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The goal of the program is *o expand the role of tha private sector in Hotocco. -
The purpose of the program is to support end accelerate lmplementation of Morocco’s
Privatizution Program. This will be achieved by providing incentive cash disbursementc
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PRIVATIZATION SECTOR ASSISTANCE

I. B8UMMARY AND RECOMMENDATION
A. SUMMARY

Morocco's state-owned enterprise sector comprises some 700 firms
whose production contributes about 17% of GDP. These state
enterprises first originated during the French Protectorate but
their number greatly proliferated during the 1970's following the
Moroccanization of foreign owned firms, ard the government's
drive to insure that certain import substitution industries were
established. Some porttolio divestitures, liquidations, and

demonopolizations (for example of municipal bus monopolies) were.
carried out during the 1900's. However, privatization was not *

conceived as a central part of Hox'occo's atructural adjustment
effort.

In 1988, frustrated by the lack of a formal privatization policy
and seeing privatization as an essential component for empowering
the private sector, the King dedicated his opening speech to
Parliament to privatization. A formal Privatization Law wa=s

passed in late 198%,. 6pecifying..333: *‘hﬂW
privatized and setting forth the procedures to be fcllowed £
privatization. 1In brief the Privatization Law and implementi
decrees entablish the Ministry of Economic Affairs a
Privatization (MEAP) as the implementing agency, empower .
Evaluation Authority to set the minimum price for which a sta..
holding may be sold, and authorize divestiture to take place via

request for bida, sale through financial markets, a combination.

of both, or, in prescribed circumstancas, by direct sale. The
112 enterprises to be privatized account for about 6% of GDP,
have an estimated net worth of $1.7 billion, and employ some
36,000 persons. They include Morocco's largest commercial banks
and other financial institutions, major firms in the cement,
pulp, automobile assembly, and textile industries, parastatals
engaged in agricultural input distribution and produce marketing,
seven sugar mills, and 37 hotel properties.

Implementation of the Government's privatization program is
estimated to cost between $90 and $120 million, including some
$20 million in enterprise restructuring costs. The array of
likely benefits far outdistance these implementation costs.
First, from a simple financial viewpoint, sale of the st:ate-owned
enterprise portfolio will increase Government rev: ‘:’F‘ﬁ

worth of this portfolio stcod at DH 14 “H11lion™ " o¥F*'somé™ Si"'
billion in 1989, and given the good condition of much of the

1
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Further, privatization will have positive effects in reducing
state transfars to state-owned enteprises; such transfers were
estimated at DH 4.1 hillion per annum in the early 1980°'s. These
are macroeconomic benafits as they will reduce the Government'se
borrowing requirement, thus freeing resources for mora productive
private sector investment.

From an efficiency viewpoint, the benafits from the privatization
prograr will be very nubstant::lal. With privatization of holding
companies among the 112 state-owned enterprizes and subsidiariecs
and cross-holdings, as many as 300 SOEs may be privatized when
the procgram is completed. . Privatization of these firms will
eliminate mandatory sourcing requiraments from state-ownead firms,
built-in inefficiericies due to stats management, discriminatory
favorable financing and other distortions from market practice,
and will thus create substantial positive efficlency benefits
throughout the economy. Such gains from privatization will
likely be most significant in the financial, hotel, and sugar
industrins, but cﬁ.‘van the large size and diversity of holdings
in the me nufacturing induastry, substantial benefits from improved
operations are likely to accrue across the industrial sector.
Overall labor displacements from privatization are expected to
total some 4~7% of the wvorkforce of the 112 firms. A more
dynamic financial sector as a result of privatization and
financial market reform will produce, in the medium term, a
possible doubling or vripling of employment in that sector.
Privatization of hotels will stimulate desperately needed new
foraign investment,dn.tha. seakon.And will.thupm Rdion
earnings, currently accounting foxr 6% of GDP. In the sugar and
agricultural input supply sectors, privatization will bring far
higher competitivity to the sectors, reducing current market
distortions. o e v -
The role of the Ministry of Economic Affairs and Privatization
(MEA?) will essentially be tc monitor and manage the process of
privatization. It will contract out for accounting, audit,
investment banking, and promotional work needed to complate the
actual privatization transactions. For larger and more complex
privatizations, recourse will need to be made to foreign
expertise for audits and investment banking services. The
foreign and local currency cost for completing the Government's
privatization program is estimated between $90 and $110 million,
including some $20 million in enterprise restructuring. While
other donors are actively supporting the privatization effort,
their current commitments total only $5.1 million, far short of
what is needed.

Privatization Sector Assistance will be the largest donor program
in support of the Government's privatization effrts. It will
motivate the Government to move expeditiously on ixolen nting 4
privatization program and will furnish ‘18cAY*® e

; Y ™
technical assistance resources required to do so. The sector
assistance will compriser - i "

$20 million in non-project assistance to be disbursed in

three tranches: a first-tranche of $4 million,A~Se0ontua-.

tranche of $6 million, and a third tranche of $10 million.
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$5 million in dollar funding to provide a long~term
advisor, short-term transactions related assistance, other
short-term technical asgistance and training, and
evaluation and audit &ervices.

It is expected that the first tranche of $4 miilion will be
disbursed soon after signing the Progrzm Grant Agresment and will
provide essential seed funds for accelerating implementation and
initiating promotional activitias. This tranche will be
conditioned on completion of audits for 8 enterprises, completion
of evaluations for 4 enterprises, and initiating the sale process
for 2 enterprises. In addition to these transaction ralated
requirements, first tranche release will be conditioned upon
subnitting (1) a plan for a promotional and educational campaign
on share ownership and (ii) a plan identifying possible measures
to promote broader public share ownership and showing a scheduls
for their study and review. Disbursement of the first tranche
also gives recognition to Morocco's very substantial achievements

in establishing the privatization program and putting into placow -

the necessary institutional :tructura to carry it out.

The second tranche of $6.0 million will be disbursed after a

cumulative total of 24 enterprises have had audits completed, a
cunulative total of 15 firms have had evaluations completed, a
cumulative total of 10 enterprises have had sales processes
initiated, and a cumulative total of 6 enterprises have been
transferred. No more than two of the completed privatizations

may be gmall entsxprisas t-vomlo B LT T PR

shall be for large enterprises. Moreover, ninimum of two
transfera will have been completed via the -tock exchange or a
public stock offering.

In addition to these transactions-related requirerents,’ th

promotional and educational campaign on share ownership will have
bequn, the studies identified as necessary for broader share
ownership will have been completed, USAYD and the MEAP will have
agreed on a number of measures in this area to be initiated prior
to second tranche release and a study reviewing the means by
which privatization efforts will be continued after the present
program will have been completed. Other conditions will require
the GOM to maintain a competitive market environment for
industries affected by privatization, to abstain from actions to
increase the lavel of protection afforded to industries im which
firms will be privatized, to avoid actions impeding market entry
for new producers and industries affected by privatization, to
take necessary actions such that implementation of the
privatization program leads to an increase in share ownexship and
to maintain the budget allocation to the MEAP for privatization

at least its curren? level.

The third tranche of $10 million will be disburseﬂ atte'/' “a’

cumulative total of 44 enterprises have had audits completed, a
cunulative total -of 38 fivis have “had*'tvamaﬂm-“cdlgw

cumulative total of 34 enterprises have had sales processes
initiated, and a cumulative total of 28 privatizations has been

achievad. Of these completed.divestitures, -no: morewtlan—@ix ...
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shall represent small enterprises or hotels and six completed
transactions shall be large enterprises. In addition, a minimunm
of eight enterprises shall have bean transferred via the stock
exchange or a public stock offering.

In addition to thsese transactions-related conditions, other
measures will be required to have been put into placa to promote
broader public share ownership. Discussions will be held after
the disbursement of the second tranche as to what measures in
this area will be required for disbursement of the third tranche.
The MEAP will also be required to furnish a plan and schedule to
demonstrate how privatization will be completed for the remaining
enterprises. The second tranche conditions on maintaining a
market environment, share ownership and privatization budget
levels will algo apply to the third tranche.

Prior to the second and third disbursements there will be audits
of the dollar and local currency programs and a MEAP/AID review
of the implementation of the program and progress toward meetinq
its objectives.

At the time of third tranche release, the GOM will have completed
at least 28 actual privatizations and started the privatization
process for at least 16 others. Hence, by the time of thirad
tranche disbursement, the privatization process will have begun
for 40% of the eligible 112 firms.
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The cash transfer.dollars from each .tranchs..will.be. dnnﬂﬂi&ggﬂ%wwmmm

into a Separate Account in Morocco's Central Bank and will
uged to reimburse the Central Bank for foreign exchange provided
to settle letters of credit opened by Moroccan private sector and
certain public sector firms for import of U.S. source and origin
merchandise.

Concurrently with the deposit of dollars in the Separate Account,
the Government will be required to deposit counterpart dirhams
in a Special Local Currency Account. This counterpart will be
used for off-budget lccal currency expenses related to
privatization, such as payment to Moroccan firms for audits and
evaluations of firms to be privatized, retraining programs for
workers displaced by privatization, restructurings, prospectus
preparation, publicity campaigns on share ownership.

U.S. technical assistance and support will be essential to help
the MEAP carry out the overall privatization program, 1mp1ement
specific transactions and deal with particular issues. A long-
term advisor, short~term transactions assistance, other sghort-
term technical assistance, policy studies, environmental
assistance, limited commodities and training will be provided to

the MEAP. Most of this assistance will be pxc ed via a bﬁ ﬁ e

and an institutional contract with firms working ¥n privat
assistance. IQCs/buy-ins for policy studies and the PRIDE

project for environmental assistance will-also-Ba uti1]zedioumwsswonwe,
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The Project Committee recommends:

1) Migsion approval of thias $25 million Privatization Sector
Asgistance PAAD;

2) FY 1992 aiuthorization of grant funds of $4 million for the
first tranche of the sector assistance grant; and

3) FY 1992 authorization of $5 million in grant funds for the
technical assistance component of the program.

A further $16 million in grant funds for the second and third
tranches of the sector assistance may be subsequently authorized
if warranted.

IX. ECONOMIC FRAMEWORK
A. MOROCCO'S STATE-OWNED ENTERPRISE SECTOR !

Morocco's public enterprise portfolico grew out of colonial
policies during the French Protectorate (1912-1956). These
policies aimed at controlling important sectors of the econonmy
including natural resources and part of trade. Thus, ' the
Cherifian Phosphate Office (OCP) and the Mining Research and
Holding Board (BRPM), two of the largest and most important
public firms, were created in 1920 and 1928, respectively. .

Before independence in. .31956..only. mmfa
firms were created each year. After ndependenca "the rate of

public enterprise creation accelerated, and it particularly
intensified in the 19708, led by a state-led and inward economic
strategy adopted by the Government. Public involvement in the
financing of large capital-intensive industries -- such as stesl,

fertilizer, heavy engineering, basic chemicals and petrochemicals
-=- increased as they were considered to be the ccre: -of
industrialization. This period witnessed notably the creation
of the Office pour le Développment Industriel (ODI) (1973), which
developed into a holding group with investments in over 80 wholly
or partly state-owned enterprises, as well as industrial concernt
in chemical products (Maroc Chimie, 1973; Maroc Phosphore, 1973)
and steel (Société Nationale de Sidérurgie, 1973). At the same
time the "Moroccanization® of foreign enterprises initiated by
a 1973 law sought to reverse the build-up of foreign capital
interests considered to be incompatible with the prevailing
strategy.

The growth in absolute numbers of public enterprises in the
1970's also reflected a tendency by existing public enterprises
to spin off subsidiaries, often to escape the heavy financial
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a. Kingdom of Morocco, Ministry of Economic Affairs and Privatization, *"Morocco's
Privatizetion Strotegy™, Rabst, 1990 ’

b. Interratfonatl Money fund,
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controls exercised over their operations by central Govarnment
authorities. From 1973 to 1977, 92% of newly created public
enterprises wvere subsidiaries of existing ones. S8till more
growth came fror Government investment bankse or finance companies
that took minority shares in private ventures with the intention
of redeeming the shares, once the companies had shown the
capacity to survive, and reinvesting the proceeds in new
ventures. Such "rolling privatization" of Government shares
lagged far behind expectations, with the result that the public
sector portfolio continued to grow.

In total, the number of enterprises in which the gtate
participated either directly or indirectly grew by approximately
75% percent over the 19708, and reached a total of soms 700 at
end-1985. Econonically, these enterprises currently account for:

17% of Gross Domestic Product (GDP);

25% of Gross Fixed Capital Formation (GFCF);
17% of national employment; and

27% of wages and salaries.

The public enterprise contribution to different sectors of the
economy varies widely. In some sectors, such as mining and
energy, they account for more than 90% of sectoral value added.
In other sectors, such as trade and agriculture, they play a
minimal role, accounting for less than 4% of sectoral value
added.

B. OVERVIEW OF MOROCCO'S STRUCTURAL ADJUSTMENT PROGRAM

Since 1983, the year which marks the commencement of Morocco's
structural adjustment program, Morocco has entered into five
Stand-by Agreements with the IMF (of which one was canceled) and
seven structural adjustmwent loan agreements with the World Bank.
Morocco's debt to Governments has baen rescheduled by the Paris
Club five times, and its commercial debt three times. Through
the financial support furnished by these agreements, Morocco has
undertaken 2 major program of reform designed to open and make
the economy more competitive, increase economic efficiency by
removing factor and product pricing distortions, boost exports,
reduce the Government deficit and improve financial market
intermediation. In broad outline, the most important actions
under this reform program have been in the following areas:

Trade, Foreign Exchange and Investment Liberxalization.
In 1983 quantitative restrictions covered over 60% of
the value of imports; now only 10% of import value is
subject to import licensing. Purther, applications
for import licenses are prqcessed much more quickly.
As a result of a major tc\t

ift reform, the pysrage
tariff level has dropped’ from BB‘W ED S6¥ ™1}

1988, and the dispersion of rates among taritt items
has "baenreduced. BY*JEiNing"

committed to freeze a number of these tariffs at their
current reduced level. Imports under these bound

- AT SR BRI 40 AN T ORI 0 S DI R TRIBRTHRIN 1o  o. wrvt S bR
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imports in 1987. Payments controls on transfers for
business, medical, and student traval have baen
raelaxed; Noroccans vworking overseas xay now open
convertible dirham accounts with no minimum deposit.

. Repatriation of earnings and capital from foreign

investment Iin Morocco has been guaranteed, and
exchange control procedures for such transfers
relaxed. In order to further attract foreign
investment, Morocco recently abrogated the 1973
Morcccanization law which had 1limited foreign
investors to a 49% share of ownership in enterprises
in designated sectors.

Increasing
. Price controls on

a wide variety of products have been lifted. Prior
subsidies on petroleum, butter and milk, and cement
have been eliminated. Furthermore, prices of
subsidized inputs to agriculture such as fertilizer
and irrigation water have been progressively raised.
Cost recovery levels for the regional irrvigation
agencies rose to 66% in 1988 vse. 47% in 1983. In a
move to promot:e i:ore labor rather than capital
intensive investment and stem revenue losses,
investment incentives for non-export industries have
been reduced. Tax holiday periods are now limited to
five rather than ten years and the corporate incone

tax exemption now.applies. te.S50%.. W@W i
profits. The declqne inﬁntlatﬁn' rom leveis of =

roughly 10% in the middle 1980's to the current 3%
plus slight upward interest rate adjustments have
resulted in stronqgly positive real rates of interest,
ending what had been a period of negative real
interest rates and capital subsidization. In
combination with trade liberalization, these measures
have forced Moroccan agriculture and industry to be
more competitive and have insured that price signals
received by investors and producers more closely
reflect economic costs and benefits.

Export Promotion. Between 1983 and 1990, the Moroccan
dirham has been devalued by some 24% in real effective
terms. The most recent devaluation of 9.25% was taken
in May 1990. In addition, reduced levels of import
protection have eliminated a previous bias towards
import substitution. Export taxes and 1licensing
requirements have, with four exceptions, been
eliminated. Indirect as well as direct exporters have
been made eligible for duty-free entry of inputs.
Finally, preferential terms have been extended for
export credit with the Central Bank ready to té¥inance
such credits on generous terms

ol 2 YRS I D o8 vt o & iy bt o onripalhd® c W AR L

. On the revenue side, a

majer structural change has been instituted, with
Government now less dependent. on..trade--taxes -as.a
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regsult of trade 1liberalization and the oversall

reduction in tariff levele. Moreover, & viluae-added -

tax haa been introduced replacing a former sales tax.
The corporate income tax rate has been reduced from
48% to 40%, and the tkreshold for persanal income tax
raised from DH 8,400 to DH 12,000 with the maximun :ax
rate reduced from 60% to szt. The general income tax
is to cover not only wage and salary income but
dividend, real estate, and other categories of income
beginning in 1991, and filing requirements have heen
tightened.

on the expenditure side, subsidies have been sharply
reduced. B2 cailing on the amount of "national flour™
to be subsidized is set at 1.0 million tons as against
1.6 million tons in the mid-1980's. Budget transfers
to autonomous public enterprises, in particular the
regional agricultural development entities and the
national water, railway, and electricity authoritiea,
have been reduced by more than 25% from ‘some DH 2.9

billion in 1982 to a current laevel of roughly DH 2. 1
billion. As a result of annual tariff increases, the.
authorities' degree of self-financing is increasing.
These authorities are targeted to provide a designated
portion of programmed investment needs from their own
sources. Budgetary procedures have bean reformed, and
payment arrearage substant.’lally rednced. In addition,

to insure .adequate .inw

housing, and health, a Targate Investnen' Pr'

been agreed to as part of the World Bank's Structural
Adjustmuent Loan.

Qpment. Until very recently,™

|_Market Devel
the Moroccan financial system was highly segmented and
largely gearad to securing financing+ for - the:«
Government deficit at less than market rates. With
ceilings placed on private sector credit growth on a
bank by bank basis, competition among banks for
deposits and for new clients wvas limited. Starting in
1990, Morocco has undertaken a number of important
financial market reforms. Interest rate controls have
been substantially liberalized; the ceilings on credit
growth have been eliminated; prudential requirements
have been strengthened; and mandatory investments in
special, low paying treasury bills have been reduced
for commercial banks from 35% toc 32% of sight deposit

liabilities, and will be further reduced to 25%,

Recourse by the treasury to special direct or indirect
borrowing from the central bank has been curtailed,

forcing the treasury to compete on a mkot b“#ﬂiﬁﬁﬁ@’ i

funding. Companion” ‘measures to

development of Morocco's capital market include an
overhaul- -of - -the ~ legay-rstructure~~atf
organization and operation of the stock exchange and
securities issuance. Draft laws modernizing

accounting astandards and  certification-.requirementswesw--
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for accountants are also under uctive con: ‘Aarasion.
c. RECENT ECONOMIC PERFORMANCE

During the past nine-~year pariod of adjustment, Morocco has
struggled through drought years, war in the Sahara, a locust
plague and stagnant world trade. Morocco has nonetheless
improved its basic aconomic structure and laid the wusis for
further economic growth. As a result of Jts economic refornm
neasures and debt relief, Morocco's external position improved
considerably between 1983 and 1992. Contrasted to balance of
payments current account deficits averaging $1.5 billion in the
late 1970's and early 1980's and peaking at the equivalent of 13%
of GDP in 1982, Morocco has brought its current account deficit
to manageable levels, even registering surpluses in 1987 and
1988,

Foreign exchange reserves havae built up from a low of only $62

million at the end of 1984 to $503 at the end of 1989, climbing

dramatically to $3,100 million at the end of 1992. Key factors
in the current account improvement have been the rapid expansion
of exports, up from $2.1 billion in 1983 to $4.3 billion in 1991,
representing an average annual increase of 9%, and travel and
tourism receipts, up from $0.5 billion in 1983 to $1.2 billion
in 1990, an average annual increase of 14%. Inflation levels
were reduced from double digit levels in the early 1980, to 3%
in 1988 and 1989, although in 1990 and 1991, the rate of

inflation accelerated ta some 7%.0R-AVAXAGE HFrom A28 OF AR em: o

1982 and 1983, the budget deficit has been sharply reduced to 3%
of GDP.

D. PRIVATIZATION AND MOROCCO'S STRUCTURAL ADJUSTMENT PROGRAM

Morocco's privatization program will be taking place after
certain key policy changes have been made which should help to
insure success for the program. Firstly, all Horoccan industry
now faces far steeper competition from imports due to the
lcwering of tariff and non-tariff barriers. Secondly, barriers
to market entry have been reduced, and restrictions on foreign
investment eliminated. Thus, new domest:lc and foreign business
may more easily enter into competition with existing firms. As
a consequence, the industries to be privatized will be forced to
compete in a more open market place. Because of the frezr entry
of imports in particular, there is very little chance that
privatization will result in giving privatized enterprise a
monopoly position in the supply of goods and services to the
economy. S

The implementation of the privatization program is‘ timed to
accompany a major push to reform and develo, rocco

sector. Privatization offers a great Opp un!.ty Bve!l%ﬁ

Morocco's capital market, since one of the major impediments to
further developmeént of ‘the Cagablaiica iﬁ&&!‘%ﬁm& “REPD
absence of sufficient publicly offered shares.

In addition, the privatization -program -comas~at -a-timer-dim- -

-
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IIT. PRIVATIZATION IN MOROCCO

iox~cco's development whan th:.: .« in hroad con: .. ns that the
polvate sector must take the ietu 1in ¢yenerating sconomic growth.
The privatization program constitutes an important empowerment
of the private sector. By transferring a significant number of
state-owned enterprisec to the private sector and requiring
formal, prior authorizatfon for the creation of further state-
owned enterprises, tis program effectivi .y removes the threat
that the state will Iivectly compete witi the private sector in
producing goods and services. The program this opens new
opportunities for private gector investment in areas that
previocusly were perceived to recmain closed to private saector
investment, because of the existing or potential threat of direct
competition from the state.

Among the firms to be pri atized are a number of parastatals that
have been heavily involvad in the Gistribution of agricultural
inputs and outputs. Privatization of these entities will thus
advance the Government's stiuctural adjustment program to reduce
Government intervention in input distributlon and agricu tural
produce marketing. ,

The privatization program is also intended to signal to toraiqn

investors that Morocco welcomes foreign investment, Morocco
expects to return to international creditworthiness in 1993,
ending a decade of periodic debt reschedulings. Even though
Morocco will return to international capital markets for finance,
medium or long-term debkt financing will be scarce and attraction

of foreign direct.and. poxtLfoligudnvastacnt. will, he %‘W
important. The privatization program offers to potew 1 fore

investors interesting opportunities for direct and, poss:lbly,
portfolio investment.

The privatization program will also provide significant Hudget
resources to the Government. The FY 1992 Budget projects that
Government receipts from privatisation will total:- DH 1,069
nillion, equivalent to two percent of total revenues. 'rh:ln new
revenue source should ease the strain of meeting Government
budget deficit reduction targets. Rather than constituting an
actual or potential drain on the Government budget, the state-
owned enterprises converted to private management and ownership
will likely improve their profit and contribute to a widening in
the Government's tax base. Tighter fiscal discipline is an
essential component of Morocco's structural adjustment program,
for a widening deficit would only serve to crowd out private
sector borrowing, with consequent adverse effscts on private
sector investment and employment.

