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1. Executive Summary

The unsustainably large fiscal costs of petroleum price subsidies led the Government of Jordan (GoJ) to
implement substantial reforms on November 13, 2012. The GoJ eliminated subsidies on gasoline
(Octane-90), diesel and kerosene entirely resulting in price increases ranging from 14 to 33 percent; while
subsidies on LPG gas cylinders used mainly for cooking were not fully removed, its price rose by 54
percent. The GoJ also reinstated the monthly automatic petroleum products price adjustment mechanism
that had previously been in place till December 2010 to prevent the re-occurrence of subsidies over time.
To compensate for large price increases on petroleum products, the government simultaneously
introduced a cash transfer scheme for households. With the costs and benefits of the major reforms of
November 2012 still remaining unclear, this note develops estimates of the reforms’ distributional and
fiscal impacts with a view to informing policy dialogue.

The analysis shows that the wealthier households were the largest beneficiaries of the pre-2012 petroleum
product subsidies. This finding is not new and is highlighted extensively in the recent literature (e.g.,
World Bank 2012, World Bank 2011, IMF 2012). Moreover, some petroleum products were more pro-
rich than others. For example, almost a third of all gasoline (Octane-90) subsidy benefits accrued to the
richest 20 percent of households while less than a tenth went to the bottom 20 percent. For LPG gas
cylinders, however, the distribution of benefits across income groups was quite uniform.

The analysis reveals that had the price increases of the subsidized products taken place without any
remedial measures, they would have increased poverty by about 0.75 percentage points. All income
groups would have experienced a welfare decline, with the poorer households facing relatively greater
losses. For example, simulations suggest that on average, the per capita expenditures of the poorest 20
percent households would have fallen by about 1.8 percent while for the richest 20 percent it would have
fallen by 1.5 percent. The largest adverse impact on the welfare of the poorer households would have
come from LPG price increases, as LPG consumption makes up a larger share of their household budget
than Octane-90, diesel, or kerosene; and while still subsidized, LPG experienced the largest relative price
increase. The increased prices of Octane-90, diesel or kerosene have minimal impacts on poverty
indicators.

The complementary cash transfer program that was implemented by the Government, however, is
expected to compensate for the adverse consequences of price increases for a large portion of the
population. The cash transfer program is designed to reach all households with Jordanian nationals as
heads earning less than 10,000 Jordanian Dinars (JDs) a year, thereby covering roughly two-thirds of
Jordan’s population. The analysis reveals that beneficiaries are compensated quite generously. If the
program is targeted perfectly to those earning less than JD10,000 a year, it is expected to increase the per
capita expenditures of the poorest 20 percent of households on average by as much as 4 percent and of
those in the second quintile by about 2 percent, thereby more than compensating them for the increase in
petroleum prices. The clear losers of the November 2012 reforms would be households that are now
paying higher petroleum prices without receiving the cash transfer.

The cash transfer program, is however, estimated to cost about JD320 million per year, which is higher
than the estimated JD190 million a year in revenues / cost savings generated from households’ use of
petroleum products. While there would be savings to the government from reduced subsidies to the non-



household actors such as firms and the government, the program is costly and over-compensates a
majority of Jordanian households.

Design issues also arise from using income as a criterion to target cash transfer beneficiaries. Firstly,
households are selected based on self-reported income levels, but this income is difficult to verify. To the
degree this is a concern, the cash transfer program would be mistargeted. Moreover, while the program
uses households’ total income as the criterion for determining beneficiaries, per capita income is a more
apt indicator of household welfare. Analysis from household survey data suggests that there is a
significant difference between households ranked by per capita expenditures and those ranked by total
household income. For example, about 10 percent of poor households with Jordanian heads (and 16
percent of all poor households) have incomes greater than JD10,000 per year, and would be excluded
from the cash transfer program. On the other hand, about 41 percent of households who have income
lower than JD10,000 a year are in fact among the top 30 percent households in terms of per capita
expenditure rankings; still they would be eligible for the cash transfer. For these reasons, there is merit to
considering alternative approaches to targeting beneficiaries. For instance, the government could target
cash transfers to households based on sophisticated techniques such as proxy means testing; another
option would be to target using a per capita income threshold instead of the present household income
threshold of JD 10,000 per year, which would be likely to make the targeting of the cash transfer more
pro-poor.

The existing cash transfer program’s broad targeting and large cash transfer, however, imply that even if
broad mistargeting were to occur, a substantial number of households would benefit from the program,
and poor households would be more than compensated for their losses from the removals or reduction in
subsidies.

It is important to acknowledge, however, that this analysis focuses on the distributional and fiscal impacts
of the November 2012 reforms on households and not on the entire economy. While this paper offers an
analysis based on the most recent household survey, a more detailed analysis could better examine the
broader impacts of the recent reforms.



