experi-
ence. It was the first clear example in Jordan of the
emergence of a participatory process in go vern-
ment decision making. The media followed the de-
bate closely, with articles in f avor and against.
Those in support cited the need to abandon old
policies and to mo ve towards a more mark et-ori-
ented regime. On the other hand, articles not in
favor of the law were driven mainly by skepticism
toward the role of the IMF and the World Bank in
policymaking and the general perception that the
GST was an external imposition.

The GST law was eventually enacted on June 1,
1994, after parliament changed several aspects of the
draft submitted to it by the go vernment. First, the
GST was to be implemented gradually, starting with
manufactured goods and proceeding to services in
the second phase. Second, the list of exemptions was
increased threefold—a concession to infl uential
business and consumer groups. Third, the basic GST
rate was reduced from the proposed 10 percent to 7
percent, and the rate on 1 uxury goods was reduced
from the proposed 25 percent to 20 percent. P arlia-
ment also recommended that the salaries and social
security allowances for low-income groups be in-
creased to compensate for the impact of the GST on
their purchasing power.
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ANNEX 11

Amendments to the GST Law

During the first year of the GST , a number of
problems were detected. The available institutional
capacity was below what was required to implement
the law effectively. The law had a number of loop-
holes arising from the imprecise nat ure of the le gal
provisions and the absence of a comprehensi ve list
of exemptions—which allowed for a high de gree of
arbitrariness in determining them. There were also
cases where domestic s uppliers of intermediate in-
puts did not enjoy the tax exemptions available to di-
rect importers of such goods.

The first amendment of the GST (1995) allo wed
the government to streamline the le gislation and to
simplify its administration. Ov erall, it sought to re-
move the numerous ambiguities that impeded the ef-
fective implementation of the GST, notably the defi-
nition of goods (man ufactured or otherwise). In the
short run, the most important outcome of the amend-
ment was the increase of the basic rate from 7 to 10
percent, to partially compensate for re venue losses
associated with the lowering of customs duties.? The
second (2000) amendment of the GST foc used on
the building of institutional capacities in order to
make GST implementation more effective.

Passing the amendments thro ugh parliament
proved to be less contentio us than the initial intro-
duction of the GST. The uncertainty that surrounded

3The GST rate was further increased from 10 percent to 13 per-
cent in July 1999.

the initial GST law had dissipated as it became clear
that the GST was not as detrimental to producers and
consumers as had been feared. In 2004 the go vern-
ment decided to further increase the basic GST rate
from 13 percent to 16 percent. The government an-
nounced its intentions p ublicly and even went fur-
ther to challenge critical stak eholders to propose al-
ternative revenue sources. Debates and intervie ws
between supporters and opponents of the GST were

a common feature on national tele vision. Interest-
ingly, the focus was not so much on whether the tax
should be increased or not b ut on how vulnerable
groups would be best protected from the impact of

the increase. The government went on to implement
the increase with little public outcry.

Conclusions

The introduction of the GST w as controversial,
with a number of stakeholder groups seeing it as an
imposition from abroad. In retrospect, the govern-
ment had failed to adequately communicate the eco-
nomic rationale of the GST to the public at large. Its
initial strategy of co-opting certain stak eholder
groups with lower GST rates and e xemptions in
order to smoothen the passage of the la w proved
costly. Subsequently, a number of amendments were
required to remove the distortions introduced at initi-
ation. Compared to its introd uction, amending the
GST was much easier. This had much to do with the
lessening of the earlier uncertainty that surrounded
its introduction.