Lastly, by transferring to the private sector ownership and
control of a major portion of the state-owned enterprises,

significant efficiency gains will be achieved throughout the

economy, and overall competition will be enhanced.
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In Morocco, privatization evolvaed I, 41 a dialogue on the optimal
nix botwaen public and private sactors to bring abou! ational
davelopment that has been golng on i r at least 10 yoaiw. REarly
contributions to the policy dlalogue stem from work done in 1979
and 1980 under the Minister-Dalegqate in the service of ths Prime
Minister, Mr. Abdellatif Jouahri, who, according to a circular
issued by the Prime Minister, was to "rethink the role of public
enterprises as a privileged instrument of the economic and
financial policy of thc Government to contribute to the
realization of davalcpment objectivea.® He inventoried the
portfolio, examined its actual and desired place in the econony,
and proposed many changes to state-~-public enterprise relations.

The results of the study concentrated on revitalizing the public
enterprises by reducing direct central Government controls over
many of their actions. Privatization that transferred property
from the public to the private sector was not recomwended by the
Jouahri raport. However, 1t urged privatization ‘of the
management environment for a limited number of firms which had
no a priori justification for being in the public portfolio.

One Jouahri report recommendation was put into effect with the
creation of the Vigilance Committee in 1983. The Committee, made
up of the Ministers of Finance, Economic Affairs, and Public
Works, was to help restructure the relations between Government

and public en Wu by..elw R'fW“ W <
connittee's tas hc ed pre%aro e way tho privatiza i

debate by bringing about a sorely needed financlal overhaul of
the portfolioc.

The official thinking on privatization was also influenced by the
Public Enterprise Restructuring Loan (PERL). The World Bank
loaned $240 million to Morocco in 1987 to support restructuring
of public enterprises. One of PERLS's objectives, improving
portfolio efficiency, was to be reached by developing a strategy
leading to a medium~term program to divest the state of those
activities more effectively handled in the private sector. Funds
from the PERL were used to undertake a massive evaluation of the
Government portfolio with the intention of defining possible
privatization candidates and the core of non-privatizable firms.

During the 19808, while debate and study commenced on the merits
of privatization, a number of actual privatizations were carried
out. Demonopolization of legal monopolies was employed with sonme
success as in tha case of the large export service firm,
Marketing and Export Office (Office de Commercialisation et
d'Exportation - OCE), ranked third nationally in sales in 1982.
After OCE's monopoly on exports of canned food was removed in
1984 and that on citrus and fresh vegetables in 1985, produdé®s,

cooperatives, and “new private firms made up of former OCE staff

e ey Azt «wmmmywwmmm
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The unrhl for this uctlon ls baud on: ssulnfers, Alfrod n . vprivatizetion; Morocce®,
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captured moat of the agency's bhusiness ~ at a lower cost to
oxporters. Exporta Adid not suffer; instead they continued to
expand. Mow, W'E operations are scaled back and many of its
agro-procJr ilng asubsldlaries are slated for privatization.

Demonopolization of urban transport systems took place in
Morocco's major urban areas, beginning with Casablanca (1985) and
Rabat-Sale (1986). Opening the praviously closaed markets to the
private sector provided a sorely neede! relief to urbam transport
bottlenecks and eliminated long waits and overcrowding by
dramatically increasing the number of busses in circulation.

Starting in 1982, management contracts and leasing have bean
implemented in almost all Government-owned hotels. However, by
far the most important privatizations in Morocco took the form
of portfolio restructuring or divestment either of assets or of
subsidiaries of the major holding companies. These operations
were seen mainly as standard portfolio management practice, not

as privatizations. The state-owned investment company ~- Sociéte .

NHaticnale A&'Investissement: (SNI) -~ has led in” porttolio
restructuring. From 1980 to 1989, it sold shares Jn over
thirty-five firms largely through private placements validated
through the Casablanca Stock Exchange. Similarly, the Industrial
Davelopment Office, ODI, from 1980 to 1988, totaliy or partially
ceded six firms to the private sector and, through capital
dilution, opened four firms to greater private participation.
Also, BNDE, the national industrial development bank, from 1984

to 1986, sold its participation:in.six. ummmuwaﬁmmm e ™

privatized (EUCAPAN, LUKUS, SCRM), traded three others to another
public firm, and liquidated one other. The Fund for Savings and
Management (Calsse de Deépot et de Gestion - CDG), reduced itas
share in seven companies in 1985 alone. The National Fishing
office, ONP, sold two subsidiaries in 1984. Also in 1984, the
Treasury sold off all or part of its shares in two sugar
companies, the Ccmpagnie Sucridre Marccaine et do* Ratfinage
(COSUMAR) and the Sucrerie de Doukkala, and a sewer-pipe
manufacturer, the Societé Nouvelle des Conduites ¢'Eau (SNCE),
to the private sector, while a mining subsidiary of BRPM, the
Société de Pyrotine de Kettara (SEPYK), had been closed awaiting
liquidation. 1In 1989, Liwa International, a company from the
United Arab Emirates, purchased three hotelr from two different
Moroccan public enterprises, Hotel de Fés in Fegz, El Badii in
Marrakech, and Atlas in Agadir, the last from SOTORAM, a Royal
Air Maroc subsidiary.

Even though quiet privatizations were occurring and debate
engaged on the merits of privatization, reformers, including the
King, were frustrated by the lack of a coherent, formal
privatization policy and program. Faced with this unresolved
shortcoming, the King, for the first time since the tion of
the current Moroccan constitution in 1972, opened the’ “spring
Parliamentary session by dedicating his entira speech (and the

session) to privatization. Th a further Break fr&i"PFaattt Wm

the King spoke from a written text so as not to leave any doubt
about the meaning of his words. He stressed that his speech was

i

et

o

meant to guide discussions and that it was not-a set-of-royal-sw-w-wn.
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inatructions. Hae indicataed that privatization could: wmodernize
the economy, help regional development, increase the well-baing
of citizens, unleash an antrepraneurial spirit heratofore barred
by publis enterxprlses, and foster Morocco's posltion in and
opanness to the Iinternational economy. He oemphasized that
privatization in no way resulted from decisions to reduce the
budget deficit or to abandon the state's role as promoter of
national deveiopment, attributing, in passing, much of the recent
“excessive and unjustified" growth of the public sector to the
proliZeration of "unnaecessary" and “"useless" subsidiaries and to
public sector participation in a wide range of projects. He
pointed out that mismanagement -arose, in part, from the
confuasion between the state's managexent and control roles. He
faced the issue of foreign participation in privatization and
indicated thae nesd to attract foreign investment to Morocco.
Social issues were addressed when the King proposed alternative
solutions to unemployment possibly resulting from privatization:
l) spreading out sales to avoid creating a massive unemployment
problem; or 2) imposing employee retention on the new buyers.
Hr, also stressed that privatization should not increase  the
existing concentratinon of wealth, but that it should give a
cuiance to “new men".

Oon 20 October 1988 at the beginning of the fall sassion, a short
eight-article draft law was presented to Parliament. The draft
sought a blanket authorization to privatize, subject to
Parliamentary ratification. The text listed six firms exempted

from priv.ti‘ ¥ m:ox‘ttﬂ { "c-" WARNAN Mo 1 Q‘M ’ G ,-',‘.’,ﬁﬁf‘eé.‘,a,ri

electricity (ONER) utilities; the telephone company (ONPT); the
railway (ONCF); and the airline (RAM). The draZft set three basic
objectives: to permit access by nov social classes to chare
cwnership while combatting increased concentration of wealth; to
develop regional economies; and to safeqguard empleoyment. It set
no time limit for privatisation but gave -the Government six
months to £ix its operating procedures and an additional year for
Parliament to ratify them.

The political opposition felt that the law impinged on
Parliament's constitutional prerogatives: "all transfer of goods
from the public to the private sector uust be authorized
previously by the legislature". Opposition to legislation that
would put the power to privatize inte the hands of the
administration and merely leave ratificaticn of those decisions
to Parliament was ir.avitable. The opposition adopted the tactic
of refusing to even discuss the text in committee and halted the
debate on privatization during the fall session 1988 and the
spring session 1989,

After repeated claimé that the draft law was illegal had still
not svayad opinions in parliament, thea oppositfion parties changed
tactics and called for a royal arbitration cn the draft's

constitutionality: Mo such arbitration was uade publiEs“HIE- Chig s

draft was amended co impose a 6-year limit on privatization. 1In
addition, the Government proposed to delete the 1list of

exclusions making, -in effact, all firms privatigzable; -but,.in-the ...
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face of heated opposition, it later provided a list of 75
snterprises plus 37 hotels slated for privatization before 31
Ducenber 1995, On 11 December 1989, Parliament approved the law
by a vote of 78 to 45 with 3 abstentions.

In Morocco, a fri jile consensus has now emerged about the role
of the state in general and of public enterprises in particular.
The thinking holds that the role of the public enterprises had
been to get the aeconomy going, in the years following
independence, while waiting for the private sector to develop its
capabilities and mature. Now, more than 30 years later, it is
time for the private sector to take on more responsibility for
Morocco's economic development.

B. MOROCCO'S PRIVATIZATION LAW AND PROGRAM
The Privatization Law, much of which emerged unchanged from the

parliamentary debate, provides the framework for the current
privatization program. It will be implemented by the Minigter

of Economic Affairs and Privatization, assisted by a five-member

Transfer Commission made up of officials from the principal
mninistries concerned, who are named by the King on the basie of
their competence in economic, social, and financial matters. The
law fixes four methods to be employed in the privatization
program: financial market mechanisms; tenders; the combination
of financial wmarket machanisms and tenders; and direct
negotiations. It also provides for an independent Evaluation

i

Authority to oversee :the propriety-of the:svaluation: @B B i St

To meet the law's social objectives, priority may be given for
certain potential shareholders and special advantages are
provided for the workers in firms being privatized. To control
portfolio growth during the aix years, the Minister has to
approve any creation of all new public firms or subsldiaries
except for those subject to other legal provisions.

The law specifically names the 75 enterprises and 37 state hotel
properties in which the state ownership stake is to be sold.
The 112 enterprises to be privatized include firms in agriculture
(3), agribusiness (14), textile and 1leather (12), other
industries (18) banking and finance (9), tourism (38) and other
services (18). They account for an estimated 6% of GDP.

The financial sector figures prominently among the firms to be
privatized. The nine financial institutions on the list account
for 13% of sector value added with more than 6,000 employees.
Among them are the two largest commercial barks in Morocco, the
Banque Centrale Populaire (BCP) and the Bangue Marocaine du
Commerce Exterieur (BMCE). Two other parastatal banks are also
on the privgtization list, the Banque Nationale pour 1le

Développement Economique (BNDE), which is the state induagtrjal
development bank, and the Credit Immobilier et Hotelier '(CIH)

which is a Government bank specializing in finance for housing,

hotels, and othor ré#al déstate delélcpuent. ""Melr privatl ‘on

will even the playing field among commercial banks and these
specialized financial institutions, putting an end to the

privileged position these parastatal-organiszations had-enjoyed -~
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in competing with commercial banks for deposits and lending to
clientg. Two insurance coppanies, two <consumer finance
companies, and the national investment holding company comprise
tha remaining financlal institutions to be privatized.

The 41 industrial firms to be privatized contribute 5% of sactor
value added and employ more than 36,000 persons, 7,000 in the
tuxtile and clothing industry and 5,000 in the sugar sub-saector.
In addition to the ten sugar mills, important Government holdings
in industry that are on the privatization list include a vehicle
assembly plant (SOciete Marocaine de Congtruction
Automobile-SOMACA), Morocco's only steel mill (Sociaté Nationale
de Sidérurgie), tire manufacturing (partial ownership of General
Tire and Rubber Company), a major cement plant accounting for
roughly a fifth of national cement production croacity
(Cimentidre de 1l'Oriental-CIOR), Morocco's most important
computer manufacturer (Societé Internationale d'Appareillage
Electromecaniques -S31), the country's only pulp plant
(Cellulose du Maroc), and a variety of holdings in machine. and
equipment manufacturing and in the textile and garmant
sub-gectors.

In addition, eight parastatals engaged in petroleum product
distribution and storage, principally representing the prior
holdings of Shell, Mobil 011, Total, and other private oil
companies, are to be privatized. The Government's national bus
line, Compagnie de Transport du Maroc-Lignes Nationales (CTM-LN)

is also on the. privatizatien..dist... . ”MW.W»WWMM
ve

properties to be privatiz include a number of four an
star hotels.

Parastatals important in agricultural input and produce mar

are included on the privatization 1list. Among 'thiede"™ {mbé‘;pg

Fertima, the Government owned fertilizer storage and distribution

company, SONACOS, the Government caereal seed multiplication’and:

distribution company, and COMAPRA, a parastatal heavily engaged
in buying domestic oilseed production. Privatization of these
entities as well as the sugar mills will substantially advance
Morocco's adjustment program in agriculture.

The enterprises to be privatized have themselves interests in
other firms; consequently, privatization of the 112 enterprises
will lead to the disengagement of the state from about 300
additional enterprises, which is equivalent to more than half of
the total number of enterprises with a state ownership stake.
A complete list of the entities to be privatized, the Government
ownership stake in them, net capital, and employment levels is
found in Annex B.

A set of decrees to implement the basic Privatization

yas
approved by the Cabinet on 15 September 1990 and by thé ‘BotRetT "

of Ministers on 16 October 1990. The decrees fix the powers of
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the Minister of Economic Affairs- and ' PrivatiBit N sail™Engmesmer. wum

Transfer Commission, detail the methods of transfer and
evaluation, and indicate special treatment for the workers in

privatizable firms. Other favored groups in the.privatigation-.--
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process include local buyers for selected firme that are
designated for regional priority (these buysrs include Moroccan
workers abroad whosae origin is in the region) and farmers who
wish to purchase shares in the agro-industrial concecns that buy
their products.

Based on

these decrees, the process for privatization will

include the following steps:

i.

ii.

iii.

iv.

Ministry of Economic Affairs and Privatization
develops from the 112 enterprises to be privatized the
list of firms to be gold first and the timing of the
progranm.

The Ministry completes audits and evaluations of the
firmg, through consulting firms and independent
experts. These audits and evaluations examine the
firm's asset values, goodwill and possible market

valua of assets, profit position, value of traded.

shares, existing subsidiaries and future market
prospects. o ‘

The preliminary evaluation report is submitted by the
Minister to a newly created Evaluation Authority which
is responsible for setting the minimum price for which
the Government ownership stake in an enterprise can be
sold. This decision must be made within two months of

subnission. of Che eVRIALIEN TEPOE Lk e RSN _

After receiving the Evaluation Authority's
determination, the Minister, in consultation with the

Transfer Commission, selects how the enterprise is to

be privatized. PFour methods of divestiture are
authorized: sale through financial markets, sale by
request for bids, a combinaticn of these, and direct
sale.

a. Sale through financial marketg: after consulting
the Transfer Commission, shares ure sold either
through the stock exchange ‘at an initial price
equivalent to the minimum sales price set by the
Evaluation Authority, or at a fixed price sale
(which cannot be under the minimum sales price),
through bank branches and post offices, or a
combination of the two.

b. Request for bids: after consulting the .Transfer
commission, the Minister of Economic Affairs and
Privatization issues a request for bids either to
the general public, or to a more rast .
audience if priority is to be given to r: )"

residents to purchase an enterprise deemed
Teglonally ImpOFERRE or TEBELcHIETAAY SHmEgmwesms

given to farmers in cooperatives supplying raw
materials to agroprocessing enterprises to be

privatized. The Transfer- -Commissionis given-fallrrwe -
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responsibility for bid evaluation and selection.
The award 1s subsequently made legal with a
decree igsued by the Prime Miniater.

A_combination of those abova

Private male: this special method of
privatization is to be used in the event that
certain objectives are served, notably protecting
employment, developing and reinforocing regional
economies and insuring broader enterprise
ownership among all social classes. The Minister
of Economic Affairs and Privatization requests
the concurrence of the Transfer Commission prior
to any direct sale to the benefit of a person or
corporation, and the Minister furnishes the
Transfer Commission a report describing proposals
received and the grounds for the selection of one
of them. Once Commission concurrence is obtained,
the Minister issues a decree, including the toxt
of the concurring opinion and a sales contract is
signed with the purchasing entity. In case the
purchaser faila to meet the contract conditions,
the Transfer Commission assesses penalties to ba
applied.
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As mentioned above, the appraisal of enterprises to be privatized
is reviaewed by the independent Evaluation Authority composed of
saeven membera appointed by the King. On the basis of a
preliminary evaluation submitted by the Miniater, thie Authority
will fix the minimum sales price of enterpirises or public shares
in enterprises. All divaestitures must be eftacted at pricesc above
the minimum price fixed by this bhody. Tha Authority is
authorized to engage its own experts to help it complete
appraisal reviews.

The Minister of Economic Affairs and Privatization has been
awarded extended powers to carry out the privatization program
as well as to control any future extension of the public sector
in Morocco. The Minister chairs the Transfer Commission, hires
experts to perform audits and evaluations (with authority to
waive regular rules for procurement), has a wajor role in
deciding what means will be used for each privatization,
determines the ceiling, if any, on sales of shares to particular

individuals, corporations or foreign investors, sslects banks

authorized to sell fixed price shares, and approves the creation
of any new public enterprise, new public enterprise subsidiary

or acquisition by a public enterprise of a private fiim, in wholas

or in part.

The Minister is assisted by the interdepartmental Transfer
Commission composed of five members appointed by the King. In
addition to providing advice to the Minister, it has the power

to approve direct.private ssles,.te seloct...the. winning.propassdy. -

in response to requests for bids and to advise on priorities and
advantages to be granted to particular participants in order to
insure wider access to share ownership, to fight against

monopolies, to develop and strengthen regional econonies, and to

safeguard employment.

The subject decress taken together display an intent to make the'
privatization process transparent and to insure it does not give
preference to special interests. The objective of assuring
transparency is reflected 1in the clear procedures for
privatization and the requirements for publication of key
decisions. For example, the Government must publish in decrees
the opinions of the Transfer Commission concurring to
privatizations by direct private sale. Also, the identity of
winning bidders and the Government authorization for each sale
must be published in decrees. To avoid possible distortions
against open competition, the process separates the decision
making powers for setting the minimum sales price from those
related to selecting winning bidders. To guard against excesgsive
concentration of ownership, the minister has the authority to
linit sales to particular individuals or companies or to set a

cailing on share purchases. . PIIRRE TR v - u

FOL BT

Possible delays in the evaluation process are also avoided b
authorizing the MNinister to“Wilve™the requldF*PFIePro
competitive procurement for the preliminary appraisals.
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C. PRIVATIZATION AND CAPITAL MARKET DEVELOPMENT

Ay menticned abova, the privatization program offers a
significant opportunity to develop Morocco's capital market.
Currently the vast proportion of companies whose gecurities are
listed on the Casablanca Stock Exchange are owned in blocks by
Government organizations and some twenty financial institutions.
Less than 3% of the shares of listed companies are broadly
distributed among the genceral public. PFurther, institutional
appetite for shares is largely unmet, and such block trading as
occurs mostly takes place off-floor. As a result privatization
which results in a substantial and broad public distribution of
securities will be a critical element to raising stock market
volumes and strengthening the exchange's capacity for future
primary distributions.

Only 71 listed companies are actively quoted on the Casablanca
Stock Exchange, and the Exchange's capitalization represents less
than three percent of GDP, far below potential as compared to
levels of stock market capitalization in other niddlo;;ncoma

countries. New share issues havae averaged only one or two & 'year:

over the past several years. With such an underdeveloped equity
market, companies are dependent on self-finance and bank credit
to meet their needs for investment and working capital. This
lack of articulation in Morocco's financial sector also means
that banks face little competition from other potential means of
financing, such as stock or bond offerings.

‘e NIRRT iy

. R
While the lack ot nupply ot stocks is a major cause for the low

state of development of Morocco's stock market, other factors are
equally important. These include:

-- the absence of a modern securities law, specifylng,
for example, mninimum disclosure requirements and
shareholder rights,

-=- accounting practices which result in financial
statements which do not accurately reflect financial
positions and performance,

~= a weak securities industry, with banks dominating
brokering and a complete absence of securjities
analysts,

-- poor public knowledge of stocks as an instrument for
placement of savings and a lack of a generalized
opportunity to invest in stocks, such as mutual funds,

~- the ready availability of high yielding, tax-free,
secure Government bonds paying up to 13% per_annum,
offering stiff competition to stocks, =~ ¥
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commissions which are too 1low to promote this
essential part of the industry.
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To take full advantage of the opportunities presented bky
privatization, the weaknesses in Morocco's capital market will
need to be addressed.

D. CONSTRAINTS TO PRIVATIZATION IMPLEMENTATION |,

World-wide experience in privatization to date clearly
demonstrates that privatization programs are much more difficult
and take a much longer time than is usually anticipated. State-
owned enterprises still dominate the productive and financial
sectors of a great many developing countries, and despite the
launching of privatization programs in many of these countries,
the actual number of privatizations has been modest. Large
programs of divestiture have only been achieved in Bangladesh,
Chile, and Mexico, and, among former Soviet Bloc countries, in
East Germany. Large industrialized developing countries such as
Argentina, Brazil, Pakistan, and Turkey have all experimented
with privatizing their huge state-owned enterprise gectors, but
formal privatization programs in thess countries . h% 8., boan
limited, and the number of privatizations conploto& “‘Be

minimal. Other countries at seimilar or higher lavﬁll ot
development as Morocco, such as the Philippines,  Malaysia,
Indonesia, and Sri Lanka, have astablished formal privatization
programs with relatively ambitious targets. The Philippines has
targeted some 120 state enterprises for privatization and
completed transfer on about a gquarter of thesa. Malaysia
announced an ambitious program to privatize 246 of the eatimated
900 Halaysian statevowned entexprisesy:Ae:0f 1990, onlyhiakesn:
divestitures had been completed. Stiff opposition has impeded
implementation of Indonesia's privatization program which
encompasses 215 enterprises accounting for some 80% of the
country's economic activity,  In Sri Lanka less than 15% of the
146 state~-owned enterprises were slated for privatization, and
while action has been taken on a significant number of these,

most were only partial privatizations, with the stata’yetaining

major ownership positions. In sum, despite stated intentions,
developing countries have by and large found implementation of
privatization to be a slow and difficult process, encountering
substantial opposition.

Morocco has thus far succeeded in establishing the legal and
institutional framaework for a very major privatization program
for 112 state-owned enterprises. In establishing this program,
conslderable opposition had to be overcome, and, in
implementation, opponents will continue to try to delay, block,
and render unsuccessful the privatization program. The strength
of the parties arrayed against privatization was made, apparent
during Parliament'’s consideration of the Privatization Law. The
law was originally proposed by the King in an address to
Parliament, but, despite his support, Parliament

the
proposal for a very broad privatization prograh’ encm”'an

state-owned enterprises save a short negativ six
national enterpriseés; i1ndiGd1H§ the phidap !'M‘WW‘

national airline, electricity authority, railway, water
authority, and telephone company. Instead, Parliament, after

extensive and often acriwonious-debate;- agreed-to-asraducedriatrme i v
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of 112 state-owned enterprises to be privatized. The
Independence Party, the Soclalist Union of Popular Forces, and
the Party of Progress and Socialism all took positions favoring
retontion of a strong state-owned enterprise sector and against
privatization. With nearly forty percent of Parliament's seats,
these parties wielded conaiderable influence over the design of
the Privatization Law and will continue to do so during
implementation.