2. Petroleum Product Subsidies in Jordan: Importance to Fiscal Balance and to Households

As in other countries in the region, the GoJ has traditionally subsidized consumption through direct
subsidies to producers and consumers for selected petroleum products and food items (wheat and barley)
as well as for utilities such as electricity and water. These subsidies rose sharply during the earlier part of
the last decade. In the short six years between 2002 and 2008 world energy prices shot up by more than
threefold while world food prices doubled (Figure 1). With such large exogenous commodity and food
price shocks and the intention of GoJ to protect the population from such shocks, energy and food
subsidies increased; in 2005, GoJ spending on petroleum subsidies alone reached 5.8 percent of GDP
(Coady et al 2006).

Figure 1. World Energy and Agriculture Price Table 1. Jordan: Change in Petroleum Subsidies,
Trends (1960-2012) 2007-12
20 2007 2008 2009 2010 2011 2012
s ENERGY === AGRICULTURE

(In million JD, unless otherwise specified)
Budgetary petroleum subsidies 306 1979 429 882 571 626
Nominal GDP at market prices 12,131 15593 16,912 18,762 20,477 22,230
Petroleum subsidies (% of GDP) 25 13 03 05 28 28
Petroleum subsidies (% of
budget expenditures)

200
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100

68 38 09 16 84 88
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Source: World Bank (2012) figures that gathered from the Ministry of
Finance (MoF) of Jordan, the Department of Statistics (DOS), Central
Bank of Jordan, and Jordan Petroleum Refinery Company (JPRC). 2012
figures are estimated by the authors of World Bank (2012).

Source: World Bank Commodity Prices Database (Index,
2005=100)

Facing increased fiscal pressures, between 2008 and end 2010, the GoJ phased out the cash subsidies on
petroleum products, generating a rapid drop in petroleum subsidies from 2.5 percent of GDP in 2007 to
0.3 percent in 2009." However, in December 2010, when crude oil prices were approximately US$90 a
barrel, Jordan discontinued monthly petroleum price adjustments, freezing retail prices (except for heavy
fuel oil for industrial consumption, power generation and aviation fuels). Petroleum subsidies were
reintroduced, reaching JD571 million or 2.8 percent of GDP in 2011, and increasing by another 10
percent in 2012 to JD626 million (World Bank, 2012).

Faced again with fiscal strain — petroleum subsidies were over 8 percent of the government budget — in
June 2012 GoJ took the step of increasing the price of octane-95 gasoline by about 13 percent. However,
the higher priced octane-95 accounted for only about 10 percent of the gasoline consumption of Jordan’s
transport sector, the reminder being split between the lower priced fuels octane-90 gasoline and diesel
(World Bank 2012). Thus, this move was insufficient in tackling the government’s fiscal burdens,
especially since many users simply substituted away to using the subsidized octane-90 gasoline. In this
backdrop, the need for more far reaching price changes became imperative, leading to the November
2012 reforms.

! Households were compensated in the form of salary increases for public and private sector employees and military
personnel, both active and retired, and by a number of tax exemptions on consumption goods. (World Bank, 2012)
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2.1 The importance of subsidized petroleum products for households

Prior to the November 2012 reform, average household expenditures on subsidized petroleum products,
namely, gasoline (octane-90), diesel, kerosene and LPG, were about 6.3 percent of total household
expenditures. On the whole, the wealthier households spent a larger share of their budgets on these
products compared to the poorer households; for example, bottom quintile households spent about 5.25
percent of their budget on these products, whereas households in the top quintile spent 6.2 percent (Table
2).

