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Abstract

This study aimed at recognizing the size of direct foreign investment in Jordan and its impact on
the rate of unemployment in Jordan. It also aimed at recognizing the constraints against the
foreign investment. The study concludes that the low levels of these investments are attributed to
the lack of regulating legislations that encourage foreign investment in Jordan. The study recom-
mends the development of services and infrastructures; besides, the Jordanian concerned depart-
ments should prepare and disseminate the information on investment opportunities in Jordan.
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1. Introduction

The competition on attracting the foreign investment and increasing the local investment around the world has
increased vastly during the last decade. As a consequence to the important changes that occurred in the frame-
works of economic exchange among countries, these countries intended to conduct vast improvement in its
economic and legislative structures to encourage foreign investors to localize their investment around the world.
Most countries deregulated the constraints against the movement of capitals to benefit the huge flows of direct
foreign investment.

Since Jordan suffers high rates of unemployment, it expects the increase of labor supply in the future in the
light of current rate of population growth as well as the labor force of refugees, and the plans of government to
improve or retain the standards of living of citizens.

The challenges require the increase of capital commulation as possible; especially there is a gap between sav-
ing and investing. Therefore, the flows of direct foreign investment to Jordan can support the local, but insuffi-
cient, investment.
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Many researchers studied the nature of direct foreign investment in several countries, including Jordan [1].
Our study will focus on the size of foreign investment in Jordan and challenges that will encounter due to its
importance to the national economy.

2. Questions of Study

This study will answer the following questions:

1) What is the size of direct foreign investment in Jordan?

2) Is there any relationship between the size of foreign investment and decrease of unemployment rate in Jor-
dan?

3) What are the obstacles that hinder the momentum of foreign investment in Jordan?

3. Objectives of the Study

The study aims at achieving the following objectives:
1) Recognize the size of foreign investment in Jordan.
2) Recognize the impact of this investment on the total volume of investment.
3) Determine the obstacles that encounter the foreign investment in Jordan.

4. The Concept of Direct Foreign Investment

The direct foreign investments are the investments that are owned and directed by foreign investors through
their full or partial ownership of projects that enable them to manage its affairs. The direct foreign investment
has dual characteristics: first the foreign investor owns the economic enterprise inside the host country and the
investor owns the project totally or partially [2].

Through distinction between direct and indirect foreign investment we can differentiate the aspects of control-
ling and dominating the foreign project. When the investor controls or dominates his project abroad, the invest-
ment will be called direct foreign investment. If such investor doesn’t dominate the foreign project his invest-
ment will be called indirect.

The direct foreign investment represents the first type, which is a simple form of foreign investment. This
type is legislated and regulated by the developing countries because these countries seek greatly to attract such
type of investment in order to seize the sources of production [3].

Since this type of investment let foreign investors control and dominate actively their projects to achieve their
interests, then they will be able to transfer the profits and advantages of these projects outside the said country, as
well as dominating the production and marketing efforts of these projects [3]. Many countries depended on the di-
rect foreign investment to sustain their developmental efforts, such as USA and some advances countries [4].

5. Importance of Direct Foreign Investment to the Developing Countries

The importance of direct foreign investment stems from its attributes through creating new jobs, technology

transfer, and providing advanced administrative knowledge to the said countries, besides assisting these coun-

tries to join the membership of exporting countries. The direct foreign investment enhances the economic de-
velopment through international production in the countries that lack sufficient capitals.

The direct foreign investment is also important to the investors where they get diversification in production
activity and be near the natural resources. There are some considerations that encourage developing countries to
attract foreign investment:

* Direct foreign investment helps developing countries to support and fund the local capital to overcome the
lack of capitals and deficit of trade balance, through flow of necessary capitals to create new projects.

e Many developing countries suffer a sharp shortage of national saving necessary for funding the development
and investments, so they get assistance of the foreign investment.

* The use of appropriate management in the direct foreign investment helps economy to encounter and adapt
to the external economic shocks through maintaining steady volumes of foreign capitals and long term eco-
nomic growth.

e The direct foreign investment can contribute to the development of exporting such as what happen in China
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at present.

* The direct foreign investment can contribute to the development through the research activities in the con-
cerned countries, such as the case of China with Microsoft.

e The direct foreign investment can help enhancing the technology transfer that will increase the quality of
skills and open new channels for marketing and exporting.

6. Aspects of Foreign Investment

There are two aspects of foreign investments.

1) Direct Foreign Investment in the Traditional Sectors:

This type works in production of natural resources that host countries need, through MNC companies, such as
minerals, phosphates, potash and oil.

2) Direct Foreign Investment in the Least Cost Production or in the Markets of High Demand on the Produc-
tion and Skilled Labor Force:

This type seeks to find places of available advantages in order to achieve high levels of profits, besides
enabling the host countries to increase its ability and capacity to export and support its balance of trade.

Therefore, the direct foreign investment can assist the host countries through technology transfer, knowledge
and skills transfer; create more job opportunities besides activating and enhancing the competition in the local
market for some seekers.