In addition to opposition by formal political parties,
implementation of the privatization program will face obstacles
from a number of othor sources, including the Government
bureaucracy, unions, and enterprises to be privatized. A large
number of the 112 entities to be privatized are wholly or partly -
owned by particular Government holding or investment —
organizations such as the Caisse de Depdt et Gestion, the Office
du Developement Industriel, the Soclietd Nationale de
1'Investissement, and the Cherifian Phosphate Company. For these
Government holding organizations, divestiture will reduce the
total invastment capital they control, since the proceads of
privatization are to flow to the Government's general investment'
budget and not to be dedicated for re-use by the selling
organization. These holding organizations will subsequently have
smaller investment portfolios and a much reduced need for staff.
These organizations will thus be likely to resist expeditious
1mp1§mantation of privatizations affecting their investment
holdings.
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Governnent ministries which created them or which view them as
part of their apparatus for controlling and developing a
particular economic sector. For example, this is the case with .
many of the parastatals controlled by the Ministry of Agriciltire
and Agrarian Reform. SONACOS is perceived as the implementing -
organ of the stace for assuring reproduction and distribution of
improved cereal seed; COMAPRA as the implementing arm for
Government policy to encourage production of sunflowers and
reduce dependence of vegetable oil imports. Lending for hotel
investment has been largely confined to the CIH, and the
Government takes particulaxr pride in the role it has played in
the development of Morocco's tourism sector. The two largest
commercial banks, the Banque Centrale Populaire and the Banque
Marocaine du Commerce Extérieur, are partly Government owned and
can be relied upon by the Ministry of Finance to buy more
Government debt or to provide special financing facilities for
the Treasury, if needed. As a consequence, the Finance Ministry,
vhile favoring financial market 1liberalization, also has a
substantial self-interest at stake in maintaining the status quo .
so that Treasury financing difficulties are not compounded. 1In =
sum, sponsoring miniagries are naturally reluctant to surrender
control over their affiliates and thus diminish’ their direct
means of influencing development within a sector.

RER T - R T v RITTS - TS P VT i N g ‘
Ministry civil servants and representatives of owning Government -
organizations also personally stand to lose considerably by -
privatization as they frequently.sexve on voards.of directors of . .....:...-

d
o

21



]
Cath 'SR R I TR

b

11

ol

£

o
3

e

N

state-owned enterprises, for which they receive special
additional compensation. In addition, some Ninistry employecs
have bean seconded to the state-owned enterprimas, and face the
risk that they may lose their jJobs with privatization. They thus
have a very entrenched vested interest in delaying privatization
of the affiliates. '

These types of bureaucratic interests were much in evidence
during the drafting of implementing decrees for the Privatization
Law. The Law stipulated that implementing decrees would be iasued
within one year of this Law's passage. Discussion within the
Government on the content and scope of these decrees was so
extensive and protracted that the Government barely met this
mandatory deadline, publishing the decrecs on the exact date one
year later. Backfighting has and will continue as priorities are
set for the privatization program and as Ministries and
Government holding organizations plead their case for delaying
to the end the privatization of their arffiliates.

The workforce in most large formal sector industrial enterprisss’

is unionized, and this tends to be even more the case among the
state-owned industrial entergrises. Fearing = lay-offs,
requirements for higher productivity, and curtailments in the
rate of increase in wages, unions in state-cwned enterprises have
been strongly opposed to privatization. Unions *7111 likely call
for strikes and demonstrations by workers in firms to be
privatized in order to defer or postpone indefinitely plans for

privatizing particular state-owned enLerDIASHMesmommmnsousiiiobompness

Lastly, the management of the entities to be privatized will in
many cases also raise barriers to divestiture. For many,
privatization will bring major changes in the conditions under
which they operate, and management would prefer the known status
quo. Government parastatals in agricultural input distribution
such as SONACOS and COMAPRA will, for exanmple, be forced to put
responsibility to shareholders to generate a profit above other
objectives that had been dictated by the Ministry of Agriculture
and Agrarian Reform. When privatized, Government-owned
commercial banks such as the BMCE and BCP will no longexr be able
to count on the automatic business of other state-owned
enterprises such as the phosphate company but will have to
compete for their deposits and lending business with other
aggressive private banks. Relationships with ministries upon
whom state-owned enterprises may have depended for high levels
of protection against imports or competing firms will be less
close, and the firms to be privatized will no longer be able to
count on favorable treatment by virtue of their affiliation with
such ministries.

The manner in which the privatization program is undertaken will
also greatly affect the pace and success of implementation. It
is widely believed by the general public that privatization will

result in deals with already established:1arga™bugitieiss groupm ¥ty

thereby adding to concentration of ownership in the private
sector. According to this view, such large business groups will

|

gain the inside track on bids for state~owned enterprises to .be ..:».
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sold. Advantage will not be taken of opportunities to use
privatization to foster widespread rubno ownership of¢ sharaes.
If thesa fears are realized and privatization transactions do
indead reflect lnaider dealing and/or benefit existing large
business groups, popular opposition to the privatization program
will mount significantly and further implementation will likely
be slowed.

Implementation of thae privatization program i4is a new
responsibility for the Mindistry of Economic Affairs and
Privatization. Its staff is thin, comprising only ten
professionals and lacking the expertise requirad .0 carry out the
actual transactions required for privatizacion. Audit,
evaluation, investment banking, and related transactions services
will therefore have to be contracted out. While Morocco has
numerous accountants and a well-established banking system,
adherence to international accounting standards is limited, and
investmnent Dbanking services are not fully developed.
Privatization offers the opportunity to use and develop Morocco's. .
accounting and invastment banking sectors, and - ? Qt.. - many
transactions Moroccan accounting and consulting firms’ w:lll. ‘be
employed either solely or in joint ventures with international
partners. For the larger and more complex, howaver, racourse
will need to be made to external international expertise.

While Morocco has made substantial progress in Gevarnment budget

reduction, greater curtailment in experditure growth will be

required over the next.few .years. N3 B NOROAD. ORRH
self-sustaining growth. The level of resources no
implement the privatization program may thus not be made
available. Inplementation of Morocco's structural adjuntment
program since 1983 has required strict control over expenditure
growth. The overall Government budget deficit hag been reduded
from a high 14.5% of GDP in 1981 to a range of 4-6% of GDP

betwaen 1986 and 1989. Since 1989, the Govermment has bedn un

significant pressure to reduce the budget deficit even further.
In 1990 and 1991 the budget deficit fell to some 3% of GDP.
Under the current IMF Stand-by the budget deficit is programmed
at 0.8% in 1992 and the budget to be balanced in 1993. While tax
reform has introduced greater elasticity to Government ravenues,
the great brunt of deficit reduction has resulted from
curtailment in the growth of Government expenditures. From a
peak of 37.8% of GDP in 1981, Government expenditures were
reduced to a level equivalent to 27% of GDP in 1987. Expenditure
control then relaxed somewhat, and Government expenditures rose
to 29% of GDP in 1989 and 28% in 1990, Achievement of the
deficit reduction targets in the current IMF Stand-by A implies
furt?er curtailment in expenditures to a level of 26% in 1992 and
25% in 1993.

In the next several years, budget requests WIS

closely scrutinized, quarterly allotments strictlg controlled and -

doled out sparingly.  Moreover,  for“‘Nany "ysi
reduced the need for higher levels of public borrowing by
purposefully deferring payment to outside contractors, giving

priority to meeting Government payrolls. The «bdget«Ofnhenve: -
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Ministry of Economic Affairs and Privatization for privatization
is new and requires budget nuthority for services only rarely
allowed by the Government of Morococo, vir., consulting, financial
accounting, appraisal, evaluation, promotional and publicity
saervices. Given the curraent budgetary stringencies, the Ministry
of Economic Affairs and Privatization may find itself blocked by
lack of budgetary resources and controls over the volume of
commitments and payments it can make. Particularly damaging is
the practice of much delayed payment for external amervices. Top
quality Moroccan consulting, accounting, publicity, printing, and
other firms will be reluctant to take on privatization busineas
for the Ministry for fear that they will not be paid in a
reasonable time frame. Difficulty in securing the best qualified
Moroccan talent availabls may in turn mean the Ministry will have
to rely on second-rate firms, with possible adverse results for
beginning and implementing the privatization rapidly and well.

IV. RATIONALE FOR PRIVATIZATION S8UPPORT

T e
‘ &

A. USAID/MOROCCO STRATEGY AND PRIVATIZATION

One of the four strateqgic objectivaes in the recently prepared FY
1992~95 Action Plan is increased competitiveness of Moroccan
firms, especially in selected export markets. Support for
privatization is an essential elexent in meating this strategic
nbjective because divestiture of state-owned enterprises will

increase their., ..&Loknn{nwmim rsml 4 W ompet.ition :
suppliers and buyers of the goodsugﬁﬂ services to and froa the
enterprises that are privatized. Many of the state-owned
enterprises are producers of intermediate goods, and the
efficiency gains from privatization will thus rebound quickly to
other producers, including exporters. Implementation of the
privatization program will substantially improve the climate for
privata sector investment, which in turn will help to increase
employment ~-- a USAID/Morocco program sub-goal. Privatizationh
removes the threat that the state will pre-empt for itself
certain areas of the economy; opens new areas for private
investment; and, by increasing the number of shares available and
distributed broadly, promotes development of the stock market and
hence equity finance. Related measures to create a better-
functioning equity market will serve to improve access to and
provide alternative means of financing for new business creation
and expansion. Lastly, through privatization, actual and
potential transfers to state-owned enterprises will be reduced,
thereby lowering Government deficit financing needs which
significantly crowd out credit to the private sector.

B. RATIONALE AND NEED FOR SECTOR AS%ISTANCB

USAID Morocco assistance to privatization to date has focuséd on
technical assistance and training. While these will continue
under the Technical Assistance” Componsht" Grant, at*this+?

program rather than project assistance is primarily needed to
help the GOM to move privatization forward. Privatization Sector

Assistance will provide greatex.encouragement,--incentives-and -
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resources to accalerata privatization than could be accomplished
with project assistance. Privatisation Sector Assistance will
provide resourceaes to help overcome some of the causes of the
opposltion to implemantation of tlhie Governwent's privatization
progran. It will also insure that the implementing Ministry has
sufficient budget to procure the necessary level and quality of
services needed to make implementation successful.

The basic objective of Privatization Sector Aviistance is to
encourage the GOM to accelerate privatization and to facilitate
its implemantation of the program. The assistance will support
sactor level reform, the actual implementation of the
Governmaent's privatization policy, as well as parallel actions
required for privatization to result in broader public share
ownership with consequent beneficial impact on the development
of a capital market. This 1s a program objective and AID
resources will be provided in a generallized manner under the
Program Assistance Grant to help the GOM attain the objective
rather than to support specific project inputs. We are seeking
overall progress in privatization rather than the financing of
any particular activity. Disbursement of the dollars will be
linked to tha achievement of specifiad pclicy implementation
actions by the GOM and local ocurrency generations will be
utilized to provide general support for the implementation costs
of privatization.

The sector assistance will not directly help to dampen political

opposition to. pgpivatizatian.. WMM ymmap
privatizaticn is completed and done well, it can alleviate some s

of the concerns that lead to that opposition. Purther, the
additional resources and the backing and prestige of a major
bilateral donor, through what will be recognized as a major
endeavor for USAID, will provide éncouragement and inccntivés for
the GOM to move more quickly on privatization and ammunition for
the MEAP to use to prass for faster aotion vie-a-vis the rest of
the GOM and against various interests opposed to privatization.
It will be a means to help accelerate a process the GOM is
committed to and which is well underway but which faces
constraints and is not moving as fast as it could. The publicity
given to references to privatization during the King's recent
vigit to the U.S. and the use to which these were put by the MEAP
in promoting privatization demonstrate that this kind of external
encouragement can be useful.

While other donors are providing specific technical inputs to
privatization, nobody mlse is providing this kind of generalized
agsistance or attempting this kind of encouragement and
facilitation. Specifically, unlike financial sector reform,
neither the\WOrld Bank nor the IMF have made privatization a
performance 'target for structural adjustmant loagaf,ogawluw
financing. AR e

Transparency - inm~ privatization -operatiofisyill - DEREPRt o aammsvmm_

persuading the public that privatization is not benefitting
special groups. Adherence to procedures for open competition,

publication of wmajor decisions..and their.- rationaley«-wide. .
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diffusion of claarly prepared requests for bid, prospactuses, and
public share offerings, and announcement of winning bids make for
such transparenacy. Spacial efforts to intereat the ganeral
publlic in inveating in public share offerings of privatlizing
firms will also be important to insuring wide distribution of
ownarnhip of the privatized firms. Measures to promote wide
public ownership of shares of privatized firms can be supported
by soctor assistance local currency denerationa as can the other
actions to promote transparency, such as costs of preparing clesar
prospaectuases and share offerings and diffusing information on
them. In addition, the very presenca of an external donor, such
as USAID, engaged in a program of major support for privatization
will gerve to reinforce the need for transparency.

The local currency counterpart will also provide means to soften
bureaucratic opposiitlon to implementation of the privatization
program. Placement, retraining and severance pay programs could
be financed from the local currency for ministerial and other
personnel affected by any lay-offs in privatized firms.
Moreover, by virtue »f the additional budgetary resources it will
receive based on progress in privatization, the Ministry of
Econoric Affairs and Privatization will be motivated to complete
transactions and to overcome bureaucratic obstacles posaed by
other ministries and holding organizations.

Union and employee opposition can be partly countered by showing
the results ot privatization on firm and sector efficiency,

investrmant Ym!i Vi T 3 ,Mtiﬂﬂh ! W A
those threétemad lay-oﬁ‘n wigl be e%gibla to:“tginanc ng rdnwwmw ‘

sector assistance local currency generatione. Placenent,
retraining, area redsvelopment, and severance pay programs could,
for example, be instituted as necessary.

The local currency generations from sector assistance will be
usad to support a program of evaluation of tho effects of
privatization on firm and sector level efficiency, inveatment,
employment, national savings mobilization, industry ownership
patterns and other factors. Results of such evaluations will
provide the factual basis for countering political arguments
about the worth of the privatization program and lay the base for
a program of further privatizations.

Lastly, Privatization Sector Assistance will provide an enhanced
level of resources to the Ministry of Economic Affairs and
Privatization to allow it to engage the level and quality of
local and external services needed to mount and complete a
successful privatization program. The GOM does not intend to
segregate the proceeds of privatizations from other revenues and
has in fact programmed estimated revenues from privatizations in
its bhdgetu. The MEAP competes for and recelves dgct
allccations as does any other nministry. Given' the got

stringencies required under the adjustment program and coaet g

demands from other publiy-gsgtor programs, the“KERP mA
sufficient resourczs aside from the Sector Assistanca Crant to
implement privatization in the optimal fashion, to fully carry

out  required evaluations,. -audits .and .restructuring . and-£o.n...-...
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~ will help ensure that lack of sufficient dirhan resources do not

undartake certaln other lmportant activitiaes, such as publicity
and neasures to piromote share ownership, which would improve the -
ovorall procaess and results of privatization. Other donor -
asglotance hag largaly fLocugsed on the foraign aexchangae coste of
audits and evaluations and has not gererally addressaed these
problens.

The local currency resources provided by the sectoxr assistance
will defray some of the costs of privatization and permit the
MEAP to undert:ake activities which would otherwise ba impossible,
and will provide flexibility to move faster and in a wore
opportune way. The MEAP has a core of staff and systems largely
in place to oversee tha ambitious program. The local currency

LN TN

hold the program back. wWhile for more complex transactions
foreign expertise will be necessary, Moroccan accounting firms,
appralsers, and financial analysts have the capacity to complete
many of the 112 privatizations. Providing dirham funding will
2llow the Government to maximize use of local available expartise
and assure that privatization helps to develop' the Moxoccan'
accounting, audit, and consulting professions as well as
financial institutions. 8ince the NEAP is capable of carrying )
out the program and other donors are providing technical =
agsistance, project assistance beyond the limited technical
assistance and training included in the program is not needed.

ST

Use of sector assistance is alse consistent with the Mission's

intent, in llne with idanga,. COND .mm‘fﬁ% p%mﬂ ot
and implement it iﬂwlcgu%statt ntensive manne While
monitoring Privatization Sector Assistance will still require a
significant amount of staff time, it will be less than an -
equivalent level of projectized assistance. The program can -
therefore be a model fur new forms of Mission ‘assistance
appropriate to the 1990's wilch are less staff intensive and
which reflect a mature AID r slationship in areas where the GOM
is competent but still lacks sufficlent rescurces.

C. SECTOR ASSISTANCE VSs. CIP

While a commodity import program (CIP) mechanism was considered
during preparation of the PAIP and PAAD, the cash disbursement
mechanism described in Section V. D is much more efficient and -
is consistent with the level of development of Morocco's =
financial systen. It also fully meets Agency "Buy America" =
objectives. .~

Privatization Sector Assistance is designed to motivate the
Government of Morocco to move more expeditiously and
systematically on its privatization program. Sector assi?tanca
rather than a CIP was chosen as the means because it would'allow
for almost immediate initial generation of local ocurrency
counterpart needed to assist in defraying the substantial local
currency transaction, restructuring, reé<saployniifiiRgina otiur:
costs of privatization. A CIP would not lead to immediate
generation of local currency counterpart ard thus would defeat
the incentive effect of tranche release .£or..the.Ministry. o0 c.csmm . .
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Economic Affalra and Privatization which needs the local currency
for privatization expenses. Private sector CIPs provide term
import lending; local ocurrency is not generated until goods are
roceived Ain-country and participating local banks xeceivae
payments of interest and principal, which could bhe spread over
five years if medium term financing for capital eguipment were
provided. Deposit of local currency under public sector CIPs
typically happens upon arrival of goods in-county, but that
occurg only after a lengthy copen, compatitive bidding process.

A CIP would also involve staff intensive procedures and
management requirements that are inconsistent with the intent to
use program assistance to reduce the staff burden of project
implementation in Morocco. Realative to the amounts contemplatadq,
i.e. %4 million in the first tranche, heavy administrative and
start-up costs would be incurred. Furthermora, a CIP would
require that USAID/Morocco engage a commodity procuremant
specialist to manage the program. A CIP would be much more
inflexible and difficult to manage than the proposed cash
disbursement. In addition, there are no sactor spacific iupox'tn
required for privatization which could be the focus of a CIPy: the
main requirement for fcreign exchange is international tochn}.cal
assistance, which a CIP would not provide. Morocco is not a .ew
market for U.S. goods; competitive U.S. suppliers are already
well represented in Morocco; and the small potential total size
of a CIP, to wit $20 million, would not provide an incentive for

entablishment of new distributorships or agencies ol' u. s.

supgli=vce, o R N T BRSO ARSI s < A YR

There is no need for a more directed form of sactor intarvention
on the dollar side. The Moroccan foreign exchange market i1s
basically free and importoars have ready access to foreign
exchange needed for legitimate purposes. The market dotoﬂimou
what imports are bought and CIP type mechanisms would be a step
backward in liberalization of the foreign exchange allocation and
tinancial systenms. The dollars provided under a cash
disbursement can be utilized for U.S. imports without the
bureaucratic controls or procedures required by a CIP. There are
no capital flight issues to contend with. The cash disbursement
mechanism will fully ensure that the dollars are used solely to
reimburse banks for foreign exchange sold for specific imports
from the U.S. The GOM, and particularly the Central Bank, is
fully capable of administering such a program, ensuring that the
dollars are utilized for agreed purposes and maintaining adequate
records.

v. PROGRAM DESCRIPTION

A. GOAL AND PURPOSE ‘ .
s RO E o

The sector goal of the program is to expand the role of the ‘

private sector in Morocco. The goal wili~be-achia
transfer of enterprises from public to private ownership, a
diminution of the State role in the economy, the further

development of financial and capital markets and.uidammmxghmmu.«
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of shares of private firms.

The purpgogse of the program is to support and accelerate
implemantation of Morocco's privatization program. Thls purpose
will be achlaved through incentives from performance based cash
disbursements, financing of selected local currency costas of
privatization, strengthening the Miniatry of Economic Affairs and
Privatization's capacity to implement the privatization program
and technical assistance in carrying out actual privatization
transactions.

B. HOW PRIVATIZATION SECTOR ASSISTANCE WILL WORK

Privatization Sector Assistance 1s intended to help the
Government of Morocco m¢ e more expeditiously and syastematically
on its privatization program. It will motivate the Government
to move rapidly on implementation of privatization and will
furnish local currency and technical assistance resources to
enable the Government to do so more efficiently and effectivaly
and help ensure that the benefits of privatization ara
videspread. The program will couprisma: e

- $20 million in non-project assistance to be disbursed in

threa tranches: a first tranche of $4 willion, a second
tranghe of $6.0 million and a third tranche of $10.0
rillion

= §5 million.in projectized. .ARRiatancs.£0. proviae. & LonguBRN s .

advisor, short-term transactions-related assistance, other
short~term tachnical assistanca, 1limited commodities,
training, and evaluation and audit services.

Since the nbjective of the program is to support and accelerate
implementation of privatization, the three cash disbursements
will largely be conditioned on achiaevement of actual progress in
implementation. This progress will be measured by completion of
specified numbers of actions related to preparation of firms for
privatization and specified numbers of actual transfers. To
assure that sector assistance results in important privatizations
with large economic benefit, a minimum number of completed large
privatizations will be required and only a maximum number of
small privatizations will count toward meeting conditionality.
To achieve the objective of strengthening capital markets, a
minimum number of transfers via the stock market will also be
required. Other conditionality relates to helping ensure that
certain objectives of privatization, such as widespread share
ownership, are achieved.

It is expected that the first tranche of $4 million will be
disbursed soon after signing the Program and Project Grant
Agreement and will provide essential seed funds for accelerating
implementation and initiating promotional activities. This
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enterprises, completion of evaluations for 4 enterprises, and
initiating the sale process for 2 enterprises. 1In addition to

these transaction related requirements, first  tranche:xeleasa ... ...
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allocated for privatization implementation have not_declined. "

will be conditioned upon submitting (i) a plan for a promotional
and educaticnal campaign on share ownership and (ii) a plan
identiftying posaible measures to promote broader public share
ownership and showing a schadula for thelr study and reviaew.
Disbursement of the first tranche also gives recognition to
Morocco's very subgtantial achievements in establishing the
privatization program and putting into place the necessary
institutional structure to carry it out.

The sacond tranche of $6.0 million will be disbursed after =a
cumulative total of 24 enterprises have had audits completed, 16
firms have had evaluations completed, a cumulative total of 10
enterprises have had sales processes initiated, and a cumulative
total of 6 enterprises have been transferred. No more than two
of the completed privatizations may be small enterprises or
hotels and two completed transactions shall be for large
enterprises. Moreover, a minimum of two transfers will have been
completed via the stock exchange or a public stock offering.

¥t

In addition to these transactions-related requiremente)i'the
promotional and educational campaign on share ownership w!.li““hnvo
begun, the studies identified as necessary for share: owne;ahip
will have been completed, USAID and the MEAP will have agréed on
a number of measures in this area to be initiated prior to second
tranche release and a study reviewing the means by which
privatization efforts will be continued after the present program
will lixavaibeen completed. Other conditions will requira the GOM _
to maintain a gompetitive w L dned, ) EA TR VT Y 7 TN
maintain GOM resgﬁ:cea for priva tzatlomgfmx at! lalr Ao
current level.
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The third trancne of $10 million will be disbursed after a
cumulative total o7 44 enterprises have had audits coliffietéd’; 38
firms evaluations completed, a cumulative total of 34 enterprises
have had sales processes initiated, and a cunulative- td!:a!"’dt 28
privatizations has been acliieved. of these completed
divestitures, no more than six shall represent small enterprises
or hotels and six completed transactions shall be large
enterprises. 1In addition, a minimum of eight. enterprises shall .
have been transferred via the stock exchange or a public stock —
offering. _

In addition to these transactions-related conditions, other
neasures will be required to have been put into place to promote
broader public share ownership. Discussions will be held after Tz
the disbursement of the second tranche as to what measures in

this area will be required for disbursement of the third tranche.