Table 2. Jordan: Expenditure on subsidized Figure 2. Jordan: Expenditure on subsidized
products relative to total expenditures (%) products relative to total expenditures (%)
OClaMe | pG  Diesel Kerosene Total
90 Octane-90
04| —-—— LPG
~~~~~~~ Diesel
Quintile 1 2.26 2.34 0.02 0.63 5.25 T 7 Kerosene
Quintile 2 3.63 1.92 0.02 0.57 6.15
Quintile 3 4.59 17 003 049 681
Quintile 4 497 1.46 0.12 0.41 6.96 e
Quintile 5 421 1.02 0.74 0.21 6.18 ol /T
Poor 159 254 003 069 484 T —— T
Total 4.13 153 0.28 0.41 6.35 FrE
The total expenditures per capita
Source: Authors’ calculations using HEIS 2010 Source: Authors’ calculations using HEIS 2010.

Individual subsidized products, however, have different levels of importance across rich and poor
households (Figure 2 provides an illustration of this across the entire distribution of households.) Octane-
90 accounted for a relatively large share of household expenditures. Its importance, however, was
relatively more pronounced in the consumption basket of middle class and richer households (about 5
percent of overall expenditures of the fourth richest quintile and 4.2 percent of the richest quintile). For
lowest quintile households, the budget share of octane-90 was about 2.26 percent. Conversely, gas
cylinders, used primarily for cooking, are relatively more important in the consumption basket of poorer
households. For the poorest 20 percent households, LPG gas cylinders represented about 2.3 percent of
household expenditures, compared with 1 percent for households in the top quintile. Finally, in general,
diesel and kerosene are very small shares of household expenditures.

Table 3. Jordan Total Expenditures on subsidized Figure 3. Jordan: Shares of total expenditures by
products by quintile quintile
Octane- | b6 Diesel Kerosene Total 100% 1
90 a0% - | 17.1%
(In million JD) 0% | 339% 12.3%
Quintile 1 30.3 314 0.3 8.4 70.5 70% - Quintile 5
Quintile 2 63.4 33.6 0.4 10 107.3 60% - 26.9% = Quintile 4
Quintile 3 977 361 06 105 1449 50% 4 W Quintile 3
Quintile 4 125.9 37 29 104 1763 40% < Quintile 2
Quintile 5 162.4 39.3 285 81 2383 30% 1 \ \ o
20% - k & “+ Quintile 1
Total 479.8 1775 32.8 47.3 737.3 > > >
10% - %
- 5 - - —a - 0% - “ T L .
Source: Authors” extrapolations from HEIS 2010 i 3
Gasolinego LPG Diezel Kerosene Total

Source: Authors’ calculations using HEIS 2010.



How progressive and pro-poor were the universal subsidies? While budget shares indicate that the
subsidized petroleum products are more important for richer households, in terms of total amounts spent
on subsidized products, richer households far outspend poorer ones. For example, the richest households
spend an estimated JD238 million on the subsidized products, about 3.5 times more than the households
in the lowest quintile who spend an estimated JD70.5 million (Table 3). In other words, households in the
top quintile are responsible for about a third of all expenditures on subsidized goods while those in the
lowest quintile account for a mere tenth. This suggests that richer households were the largest
beneficiaries of the pre-November 2012 petroleum product subsidies. This holds strongly for Octane-90
subsidies since the poorest quintile households spent only 6 percent of the total household expenditures
on Octane-90, whereas the richest quintile spent about 34 percent. For LPG gas cylinders, however, the
benefits of subsidies are far more evenly distributed; still the poorest quintile was spending less than the
richest quintile in absolute terms (18 percent of total national expenditures vis-a-vis about 22 percent).

3. The November 2012 Reforms

In November 2012 the government increased the prices of gasoline (Octane-90), diesel and kerosene,
removing their entire subsidies (Table 4 shows the price increases). The price of Octane-90 rose by 14
percent, while prices of diesel and kerosene, which are used less by households, increased by 33 percent.
To match up with import prices, these consumer prices are subjected to a monthly automatic price
adjustment mechanism. The most drastic increase in price was that of LPG gas cylinders, whose unit price
rose from JD6.5 to JD10, or by 53.8 percent; however, despite this increase, LPG continues to be
subsidized.

Table 4. Jordan: pre and post reform prices of
petroleum products

Post-
Pre-reform
prices 1/ r(?form Increase
prices 2/

(in JD) (percent)
Octane-90 0.7 0.8 14.3
Kerosene 0.515 0.685 33.0
Solar or Diesel 0.515 0.685 33.0
Gas Cylinders (LPG) 6.5 10.0 53.8

Source: Authors” extrapolations from HEIS 2010
1/ As of October 2012 ; 2/ As of November 2012 ;

At the same time the government initiated a cash transfer scheme targeting a broad section of the
population. The cash transfer scheme targets resident Jordanian households (with the households being
the unit of reference) with yearly incomes not exceeding JD10,000 (which corresponds to the seventh
income decile). The objective of the cash transfer program was to protect the bottom seven decile
households from the cuts in subsidies. The transfer amounts to JD70 per person per year, up a maximum
of 6 individuals per household; thus, the maximum amount a household could receive in transfers is
JD420 per year. The scheme is expected to cost between JD320 million (1.5 percent of GDP).



Box 1: Administrative Features of the Cash Transfer Program

The application process for the Cash transfer program was designed to be quite straightforward. Those
who were already in government databases were automatically enrolled in the program. This included (i)
public sector employees and retirees, (ii) military personnel and retirees, (iii) social security subscribers,
and (iv) National Aid Fund (NAF) beneficiaries (provided they met the income criteria). All other