If the host country earned benefits of these investments, these will improve productivity in the local market
and support the export and economic development. In the phase of economic development, and according to the
international commitments of the developing countries, they will not be able to inter the competition market lo-
cally and internationally.

Therefore, the direct foreign investment is very important to the developing countries to overcome the eco-
nomic difficulties and improve its standards so as to reach the international market [5].

7. Drivers for Direct Foreign Investment in Development Countries

There are different taxonomies for these drives based upon the goals of such investment. The major goal of the
direct foreign investment in the markets with natural resources is to exploit the competitive advantage of these
countries besides gaining the low wages labor force or skills. Another type of the direct foreign investment is
represented by finding new markets abroad especially in the countries importing the products of the advanced
foreign country that will invest there [6].

The available and suitable climate for investing in the host countries means in general all legal, economic, po-
litical and social facilities represented by the infrastructure ready for investing. These factors affect the respon-
siveness of foreign capitals to localization.

7.1. The Economic Factors That Include

7.1.1. Nature of Economic and Commercial Activity

The commercial and economic activity has a great role in persuading the foreign investors to invest in the host
countries. The foreign investors make efforts to remedy the lost or weak markets by new and blooming markets
abroad.

7.1.2. Increase Profits

The main goal of any investor is growth and sustainability of projects through achieving more profits under
their management. To achieve this goal many foreign investors find it is better to search for new markets with
low cost of production, storage, labor force and marketing, to gain the competitive advantages over their ri-
vals.

7.1.3. Desire for Rapid Growth

Earning revenues alone will not be sufficient to attract foreign investment, so those investors will seek to devel-
op commercial exploitation of the markets [6]. The inability of national markets to achieve the goals of growth
and expansion leads to foreign investments abroad [7].
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7.1.4. Reduction the Risks of Dependence on One Economic Market

The foreign investors, in general, makes effort to diversify their investments in several markets and countries to
reduce the impacts of negative shocks of economic crises which any country or market may encounter. There-
fore, most foreign global companies tend to open branches in several markets to balance the contradicted im-
pacts of economic crisis.

7.1.5. Grasp the Educational and Technical Knowledge

The technological advancement and sophisticated technologies contribute to attracting more direct foreign in-
vestment. The developing countries will not gain such knowledge without the participation of the advanced
countries, where some type of collaboration should be created and established between the developing and de-
veloped countries. This collaboration will be implemented through R&D contracts then production with cooper-
ation of companies in the developed countries.

7.2. Legal Factors

The legal factors let foreign investors satisfied of legal protection that will enable them to invest without con-
cerns of sudden changes that affect their investments.

7.3. Socio-Political Factors

The political stability is an essential factor in making decisions of investing abroad. The foreign investors will
not risk transfer their capitals and expertise abroad if they are not satisfied that political conditions there are
good and stable [8]. The stable status will increase the opportunities for transfer and movement of investments
and capital freely and easily.

The preferences of consumers in the host countries in the favor of national products will encourage foreign
investors to move their capitals abroad to establish production projects in the host countries [9].

8. Obstacles against the Direct Foreign Investment in Jordan

1) Bureaucracy and multiple contradicted legislations that regulate the investment besides the references that
investors should deal with create backward and affect negatively the investment environment [10].

2) Unavailable qualified managerial skills that fit the nature of investments planned. The trained and skilled
labor force in Jordan prefer to find another places such as Gulf States which in turn lead to lack of skilled labor
force in Jordan that can handle the new projects. Such dilemma is called “The Brain Drainage”.

3) Unavailable environment that is characterized by economic security and stability so as the economic activi-
ties can be sustainable to attract more investments locally and globally .

4) Instability in the region affects negatively the foreign investment in Jordan due to the constraints of impor-
tation from Europe and exportation to the neighbor countries [11].

9. Results

1) Jordan didn’t exploit the periods of high flow of investment to build a powerful industrial and economic
base while the Jordanian economy continued in fluctuating upon the external conditions.

2) Despite the relative rise of investment and growth rates, it was not accompanied by a decrease in the rates
of unemployment. This can be attributed to the concentration of foreign investments in specific sectors in Am-
man and absence of value added of these investments.

3) The direct foreign investment concentrates on establishing new projects or expanding present projects.
These projects can’t classify in the short term which will be reflected on the stability of relative direct foreign
investment in the times of crisis.

4) Despite the little foreign investments in Jordan, these investments didn’t contribute to development of local
communities and support the public institutions outside Amman.

10. Recommendations

1) Provide more benefits facilities and incentives to attract foreign investments based on scientific approaches
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besides implementation of these investments to match the national interests.

2) Develop the logistic services and infrastructure of transportation to increase the efficiency of local products
and secure its competitiveness in the external markets.

3) Eliminate or reduce the administrative constraints that hinder the trade exchange between Jordan and its
partners.

4) Departments of investment encouragement should make studies about the opportunities for the foreign in-
vestment in Jordan and make campaigns to grasp these opportunities abroad.

5) Establish an advisory board for the Ministry of Industry and Commerce in Jordan to assist in planning the
entire economic issues of Jordan and unifying the referrals that supervise the process of investment besides sim-
plification of procedures for new foreign investments.
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