The MEAP will also be required to furnish a plan and schedule to =
demonstrate how privatization will be completed for the remaining =
enterprises and to demonstrate that a competitiva, liberalized

market environment has been maintained and that GOM‘resou¥ces

8 apan € LR gy AR WS S e ) Y aﬂ

At the time of third tranche release, the GOM will have completed T
at least 28 actual privatizations and started the privatization
process for at least .16.others. Hence, by . the.tinesalethiE@ewes -

.30, e e



NI |

tranche disbursement, the privatization process will have begun
for 40 § of the eligible 112 firnms.

The cash transfer docllars from cach tranche dlsbursomant will be
deposited into a Separate Account in Morocco's Central Bank and
will be used to reimburse the Central Bank for foreign exchanga
provided to sattle letters of oradit opened by Moroccan private
sactor and certain public sector firms for import of U.S. source
and origin merchandise.

Concurrently with the release of dollars from the Separate
Account, the Central Bank will deposit the equivalent amount in
dirhams in a Special Local Currency Account in the Ministry of
Finance. This counterpart will be used for off-budget
privatization exponditures, largaly by the MEAP. Utilization for
each tranche will be jointly programmed with the MEAP.
Availability of the local currency will enable the MEAP to
accelerate privatization implementation and finance certain
critical activities which might otherwise be impossible to
undertake. Priority uses of the counterpart will include local
currency costs of audits and evaluations: of firms to be

privatized, measures to expand share ownership, :etraining ‘

programs for workers displaced by privatization, publicity -
campaigns on share ownership, restructuring of f£irms, prospectus

preparation, printing and distribution, assessment and correction

of pollution problems of privatizable fiims, and costs of

improving capital markets.

VIR iriin re L ¥ fpek fanly o N
Audits will ‘De “conducted oy "the Tocal cutcency an '
programs prior to the disbursement of the second and third
tranches to verlfy that deposits have been made correctly and
funds used according to the tarms of the Agreeuonta. The
disbursements will not bs made unless the resultas 61 the auvdits -
and of the MEAP/AID review demonstrate that implementa"ion of the

program is proceeding well.:. - ' R R R oy it e

44444

U.S. Technical assistance and support w:lll be essential to help
the MEAP carry out the overall privatization program, 1mp1c ent
specific transactions and deal with particular issues. A long-
term advisor, short-term transactions aasistance, other short-
term technical assistance, policy studies, environmental
assistance, limited commodities and training will be provided to
the MEAP. Most of this assistance will be procured via a buy-in
and an institutional contract with firms working in privatization
assistance. IQCs/buy-ins for policy studies and the PRIDE
project for environmental assistance will also be utilized.

The conditions and procedures 6f the sector assistance will ba
detailed in a Program Grant Agreement to be sigxred with the MEAP.
The technical assistance component will be
separate Project Agreement with the MEAP. The Program PACD

be September 30, 1996. If the conditions for releasa of funds

are not met 4n this time- framej*hny-rematutRiFrund RN De whimss

de-obligated and re-programmed for other projects and additional
funds will not be obligated.

A SRy A 5 A Y o Y TR A PR OR BRI e doa s

TP AW Biu ‘Jlmw...« roeams IR DN » i stk AR

obuqam via
BT o

N R

| LN L |"||‘II\

ey

e II

|!~| L

i

' ““

v



TR

LI

Wl

| |
[N T

ol

Toat

2

C. CONDITIONALITY

The Privatization Law stipulates that the privatization of the
namad 112 entities be completaed by Docamber 1995 or, now, within
four years. This is a very ambitious program compared to results
achlieved in other developing countries that have atteppted
privatization. To provide an incentive to the Government to move
expeditiously and systematically on implementing the
privatization program, conditionality has been tied, in large
measure, to completing actions necessary to complete
privatization transactions.

The non-project assistance will be released in three tranches,
with disbursement tied to several indicators of progress in
implementing the privatization program, taking actions to broaden
share ownership among the general public, insuring the proper
flow of information to the public to assure transparency in the
process, and taking certain steps toward setting the stage for
completion and extension of the current privatization progran.
The Program Grant Agreement will also include covénants
committing the Government to maintain open and conpetitive
markets in the industries in which privatizations will occur, to
prevent further industrial concentration via the privatization
program, and to maintain the current level of budget support to
the privatization program.

The majori thrt;st of cond:ltionality is directly tied to
demonstrating .s W srent..in.the. imp

the Government'nqe‘r‘: ﬁro pr{vat zation program. 'I'he pr Mcm
process embodied in the regulations implemanting !lorocco'
Privatization Lav requires completion of several stages to ready
the enterprises fr.  sale. Some privatizations will be less
complex, other divestitures will be far more aifficult, requiring
restructuring of the firm or considerable preparation to prepare

a market for the enterprise.. - Development of: &:.pooli-of .

enterprises for which successive levels of actions have been
completed will be essential to maintain momentum for implementing
the Government's privatization progranm. For this reason,
conditionality is not tied solely to completion of a certain
number of privatizations but also to achieving some of the
important milestones toward privatization for a far larger group
of enterprises. These milestones comprise the following:

- completion of Audite: Audits are a first stage in the
process of appraising the value of a firm to be privatized;

an audit develops a complete financial set of statements

for the f£irm, establishes what real property belongs to the
firm, including levels of inventory, and worth of stock and
bond holdings. For simpler privatizations, audits and the
estimation 'of book value may be sufficient to_ help
establish a minimum sales price for: the *#irm €6* 'be

privatized. Financial statements are essential :lnformation
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to be includsd-in requests>for bids and*prolififctuBEs ONEns e

the sale process is initiated.
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book value of a company 88 expressed in ita financial
statoments in order to estimate the market worth of the
firm. Evaluations examine the significance of the f£irm in
terms of the market share it holds and future prospacts,
management, and need for restructuring and new investment.
Evaluations also investigate the likely market for purchase
of the enterprise to be privatirzed; who are likely buyers,
what might they be willing to pay for the firm, what
advantages would accrue to them by purchasing the firm,
would the possible purchase price be affected by a need to
shoulder large existing debts, by a need to sink new monaey
in the firm to make it more profitable. Evaluation studies
assess whether restructurings would be worthwhile and what
method of privatization would be most effective. Audits
and evaluations thus establish the worth of the firm both
in terms of book value and likely realizable market value.

Accounting firms must be selected to perform the audits,
and such firms and investment banks are used for

evaluations. Scopes of work for thess audits 'and

evaluations must be prepared and these will differ
considerab1¥ from case to case. This is especially true
for evaluations, since in some instances the evaluation nay
need to look at likely realizable values if the firm is
restructured into different entities, or subsidiaries sold
geparately, or, in the cass of hotels, whether a better
price might be achieved by grouping hotels toqether.

Sernenic A A i
Economic alre aMat zation to assur

with quality standards and the terms of roferon. The
Ministry of Economic Affairs and Privatization then needs
to prepare its own aralysis of the audit and evaluation

findings and draft its racomendations to the Evaluation

Authority for review. In the event that a restructuring is
decided upon, -such restructuring would most likely: ocour
before submicsion of tha audit and evaluation' to the
Eva;luation Authority for the setting of a minimum sales
price.

The Evaluation Authority is responsible for setting minimum
sales prices for firms to be privatized. It has a maximum
of two months to reach its decision after submission to it
of an evaluation report from the Ministry of Economic
Affairs and Privatization. The setting of a minimum sales
price is important in order to have a reference point from
which to evaluate offers for a company to be privatized by
request for bids or direct sale or to set the per share
price in an initial public share offering.

: With the decision by the
Bvaluation Authority on a wminimum sales’ price, the
Government can proceed with deciding how and when the

entity should be sold.“~Any needed ﬂl&ucﬁﬁiwwmowm

to be completed by the time this decision is made to assure
that the evaluation reflects the actual condition of the

enterprise . or.hotel.to be.privatized. - Sugh.xestructurings......
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may at time be complex, hence adding to the difficulty for
firms or hotels to reach this stage. Initiation of the
sala process entails reaching agreement with the Transasfer
Commission on the method of salc (rcquest for bida, sale on
financial markets, a combination of both, or diraect sale).
Furthar, attainment of this stage requires that all
preparatory documentation be ready: that the terms of a
request for bids and bid documents have been prepared,
prospectuses and share offering documents drafted and
approved., FPurther, in sales via financial markets,
arrangements have been made with banks and/or the stock
exchange to handle the offering. Also if sale is to take
place via financial markets, a decree must be issued by the
Ministry of Economic Affairs and Privatization specifying
the offer price, place and timing of sale and other
conditions. Of prime importance, the promotional campaign
to advertize the request for bids or public offering must
have been designed and ready to be implemented. Indication
that this stage has been achieved for a given enterprise is
evidenced by the public announcement of the request for
bids or of a public offering of shares. Once this stage is
achieved, it is very difficult to turn back, and ultimate
divestiture is a near certainty. In rare instances, it may
be, howaever, that the market responses will show that the
minimum sales price was set too high by the Evaluation
Authority. 1In this case, the Evaluation Authority will be
asked to re-examine the minimum sales price in the light of
the market response received.

- Privatization: This last stage is achieved when, in the
case of request for bids, the Transfer Commission has
received and evaluated all bids and accepted the tender
with the highest offer. The divestiture is then formalized
by issue of a decree by the Ministry of Economic Affairs
and Privatization. In the case of gale through financial
markets, privatization is completed when the public
offering 1is terminated and all shares offered are
distributed and registered. Consistent with the
Privatization Law, completed sales will be counted as a
privatization if the entirety of interests owned by the
Government is transferred, i.e. ownership interests held
directly by the State (Public Domain, Central Bank,
Treasury), public establishments, companies in which the
State holds all capital, or by companies holding public
concessions.

Some of the 112 entities to be privatized will be far easier to
privatize than others, and the economic impact from some
privatizations  will be 1less than others. To assure that
Privatization ' Sector Assistance results in important
privatizations with large aconomic benefit, only a magimum number
of these smaller privatizations will count toward meeting

conditionality. - These lessor privatizations have been defined -

to include all 37 hotels and 22 enterprises having in 1989 a
public sector share of net worth less than DH 40 million and
total sales of less than DH 80 million and whicl are not holding
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or invastment companies which would requira eplitting the
undertakings into various parts for sale. On the cother hand,
privatization of the very large Government-ownad banks, insurance
and investment companies, and the very large Industrial
establishments will have vary significant impacts on economic
efficiency and will be difficult to achieve. The largest
enterprises are defined to comprise 19 firms, esch having a
public sector share of net worth exceeding DH 150 million and
have substantial sales volume and employment. To meet
conditionality, a minimum number of these important entitias must
be privatized.

As mentioned earlier, privatization can have significant impacts
on development of Morocco's equity market. For this reason, the
conditionality specifies that a certain minimum number of firms
nust be privatized via financial markets and that these must be
additional to those privatizable companies now quoted on the
Casablanca stock exchange. In addition, tranche releasaes will

require implementation of a number of policy actﬁ.onu aimed at

promoting broadexr ownership of shares among the’ qdhor?l public.

Successful implementation of privatization will hinge importantly
on the proper flow of information to potential investors.
Transparency in operations will help to guard againgt malfeasanca
or the perception by the public of malfeasance in the transfer
process. The growth of asuch a perception would 1lead  to
opposition to continuance of the privatization progran. Hence,
Privatization .. Segtor .. Assistance. .Anposes.OektaiiRend
related to the flow of 1ntormation, notably subn u on o' a plan
for development of a promotional and educaticnal campaign and
implementation of the actions identified in this plan.

NS BRI S g L e e
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A first tranche of $4.0 million wi 11 be releasad attor auditl and
evaluations have been completed for 8 firms, evaluations
completed for 4 firms, and the process of sale initiated for 2
privatizable entities. In addition, to these transaction-related
requirements, first tranche release will be conditioned upon
subnitting (i) a plan for a promotional and educational campaign
on the benefits (and risks) of share ownership and (ii) a plan
identifying possible measures to promote broader public share
ownership and showing a schedule for their study and review.

An information and educational campaign will be essential to
create a market for privatizations that are to take place via
sale on the Casablanca stock exchange or by offer at a fixed
price to the general public at banks and other public pla?es of
sale. The plan will assess the target market .for 'share
ownership, analyze the best means for reaching this target

]

’

audience, develop the content of the messa es to be transmitted
identify the ‘roles 'to be playeéd "by mmm

exchange, and others in implementing this promotional campaign,
and estimate costs and methods of financing the campaign. Under
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the technical assistance..component, .short-term«sxpaks-mnay b&m
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furnished to help develop this plan.

The second required plan/schedule will identify posaible measures
to promote share ownership, determine what studies, technical
asalistance, or training needs to be completed to determine their
feaslibility and begin implementation, and outline & schedule for
completing any necessary reviaws and decisions to put these
measures into place. Possible measures that may be included in
the plan include:

- changes in tax policy, including harmonization of
tax treatment between debt and equity instruments
and between public and private sector issuances,

- creation of mutual funds and assessment of what
legiglation may be necessary to enable or
encourage their devealopment,

- creation of employee stock ownership plans,

- enabling insurarnce companies and pension funds to
invest a larger portion of funds in shares,

- measures to promnote convertible bonds,

- financing and risk hedging incentives for share

purchase, and

- prdqfams to provide credit or guarantees fbr
stock purchase and ownership.

Conditions for first tranche release have been designed to
require a minimum demonstration of concrete progress in
implementation of the Governmerit's privatization program and of
commitment toward carrying forward a large promotional and
educational campaign and other measures to promote widespread
share ownership, maximum response of interested investors, and
maximum transparency in the privatization program. Counterpart
dirham funds generated by the first tranche will provide
essential seed money for defraying costs incurred for undertaking
further more numerous actions related to additional transactions
and to carrying out the promotional and educational campaign and
study and review of possible measures to promote broader share
ownership among the general public. Because this first tranche
will provide necessary resources needed to further advance the
privatization program, it is essential that the tranche be
quickly disbursed. The first tranche conditionality gives
recognition to Morocco's very substantial achievement to date in
establishing the privatization program and putting into place the
necessary Iinstitutional structure to carry it out, notably
official appointment of the Evaluation Authority and Trans

fer
Commission, and review and ratification by Parliament  of "¢hHE """

official implementing decrees for the Privatization Law.
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2.  Bocond Trancha

The second tranci.a will total $6.0 million. It will be released
when a cumulative total of 24 privatlizabla entitles have had
their audits completed, a total of 16 firms have had evaluations
completed, 10 firme have had the sale process initiated, and, for
6 firms, privatization has been achlavaed. No more than 2 of
thesa completed privatizations may be smaller enterprises or
hotels, and a minimum of two tranufers shzll hava been complaetad
via thae stock exchange or a public stock offering. Moreover, at
least two of the completed privatizations must constitute large
enterprisges.

In addition to these transactions-related requirements,
implementation of the promotional and educational campaign on
share ownership will have begun as evidenced, for example, by
appearance in the madia of public information on benefits and
risks of share ownership, publication of promotional material,
including educational material on how to read prospectusaes and
financial statements, and widespread diffusion of requests for
bids and prospactuses to possible investors. Work will also have
advanced on measures to promote widespread share ownership. The
studies identified as necessary ac a condition of £irat trxanche
release will have heen completed. Based on the studies,
USAID/Morocco and the Ministry of Economic Affairs and
Privatization will agree on a number of measures xelated to

broadening share ownership as additional conditionality for

sacond tranche, FelORBBy. oo, ot ssiousimeim s oy s s

Given that the Privatization Sector Assistance is 1ntondcd to
motivate the completion of the Government's entire privatization
program, a further condition of gecond tranche release will be
completion of a study revisving the means by which privatization
efforts will be continued after the present program. This will

include review of the feasibility of establishing a privatiszation -

revolving fund. Such a fund could be initially financed
either a portion of the 1local currency counterpart or the
proceeds of privatizations. Subsequent funding would derive from
a share of revenus gained from additional privatizations.
Existence of such a fund would testify to the Government's
willingness to proceed on implementing privatization, but the
desirability and feasibility of such a fund is a complex issue
requiring study.

Privatization will lead to a more competitive economy provided
that progress is maintained in lowering barriers to trade so that
the privatized firms face a reasonable degree of international
market competition. Moreovar, privatization should lead to a
greater deconcentration of ownership by removing the state.from
productive sectors and widely diffusing ownership. Di sement

of the second and third tranches will therefore a requifte that

the following conditions be fulfilled during the period following

disbursement of the previous tranche. - Thesewil Il ENP.s0 ey -

conditions rather than covenants because the cooperating
Ministries cannot legally commit the GOM to these policies, even

though they are fully. consistent .with ..the ..PeliQ¥.:@Lf. . Lh@. avire. -
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Government. As conditions precedent, however, the GOM will be
raquired to damonstrate continued adherence to these policles anm
n formml condition of mecond and third tranche disbursement.

(a) maintenance of a compatitive market aenvironment for
industries affected by privatization;

(b) abstantjion from {noreasing tariff and non-tariff barrlera
affacting imports competing with the output of privatized
entitiaes;

(o) avoidance of actions which would result in more Aaifficult
market entry for new producers or smsuppliers of gooda and
sarvices producaed by sectors affected by privatization; and

(d) taking nacessary actions such that implementation of the
privatization program leadas to an increase in share
ownership.

In order to ensure that the local currency counterpart jie truly
additional to the raegources now available for privatization
implementation, the second and third tranches will also contain
conditions requiring allocation of the budget of the Ministry of
Economic Affairs and Privatization for privatization at or above
ite current level.

Prior to disbursement of the second tranche, there will be auditas
of the dollar amd looal PROgrams. andl:m NUAR/AID

of the program which wlll assess progress attained In

implementation, progress toward meeting program objectives and
compliance with the terms of the Agreements.

. SRR e A b L R BN At
3. Third Tranche

The third tranche will be for the largest amount: $10 miliion.
It will be released vhen 44 enterprises have had audits or
evaluations completed, 38 firms have had evaluations prepared,
the sales process has been initiated for 34 firms, and a
cumulative total of 28 privatizations have bean achieved. Of
these completed divestitures, no more than sgix shall represent
smaller operations or hotels and at least six shall comprise very
important enterprises. Further, a minimum of six enterprises
shall have bean transferred via the Casablanca stock exchange or
a public stock offering.

In addition tc these transactions-related conditions, other
measures will be required to have been put into place to promote
broad public share ownership. Discussions between USAID/Morocco
and the Ministry of Economic Affairs and Privatization will be
held after the release of the second tranche as to vwhatﬁw
will need to be implemented for the third tranch¥® and’if a8
in the conditionality. PQE* this tranche, the Hipist
Econonic NLLATPI A" prIVL-Mati8™vill also be £l

furnish a plan and schedule to demonstrate how privatization will
be completed for the remaining firms. Finally, third tranche

conditionality will also -inelude-the oonditions precedont-te-the--

'
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sacond diaburgemant related to maintalning a vompatitive market
environmant for industries arfeotad by privatiration, abstaining
from actions to incresss tha lavel of protection afforded to
Industrles In whlch firms wlil be privatized, avoldlug actlons
Impading market entry for new producers and Industrles affected
by privatization, requiring the Govarnment to take the necassary
ateps to insura that privatization leads to an increase in shara
ownarship and requiring the GOM to malntaln the budget allocation
to the MEAP for privatization at leant at ite current level.

Prior to disburmement of the third tranche, there will be audits
of the dollar and local curreanqy programs aud a MEAP/AID reviaew
of the program which will assess progress attained in
implementation, progress toward meeting program objectives and
compliance with the terma of the Agreements.

At the time of third tranche releane, the Government of Morocco
will have commenced the privatization process for at least forty
percent of the 112 firme. Hecause of the many subsidiaries of
stata-ownel enterprise and cross-holdings, the nusber of
gecondary privatizations will 1likely be much larger.

D. DOLLAR USKS

Tha dollars providad by each tranche of the Program Grant will
be deposited Into a Separate Account at the Bank Al-¥aghreb(BANK),
Morccco's Caentral Bank. They will be utilized to reimburse the

BAM for W%‘;%*W!mﬁ”m&fmmvrwﬂ%* e AR -
1. Separate Account

In conformity with AID requirements, the BAM will establish a
separate, non-commingled account for the dollars provided by tha
Sector Assistance. Establishment of the account and notification
to USAID Moroooo of the account nams and number is a condition
precedant to firat disbursement of the Sector Assistance.

The Mission 1is confident fhat the BAM is fully capable of
managing the Separate Account. The PAM is a highly respected
ingtitution which plays a key role in Moroccan banking and
finance. The BAM has managed several similar programe for other
donorse. For example, the BAM will be pulling together for the
World Bank the documentation and requesting reimbursement for
financing of $275 million of imports authorized under the Second
Structural Adjustment Loan.

2. PRisburgement Procedures

Upon fulfillment of the conditions precedent for each tranche,
the GOM will request disbursement of the tranche. After receipt

and approval of the request, the Mission will authorize .

disbursement of the dollars through an electronic funds cash

el

||

transfer or issuance of a chevk.-*Anyinterest™Barntil oN* thoEpheinm v
funds in the Special Account will be programmed as if it were

principal; however, it appears that Moroccan law and policy do .
not permit payment of interest on SuCh ACCOUNLB e .. .. « cowengmmrmmpmmmmmmres o
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3. Releases from Saporate Account

Dollars from the Saparate Account will be realeased to the BAM
ganaral foralyn exchunge regervas to reluburae for use of Lorelyn
exchange provided to settle letters of credit opened by cortuzn
Moroccan importers in favor of U.8. suppliers shipping U.R.
source and origin merchandise for which payment has been made
according to the normal oconveralon procelduras utilized Iin
Morocco. Upon presentation and reviaw of documontation by the
BAM demonstrating that letters of credit for eligible imports
have baen opaned and the related foreign exchange transactions
completed, dollars in an amount equivalent to the eligible
lattars of credit shall be released from the Separate Account.
Only lettars of credit opened after the signature of the Program
Grant: will be eligible for reimbursement. It is anticipataed that
the BAM will insure that documentation for sufficient eligible
transactiona 1s assembled so that dollars may be releasad soon
after their deposit in the Separata Account.

The BAM will ba required to take the necessary measures to Onaur.?~*‘

that dollars are raleased from the Separate Account ag

expeditiously as pussible and, at a minimum, prior to nubnoquenh: ‘

tranche disburmsemonte.

4. Ellgikle Goods

Financing of imports having their source and origin in the United
States by thy private ssctor,.industrial.and qommexc y
organizations or by other organizations which the Parties ma
later agres upon are eligible for reimbursement from tha Separate
Account, with the following exceptions:

Military Equj_pmgnt; , . R S R I e St R
Surveillance Equipment;

Unsafe or ineffective products;

Luxury goods;

Goods in support of police or other law enforcement
activities;

Weather modification equipment; and

- Rubber compounding chemicals and plasticizers.

In addition, the following utilizations will not eligible for
reimbursement from the Separate Account:

~ Payment of debt owed by the GOM;
- Oother uses contrary to AID policy or regulations,
which will be notified separately to the BAM.

Preference will be given to imports by the Moroccan

Abortion 1pmant g i : g gty e e

) te
sector but the present profile of Morccan imports from the@ U.#" -

is such that it is unlikely that the dollars could t 8

sector. The major Morrocan importers of U.S. non-food goods tencl
to be large public companies such as Royal Air Maroc or the

phosphate company. These companies represent -the -best «ONEXBRNMpws:. -
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opportunitles for U.8. exports to Moroczo and will continue to
be important for market development in Morocco. From a “buy
America” perspactive, it would therefore not make eense to
exalude them from aeligibility for this program.