individuals had to apply by filling a specific application form. The two page application form could be
completed electronically (through the Ministry of Finance website: https://cfs.gov.jo/), or on paper forms
available at post offices, Ministry of Finance or Income and Sales Tax Department (ISTD) offices across
the Kingdom. The individual filling the form had to insert (i) his/her National ID Number (a mandatory
unified number for all Jordanians), and (ii) the Civil Registration Number (this number is given to each
household in Jordan and it is used to identify families and heads of households). The forms essentially
seek self-reported information on household members’ incomes.

Payment Mechanism: Payments started on November 18, 2012 for recipients who had to apply for the
transfer. The remaining recipients were supposed to receive transfers at the end of November. Payments
are made over three installments every 4 months to the head of the household, as defined by the official
family card for the whole household. Disbursement is made automatically through payroll for public
sector employees and retirees, social security subscribers, and NAF beneficiaries. Disbursement for other
applicants is made through branches of the “Housing Bank” which is the second largest commercial bank
in Jordan. The Income and Sales Tax Department (ISTD) of the Ministry of Finance (MoF) is
administering and overseeing these transfers. Households are paid the assistance in three installments, two
of which have already been paid out.

4. Analytical Framework and Data

The theoretical framework followed in this paper to analyze implications of subsidies on household
welfare and government revenues can be referred to as a ‘marginal’ or partial equilibrium approach. This
approach assumes that, except for the change in prices due to subsidy reforms, all other determinants of
welfare or government revenues remain constant, in effect presenting a first order approximation of the
true impact of the reform. The approach thus simulates the ‘direct effects’ of subsidy reform, which are
the price and quantity changes that apply to the final consumer when subsidies on final products are
changed. These include the short-term crude change in prices (also called first-round effects) and the
medium-term behavioral response of the final consumer in terms of quantities consumed (also called
second-round effects, behavioral changes or demand responses to price changes). The assumption here is
that the household budget constraint is fixed and that households do not dig into savings to face increased
prices; at the same time households are assumed to adapt their bundle of goods to maximize their utility
after the change in prices.

The approach does not explicitly model the indirect effects on the final consumers that result from the
‘trickle down’ effects to intermediaries due to changes induced by reforms. In other words, indirect
effects can be considered as the supply responses to price changes. The petroleum products analyzed in
this paper are not only final products consumed by households, but to varying degrees are primary and
intermediate products as well since they are inputs to various production processes. For example, in the
Jordanian context, the indirect effects would likely be greater for Octane-90 than for LPG gas cylinders or
kerosene. The present approach focuses on the more direct or partial equilibrium effects of price reforms,
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rather than the indirect or general equilibrium effects that consider both direct and indirect effects on the
whole economy. However, general equilibrium effects on prices are imported into the model to adjust
household expenditure for changes in the consumer price index generated by changes in prices of the
individual petroleum products.

All simulations in this paper are based on Jordan’s most recent Household Expenditures and Income
Survey (HEIS) from 2010, a nationally representative survey which is used by the Department of
Statistics (DOS) to produce official welfare aggregates and poverty estimates. Analyses refer to the year
2012 when the reforms were implemented. Extrapolations between 2010 and 2012 are based on
population, economic growth (GDP), and inflation (CPI) estimates during this period and the petroleum
product prices right before and after November 2012 (implying that no reform was undertaken between
2010 and that date).

To consider consumer responses to price change, estimates of demand elasticity with respect to price are
necessary. Efforts to estimate elasticity were limited due to the availability of cross sectional household
data only, which offered no variation in individual petroleum product prices across households. For
simplicity and also to assess the sensitivity of results to this behavioral aspect, all simulations are
conducted assuming the consumption elasticity with respect to price to be -0.3.

The indirect or supply-side effects of subsidy reforms, working through different markets, are
incorporated into the partial equilibrium framework by adjusting household expenditures by estimates of
the increase in CPI associated with the price increases of petroleum products. The paper conducts
simulations on the assumption that the November 2012 reform generated 2.3 percent inflation; this
estimate was produced by the Ministry of Planning and International Cooperation (MoPIC) of Jordan
using an ‘input-output’ matrix.

5. Simulations of Distributional Impacts of Subsidy Reform

In this section we simulate the impacts of the November 2012 reforms on household welfare. We consider
two main scenarios. In the first scenario, only the impacts of the cuts in subsidies are considered. In the