5, Reporting

The BAM will provide a bank statement for the Separate Account
on a monthly basis as long as there are funds remaining in the
Account. The statements will provide information on deposits to
the account, interest earned and disbursements from the account.
The BAM will also provide quarterly reports, or more often ase
needed, on the imports financed by *he account. The reports will
provide the nat.ure of the import, tha importer and the amount of
the transaction.

6. Audit

The BAM will retain supporting documentation for a period of
three years after the date of final disbursement of the Grant,
which will be available to AID or its representatives for
periodic audit. Funds are made available in the technical
assistance agreement for contracting with a local auditing firm
to audit the BAM records and supporting documentation to ensure
compliance with the conditions of the Grant. The records will
be audited well before the second and third disbursements of the
Grant, as well as at the aend of project. e

E. LOCAL CURRENCY GENERATIONS AND USES

1. Special Account

As required by AID requlations, the GOM will establish a Special
Account for local currency generations in the Ministry of
Finance. The Ministry of Finance will provide A.I.D. with
evidence of the establishment of this account and its name and
number as a condition precedent to the first disbursement of the
Program Grant. Local currency will be deposited into the
Special Account by the BAM concurrently with releases from the
Separate Dollar Account for reimbursement of imports from the
u.Ss.

The Special Account will be a "Special Allocation Account®
(Compte d'Affectation Speciale). This kind of account is
cons:.stent with normal GOM practice and meets AID requirements
for Local Currency Special Accounts, specifically in that:

- The Special Account be a separ&to, identiftiable
account which only includes the counterpart funds
generated from the Grant.

EPTPEN - s AL | "!’m' : U

- The fuids in the Special Account be utilizud only for
purposes previously mutually agreed to by AID and the
. Govarnment of Morocco.
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- The Govarnment of Morocco ba able to clearly track all
funds deposited into and disbursed trom the account,
and to demonstrate that the funds wore used for the
intended purpoges.

- The Government of Morocco periodically provide an
account statement to AID on deposits, withdrawals and
uges of funds in the account.

- AID reserve the right to verify the reports on the
Spacial Account and audit Account racords as needed.

Normally a special account is created by the Budget Law. However,
in exceptional cases, such account can be established by decrea
of the Minister of Finance during the course of the fiscal year.
This will be done in the case of the Privatization Special
Account. The account will be opened in the name of Ministry of
Economic Affairs and Privatization.

Treasury speclal accounts are always established forr special
purposes. Although a few have been established for indefinite
durations and continually provided with revenue, they are usually
created for a limited period and a fixed amount. Consequently,
these sgpecial accounts, similar to any bank account, track
inflows and outflows and generate monthly statements and
notification of deposits and payments. Because 9f the extensive
experience of the Ministry of Finance with special accounts, the
Mission has concluded that the GON is capable of managing th

Spaecial Account and meeting all AID accountability reqmirewen‘f:s. ’

2. Uses of Local currency Generations

The major use of the local currency counterpart will be to
finance selected costs of the MEAP for implementation of the
privatization progranm. With a greater amount of resources
available, the MEAP will be able to move mora quickly and
efficiently on audits, evaluations and other actions required for
privatizations to undertake privatizations and to implement other
activities required for the privatization process to be
implemented efficiently and fairly. It is intended that the
local currency counterpart be used to supplement resources made
available for privatization through the Government of Morocco's
normal budget process. Thus, expenses covered by the Special
Account will be off-budget or be for activities which could not
have been funded or would have been delayed without this program.
This is consistent with GOM special account rule, as such
accounts are supposed to be used for off-budget costs and never
for operational budget items. The Program Grant Agreement will
include conditions requiring the GOM to maintain budget
allocations to the MEAP for privatization at least‘at its current
level.
e e MR A e NI 1 B iews

The following are illustrative eligible uses of the local

currency counterpart; additional uses may be jointly approved by
the GOM and USAID Morocco: . e e
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local cogts of financial audits and evaluations of
firma to be privatizead,

restructurings of firms to be privatized, including
legal, industrial or engineexring consultations,

local currency coats incurred in preparing, printing,
and distributing requests for bids, prospectuses,
public announcements and like materials, >

local currency costs of surveys, media consultants,
dasigners, printing, TV and radio advertizing, and
other costs asgociated with designing and implement.ing
promotional campaigns on the benefits of share
ownership in general and for particular offerings,

costs of retraining programs and severance payments
for workers in excess of work requirements,

works related to reducing pollution loads of firms to
be privatized and to meeting Moroccan environmental
standards,

studies and consultancies to examine measures related
to promoting broad public share ownership,

implementation of agcreed upon measures..apd pilot..

activities to broaden share ownership, 1including
employee stock ownership plans and other financing
mechanisms to promote share acquisition,

other special studies to be conducted by Moroccan
experts,

local currency costs incurred in improving and
modernizing the stock exchange,

costs of auditing the Local Currency Special Account
and the Separate Dollar Acccunt,

other uses as may be mutually determined by AID and
the MEAP.

The following uses of local currency will require special prior
coincurrence of AID:

Restructuring of enterprises to be privatized,
including financial restructuring and investment in

plant and equipment, if the amount of local curren
utilized exceeds DH 1,000,000 fém%
privatization,

e A P Wm0 N ke e A Bt e i e e A By

Severance pay for personnel discharged vdue to
restructuring. In any event, local currency mnay be

used for severance pay only for...non-aanagemRent........
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personnel up to the amounts specified in the Moroccan
Labor Law,

- Payment of any debt owned by a firm to be privatizeq,

- Financing of share acquisitions.
3. Programming and Dishursement of Local Currercy

Uges of funds in the Special Local Currency Account will be
jointly programmed by the MEAP and USAID Morocco. A local
currency budget will be included in the Program Grant Agreement
Amendments for sach tranche. If this not possible at the time
of the Grant signings, the budget will be subsequently approved
by PIL. An illustrative initial budget for the first tranche,
and «n illustrative budget ror the full Grant, are provided
below. The budgets may be amended through exchange of PILs
between the MEAP and USAID Morocco. Where it is not faasible to
program all local currency generations at the time of a Program

Grant Agreement Amendment, the budget will include a 1line item

reserving these funds for future programming. These funds may
not be disbursed until programmed by exchange of letters between
the MEAP and AID.

The documentation creating the Special XLocal Currency Account
will contain a list of the eligible uses of the local currency
without any amounts specified. This list and the budgets
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prepared for each.tranche wilil servs wn JHas) 'W- W« e
to present its requests 'gr disburﬁ%ﬁntl o W nistry o -

Finance. The MEAP vill have the authority to make disbursements
which follow the agreed budgets. Funds deposited in the account
need not be expended in the same fiscal year as deposited, but

are available for expenditure as long as the accourni: is open.

The Ministry of Finance will make payments from ithe - Special
Account in accordance with normal GOM fiscal procedures. The
documentation requirenments are the same as for regular expenses,
but when an external source is providing funding, a special stamp
can be added on the payment order to insure that disbursements
will not be delayed in case of overall restrictions on Government
expenditures. Disbursements for items not included in the budget
or for amounts greater than the line item may not be made prior
to amendment of the budget as discussed above.

4. Reporting and Audit

Ir order to monitor the Special Account, the Prcgram Grant
Agreement will require that a quarterly report of expenditires
be submitted to AID by the MEAP. The Ministry of Finance will

also provide AID with a monthly account statement, detaili )
receipts to and disbursements from the acodiiNt. 'm%“mmm"

Finance, upon request of AID, will make available to AID all

I

Loy gy

account statements and supporting-documentat iommyeluirbng wlBwRbNee:

expenditures under the Local Currency Special Account. AID may
also audit activities financed from funds disbursed from the

Local Currency Special Account...These docuRents. aAnd.CeCoraM. M mmerssmr
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the activities financed by the local currency will be
periodically audited by an internationally recognized suditing
firm represented in Morocno to demonatrate full compliance with
the terms of the Agrecment. . Funding for the audit will come from
the technical assistance agraeement. The Account will ba audited
at lezst bafore the second and third disbursements of the Grant,
as vwell as at the end of the project.

5. lecad curraigy Budget

If posslble, the budget for the first tranche of $4 million in
dirhams equivalent will be included in the Program Grant
Agreaement; budgets for the second and third tranches will be
included in the Grant Agraement amendments obligating those
tranches. If budgets cannot be included in the Agreements, they
will be subsequently approved by PIL. The budget will be
organized according to the following rubrics, or consolidations
thereof (5000):

r

(N TR ORY T (O I U AT TR

e FIRST
ITEN TRANCHE TOTAL

- Audits and evaluations 428 2,569 -
- Restructurings of firms 486 2,914 =
- Prospectuses, public announcements 843 4,215 -

and 1““ Mm’l“‘! "“ﬂV/x"‘"’fWﬁi‘dmihﬂ‘ﬂoﬁlﬁki'ﬂ"hkq‘ﬂ"/4)’/-'iif.h-_\’-LWmﬂ’<‘t'i‘-%{l‘ﬁt'ﬁh:
- Promotional campaigns 862 3,915 z
- Retraining programs and severance 289 1,447 =

payments ' o n T ' e o
- Reducing pollution loado of firms 55 222 -
- Studies on promoting broad public 165 823 =

share ownership -
- Implementation of agreed upon measures 190 948
: and pilot activities on share ownership .
- other special studies 37 185 )
- Improving and modernizing the stock 536 2,145 -

exchange o
- Reserved for future programming 110 619 -

{ .
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F. TECHNICAL ASSISTANCE

Fxternal technical assjiastance ias essential for the succeas of the
privatization program. Privatization 18 a complex process,
involving difficult problems and sophiaticated financial analysais
and there are many issues for which expatriate technical
axpertise and the experience of other countries will be needed.
As discussed in Section IX, other donors are providing various
kinds of technical asaeiatance but not in an adegquate amount to
meat the full range of needs. The reguirements for USAID-funded
outside expertise fall into five categories: long-term, short-
ternm transactions-ralated, other short~-term, policy studies, and
environmental. Training and limited commodities related to
managing the program are also needed.

With help from USAID, the IFC and other donors, there has been
much discussion and refinement of technical assistance needs
since the MEAP presented its first request for assistance in the
sunmer of 1990. However, since privatization is new in Morocco,
implementation is just beginning and the GOM is still feeling its
way, there 1s some debate on the extent and nature of external
TA needs. 1In particular, Moroccan banks and accounting firms
have expressed the belief that they have considerable ability to
undertake transactions, particularly in the key area of audits
and evaluations of firms to be privatized. The Evaluation
Authority, charged with ultimately determining selling prices,
may also tend to want to rely on local expertise. Other

officials in the MEAP and in ,_m.,donor,;,munityww_4, .IW
sanguine about local capabilitles in this area and be‘i' eva tha i

a great deal of external assistance will be required for the
process to be correctly implemented. While the Moroccan
capability in audit and financial analysis will be greatly

strengthened through the experience of the privatiration procéss,”

USAID Morocco also believes that significant expatriate
assistance to privatization is essential. ‘ Ce

The feasibility of USAID's ability to provide TA and training
services in privatizations is now being tested through the buy~in
with the International Privatization Group (IPG). Given the
particular conditions in Morocco, including the importance of
French language capability and the preponderance of PFrench
systems in the financial and accounting fields, it is clear that
U.S. experts will not always be the best qualified to carry out
certain tasks. For this reason, the MEAP is mobilizing several
sources of outside as well as internal expertise which will
provide flexibility in the choice and origin of specific TA
teams. The proposed level of USAID assistance, which would cover
implementation of 10-14 significant transactions “fits this
approach while providing sufficient direct involvement to achieve
the target 1level of privatizations and preparati
privatizatcions. L
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The current buy-in-  with the Imwvluwconumcmw‘lmmew“

technical assistance and training needs until it terminates on
September 30, 1992. After that time, a new IPG buy=-in will

provide the long~term technical assistance,.some.of the. 8harbmuey ... .-
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term transactiona-related assistancae, other short-term aassigtance
and training until Saptemher 30, 199%4. Separate contracts for
particular transactions will also ba executed during that periecd.
After Septamber 30, 1994, a competed contract will provida thosae
kinds of assistance for the remainder of the project. Policy
studies will be undertaken by appropriate IQCa or buy~ina.
Env;ronmontal TA will be providad through a buy~in to the PRIDE
project.

Following are descriptions of the specific technical asmistance
components:

- Long-Texm Advisor

The presence of a resident long-term advisor provides an in-house
source of expertise which complements the skills and knowledge
of the Moroccan professional staff assigned to the privatization
program. As evidenced over the past two years in the case of the
USAID-funded advisor (provided initially under a buy-in to a
centrally funded contract with the Harvard Institute for
International Development and currently under a buy-~in to
A.I.D.'s worldwide contract with the International Privatization
Group), the sustained long-term advice and assistance provided
by a well-qualified expert proved to be instrumental in putting
together the legal and administrative framework for the
privatization program. In the same manner, the continuation of
this form of support will be at least as important as the program
moves from strategy development¢ and program preparation to ggtual
implementation. In addition, with the need to provide
substantial and diverse amounts of short-term technical
assistance for specific transactions and other tasks, the
long-term advisor has also become the locally-based coordinator
of the USAID-funded contractor, responsible for helping to
coordinate other inputs.

USAID will provide one resident long-term advisor through the TA
contractor during the two year period of the project following
expiration of the current IPG buy-in on September 30, 1992. At
an estimated cost of $300,000 per year, the total cost for the
long~term advisor will be approximately $600 thousand.

-  Short-Term TA Associated Directly with Transactions

The bottom 1line of Privatization Sector Assistance 1s the
completion of specific privatization transactions, i.e., the
transfer of control and ownership of state-owned enterprises to
the private sector. The conditionality for the release of the
second and third tranches is directly linked to this achievement,
and the first tranche also requires substantial progress in
preparations for sale. "Transaction-related" costs refers to all
costs specifically linked to the preparation for sale and‘@étual
sale of a given enterprise. These could include financial and

operational appraisal of enterprises, enterprise-waluationy- - -

enterprise~ specific legal issues and assistance in restructuring
and preparation for sale. These costs are distinguished from
other technical assistance costs which, while irportant to .the
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overall program, are more gencral in nature and relevant to more
than ona transaction. The dividing 1ine betwean the two
catagorles is not always corystal clear but the distinction itmelr
lgs lmportant in order to acscurae that a substantial portion of
avallable short-term TA is dedicated to actual transactions. It
is hoped that USAID funds can particularly provide assistance in
public sale of shares through financial markets.

While the cost of individual transactions varies greatly
according to the nature, size and situation of the firm to ba
privatized, using the ccst assumptions detailed 1in the
Institutional Analysis, $200,000 -~ 300,000 is a reasonable
estimate of the average amount of USAID-funded TA which will be
required for direct transaction-related costs per transaction
supported. Basged on the requirements for actual privatizations
and preparations for privatizations as the condition for release
of the tranches, and an assumption that USAID will be requested
to play the lead role in assisting 10-14 of the exercises, the
TA costs would be about $2.7 million.

= Qther Short-Term TA

Non-transactions-related-short-term technical assistance in a
variety of areas will also be provided. This may include such
topics as general privatization promotion campaigns,
strengthening financial markets, design of other financial
mechanisms to effect share transfers, employee. stock. cption
programming, alternative financing techniques, strategic
planning, industry specific regulatory adjustment and
improvements in the internal management, monitoring and
evaluation capacities of the MEAP privatization unit and the
Transfer Authority and Evaluation Commission. Some of these
subject areas, e.g., financial market improvements, relate
directly to conditionalities for the tranche releases. About 6
PMs/year, for a total of 24 FMs, is estimated to be sufficient
to meet high priority requirements in these areas.

- TIraining

Short-term overseas as well as in-country training for MEAP staff
and other individuals associated with the privatization process
will be provided over the course of the project. Training will
include short-term courses in various aspects of privatization
given in the U.S. and, when necessary, third countries, and
attendance at appropriate conferences and seminars and workshops
in Morocco. A limited amount of $25,000/year is estimated for
training, at a cost of $100,000.

- P.Qusy_ﬁ.tmhu

A number of the privatizable enterprises operate in sectors

characterized by considerabla direct Government interventions in -

pricing and marketing. These include sugar, oil seed marketing
and various agricultural input supply sectors. Successful
privatization of enterprises in those sectors will requirae policy
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and administrative changes by various parts of the GoM, including
MEAP, the Ministry of Agriculture, Ministry of cCommerce and
Industry, and Ministry of Finance. The sugar mills, for exampla,
are high cost, inaefficient producers which can continue to
function only because of very high controlled pugar prices and
import xestrictions. In addition to restructuring the mills to
increasé their efficiency, the sugar market in Morocco must be
made more compatitive and prices must be more in line with world
prices. To assist the GOM in better understanding the problemnm
and in creating a more competitive, market onvironment for thesoe
soctors, short term technical assistance on pricing, import and
other relevant policies will be provided to MEAP and other
appropriate GOM ministriea, About 12 PMs of assistance will be
required.

-  Environment

The environmental aspects and implications of the Sector
Assistance Program are discussed in Section VIII and Annex C,
Environmental Analysis. While privatization per sa should not
itself have any significant environmental impacts, many of the
enterprises to br privatized have or could have adverse effects
on the environment. There are potential environmental
liabilities associated with certain of the enterprises to be
privatized. In addition, the privatization process can offer the
opportunity to imbue private and public sector decision makers
with a heightened awareness of and appreciation for sound
environmental nmanagement policies, practices and procedures,
while addressing a variety of potentially significant sources of
environmental degradation in Morocco. Short term environmental
assistance services will therefore be provided to work with other
technical assistance on enterprises which USAID assists which are
of priority environmental concern. Key environmental inputs into
the enterprise appraisal process would include addressing the
potential environmental liabilities of a given enterprise and
recommending appropriate interventions for mitigating these
liabilities, e.g., operational/energy efficiency improvements,
pollution prevention measures, "good housekeeping" techniqu.es;
etc., With this information, prospective buyers would be made
more awvare of the potential environmental costs and benefits
asgociated with a given enterprise. The GOM would also be better
able to deal with environmental issues in any restructuring which
is undertaken prior to sale.

Environmental technical assistance, to study specific
environmentally-related issues of particular privatization
transactions, will be provided through the PRIDE project. For
firms with potential environment issues, short term environmental
assistance services from this source will be offered. $100,000,
in two increments, is budgeted for this component.

- Commedities

The privatization program has greatly increased the workload and
responsibilities of the MEAP. The MEAP requires additional
office equipment to help it produce the many reports, notices and
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other written materim) which the program requires as well am
ncoumulate and analyze a great deal of data on tho privatizable
firma. The project will provide a limited amount of commoditiaeg
(about $200,000) for usae in the MEAP's managemont and data
analysis operations related to privatization. cCommoditlien will
rimarily consiat of computers, software and reproduction

" equipment.’ 'They will be of U.8. source and origin.

Vit. PROGRAM MANAGEMENT AND EVALUATION
A. USAID MOROCCO PROGRAM MANAGEMENT

Privatization Sector Asaistance involven parformance-based cash
disbursements, technical asgistanca and 1local currenay
generations. The complexity of the activity will require careful
Mission managemerit. Overall project management recponslibility
will be assigned to the Program Economist in the Program Office,
who will be assisted by an FS5N cconomist. In addition, tho
Program Economist will specifically monjtor progress in meeting
the conditionality and manage the policy studlies conmponent,
commodity procurement and local currency counterpart programming.
Procurement and managoement of other tachnical assistance,
including the IPG buy-in, other transactions assistancn and the
competad technical assistance contract, will be assigned to a
private sactor officer in the Offica of Project Development and
Private Enterprise (PDPE). PDPE will also oversee the operation
of the local currency counterpart component and the uses of the
grant dollars, arrange for evaluations and audits, and manage the
sohifn

CHa R e EY TN ™
This management division is similar to the arrangement currently

being utilized for the IPG buy-in and in the development of the
PAAD. It requires careful coordination between Program and PDPE
but has worked very well in the initial implementation and design
of Mission privatization activities.

The project committee will meet regularly to monitor program
progress, deal with particular problems and will specifically
meet to renommend the second and third tranche releases.

B. MONITORING

Monitoring of the progress made in the early stages of
privatization transactions, preparation of firms for
privatization and actual completion of privatizations will be
necessary for determining whether conditionality for tranche
releases has been mnet. Similarly USAID will have to track
required non-transactions-related actions required by the
conditionality such as developing and implementing a promotional
and educational campaign on the benefits and risks of share
ownership and assessing and considering tax, mutual fund, and
other measures to promote broad public share ownership. Use of
sector assistance local currency counterpart must also be
monitored as well as the activities of the technical assistance
contractor.
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An part of tha sactor asslatanca, AID will track tha atatus of

implamentat fon of the privatization program and usa of local
aurrenc counterpart. Thia will finclude tha number of
ovaluatlions and audlta completad, the atatus of decialons reached
by the Evaluatlon Authority regarding minimum aales price, the
nunber 9f 8ales processcs Inltlated, and status of privatization
trananctionn. A meparate perfodic monltoring report will be
roguired of the tachnical asslatance contractor to cover
acaompl ishients against agroed work plan oblectivas,
'

The Ministry of FEconomic Affaire and Privatization will
demonstrate that conditionallty elamenta ralating to preparation
and Implementation of promotional and aducational campalgns on

share ownership and examlnation and conaldaration of measurea to
vromote broad publlic share distribution have been completad.

In addition to monltoring reporting requirementsa, project
offlcers will meat at least monthly with tha technical amsslutance
contractor and Miniatry of Economic Affalra and Privatization
countorparts to review progresas to data and plans for future
technical asslstance activities and uge of countarpart. fundsg, and
identify and solve problems. There will also be a full ncale
raview of the program with the MEAP prior to the signing of
Program Agrsoment Amendments for the mecond and third tranches
of the Program Grant.

C. EVALUATION

A kay task of the long-term resident privatization advisor funded
by USAID Morocco has been thae egtablishment of a data base to be
usad-both-in preparing for privatization and in evaluating the
impact of privatizations. This data base has becn developed and
covars all the 112 entities to be privatized and includes
information on financial performance and position, employment,
and state ownership stake in the enterprise itself as well as in
others. A separate data base is being created on stock market
activity and share holdings. The technical assistance to be
provided under Privatization Sector Assistance will continue to
develop the evaluation data base and methodology for avaluation.
There will be two evaluations of the Program. fThe first will be
a mid-term evaluation conducted in the Frall of 1993, prior to
issuance of the RFP for the second technical assistance contract.
This evaluation will assess the effectiveness of technical
assistance provided to the MEAP since 1990, the effectiveness of
the sector assistance in facilitating faster implementation of
the privatization program and the uses and effectiveness of local
generations. Lagsons learned from this evaluation will be
applied to the conditionality and local currency uses for the
final tranche and the scope of the competed technical assistance
contract, The evaluation will particularly focus on the
effectiveness of the Sector and Technical Assistance in promoting
widespread share ownership.

The second evaluation, to be conducted in the Spring of 1995 will

be an impact evaluation of the effectiveness of Privatization
Sector Assistance on tha privatization process and the overall
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fmpact of privatizat lon in Hovooco, mush evaluat fon La eapaclially
Important to lay the qrovnda for continning the pyivat izal fon
program anwvd ta vespownd Lo privatization ardtice. Hey (ueatlona
to bha anawered tn aevaluat ton of the o lvatizat lon progr am concein
Impact, most amspeaially the Tollowing:

1t

L}

What ham haean the emplnyment fmpact of potvat lzat lona?
on full-tima, part-1ime employees, whitea collar and
blue nollar employeen!

How has privat ization affected fiim lavel efficiency,
with vespect to product pricea, profita, payment of
taxkea, axports, levals and quality of oulputy?

What har  haan the fmpaact hy RmRecta af the
privatizations, on sactoral Jevel pet formanca,

affliciency, compatition?

ny how much has the CGovarnment portfolio of ownerahip
In enterprisgen hean yadured hy tha privalizat lona?
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Hhat has bhoan the lmpant of tha pilvat izat lone aon the

Gover nment  badegel 8

Whal has been the impact of the g ivatizat lana an
compal 1t lon, on teducing oligopoly fa prodoct ion, in
owneiships

What har been lthe impact of pilvat izationa on sconowmy

wide afficlandcy am demnuatrated by payment of tausa,
prica parformance of producta produced by pa lvat ized
favinatl s Jam, taw paymenta, exprts, pioduct inn?

What 10la have the privat izal lona playsd in Financial
markot davelopeont ?

Itam  public abare owneilahip heen widened by the
privatizations; to what affect?

- Ter  what axtant have tha pilvatizatians spared
reglional davelopment ov had adverase ragional impactar?

What. hava iwen tha ogvarall environmental affecta of
the privatization program?

- What has bhean tha impact of the privatization program
on waman in davelopment?

- How has the privatization program advanced demncratic
pluralism initliatives?

Making wae of the data hases developed with the amsistanca of the
technjcal assistance contractor, an evaluation will be conducted
in year four on the impact of Privatization Sector Assistance.
The jmpact evaluation quastions tu be answered will include those
jidentiried above.

D. AUDIT

The documentation for both the dollar and local currency
counterpart accounts will be audited by a qualified Moroccan
accounting firm. The costs of the audits will be covered by the
Technical Asasjstance Grant; use of the Local Currency Special
Account would require that the GOM itself manage and contract for
audits. Both accounts will be audited well before the second and
third disbursements of the Grant, as well as at the end of
project. The exact timing of the audits will depend on how
quickly conditionality is met but the audits are illustratively
scheduled for March 1993, March 1994 and August 199A., Copies of
audit reports will be furnished to the Ministry of Economic
Affaire and Privatization, the Ministry of Pinance, and USAID.
The audits will demonstrate coapliance with the agreed procedures
for both accounts and that the local currency funds have been
correctly utilized for the intended purposea.
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VIX. PROCUREMENT, IMPLEMEHRTATION AND FINANCIAL PLANG
A. PROCUREMENT PLAN
- International Privatization Group Buy-in

hataoetith . U

The current buy~in with the International Privatization Group
IPG) terminates on September 30, 1992. This buy-in, totalling
894,165 and signed in May 1991, is providing the services of the

long~term advisor, transactions agasistance and limited other

short-term TA and training, The current LT advisor has been in

Morocco, at the MEAP, for over five years, first working in price

deregulation and then in privatization. He has played a key role

in dAeveloping the legal and administrative framework for
privatization implementation. During this period, he has also
devaloped extremaly close relationships with ministry staff and
benefics from a very high level of confidence and trust at all
lavals of the Ministry. These relationships have made hin
unusually productive and effective in his role as privatization
advisor. It would be very difficult, and would take a very long
time, for anyone else to develop this kind of relationship with
the ministry and to be nearly as effectivae. The Mission
therefora considers it to be extremely important to maintain this
advisor in place for another two years to complete his work in
initiating the privatization process and in actually launching
the first privatizations. Another buy-in with the IPG for two
years is tharefore planned. In addition to the long-term
advisor, the buy-in will provide the short term technical
assigtance, training and a portion of the transactions technical
assistance, for the period October 1, 1992 to September 30, 1994.

l‘ PR RE ey o

- gther Transactions Assistance

There may be instances during the period of the IPG buy-in where
the IPG does not appear to be the best potential provider of
short term technical assistance for a specific transaction or
where it would be desirable to diversify the sources of such
assistance. In these cases, AID will execute separate contracts
with investment banks or other appropriate organizations for a
transaction or group of transactions. The Mission will publicize
its interest in obtaining privatization assistance and request
interasted organizations to provide qualifications statements.
When appropriate opportunities for specific transactions arise,
the qualified organizations will be asked to submit proposals.
The Mission will choose among these proposals and execute a
contract utilizing its authority to execute contracts for less
than (ull and open competition for overseas contracts of less
than $250,000. It is estimated that there will be three such
contracts.

- Competed Instjtutional Contract

For the period October 1, 1994 to the end of the project,
September 30, 1996, all technical assistance training and
conmodities needs will be met by an institutional contractor to
be selaected by open competitiecn. A Request for Proposals will
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be prepared and issued during the rall of 1993,

~  Policy gtudion
angp for policy studies will be procured as needed through

Ag ance 1
npg%%%rin e AID Indefinite Quantity Contracts (IQCs) and buy-inao
to AID wg;iqwido projects.

v

-  Epvironient

Agssistance 1in carrying out environmental liablility studies,
environmental audits and other environmental studies will be
provided through a buy~in to the PRIDE Project. The initial
commitment will be $50,000, to be followed by an additional
$50,000 in 1994 if demand warrants. The buy~in will be made in
conjunction with sevaral other Mission projects (New Enterprise
Devalopmant, Morocco Agribusiness Promotion and AIM) which will
utilize the PRIDE Project for the same kind of services. The
buy-in will be initiated in the summer of 1992.

- Commodities

Commodities during the period October 1, 1992 to September 30,
1994 will be procured by AID. After that date, commodities will
be procured by the institutional contractor.

- Audit and Evaluation

A mid~term avaluation of the program will be carried out in the
Fall of 1993 and an impaaot. evaluation is planned for the Spring
of 1995. Both evaluation teams will be procured via IQCs.

In addition, the Sector Assistance and the technical assistance
contracts will be subjlect to audit. Timing of the audits will
depend upon how quickly the GOM meets second and third tranche
conditionality but it is estimated that there will be audits in
the Spring of 1993 and 1994 and the summer of 1996. The audits
will be contracted through the Mission contract with an approved
local auditing firm.

- Source, Oriqin and Natiopality

It is anticipated that all procurements, other than local
auditing services, will have their source, origin and nationality
in AID Geographic Code 000. No waivers will therefore be
regquired.
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Methode of Implementation ond Financing

(5000)
Method of Mathod of

Iten.... . Inplemontation Elnanging Amount

Sector Assistance Cash Transfer Direct Payment 20,000

TA and Training Buy~-1in Diract Payment 1,640
(10/1/92-9/30/94)

Transactions TA AID Direct Contracts Direct Payment 600
(10/1/92-9/30/94)

Commodities AID Direct Contract Direct Payment 130
(10/1,92-9/30/94)

TA, Training and AID Direct Contract Direct Payment 1,710
Commodities (10/1/94-9/30/96)

policy Studies IQCs and/or Buy-ins Direct Payment 250

Environment Buy~-in Direct Payment 100

Evaluation 1QC Direct Payment 140

Audit Local IQC Direct Payment 100

Contingency 330

Total 25,000

B. IMPLEMENTATION PLAN
Schedule for Major Policy and Procurement Actions

Program

Date. ..-Month
06/92 1
06/92 1
07/92 2
07/92 2
08/92 3
08/92 3
09/92 4
10/92 5
12/92 7
03/93 10
04/93 11
04/93 11
05/93 12
07/93 14
08/93 15
10/93 17
12/93 19
03/94 22
05/94 24
06/94 25
07/94 26
07/94 26
08/94 27
09/96 532

Action

8ign Program and Project Agreements

Transmit PIO/T for IPG buy-in

Establish local currency and dollar accounts
Meet CPs to first disbursement

First disbursement ($4 million)

First local currency deposit into Special Account
Completa delivery order for IPG buy-in

First buy-in to PRIDE Project

PIQ/T for first policy study IQC

Audit of dollar and local currency accounts
Agreement on CPFs for second tranche

Review of local currency usage

Prog:’am Agreement Amendment for second tranche
Meet CPs to second disbursement

Disbursement of second tranche ($6 million)
Pirst evaluation

RFP for TA contract issued

ProAg Amendment for TA incremental funding
Program Agreement Amendment for third tranche
Second PRIDE bhuy-in

TA contract award

Meet CPs to third disbursement

Disbursement of third tranche (510 million)
PACD
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C. FINANCIAL PLAN

Totdlvprogram cost 1is estimated to ba $25 million over four

years, with $20 million to be provided through three cach

- ’A“~&5$¥Q§Q§ increments and $5 million for technical assistance,
R 14 I R

ng and commodities.

- ""Cont Factors

The following cost factors were utilized in preparation of the

budget:
. Budget Itenm Unit Cost ($s)
LT Technical Assistance 300,000 per year
ST Transactions Assistance 225,000 average per transaction
ST Technical Assgistance 20,000 per PM
Evaluation 20,000 per PM
Audit 30,000~35,000 per audit

PRIVATIZATION SECTOR ASSISTANCE
EXPENDITURES BY BUDGET COMPONENT

_ ($000)
= I I LOP
CATEGORY FYy 92 | FY 93 | FY 94 | Fy 95 TOTAL
- LT Technical Assist. 300 300 600
% Transactions Assist. 675 675 675 675 2,700
. ST Technical Assist. 120 120 120 120 480
Training 25 25 25 25 100
- Commodities 100 30 45 25 200
_ Policy Studies 100 80 70 250
f Environment Assist. 50 50 100
= Evaluation 60 80 140
- Audit 30 30 40 100
| Contingency 75 100 115 40 330
- SUB-TOTAL TA 1,475 | 1,470 1,130 925 5,000
E RN SECTOR ASSISTANCE 7
= Cash Grant r4,oo 6,000 | 10,000 20,000
TOTAL PROGRAN I 4,000 7,478 11,470} 1,130 928 § 25,000
57
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OBLIGATION SCHEDULE

($000)
LR R RO - T T Y 1Y L R YT ST
" CATEGORY FY 92 ] FY 93 FY 94 FY 95 FY 96 TOTAL
ITaohnical Assistance l 3,000 2,000 5,000
Sector Assiatance-_ 4,000 6,000 ( 10,000 20,000
TOTAL PROGRAM 7,000 6,000 | 12,000 25,000

Morocco will contribute to the financing of the technical
asslstance component of the program. Contributions will be in
kind. Part of the Moraccan contribution will be appropriate
budget elements of the Privatization Unlit at the Ministry of
Economic Affairs and Privatization. These will include the
salaries of personnel involved in the privatization process, as
wall office support and supplies. The Ministry budget will also
include an amount which will be used to finance varlous studies
on privatization, which will be complementary to this progranm.
In addition, both the GOM and Moroccan private sector will
furnish airline tjickets and other maintenance to Moroccan
trainees attending courses on privatization-related subjects will
ba financed by the project.

A o PN T TR L L . o .

A summary financial plan of the Moroccan contribution is included
below.

MOROCCAN CONTRIBUTION

($000s)
Category ' Life of Project
Project Parsonnel 1,351
Office Equipment 256
Studies 2,524
Supplies and Expendable Property 793
Total 4,924

VIIXI ANALYSES
A. INSTITUTIONAL ANALYSIS

1. HMinistry of Economic Affairs and Privatization
The Ministry of Economic Affairs and Privatization is a ministry
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that is attached to the Prima Mininter's otfice, a placement that
emphaplzes its key role in coordinating Government policy and
programa dealing with aeconomic policy and the acononmy. Thé
Ministry became officlally responsible for Jmplementing tha
Governmont's privatization program upon the publication of the
Privatization Law's implementing decrees in October 1990.

The Ministry began to staff up for privatization in 1989, when
Parliamentary debate on the Privatization Law intensified.

Three members of the Ministry staff were then assigned to follow
privatization matters. The staff has since Iincreased and
currently numbers ten professionals in the following disciplines:

Profespjon Number.

Engineering

Law

Economica

Business Management
Finance

Privatization Advisor

HERERNDODW

USAID has financed the long~term privatization advisor who played
ar important role in developing the implementing decrees for the
privatizationu program. Through a buy~in to the International
Privatization Group at Price Waterhouse which expires on
September 30, 1992, USAID is providing the services of the
long~term advisor, short-term transactions based technical
assistance, and training.
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The Ministry's budget for 1992 allows for il:a recrultment of
three additional professionals in 1992; thesc will all likely be
at the entry lavel.

In addition to the USAID financed privatization advisor, the
Qnited Nations Devaloyment Program will furnish three experts to
i tion of the privatization program in the
areas of finance, law, and computer applications. The UNDP $2
million program, budgeted for two and a half years, will also
supply three computers, a photocopier, a telefax machine, two|

vehicles, and the services of two industry consultants.

The Transfer Commission comprises five individuals chosen from
the principal Government ministries involved in privatization.
The Conmmission members have been formally appointed. Commission
expenses are expected to be minimal, as members will be r=ceiving
the malaries they receive from their current Government
positions. The Ministry of Economic Affairs and Privatization
will Berve as a secretariat for the Commission, and no external
support will be required for the cCommission to perform its
coordinative and other functions.

The Ivaluation Authority is authorized to engage its own experts
to help it reach its decisions on the minimum sales prices for
which enterpriges are to be sold. A separate budget line item
for the Authority is included in the 1992 budget. The Authority
has been given offices for its seven members and a meeting room
in the cCentral Bank building. As the Authority has its own
budget to engage outside experts and since its members are
experienced very senior managers, it is expected that the
Authepity will carxy out its independent decision-making function
without recourse to external assistance.

Counting the USAID and UNDP long-term advisors and the planned
1992 additions by the Ministry, the Ministry staff to implement
the privatization program will comprise sixteen professionals.
As the program gains momentum, it is expected that the staff will
b2 organized into three sectoral divisions: (1) industry, mining
and energy, (2) financial and other service sectors, and (3)
hotels and other real estate. A central support division will
be responsible for furnishing legal services, financial and
economic analyses, and data processing. The sectoral divisions
will follow each privatization, carrying out any preliminary
analyses, develcoping scopes of work for external audits and
svaluationse, selecting, monitoring, and following through on
audits and evaluations carried out by outside experts, and
evaluating results of privatizaticns within the sector.

The Ministry privatization unit will oversee the privatization
procese; it will only in rare instances undertake the technical
work needed . to launch and complete actual privatization
transactions, notably restructuring studies, wmarket analyses,
audits, and evaluations. Given their complexity and need for
specific expertise, the Ministry will contract out for these
audits, evaluations, policy studies, publicity and promotional
work, murket rasearch, etc. The Ministry has received a budget
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‘1line item for much work, totalling DH 22.0 million in 1990, DH

16.0 million in 1991, and a projectad DH 17.5 million in 1992 and
DH .22.0 nillion im 1993. In Novembar 1990, the Ministry issued
a public request for qualifications for accounting and related
gaervicaes for privatizaticn. Submitted qualifications were then

L0 -f%&ve'mﬂgw'l&?%ﬁggv’”

While the MEAP staff is relatively new and inexperienced in the
area of privatization and while the start-up of the program is
likely to experience difficulties, a number of elements have been
built into this sector amsistance to insure that implementation
procecds with minimum risk. The sector assigtance is programmed
in stages with each tranche being for a larger amount. Thus
ragoturces made available to MEAP for privatization are scheduled
on the baasis of MEAP's likely rise in the learning curve as
Minietry staff become more experilenced in implementation and
capable of handling successfully a greater volume of
transactions. The long-~term AID-financed resident advisor,
working with experienced UNDP provided technical assistance, will
help to insure that the Moroccan privatization program benefits
from international experience in the field. 1In addition short-
term technical assistance on specific subject areas of
privatization, such as employee stock ownership plans, designing
restructuring programs, etc. will be available to MEAP. Audits
ol local currency deposit and usage and required pre-disbursement
raviews of the program and progress toward achieving objectives
wvill further insure that implementation is kept on track. In sum
given the expected role of the Ministry of Economic Affairs and
Privatization, its organization and staffing, supplemented by the
expertise to be supplied by the UNDP and by the AID, should be
suffioient to.carxy.out the privatization progranm.

2. Moroccan Private Sector Business Services for
Privatization

Implementation of the privatization program will require the use
of a wide variety of Moroccan business services. Moroccan
accounting firms are expected to complete many of the audits and
evaluations of privatizable firms. Investment banking services
will be requirad to help in completing evaluations, in
identifying potential buyers, in assembling financing packages
for purchase of privatized firms, and in underwriting and/or
distributing shares of companies to be privatized. The
securities industry will need to market shares of privatizable
companies and advise potential clients on investments.

Moroccan capabilities in accounting, investment+banking, and the

securities industry are weak. Privatization, by creating an

important market for such business services, will be a major
force in their development. Capabilities within the Moroccan
accounting profession vary considerably. A few Casablanca firms,
primarily those linked to international accounting firms, such
as Price Waterhouse and Arthur Andersen, are able to develop
financial statements that meet international accounting standards
and to undexrtake a complete financial appraisal of a lurge,
complex enterprise. A new set of accounting standards are under
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reviaw by the Government as are legal changes to strengthaen
acanunting certification requirements. Parllamontary pascago of
the nev accounting law and its enforcement will 1ikely not occur
until the privatization program ig well underway. Furthermora,
it will be saveral years before there are substantial numbers of
accountants trained in these standards and certified under the
now nystenm. To improve the quality of accounting used for
prega;ing‘audita and evaluations of privatizable firms, the
Minlstry' of Roonomic Affairs and Privatization has encouraged
Moroccan accounting firms to create links with international
accounting firms. Such joint ventures will be used for the more
complax audits and evaluations. These audits and evaluations
will be subjected to critical review by both the Ministry of
Economic Affairs and Privatization, the Evaluation Authority, and
the investing public, which will see the financial statements in
requests for bids and prospectuses. The market created by
privatization for accounting services for completing audits and
avaluations, the 1links Moroccan firms will establish with
international accounting firms, and the exposure of these
completed reports tc¢ critical review will all help to develop a
Moroccan accounting industry which increasingly will be able to
rerform to international standards.

Currently, the stock market plays only a very minor role in
financing industry. As a cornsequence, Morocce's banking sector
has not developed investment banking skills. 1In addition, the
stock exchange and brokerage community bhave done 1little to
educate and motivate the gerieral public about the benefits and
risks of share ownership. As is the case with the accounting
industry, implementation of the privatization program will
generate considerable demand for investment banking and
securities industry services and will thus serve to develop these
sectors. Moroccan commercjal banks will likely seek external
help from thelr foreign partners to provide needed investment
banking services and will thus acquire necessary investment
banking know-how.

Sactor assistance by furnishing the resources to eangage Moroccan
business service firms wil) help to create the demand for these
services. The conditionality requiring promotion campaigns and
other measures to broaden share ownership will enlarge demand by
tthe investing public for shares and other securities. This
increased demand will perforce accelerate development of the
sacurities industry. Lastly, foreign experts furnished under the
Technical Assistance component will, at times, be working with
Moroccan business service and financial sector firms, thereby
imparting directly new skills and know-how.

By and large the 112 entities in the Government's privatization
program will not require major restructuring prior to sale.
Morecver, only in a few cases will there be a need to examine
closely the policy environment surrounding an industrial sub-~
sector to ba privatized to insure that market functions are
enhanced and that efficiency will improve with privatization.
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The sugar industry is a aspecinl oane. Aa part of the Worlad
Bank's Sacond Structural Adjustment Loan (SAL 1I), the Governmant:
of Moroauo has agreed to a reference price systam to adjuut the
domentic prica of sugar to International prlce trondn. As part
of the policy reform for the sugnr gector, the Offlce Nationale

du _The et Bucre will surrender its monopoly on the importation

of réfinad sugar and sugar millms will be permittad to import raw
sugar. The Government will cease to set the producer price to
farmers for sugar cane and sugar beet. Farm prices will be mat
by the interaction of supply and demand, with mills offering
contracts to farmers and imports of raw and refined sugar, priced
by the reference price system, regulating the domestic market.
In many mills, the existing cost structure will nnt be able to
be supported under this reformed pricing and marketing system.
Accordingly, rinancial restructuring of two of the privatizable
sugar nilles, employment reduction in two other privatizable
mills, and closing of one public sector mill will be required.

B. FINANCIAL ANALYSIS

Three differing kinds of costs will be incurred in completing the
privatization program:

-=- personnel and other operating costs of the Ministry
of FEconomic Affaire and Privatization, the Evaluation
Authority, and the Transfer Commission,

== costs incurred for services contracted for by MEAP
raelated to transactions such as accounting, investment
banking, legal, and other business services, policy

. erwzpndalyses, and design.and implementation of publicity
and promotional campaigns, and

-- costs associated with enterprise restructurings and
re~employment/training programs for excess workers.

A variety of estimates have been made as to the cost of
privatizing Morocco's state-owned enterprise portfolio, with the
most recent being an appraisal conducted by the World Bank as
part of the Public Enterprise Restructuring Loan (PERL). This
study indicated that privatizing all 112 entities referred to in
the Privatization Law would cost between $90-110 million,
including some $20 million in enterprise restructuring costs.

The Ministry's personnel and related operating costs for
implementing the privatization program are expected to be
financed directly by the Government budget. The Ministry has
actively solicited external assistance for financing needed
international expertise 1in s8uch areas as restructuring,
evaluation, audit,' investment banking, financial market
operations, and promotional campaigns on share ownership.
Response has been limited. Japan, as part of its co-fjinancing
for the World Bank's Second Public Enterprise RationalYZation
Loan (PERL II) has granted 81 million Yen ($0.6 million) to the
Ministry of Econoric Affairs and Privatization to finance studies
on restructuring and other analyses needed to comnlete
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privatizations. The Enropean Kconomio Community (KEEC) han
offarad a 1.8 mlllion ECU (%2.0) qrant. to finanve privatizatton
aXparts; an agrecment has not yet haeen signed bacaude the EEC ia
proporing to daetall Govarnment afflolintls who have worked on
privatization, while tha Minidtry wantes private asecctor
consultants and Anvestment banking services, bDuring tha
Horotéan-German Joint Commisaion meating in Juna 1991, the German
dalegation vaerbally Indicated that DM 0.9 milllon ($0.% million)
could ba made available to finance neaded consultant sarvicesn.
No definitive proposal han yet besn racelved for this asslintance.

Provision has not baan madae for financing any nueded enterprlse
restructurings or redavelopment or retraining programs for areas
and employaes that may be adversely affected by privatization.
In daveloping the list of 112 entities to be privatized, state-
owned enterprines were reviewed to smelect those which anjoyed
a solid financial position, had a good profit record, were well-
managad, faced compatition from domestic producers andjor
imports, and lacked overemployment problems. outside of tha
sugar sector, major raestructurings or employee dismlgsoalas are
thus not expected in the procaoss of privatization. Nonethelans,
ag firms are prepared for privatization and ara more closely
examined, needs for leqgal and financial restructuring and staff
re-organization and trimming will undoubtedly be identifjed.

Ragtructurings may vary from providing a separate legal form to
a major enterprise to be split up into more sellable portions,
e.g. the national bus line which owns major urban properties, to
restoring some financial health to a public enterprise by
undertaking major cost reduction measures and investing in more
oftigi plant and eqgquipment, as will likely be the case in some
of the sugar mills to be privatized.