second scenario, the overall impacts of the November 2012 reforms are considered by including the
combined impacts of both subsidy cuts and the cash transfer.

51 Scenario 1: Simulations of Cuts in Consumption Subsidies

The simulations indicate that petroleum price increases (in the absence of the cash transfer program)
would lead, on average, to an estimated 1.6 percent drop in per capita consumption. For the poorer
quintiles the decline is slightly greater (1.8 percent) and results largely from the removal of subsidies on
LPG gas cylinders. In contrast, for the top quintile households, Octane-90’s price increase would
contribute most to the decline in per capita consumption (Table 5).

By itself, the petroleum products price increase would have increased poverty incidence in Jordan by 0.84
percentage points, from 14.4 to 15.24 percent of the population (Table 6). Without any mitigating
measures, an estimated 53,000 Jordanians would have been pushed into poverty. The depth of poverty or
the poverty gap, which measures how far below the poverty line the income of the poor are on average,



would have increased as well (by about 8 percent as suggested in Table 6).? These adverse poverty
impacts would have resulted mainly from increased LPG gas cylinder prices, whereas Octane-90, diesel
and kerosene price increase would have had virtually no impact.

Table 5. Jordan: The impact on the per capita well-being of removing subsidies 1/

Pre-reform Post-reform impact of per capita wellbeing Change in

Total Octane- per capita

expenditures LPG Diesel Kerosene Total .
. 90 consumption

per capita

(in JD) (percent)
Quintile 1 810 -257  -10.21 -0.06 -1.69  -14.53 -1.8
Quintile 2 1,226 -6.54  -12.65 -0.12 -231  -2161 -1.8
Quintile 3 1,635 -10.59  -14.96 -0.14 -266  -28.35 -1.7
Quintile 4 2,290 -16.36  -17.96 -1.00 -3.09  -38.42 -1.7
Quintile 5 4,492 -26.93  -2472  -10.83 -3.06  -65.54 -1.5
Total 1,824 -10.78  -15.03 -1.70 -2.45  -29.96 -1.6

Source: Authors’ estimates. 1/ Simulations assume consumption elasticity with respect to price to be
-0.3 and inflation resulting from subsidy reform to be 2.3 percent.

Figure 4 shows the impact on poverty according to the percentage of increase in price of each of the four
petroleum products. From this figure it becomes clear that price increases of gasoline (Octane-90) and
LPG would impact households the most. Such a diagram can be helpful to policymakers to understand the
tradeoffs of reforming subsidies.

Table 6. Jordan: The impact on poverty of Figure 4. Jordan: Poverty impact of price
removing subsidies 1/ increases 1/
. . 157 —— Octane-90
Poverty Changein Poverty Change in --- GasGPL
level ~ poverty  gap  poverty gap 7 Rerosene
/
(percent) (% points)  (percent) (% points) N ,/"/
Pre reform 14.40 . 2.81 . ol
Octane-90 14.57 0.17 2.83 0.027 ~ -
Gas LPG 15.03 0.63 2.97 0.163 51 o
Diesel 14.40 0.00 2.81 0.001 o
Kerosene 14.51 0.12 2.83 0.027 S PR
Post reform 15.24 0.84 3.03 0.221 Y e

f T 7 i
0 20 40 60 80 100
Increase in price in %

Source: Authors’ estimates.

1/ Simulations assume consumption elasticity with respect to price to be -0.3 and inflation resulting from
subsidy reform to be 2.3 percent

2 When measured across the poor population, the poverty gap represents how much the consumption of the poor on
average is short of the poverty line (in terms of percentage of the poverty line). The deficit multiplied by the number
of the poor and typically expressed as percentage of GDP, provides an estimate of the minimum cost of eliminating
poverty, assuming resources could be perfectly targeted to the poor.

8



Table 7. Jordan: The impact of subsidy reform and cash transfer on per capita well-being 1/

Pre-reform Post-reform

Case 2: Cash transfer imperfectly

Case 1: Cash transfer perfectly targeted (when 40 percent of

targeted transfers are mistargeted)
Total expenditures Impact on per Change in per Impact on per Change in per capita
per capita capita wellbeing capita consumption capita wellbeing consumption

(in JD) (in JD) (percent) (in JD) (percent)
Quintile 1 810 32.6 4.0 16.1 2.0
Quintile 2 1,226 25.5 2.1 11.3 0.9
Quintile 3 1,635 11.2 0.7 4 0.2
Quintile 4 2,290 -4.2 -0.2 -5.9 -0.3
Quintile 5 4,492 -43.6 -1.0 -34.9 -0.8
Total 1,824 10 0.5 1.9 0.1

Source: Authors’ estimates. 1/ Simulations assume consumption elasticity with respect to price to be
-0.3 and inflation resulting from subsidy reform to be 2.3 percent.

5.2 Scenario 2: Simulations of Cuts in Consumption Subsidies with the Cash Transfer Program

The compensatory cash transfer program is estimated to significantly offset the negative impact of the
petroleum price increase on household welfare and poverty. The Government of Jordan estimates to
transfer about JD320 million to Jordanian households through this program.

Assuming perfect targeting of the cash transfer program to Jordanian households with annual incomes
below JD10,000, it is estimated that per capita expenditures of households will rise by about 0.5 percent
on average. Since the cash transfers are independent of the amount spent on petroleum goods, poorer
households (with lower initial petroleum goods spending) would benefit disproportionately from this
scheme. Table 7 (case 1) indicates that per capita consumption levels would rise by about 4 percent for
the bottom quintile and by 2 percent for the second quintile. The top quintile on the other hand would see
their level of consumption welfare decline by 1 percent.

Moreover, if the cash transfer is perfectly executed, poverty is estimated to fall by 1.7 percentage points
(from 14.4 to 12.7 percent as shown in Table 8). This would mean slightly over 100,000 Jordanians
would be pulled out of poverty. The poverty gap would fall quite impressively (from 2.8 to 2.3, or by 18
percent); lastly, the distribution of expenditures would become more equal, the Gini coefficient falling by
about 3 percent. The generosity of the program is captured by the fact that if it reached every household
earning less than JD10,000 per year, it would actually more than fully pay for the total yearly expenses on
octane-90, LPG, diesel and kerosene of a third of all households.

Targeting households on the basis of income, however, is prone to errors of inclusion and exclusion as
incomes cannot always be rigorously verified. Thus, some households may be incorrectly assumed to
have income below (above) JD10,000 when in fact they are earning more (less) than that. We simulate a
scenario where such errors are very large: we assume 40 percent of those under the income level of
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JD10,000 per year would not receive cash transfers, while 40 percent of households above the income
level of JD10,000 per year would in fact receive cash transfers. We chose such a scenario to get a sense of
outcomes if cash transfers were very poorly delivered. The results of the simulations are presented in
Table 7 (case 2).

Table 8. Jordan: The impact of subsidy reform and cash transfer on poverty and inequality 1/

Poverty Changein Poverty Change in Gini Chi;;g;a "
level poverty gap poverty gap coefficient coefficient
(percent) (% points)  (percent) (% points) (percent)
Pre reform 14.40 2.81 33.66
Post-reform: Cash transfer perfectly 12,69 169 928 053 3276 27
targeted
Post reform: Cash transfer imperfectly 13.60 -0.80 553 -0.98 3315 15

targeted (40% of transfers mistargeted)

Source: Authors’ estimates.
1/ Simulations assume consumption elasticity with respect to price to be -0.3 and inflation resulting from subsidy
reform to be 2.3 percent.

Under such a scenario, since transfers are leaking to households with higher incomes, the average per
capita consumption level would rise by only 0.1 percent. However, the lowest quintile households would
still on average experience a 2 percent increase in per capita expenditures, while on average the bottom
three quintile households would still be compensated for the increased prices of hitherto subsidized
products.

As for the poverty rate, it would still be estimated to decline from 14.4 to 13.6 percent in the case of 40
percent mistargeting (Table 8). Thus, even a poorly targeted cash transfer program would be poverty
reducing due to the breadth of the program and the generous amount of transfers. The less wealthy
population not receiving the transfer would be adversely effected by subsidy removal, even more so
because their situation relative to those who have received the transfer would be worse.

5.3 The Impact of the Reform on Government Revenues

The removal of the subsidies is estimated to generate JD190 million per year in revenues (or savings)
from households’ (Table 9). Half the revenues come from the removal of subsidies on LPG gas cylinders
while about 36 percent comes from the removal octane-90 subsidies. This is so because while the
spending by all households in Jordan on LPG is lower than on Octane-90, the price of LPG rose by over
50 percent while Octane-90 faced a much smaller increase. Diesel and kerosene generate small amounts
in revenues. Not surprisingly, the richer households contribute relatively more to the revenues, with the
top quintile generating about 30 percent of the new revenues; households in the poorest quintile
contribute about 12.6 percent.

The cash transfer program, however, as mentioned earlier, is estimated to cost about JD320 million per
year, which is higher than the revenues / cost savings generated from households’ use of petroleum
products. While there would be savings to the government from reduced subsidies to non-Jordanian
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households and non-household actors such as firms, the program is costly and over- compensates a
majority of Jordanian households.

Table 9. Jordan: The annual impact of the subsidy
reform on government revenues 1/

Oc;a(l)ne- LPG Diesel Kerosene Total
(in million JD)
Quintile 1 4.3 16.9 0.1 2.8 24.1
Quintile 2 9.1 18.1 0.1 3.3 30.6
Quintile 3 14.0 19.4 0.2 35 37.1
Quintile 4 18.0 19.9 1.0 34 42.3
Quintile 5 23.2 21.2 9.4 2.7 56.5
Total 68.5 95.6 10.8 15.6 190.5

Source: Authors’ estimates.

1/ Simulations assume consumption elasticity with respect to
price to be -0.3 and inflation resulting from subsidy reform to be
2.3 percent.

6. The Design of the Current Cash Transfer Program: Issues and Options for Improvement

In this section we look at the overall design of the program, especially in terms of its efficiency and equity
impacts on beneficiary targeting, and propose options for improvement.

Issues

An_expensive program, by design. The cash transfer scheme is designed as an expensive program
providing generous compensation to its beneficiaries, as revealed by the simulations presented in the
previous section. While JD320 million is provided annually to compensate households for the elimination
of the petroleum subsidies, households were receiving only JD190 million in direct petroleum subsidies.
The government is, nonetheless, creating some fiscal space with the elimination of the subsidies as non-
Jordanian households and firms are no longer receiving the subsidies and are not eligible to the cash
transfer.

Program determinants, as designed, give rise to inclusion and exclusion errors. Specifically, two key
issues arise from the current program:

o Income is imperfectly measured and captured. The targeting scheme relies on households’
reported income which is difficult to verify and can lead to problems. For instance, households