The local currency counterpart of privatization sector assistance
will provide dirham resources to the Ministry of Economic Affairs
and Privatization to supplement its inadequate budget. These
local currency generations will not be used to fund tha personnel
and related operating costs of the Ministry of Econcnic Affairs
and Privatization. They will be used to finance the second and
third categories of costs, that is costs for transactions and
other contracted services and restructurings and re-employment
progranms. It is8 in these areas that financing needs are
greatest.

C. ECONOMIC ANALYSIS
1. HMacroeconomic Impact of Privatization

The Government of Morocco's privatization program is an integral
component of its efforts to fundamentally re-balance its public
and private sectors. Whereas prior to independence the
Govarnment rarely intervened in the economy, after 1956 the
state-owned sector increased dramatically, until by 1989 there
were over 670 state-owned entities. So extensive has the network
of state-owned ancd parastatal enterprises become that the
Government has been unable to calculate precisely the size of the
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pubtia asdtor nor the dollar value of subaidiea granted atatae

owned ant it les. Thia trend accalarataed In the 19702 Tollowling
adoption of a polliay of "Morodaaniasation” whaereln forelgu-ownad
flrme wara tranaferiad to Moiocoan owneyehip and atar et limite
wara placed on foralgn ownerahlp of economla resamces.  Later,
gxxﬁai%?“A ﬁg%ghquggatqd aubgidiar iaa, Aansd it i this
b arFaa®Ton™ phenomenon  that  laead 1o explealve  and,
ultimately, unsustainable growth in the atale reclor. in thae
flva-yesay period fxom 1973 Lo 1977, 92 parcant. of newly created
public enterprisas ware dubaldlaries of existing oneas, with =2

new H20Es raated In 1974 clone,

According to tha Minlstry of Naonomio Affalva and Privatizat ion,
Morocoo's state-ownad anterprises recelved in excesas of DI 1113

billion in direct gubaldies durlng the period 1901 to 1985,
After subtracting payments to the Treasury from cartain public
enterprises (malnly OCP, the natlonal phosphate praoducer), net

tranafers to public enterpriges from tha caeptral Government
amounted to DH %.7 billlon for this period, or roughly 21.49% of
the Government's publica sector borrowling reguirement., The
situation bacomesa aven more convoluted ags a result of 4SOEs
onjoying prefarential cradit terma and concessionary flnancing.
wWhile no thorough or recaent study has been conductead to determine
the net macrosconomic effects of such practices, several studies
have estimated these Indirect subsidies to equal tha amount of
the annual Treasury subvention, for a total effective subsidy of
DH 4.1 billion per annum. While the amount of such transfers has
been raduced in the intervening years, clearly implementation of
the Government's privatization program will have an important
effect in further reducing such transfars and diminishing the
Govexnnent ‘e dorestlic gredit requirement. This in turn will free
resources for productive investment elsewhere in the economy.

The lagacy of statist economic policies has manifested itself in
the neglect of sound management practices with SOEs viewed as
gerving an important social function in and of themselves, namely
enployment generation. The state-owned sector now accounts for
almost 30% of the national wagebill, and 25% of Gross Fixed
Capital Pormation. This trend has been associated with the
creation of an extensive array of ministries, agencies,
directorates and gstate-owned holding companies responsible for
managing and directing investment in SOEs. Inexorably, this has
resulted in a diminuticn of market forces in the economy and
profound structural imbalances, with the unabated growth in
Government consumption (expenditures) increasingly financed by
deficit on the current account.

As in the case of most countries pursuing highly interventionist
economnic policles, the proliferation of the state sactor has been
accompanied by increasingly unfavorable conditions for private
enterprise, and the promalgation of credit and economic policies
inimical to private sector growth and development. State-owned
entities have been able to borrow and trade on highly favorable
terms, and preference continues to be shown state sector firms
in the award of contracts. While this has resulted in
substantial investment incencives in state-owned industry, it has
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1wl been mciemaful ipn lacveaalng prvoduat dvity  oa laps ov g

intainat lanal compel 1 luyeneca o hae 18 seanited in efficiant
upat yeam taport aubat ftut lon. implement at ion of fthe
pmluatization proagiam will comploment othe:r 1e7acms 1o caeal Ty

favinable conditlona foa poivate enteirn {aa.

fine of tha moat Aliect affacta of privat tzat lon will he augmant el
Treasul imcalptae from the aale of H0OK argeta. while it ia
fapiogalible to forssast the amountl of theage pianeads without
avaluat |lll,§ the inllvidual ont it leg, the ol ocandit fom of
Moraocn'a atala owned enteipilae poairt folio angyesta that they
will e mubstantial, indesd, am uwf December 11, 14989, the net
worth of privatizable SOEa atood al. b 14 blilion, with 19389
profita (after tax) of DHE 950 milllon. A Morocco'm argresmsnla
with the World Rank and TMF reaguire the doveirnment o radace
Govarnment. apending by 2 parcent of GOHEF in the Ffortheoming
budyetlary cycle, and as the Privatization Act at ipulatsea that all
mroceada from ascel galea will accrua to the Treasumry, the aale
of mtate-owned enteirprises will divectly transtate into reducad
borrowing amnd dabt sarvicae requirementa, with positive ahrt and
lopg-term macroeconomic effects,

2. Secondaxy and Textlary Effects of Privatization

The (nitial llat of 112 etate-owned entitles to bhe privatized
spans the entire range of the Govarnment's economic activities,
affecting over 3%,000 employ=ca in all reglons of tha country.
The diatribution of employmeni in state-owned enterprisea to he
privatized reflects the highly concentrated nature of Moroccu's
atate-owned sactor: roughly 60% is in the manufactured goods

. sectox, and 22% is. in -the banking and fginancial sector.

Privatization will have its smallest Impact on the country's
agricultural saector, where only three entities are scheduled ftor
privatization, employing Jjust over 400 1individuals and
contributing less than one-tenth of one percent of value added
in the sector.

Of the 112 S0Es to be privatized, 37 are hotels. Of the
remaining 75, 53 (or 71%t) posted operating profits in the year
ending December 31, 1989, with 22 (or 29%) posting losses. On
a sectoral basis, the banking and financial sector has
consistently out-performed every other sector of the economy,
with the industrial sector being the weakest. This pattern is
reflected in the country's national accounts, with the financial
sector being a net contributor to the Treasury, and the
industrial sector a net beneficiary of Treasury subsidies.

On zn aggregate basis, value-~added by firms to be privatized
exceeds 6% of Gross Domestic Product (GDP), with equity capital
in excess of US $ 1.8 billion. In the case of financial
institutions, privatizable state-owned enterprises account for
508 of total value-added in thae state-owned sector, and the
privatization of the deasignated state-owned banks and financial
institutions will reduce the state sector in these industries by
almost two-thirds.
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BaMed tona of the atate (wned sectm of almagat almilar wagnituide
are anticipaled in the haotel amdl cramei-ial eectsaa of the
BLOTHIWY - Ruen In those aac-imie wheia the agqgqirogai o simbeis ai e
wiat maa imp epaluve amd wheie ppivatizat lon will nodl ssanll o a
mAa jor vy aduct fon in thae numher of atate rwnad enlerpn faes (mining,

Lianaporl, aud gowsmunicat fone), lta affeta will nonalhelaeca he

maikad ad the anlmignlaea 1o he privatlzaen nften dominale the
asdctor or are cenlial 1o jt.

trivatizatlon of gtate ownsd enterpr irger will produce a var jely
of dirvect aml jon-divect costa amd henefita to the econamy.
rivatizatlion will aill but vemove the atale fiom bank ing,
vommerca And touriem, wiith the 1emaining atata aecior playing a
markadly diminlahad 10la jr the sconomy. While the dliedct {mpact
af privatization onagricultwre, tranapairt and communicat fone and
mining will ba lega Miamatle, thia ls somewhat mialeading aince
tha privatization of Gavernment. holding companiea will lead to
ma jor "aacondary”™ privatiastions, Six of the country'a selaven
largaat holding companiea ara included in the Uist of 50Fs
schadulad for immediate privatization. Together, these holding
companies own or operate over 100 douwunstiream HOEa  and
parastatala, Including ovar 50% of the equity of all state-nwned
antarprisen. With privatization of these holding companiea and
privatizationm of subajdiaries and croas-holdinga in other atata-
ownad flrma, as many ag 100 S50F-subaldiaries may be privatized
as a reasult of the privatization of the parent company.
Privatization of these entities will thus have a major effect on
the Moroccan economy, affecting almost half of the Government's
state-~owned enterprise portfolio.

Walle.dit is difficult to distinguish between the smployment
effects of privatization and those attributable to other factors,
a number of studjes by the World Bank, IIO and HMinistry of
Economic Affairs and Privatization suggest that direct and in-
direct labor displacement should be nominal in both the short-and
long~term. The privatization of all 112 privatizable SOEs is
expaected to result in initial labor displacement. of betwean 4-7
percent, with structural (i.e. long-term) displacement only
expacted in the sugar-processing industry. 1In large part this
is because almost two-thirds of the enterprises to be privatized
are in the manufactures sector, where value added is high, the
rate of return on investment is healthy and state-owned
enterprises are in generally good condition, with positive cash-
flows and positive net worth. Over-employment in the sector is
also negligible, as it is in the financial sector, the other
sector of the economy most directly affected by privatization.
The following is a brief summary of identifiable secondary and
tertiary impacts by sector:

a. JIndustrial/Sugar-Processing Sector

Of all the sectors affected by privatization, the
industrial sector, with its dominant sugar-processing
subsector, will experience the largest dislocations.
Moreover, in contrast to every other sector, these
dislocations will be of a structural nature, and permanent
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jJob lomses in excess of 5 percent are antioipated.
Bubstantial restructuring prior to privatization will aluso

b yequired, with mergers or liquidations (or both) in

order. Nonethaolens, the sugar nuboector an n whole ls
viable and 1s expoctad to w©how a profit after
ros turing. As a nat benefioclary of Treauury subsidles,

¥ 161" of ' the sugar-processing sector will have a
marked impact on the country's national accounts and

“5'glininate “‘one of the least efficlent and productive

cpmponents of the Government's publlic enterprime pcrifolio.

b.  Fipnancinl and Banking Sectox

Privatization of the 10 SOEs contalned in the financial and
banking sector, coupled with reform of Moroccc's financial
and capital markets, is expacted %o result in significant
medium-and long-term employment generation. Expansion of
the Casablanca Stock Exchanga is expacted to result in a 5-
fold increase in volume and 100-200 percent growth in
employment in investment banking, plucements and retail
marketing operations. Indeed, the major challenge facing
the Government and the banking industry will be responding
to the increased demand for trained banking and financial
services professionals. As gstate-owned enterprises are
privatized, thair successor entities will want to realize
a higher return on capital than at present. This will
require that Moroccan financial institutions be able to
provide tha necessary investor guidance. Increased demand
for credit, and the absence of Government loan guarantees,
will require that banks substantial increase their credit

.appraisal..operations and augment their loan avaluation

stafft.

In the short-term, the privatization process itself will
severely tax the expertise and capacity of Moroccan
tinancial institutions. Divesting hundreds of state-owned
onterprisee will be & monumental task, with fjust the
enterprise valuation process expacted to require thousands
of person-hours. As a conseguence, a irajor focus of the
privatization program must ba thne training of skilled
professionals. Ironically, privatization and growth in the
industyzy may result in some temporary dislocations as banks
shed unproductivs workers or those lacking the requisite
skills. This r.aay be particularly true in the case of the

* Bangue iHationale pour le Dévéloppement Economique, BNDE.

with its enmphasis on development bankirg, it 1is not
immediately apparent how this institutiorn will fit into the
country's banking system. As the BNDE seeks to become
competitive, it may seek to aeliminate its development
banking operations (and related personnel) and restructure.
These effects will net-out in the longer term as the Bank
expands its credit opcrations and staff.

c¢. Manufacturing Sector

In the manufacturing sector, privatization is also expected
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to produce negligible labor displacement while leading to
incrensad proflts in the sector, primarily due to abolition
of sole~source limitations and the ending of mwandated
prices. At present, state-~ownod enterprises ara frequently
required to buy solely from other state-~owned entoerprises,
in the classic statist aeconomic configuration.

Medium~ and long-term prospects for the manufacturing
sactor are excaellent. Waga rates are internationally
competitive and Morocco's geographical location make
transshipping and distribution easy. The sector has also
been a net contributor to the Treasury for a number oy
years, with Casablanca ranging among Africa's most powerful
industrial centers. The sectur 1is also predominantly
privately-owned, which explains the relatively muted impact
privatization will have. ©On the other hand, privatization
in other sectors of the economy will lead to growth in the
manufacturing sector and expansion and liberalization of
Morocco's financial and credit markets will do much to
allaviate a serious shortage of investment capital and
investment financing.

d. Agricultural Sector

In the case of the agricultural products market, state-
owned enterprises are forced to sell to the Government at
controlled prices, often far below the market rates. These
anti-competitive practices have been 1identified by the
World Bank and IMF as seriously compromising the financial
integrity of state-owned enterprises and militating against

- their economic.afficiency, and have directly resulted in

the underdevelopment of what should be highly competitive
sectors of the economy.

e. Hotel and Tourism Sector

In the case of the tourism and hotels industry, the
sacondary and tertiary effects of privatization will
predominate, and no immediate macroeconomic and sector
effects are anticipated. The mector does not receive any
subsidies from the Government, and Government involvement
in the sector is at a minimum. Consequently, the effects
of privatization will take time to materialize but are
nonetheless significant.

This is particularly true as concerns private investment in
the sector. Despite the fact that the majority of
international-quality hotels have been placed under
nanagement contracts, thereby becoming quasi-private
entities, over-staffing and a lack of foreign investment
continue to plague the sector. Furthermore, the fact that
the Government has ramained reluctant until recently to
sell outright its interest in hotele, preferring to lease
them to' foreign or Moroccan investors, has retarded
investment growth and resulted in comparably few high
quality hotels for a county the size of Morocco and of such
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This phenomena is evidenced by the preponderance of madium-
grade hotels in the Government portfolio. While to some
extent this repredents a conmclous attempt to diversircty the
q§gg%m§;qck base, it is more indicative of & dearth of
THYSILHEHE " 1n the hotel industry. ~ This con be diractly
related to the fact that management contrac.n are subject
to review and renewal of the Government and that in the
past contracte have been cancalell or not renewed for non-~
performance related reasons. Faced with uncertainty,
investors have been understandably reluctant to undertake
major capital improvements. Privatizing the hotel stock
will eliminate this problem and reassure foreign and
domestic investors. This consideration is made all the
more relevant and urgent given Morocco's heavy dependence
on tourism and the fact that tourism receipts from North
Americvans and Europeans have fallen precipitously in recent
years.

f£. Enerqy Sectoxr

Privatization in the enerqgy sector will most likely take
the form of the denationalization of the various petroleum-
distilling companies, and is not expected to result in any
notable changes in employment or backward- and forward-
linkage effects. Indirectly, however, denationalization
may result in increased investor confidence and renewed
interest on the part of international investors and
multinational companies in oil exploration. Any such
developnente,. hewaver, will bea conditional on a number of
other factors, most notably settlement of the Western
Sahara‘'s political status and would only accrue in the
long~-term.

3. Impact on Future Privatizations

USAID support at this time is vital if opposition to economic
reform is to be overconma and if the Government's other adjustment
policies are to succeed. The Government has been unequivocal
that this is just t.:a first phase of privatization. Other state-
owned enterprises rot on the first list of 112 are currently
being re~structured s a prelude to privatization, and others are
being merged or liquidated. However, the Government has also
been clear in stating that whether future privatizations will
occur depends to a large extent on the results of the current
privatization program, and on the availability of foreign
technical and financial acsistance.

ARG L

Though unquantifiable, these demonstration effects are of key
importance. ' In the face of considerable opposition the
Government has publicly embraced the sale of state-owned
enterprises and economic liberalization and made private sector
development the cornerstone of its economic and social policy.
USAID is intimately associated with these policies, aud the
Mission and US Government are well-known throughout the country
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as major proponents of the Privatization Law and privatization
procaess. If the privatization program succeeds, and it can with

~adaguate . suppoxt, economic reforms will continue and further

privatizations will occur. If it doosn't, or if USAID support
for privatization is seen as lacking or hesitant, the credibility
[ S n%png and USAID will be soverely damaged. As the
largent’ privatization project in Morocco, the Privatization
8egtor Assistance Program is uniquely well placed to assist the
Gov ent in ita aefforts and to demonastrate not only the
importance of privatization but the fact that it can work and
make a major difference.

D. BENEFICIARY ANALYSIS

Privatization Saector Assistance will accelerate and ingsure
implementation of the Government's privatization progran.
Expected impacts from implementation of the privatization program
and of benefits and beneficlaries are described in fuller detail
in the economic analysis. In summary, the beneficiaries of the
privatization program include the following:

--the private soctor as a whole which will have greater
resources made avallable to it as a raesult of a lessened
Government borrowing requirement because of privatization;

~=~individual investors which will have new opportunities to
place savings as a result of share offerings and
devalopment of the capital market;

--accounting firms and banks which will have new business
- @lnted to oompleting privatization transactions;

--~gonsumers which will benefit from lower prices, improved
gquality and greater diversification in availability of
goods and Bervices because of increased competition
throughout the economy as a result of privatization;

~=labor which will f£ind new opportunities in the financial
gector as privatization opens the way for further
development of financial services; tha employment
generating effects in the financial sector and in other
areas because of increased efficiency should more than
offzet labor displacement caused by privatization.

Possible unemployment effects of privatization programs t.ypically
generate great concern. The 112 entities to be privatized
provided employment in 1989 for 36,000 workers. Firms with major
overenployment problems and restructuring needs were not included
on the list of state-owned enterprises to be privatized, with the
excaption of the sugar mills where employment totals 6,000. The
privatization of all privatizable entities is expected to result
in initial displacement of between 4-7%, with structural, i.e.
long~-term displacement only expected in the sugar industry.

Even for those firms outside the sugar industry, privatization
and resulting change of ownership and management will likely
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result in some personnel shake-ups, shedding of less efficlent
operations, and thus gome dismimsalo. Given that blue collar
workeras outnumbar management and professionals employed in stata-
owned entorprises to be privatized, any nnemployment will likaoly
affaect production workers in greater rumbexrs. Local currency
count: Eﬁﬁg wlLl be available to daveiop retraining and other
progi or new skl11 development and employment creation in
cases where privatization restructurings result in substantial
unemployment. Thus, the overall levala of unemployment from
implementationjof the privatization program are expected to be
small.

Any short-term unemploymeni effacts will in the long-tarm be
outweighed by the employmont creation resulting from an improved
investment climate and overall efficlency gains. Privatization
will better the investment climate by removing the threat that
the state will pre-empt for itself certain areas of the economy.
It will open new arvas for private investment which were
previously *hought closed because of the dominance of state
owned-enterprises. It will signal that Morocco does endorse a
private sector development policy and will thereby help to
attract needed foreign investment. Such improvements in the
investment climate will indirectly result in higher levels of
investment, both domestic and foreign, with accompanying
increases in employment.

By incresasing the volume of stock shares available for purchase
and sale by the general public, privatization will promote the
development of the stock market and equity finance. In turn,
this additional means of financing for corporations will serve

. tedntxoduce greater campetition into financial markets and lower

the cost of financial intermediation with a resulting favorable
impact on levels of investment and job creation.

Lastly, improved management from private sector ownership will
serve to increase competition within the economy, as previously
stata-owned enterprises become more competitive suppliers to and
more demanding purchasers of inputs from other sectors of the
economy. Such increased efficiency will free resources for other
uses to the benefit of consumers and the productivity of the
aconomy as a whole.

E. ENVIRONMENTAL ANALYSIS

A3 a result of the potentially sericus environmental liabilities
asgociated with certain of the enterprises slated by the GOM for
privatization under this progcam and, yet, in recognition of the
only indirect effects of this A.I.D. program assistance on the
subsequent environmental performance of these firms, the PAIP for
this activity received a negative environmental threshold
decision from the Near East Bureau Environmental Ccordinator
pursuant to Sectlion 216.3(a)(2) of the Agency's Environmental
Regulations (mee PAIP Initial Environmental Examination and
Tarrant/Loken memo of 1/17/92 for further information on this
dacision). This ruling means, in effect, that despite real
environmental concerns regarding this activity, this A.I.D.
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praogram assistance intervention does not warrant tha completion
of a formal Environmental Asoessmnent, largely as reoult of the
naturae..and fogua of this pxoposed privatization asmsistance
program.

. .. Dempite. . hegative threshold daecision, the Mission is well
avare o e environmental concerns assoclated with certain of
the firmg that will be selected for privatizatlon assistance
uﬁ&or"”ﬁi’n ‘sctivity. For these reasons, thin: activity will
provide sufficient )funds to secure approp.iate short-term
environmental assistance services, to work with the other
activity advisory personnel on those enterprises selected for
UAID asslistance which are considered to be of priority
environmental concern, to recommend environmentally sound
practicas and procedures for the improved future private
management and operation of sald enterprises.

Key environmental inputs into the enterprise appraisal process
will include assessing the potential environmental liabilities
of a gilven enterprise, e.9g., environmental audits, and
recommending appropriate interventions for mnitigating those
liabilities, e.g., operational/energy efficlency improvements,
pollution prevention measures, "good housekeeping" techniques,
etc. These short~term environmental services will be obtained
through a Mission "buy-ia™ to the Near East Regional Project in
Development and the Environment (PRIDE Project), which will also
be providing similar short-term environmental services to several
other private sector-oriented Mission portfolio activities over
the same period.

. Nith:thim information, prospective private sector buyers will be
made aware of the potential environmental costs and berefits
associated with a given enterprise for consideration in their
greater enterprise financing, restructuring and management
deliberations. In addition, this USAID assistance program will
also be able to provide local currency financing for suitable
company-specific environmental equipment and/or additional
services for those improvements and mitigative measures which are
recommended by these environmental experts and agreed upon by the
new owners.

In this manner, the Mission will ensure that this activity is
conducted in an environmentally sound manner, consistent with all
salient Agency, Bureau and Mission policles and procedures.

IX. COORDIMATION WITH OTHER DONORS

In the past, the World Bank took the lead in improving the
management and operations of the public enterprise sector through
the Public Enterprise Rationalization Loans (PERL). Contract
management programs were developed for the national electricity,
potable water, irrigation, and railroad authorities under which
the authorities were provided increased autonomy for their own
management, perforxance targets set for self-financing, and
transfers from the state operating and investment budget limited.
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Inventory and snalysis of the entire state enterprise portfolio
was also complaetod thanks to World Bank assistance. The World
Bank is not, howaver, involvaed in the Government's privatization
program, save for conditionality elements in the Second
Structural Adjustment Loan on gsugar reference pricing and
ggggagigawpgmgigggnta to liberalize the domestic market for
sugar. o

The World Bank affiliate, the International Finance Corporation
(IFC) has assisted the Ministry of Economic Affairs and
Privatization prepare a first assessment of gtaffing and
financial needs to implement the privatization program. This
document was forwarded to all donors with a request for
assistance. Donor assistance thus far committed is in response
to the needs and framework provided by this report. The IFC is
also proposing to serve as an investment banker for certain
privatizations, but this would be on a fee and commission basis,
The International Monetary Fund has a substantial interest in the
progress of the privatization program, since revenue thereby
¢genarated for the Government budget would reduce public sector
borrowing requirements.

The United Nations Development Program, the European Economic
Communit¥, arnd two other bilateral donors -~ Germany and Japan
are putting into place technical assistance to help the Ministry
of Economic Affairs and Privatization implement the privatization
program, The kinds and levels of assistance offered are
described under Section VIII Institutional Analysis.