may deliberately under-report their incomes in order to be eligible for the program. In developed
countries, means-testing is often used to determine program beneficiaries (i.e., only those with
incomes below a certain threshold are eligible). However, in developing countries where many
beneficiaries work in the informal sector and lack confirmable earnings, it is far more difficult to
convincingly implement an income based means tested approach (Coady, Grosh and Hoddinott,
2004). As a result, non-income based targeting strategies such as proxy means tests (PMTs) and
community-based targeting are often utilized in such contexts. While Jordan is an upper middle
income country, its relatively limited tax base (e.g., slightly more than two in five Jordanians
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aged 15 to 64 working in the private sector belong to the informal sector) suggests challenges
regarding income based targeting.

The use of household income creates a pro-rich and anti-poor bias. The cash transfer program
targets beneficiaries using household level income as a cutoff instead of per capita income or
expenditures. The latter would be more appropriate indicators of individual well-being.® To the
extent that rankings of households by per capita expenditures and household total incomes do not
match, targeting beneficiaries based on the latter would be deficient from an equity standpoint.
As, on average, poorer households have large household size—due to a larger number of children
and dependents—using household income as the determinant cutoff is biased against poorer
households and benefit richer ones, especially rich single-headed households. For the former,
household survey data reveals that 10 percent of poor Jordanian-headed households (and 16
percent of all poor households) would not be eligible to receive the cash transfer because the
combined household income exceeds the JD10,000 cutoff (an “exclusion error”). More generally,
middle class households would also be negatively impacted as 27 percent of households that have
per capita consumption in the bottom seventh deciles are not eligible for the cash transfer. For the
latter, the same HIES data reveals that 41 percent of households who are in the top three per
capita consumption deciles have household annual incomes lower than JD10,000 and would be
eligible for the cash transfer (an “inclusion error”). These significant exclusion and inclusion
errors warrant the use of alternate targeting schemes to improve targeting based on economic
wellbeing levels of households, even if all incomes were verifiable.

Figure 5. Jordan: Households in the bottom 7 and top 3 per
capita consumption deciles, by income

80% - 73%
59%
50% - |r'||:|l:ld£'d
Excluded 3y
41%
40% - [
27%
20%
0% A
Bottom 7 deciles Top 3deciles
B Income = 10,000 Income > = 10000

Source: Authors’ calculations using the 2010 HEIS.

Implementation of the program could also generate additional inclusion and exclusion errors. The cash
transfer program would be considered successful if it is able to effectively reach the intended
beneficiaries, especially the poorest households. Notwithstanding the absence of administrative data to

® Adjusting for cost of living differences is important as well since in Jordan spatial prices vary across regions. For
example, World Bank (2012) estimated that in 2010 Amman was about 6 percent more expensive while Agaba was
5 percent cheaper than the national average.
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assess how well the program is reaching the poor, the following areas of concern arise due to the program

design:

Poorer households are likely to face greater difficulties to enroll in the program than richer ones,
as the former do not have easy access to the internet to register for the program (which is the
quickest and easiest way to apply); they would also have less access to tax offices and post
offices, be it because they live in remote areas of the country or cannot commute easily to these
offices (e.g., due to transportation cost).*

Households located in rural areas, especially remote ones, are likely to face added difficulties in
registering. In Jordan, pockets of high poverty incidence can be found in remote areas of the
country (e.g., in desert areas). In these areas, accessing registration forms would be particularly
challenging.

The program has a design bias against households working in the informal sector. In economic
terms, these households are likely to be significantly worse off than formal sector workers. As the
latter are mostly automatically enrolled into the cash transfer program while the former have to
apply for the program, this design bias could lead to a regressive transfer program.

Options for improvements

To address the issues identified in the previous section, some design changes could be introduced ahead
of the next disbursement of the cash transfer. Aside from correcting the above-mentioned design biases,
these changes could also be motivated by the need to improve the sustainability of the program, to reduce
leakage, or to increase (modestly) the benefit value for (a smaller set of) recipients. Options for
improvements include:

Reducing the income threshold for eligibility so that the program becomes more targeted towards
vulnerable households. Based on examining quarterly 2010 HEIS data, Mistiaen and Serajuddin
(2013) estimate that roughly a third of the population in Jordan experienced living below the
poverty line during some part of the year (as determined by having quarterly per capita
consumption falling below the quarterly poverty line for at least one quarter during the year). The
vulnerable population in Jordan is therefore considerable: beyond the 14.4 percent of the
population who are poor, another 18.6 percent experience transient spells of poverty during the
course of the year. Hence, while the initial coverage of the program is large (targeting 70 percent
of the population), any narrowing of this coverage needs to take into consideration not only the
poor but the wider set of the vulnerable population as well.

The current scheme could be modified so that cash transfers are targeted based on an income per
capita threshold, rather than on an income threshold. This would be likely to improve the

* Richer households would face lower time and financial constraints in registering; a large share of them would be
automatically enrolled, which is not the case for the poor (as NAF, the only program that automatically enrolls the
poor into the cash transfer scheme, covers less than 20 percent of poor households in Jordan).
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7.

distributional aspects of the cash transfer (since poorer households on average tend to have larger
household size).

Reducing incentives for wealthier households to register: while all households with annual
incomes below JD10,000 are eligible for the cash transfer, the cost of the program could be
reduced by introducing an element of self-opting out for wealthier households. Introducing such
features would limit the budgetary cost of the program without impacting poverty. A voluntary
opt-out design is a feature Iran introduced in its recent universal cash transfer scheme. This was
achieved by making the registration process for the cash transfer both a time consuming one (long
gueues) and a transparent/public one. The government also encouraged wealthier households to
not participate from a sense of civic duty. To achieve this objective, the government could:
o Prepare a media campaign calling on wealthier households’ to be motivated by a sense of
civic duty and to not register in or to de-register from the cash transfer program; and
o Announce that the list of all cash transfer recipients by neighborhood would be published
on the Ministry of Finance website.

Improving the registration process of poorer households, for example through the implementation
of media campaigns specifically designed to reach poor households or by registering the poor as
part of a medium-term cash transfer program that is targeted and sustainable.

Considering transferring the cash benefit to a woman in the household instead of the family head.
Cash transfer program in most countries, and especially conditional cash transfer programs, have
intentionally transferred cash to women. Research shows that women tend to make better use of
the additional money than men, e.g., by spending on education and health, and especially on
younger household members (Haddad, Hoddinott, and Alderman 1997; Quisumbing and
Maluccio 2000). Such transfers to women have taken place in strongly patriarchal countries as
well. In Jordan, the cash transfer program could require the family head to nominate one adult
woman in the household to be the recipient of the transfer. The current registration form requires
the family head to list all the family members listed in the family card so the requirement to
nominate one of these members as the cash recipient would not be complex.

Preparing for a unified database of poor and nearly poor households so as ultimately improve the
targeting of the cash transfer (and to potentially increase the benefit value if other reforms are

carried out).

Conclusion

This paper examined the distributional and fiscal implications of the recent subsidy reforms and the
complementary cash transfer program. The analysis suggests the twin initiatives are in fact poverty
reducing (this would remain the case even if the program gave rise to large inclusion and exclusion
errors). These policy reforms, however, are onerous since the amount of cash transferred to households
exceeds by one third the direct subsidy amounts households were receiving from petroleum subsidies.
The program thus appears to succeed in its distributional objectives, while falling short of achieving its
fiscal objective.
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Moreover, in light of the Government’s wishes to strike a balance between protecting its population from
price increases and ensuring fiscal prudence, there appears to be room for improvements to the present
program. This, however, would require a deliberate process of in-depth analysis of both technical and
political economy considerations. While a generous cash transfer may often be put in place to help build
broad based public support for reforming universal subsidies, reducing transfers to current beneficiaries
can be a politically difficult proposition.

Finally, it is important to note that while this paper has presented several findings, the scope of analysis
was necessarily constrained by time and data availability. The focus was limited to microanalysis of
household level impacts. A more comprehensive analysis would involve broader sectors of the economy
including: i) analysis of any administrative data of cash transfer program beneficiaries; ii) a political
economy and stakeholder analysis to identify who gained and who lost from reform and how; iii) the
expansion of analysis to non-household users of petroleum products and the potential impacts of reforms
on them (e.g., firms often may be strongly opposed to subsidy reforms as it could affect their global
competitiveness); (iv) an estimate of general equilibrium effects of reform; and finally, (v) an
examination of the distribution side of petroleum products to search for efficiency gains and cost savings.
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