The USAID/Morocco Privatization Sector Assistance will be the
laxgast -mglo donor progru for privatization. While the UNDP
wiil be taking the lead in insuring t.at staff capabilities are
adegquate within the MEAP for implementing the privatization
program, USAID will be the lead, if not the only, donor in
providing incentives for implementation and resources to cover
local currency costs of implementation.
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nuthorizing the teansfer of public enteiprlses to the private sector

Preamble

Speech delivered by His Majesty King Hassan Il on the
accasion of the opening of the sprlmy 1evslon of ihe
Chamber of Hepresentatives on 8 Apeil 1988,

“Praise bo to God, may the prayer and the blessing be
on the Prophet, His Family, and His Companiona,

Mistice President of the Chamber of Representatives,
honarable doputics,

As We promiscd during the month of October, tday
we mect for the opening of the spring sessionr of your
honorable assembly. In addition to My constitutional
dutics, We would have you know, sirs, that Qur
prescnce among you is also explained by the feclings
of fondncss and csteem that We hold for all those
who represent Qur peopile, who are so dear to all of us,

The specch that We will address to you (oday s, like
previous oncs, an advisory speech, consequently, ft
should not be regarded as a Royal message o Parlia-
ment as provided in the Constitutlon. The latter, as
you know, is not subject 10 debate, The present speech
is rather a set of views~guidelines and options—that
We propose to you in the hope that they may be a
rcal motivation for your imagination and your patri-

otlsm to undertake thc ncoessary effort 50 that we”

may, together, build our cconomy and our socicly on
bases obtaining everyonc’s support, bascs consistent
with logic and with rcality.

We have alicady, in many of Our specches and
Ditectives, talked about the role assigned (o the public
and the private sectors in the development and the
expansion of the nation’s economy and the need for the
State to renounce, in favor of the private sector, some
enterpriscs for which nothing justifics keeping their
state character. We wish to return to this question to talk
10 you fully about the rcasons which have dictaicd the
policy choice that We have decided to carry out in
this ficld, about their cxpecied results, and the mcans
that We expect to usc to apply Our policy, in accor-
dance with the objectives that We have laid out.

The decision to transfer to the private sector an
important part of the industrial and commercial acti-
vities now assumed by the State or by its public enter-
prises, does not stem [rom shortsightedness nor from
an alignment on widely-held idess. It is born from a
conception concerned with long-term objectives, taking

State’s renhuncintion of le role ln seovive of the country's
development, Un the contiary, it teads 1o relnvigolate
the Marocean econamy, (o hetler the citizcns’ standsid
of living, o promole the pation’s cconomy in giviog,
all posslble chances 10 now gencratlons of clilzens,
opening for thein access 10 enticprencualal teaponsi-
billtles, and 1o allow Moroco to participato much
mor2 widely in Intornational trade,

To delimit the motivations for tha palicy that we wish
10 carry out in this domain, it is advisable to recall
the circumstances which prevailed at the creation, in
our country, of the public scctor,

Alter ro.overing Uts independence and dts full and
entire “overeignty, Moroad devored itsclf w restoring
to e people the forcign firms with which colonialism
had filled the Kingdom, Weakened under the colonial
grip, the nation's private scclor barcly had the
possibility to develop snd to prosper nd, therclore,
found iuscif unablo to ake over. Thus, the Siaic was
obliged 1o take things under control, which It did by
using different proccdures, in particular, the crestion
of public enterprises destined to succced the foreign
coterprises, on the onc hand and conceived 0 lake
carc of other scctors, on the other hand, it being
cssential, at that time, to satisfy the necds of the
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No one can denigrate the policy followed by the State
at that period of our history. National intercst required
it. Rather, it is our duty 10 honot all the artisans of this

reconquest by Morooso of it economic sovedeigaty.: <

But, it is in tho very messure that this policy. bes
borne fruit that we are (oday able to pass (o another
stage in scarching for new means of development from
all available systems—means that are better adapted to
the modern world—mobilizing to these ends, notonly the
public power and its scrvants, but all the strengths of
initiative and invention which are immense resources
of the Moroccan pcopie.

In reviewing grounds which have led to the privatiza-
tion of firms once hcld by the State, primarily we note
financial reasons which are so cvident that they are
the first to be noticed. In this case, it is a matter of casing
thesirainon thestate budget of supporting publkcnlu-
priscs; certainly not all public enterprises show a deficit,
many of thcm are in a state 0 unllbl'i _or orafi.
Wi -y e 8
But, nothing lcss than almost ten pcroent of the public

past, preseni; and future data about.he. MOroocan -~ operating ©¢-

cconomy into account,

This'decision docs not aim at—as we will see further—

subsidies of the public sector. No one can question '

that applying this budgeted levy to other purposcs

o

I

would be more benelicial fofbe. ““Emmpwwmw

a reduction In general budge:ary expenditures or the  nation.
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that, I8 not particsdar to Motoco even thowgh it s
widespread here, 1 ds o gquestion of the prolifeition
of subsidiatics of publi. coterprises, many of which
are not necessary or cven uselud and of the concern of
thesa floma of panticipating -more or lexsln many
peojects, which has ted to an exceszive and unjustified
expansion of the public scctor,

‘I theso [grounds] must ba added the public sectors
managomenterrorsandstructuraldefects, wheve reapon-
sibilltics are not always Clearly defined, One may note
confusion botween management taska and those of
vontrol; scuounting rules arc badly adapted and imper-
fcctly applicd.

Thercfore, wo arc bound to use all our clforts to
redress tho situation and 1o restructure the public
cnterprises, whether those that will remain in the
hands of the Statc or those that will be privatized,

The enterpriscs that will be handed over 1o tho pil
vate scctor are not less subject to this restructuring
beeauso thelr attraction for private entreprencurs will
be even greater onco they arc In better shape.

It is advisable (0 siress here that public enterprises
are considered o be a reliable ool in an economy that
is not very complex and that is not very open to the
outside. Among other tasks, ihey should case the mea-
syres and procedurces for the transition to an cconomy

sectos tetugned o the private economy

We ate convineed that the aperations of privatizntion
can be a uniue oppodtunity for a fabric of small- and
medium sized flims 1o multiply in tha apaces botween
the private concentrations and the public enterprises,
which firma, &y proven by the expericnce of other
counlries, are Indsponsable for. the strength of the
economy and for soulsd equitihyium,

In sddition 10 thesa aations! objoctives aloul which
we have talked to you in detail, wo must not lose
sight that the keover by ths private secior of some
public enterprizes aims at (wo other objectives: the
consolidation of regionatization and the concein o
glve the Moroccan economy the chance for a greater
opening on the wotld coconomy.

HNo one can be unaware of the intercst that we have for
the regionalization policy being pursucd in all domains.
We will henelit from the State's giving up some public
cnierpriscs 1o steadfastly follow this policy. In this
respect, we miay decide that for some privatised enter-
prises, priority will be reserved for perions Or groups
belonging 10 the regions where the company scat or
its subsidiarics arc located. In this way, the regional
cconomy will become Invigorated and the region’s
inhabitants will, by means of cmployment and by
access o goods and scrvices produced by the firm, tic
the links of regional solidarity morc strongly. Thus, the
region, in addition o its administrative existcnce, will

that is less simplo and fcss faward looking.That wat -+ inerooss fts requisito cosuoaicites, ColRENIMEIMENn

their role in Morocco in many scctors of the cconomy.

In a modern-type cconomy linked to international
trade, wo need~in all sectors where the aceds of public
scrvice do not require state intctvention—private enter-
priscs operating under the rules of the market, flexibly
managed, and constantly adapting, under the responsi-
bility of men committed 10 the benefits of success and
the risks of failurc,

Thanks be to God, Morocco is bicssed with consider-
ablc asscts to allow {isclf such an economic policy. In
effect, Moroccans have an aptitude for saving. In proof
of that, our compatriots, working abroad, constantly
look to their country and contribute regularly to the
nation’s wealth, for the same reason as their fellow
Cilizens remaining on their native soil.

Moroccans are enterprising and very oficn aspire to
become entreprencurs on their own scale. Therefore,
we have the duty to encourage such aspirations: poten-
tial eatreprencurs must not focl themselves locked into
an economy to which their access is barred either by pri-

...Yate concentrations of capital or by public en’crprises.

We will only altain the hoped-for objective by mobili-
zing ‘cvery mceans to be able 10 guaranice success:

better |raining for young people, ah” appropriaie

trade, we all know that the cra of purcly national <cono-
mics is past, economic prosperity in all countrics of the
world is linkcd 1o the trade flows that tie them Lo the
world oconomy. Expericnce shows (hat ia sovaloping
cxports, firms play a role of initiative and conquest.

For its pant, Morocco has exeried some pralseworthy
cfforts, justly known and appreciated by all, 10 develop
its cconomy. Thesc cflorts bode well for a prosperous
future attracting investors from different parts of the
world.

Of course, it is not a question of risking foreign
mceddling in cconomic affairs. But, at the moment that
cven autarchic coconomics are secking foreign capital,
there is no question of Morocoo’s neglecting the
chances offercd it by the international market.

“Independent but open”, should be our motto, in this
phase of our economic evolution. We should, on this
point, stress that our privatization policy must nat be
lelt 10 theoretical Jogic ar-A0-the:

stances, it must fit into a global vision that takes into
account. social (aCiOmBJSRAL.B0 . ORSEAR
omitting. [ would like to mention here two particularly
|mponam ones: the first concerns employment which
is, for Morocw K. for olhcr wunu'm a ma
CoRcern. wnpenmibapuns ‘
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seinvigorating the Morsoccan economy, $hms, fis natural
eifect should be to favar the cieation of aew jobs, bt
these effects cannol bhe bmmedinte well to the contiuy,
It may happen that for one sector o apother, in one
tegion of apother, at one Uma or another, the opera-
tion of privatization may, il lel alone, temporagily
generate redundancies which would not be himmediately
compansated by the oller of new joba.

That iz a given which must ba taken lato acconnd
cither hy postponing privatizatlons or by setting, az a
wondition for the litw's buyers, the commitment to
keep the current personnel,

‘The tecond social factor which muist be considered
concerny tho need to avold that the operations of
ceding public caterprises (o the private sector could
be a canse of intensifying the concentration of wealth
and an opportunity for new monopolizations by the
powerful and the very wealthy.

The goal sought through the planned opcration is 10
give chances to some new men: to open for them the
doors of rcsponsibility, chances, and risks [and] 10
bring together conditions favorable for workers, savers,
and cntreprencurs ta benefit from their shares in the
cconomic development of which they are the artisans,

We will only reach our objectives if we adapt
{privatization’s] legal framework to the policy that we
have adoptcd, to assurc it full success and to go beyond

the status of & project into somothing Histe concreld* W8T Succebalng. This referd 1o tho OHPERN

The Constitution confers on the legislature legal compe-

tence concerning the transfers from the public sector o0
the private scctor and the definition of rules and proce-
dures t0 be implemented 30 that the operation can be
carried out in accordance with the general interest. The
Legislature should, beforchand, take a census of public
enlerprises which may not be ocded to the private sector
cither because they provide essential public services in
non-competitive secters or because they are vital for
thenation's cconomy and that the general interest postu-
lates their retention in the hands of the public power.

The law should also fix the procedure for evaluating
the public enterprises to be privatized, so that the
State may reccive a corvect price. The evaluation must
be confided to a competent and independent organi-
zation able to implement standard evaluation methods
for the sale of firms. If there is compelition among
potential buyers, the choice among them must show
no favoritism, but should take account of factors which
we have previously stressed, namely consolidation of
reglonalization, employment safeguards, and opposi-
lion to the monopolization of economic projects.

o IS H ) AR GATE S ks P
One of the law’s most important provisions must be
to interdict the extcnsion of the public sccior by the
creation of new public enterprises or of subsidiaries of
existing ones [and] to interdict the extension of public

INES, tacept dlop g cessiiie s ssemnnng oy
unforcseen cigenmstances nswh e eptional cases, the
decislon must he taken ar the higheat level of the Stale,

b these tegistative dispositinns shonht s added andil
lary moasuros 10 cosble the succest of the new policy
for which we Intead (0 lay the foundations, In partioi
lar, thiz sefers 1o restmactnring pubttc enferprises, those
that will remain [n atate hands o \vell a3 those that
will bo privatlzed; creating an organiration of sucount-
ants and avditons called to contyibuta 10 the impiove-
ment of managament of cconomic enteeprisza; Introdu-
cing reforms fn the Stock kixchange systcm, In the faws
governing fitms, in the system of taxes on shares; snd
examining the problem of tho welcome (o give to foreign
capitalin the double conccrn of prescaving tho countiy’s
indcpendence and of opeiing onto the world cconomy
as a mcans of building a muadern national econany.

Ihe task program, for which We have outlined the
salient aspects and which the legislature, the govern-
ment, and the administration, cach for its own part,
should shorily put Into practice, may appear ambitious,
Indocd, it is, sinco ft truly constitutes the refloction of
the aspirations of our people {a difforcnt domalng, Wo
are ccrialn that {8 schicvement roquires ticmendous
cfforts, calls for mcasurcs in different fickds and rigor-
ous work methods—in some respecis revolutionary-to
attain the desired objective and to overcome obstacles.

We would like, in this regard. to cali attention to an
obs(acl could stand jn ouz W !

ments which composc our program which must rcmaln
compact throughout j1s exccution. The dispersion covid
occur through cither prematurc or tardy measurcs—thus,
irrespeciiverof tho cslondar they should I Istg~or~
when a government department takes some measure
within its prepogatives without worrying cithes about
Its cohcrence with respect 10 measures taken by others
or about the overall program design.

To avoid such crrors, it is important to creale a special
organization, composed of highly qualificd experts,
which will have the task of piloting the privatization
program from beginning to end. It will have to assure,
with all due authority, the coherence and, thus, the
success of the entire program.

It may be that this requirement disturbs habits and
arouscs susceptibilitics, but it corresponds to a priority
nced in the gencral interest which we place above any
other consideration,

» \
In closing, wz mention o LS e Riitton ™

namcly the agricultural sector. We have in mind, at this
time, thet4ho §

the private sector. The takeover by the State, for some
time, of the recovered lands, constituted a necessary
phasc for, Moroccanizing, main ,
the exploitation of those lands. At prescm new consi-
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dee the human elenen “the Morocean citisen, who is
cid, dalrvoyant, ieady to assume his responsibllitics,
and to safegoad his interests Thas, it is now possible
1o transfes certain state agriontingal lands 1o the private
sccion, under conditions and commitments which We
will later announce, so that the fellahs, bonellciasics of
the state Lants sy work towageds boosting, the ecop
omy alongalde thosezeaponsiblafor the privatizeed flems

Theso are, honorable deputics, the saliont aspects of
the policy which We have resolved to underiake. We
have sullicicntly sct out the imotives, the goals to attain,
the meanms (o cany out, and the nedcded measures to
overcome the obstacles,

We pray God to grant Us His support and 10 help us
to achieve the grandeur and the glory of the Frtherland
and the well-being of the citizens. ‘Ib the prayer of his
servants, the All-Mighty responds gencrously”

Article 1. In application of Article 43 of the Consti-
tution the following will bo transferred from the public
sector to the private scctor during a period not to
exceed 3 December 1995

1° The owncrship of interests in the companics,
shown in “Tible I anncxed to the prescat law,
held by the State, by public cstablishments, by
companics in which the Stajo holds ail the ;api-
tal, or by companies holding public concessions;

2° The ownership of hotel establishments, shown
in Table Il annexed to the present law, belong-
ing cntirely to the State or to public establish-
ments.

Article 2, The exccution of these transfers and of the
operations which arc complementary or a nccessary
accompaniment will be assured by a minister assisted
by an interministerial commission which he presides,
called ““Transfer Commission.”

This commission will bc made up of five members
nominated by Dahir and chosen on the basis of their
competence in cconomic, financial, and social matters.

On a temporary or a permanent basis, it may call on,
& cxpert consultants, any person or organization
whose help appears uscful to it

1
The powers of the Minister charged with excculing

the transfers and the operating conditions of the’

Transrer Commission are laid down b decrec.

andnde o Y-

Article 3. The operations taken to carry out the
transfers intended in Article 1 above are decided by

decree made on the proposition .of - the Ministey--

charged with exccuting the transfers.

[IOTC LRI VRO ETTORIN
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are carcied out cither by (olowing the procedutea of
the financial market o by dsening tendegs, o by
combining the two nethods

Nevarihelass, 10 reach the objetives lnlended n
Article 3-2 balow, the Ministee charged with executing
the transfers, after w concareing opinion of the Nans
fer Commission, may procenst (o tha privata aale to
one 10 several purchasem chosen on the basis of these
objectives, If necessary allowing thiem 0 benefit from
priotities or advantages Intended In aald Anticla 5 2.

Article 5. Within a poried of six eonths from the date
of publication of the psesent law (n the Official
illetin, tha government is cnabled, in the conditions
fotescen In Aiticle 44 of the Constitution:

1) "o fix for the transfeis:

the rules for cvaluating the pattimany trans.
ferred and for determining the sale price;

— the composition and the powens of the organ-
ization charged with the gvaluation, whote cor-
petence and independence must be assured,

=~ the legal and financial mades of ransfer for
all their forms and the payment conditions,

~ exceptional arrangements that may pmslhly be
N 0 the wransler of mi qsnag
ing ¢ case thal the transl m
somc specific difliculties;

= the tax scheme appllcablc lo lhc lransrcrs.
2) ‘Do define the means aocordmg 1o which, alter
opinion of the organization charged with the
evaluation, a priority or an advantagcous (reat-
ment may be assured to certain possible
purchasers in considcration of one or scveral
of the following objectives:

- access of new social categories to the owner-
ship of firms and the fight against monopolics;

- develepment and reinforcement of regional
economics;

- protection of employment.

The decrees taken in carrying out the present arlicle

will be submitted to the ratification of the Chamber
of Représéntatives within a period of‘“!%‘

lowing the publmhon 0[ lhe last of them in the

Article 6. On the occasion of the transfers in carrying

--gut Article 1-of the prossat.aw,.ihe
with exccuting the transfers may decide that no

TR P N AR,
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sluvees that may be acquired by forelgn individuals or
fcgal entitics or by those uader foreign control, (n
order to, Il neeessary, protect national intcrests as woll
as tho rules designed, rr. otder 1o moct 1o samo goals,
to avold subscuent transfers to foreign hands,

"

\Anlclo 7. On tho occasion of the transters intended In
Article 1 abave, an Interest may be proposcd 1o the

TAUBLE b Moldings of the Btate and of public enlezpriser

(-
b

cxception of those whose creation 5 n matter for the
law, no cication of & subsidingy 01 a second-degree
subsidiary of a public enterprisc, and no taking of
sheres by a public cnterprise in & private entorprise,
may tako plece, under penshty of noility, without the
authosfration given by decroo takon on the proposition
of the Minister charged with exccuting tho transfors
and preceded by a preamblo,

1 < Diversa holdings of the Stote and of public enterprises

Company naine

Aclivity

Ranch Adarouch
Sociéié nationale pour le développement de I'élevage (SNDE)

Compegnie marocaine de commercialisalion des produits sgricoles (COMAPRA)
Sociéié nationalo de commerciatisation des semences (SO.NALCO.S.)
Compagnle marucaing de gestion des aploitstions agricoles (COMAGRI)

Livestock raising =
Livestock ralslng -

Cotton marketing
Seedd marketing _
Livestock raising -

Banque marocsine du commerce extéricur (3.M.C.IL) Rank _
Banque astionale pour le développement €conomigue (5.N.D.E.) Bank -
Crtdit immnbitier et hotelier (C.1.H.) Bank =
Société natlonale d'investissement (S.N.1) Investment promotion =
jue centrale populaire (B.C.P) Bank —
Coaplcae texiile de Fos (COTEF) Rextile industry
The general tire and rubber Cle. (Gerenl Tire) Tire industry -
4 Socidis dos lndustries mioaslgues ¢ do R Vg v e MMM . A O
Sockté marocaine do construction sutomotdle (SOMACA) Vehicte sseembly -
Socléié natioatle de farine siimentaire de poisson (SONAFAP) Flshowal manufacturing -
Soci€ié natlonale de sidérurgie (SONASID) Steel manulaciuring -
Sucrerie de Déni-Mcilat (SUBM) Sugar industry -
Sucrerie milinerie de Voricntal (SUCRAFOR) Manufacturing and refining sugar -
Sucrerie raffiserie de canne de Lowkkos (SUCRAL) Manufactérng and refinbig soger ' - _
Sucreric nationale de Beht (SUNAB) Manufacturing and reflining sugar ™
. Sucreric natioaule de betterave de Loukioe (SUNABEL) Manulag il relining sugat
' Sucrerie naticnale de canne de Sebou (SUNACAS) Mmmm :ﬁmm g B
Sucrerie nationale du Gharb (SUNAG) Manulscturing snd refining sugar =
Sucrerie nationale du Thdla (SUNAT) Manulscturing and refining sugar
Sucrerie raflinetic de canne du Gharb (SURAC) Manu(acturing and refining sugar -
Sucrerie mfflinerie du Tadla (SUTA) Manufacturing and refining sugar
Compagnis de transports du Maroc-lignes nationsics (CTM-LN) Road transport
Compagnic immobilidre et foncikre marocaine (CIFM) Property promotion ard management
Socié1é chérifienne de distribution et de presse (SOCHEPRESS) Newspaper distribution
Société nationale des 1élécommunications (SNT) Telecommunications -
K
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Jmlustiict Cinenterbe de FOrlemal (CIOR)
Fatampage, malilsange et forgesgs Y&XIMM'“OR)
Industeln bunneteria de is valide (IBOVAL)
Indunteie cotonnitee de Oned Zem (10°07)
Indida véeuements (JAIIVHT)

Manulaciuis srabe des prodults en cule (MAPROCC)
oA Indwiriclie d'sppareillages dectroméeaniques (MODULEC)
Sociétd intesantionale d'industtle ey d'ingénleia (831)

Salamco veiements conlectionnéds (JALAMCO)
Scitat filature (SETALIL)

Saciétd Induairielle de vanlection du cedlre (SICOCHNTRE)
Socitd industrielie do conleciion de Fés (SICOETY)

Socié16 induatriclle 92 confection de Maknde (SICOMD)
Société Indusirielte des conscrves de 'Orlental (SICOR)
Sacléte nationale d'électrolyse ef de péiruchimio (SNILP)

Roclérd des dérivés du sucte (SODERS)

Socié1€ de translormation de mélasse du Gharh (SOTRAMILG)

Vétements du Noed (VIHIINORD)

2- Calsse de Celivlose Ju Maroc
dépt ct de Compagnie générale immobitizre (COI)

geation Compagnie Nord Alricaine et intercontinentale d'sssursnces (CNIA)

Matoc-tourist
Saciild centrale de réassurances (SCR)

Socléié de flnancement des achals A erédit (SOFAC.CREDIT)
Société d'équipement domeatiquo et ménsger (EQDOM)

3 Bureau do Compagnie de Tifnout et Tighanimine (CTT)
recherches et Socléié métallurgique ¢'Imiter (SMI)

de participas  Soclélé anonyme chérifienne d'éludes minitres (SACEM)
‘hons mintirea  Soclété anonyme d'entreprises minitres (SAMINE)
Sociélé commerciale de charbon ¢t wis (SOCOCHARIO)

Société minidre de Dougaller

4. Soclhe Compagnic marocaine des hydrocarbures
nationale des  Socidié - )
produits Socléd m (MOBILY 774
pétroliers Sociét¢ Total-Maroc (TOTAL)
Société péiroles du Maghreb (PETROM)
Société Pélrom-Gaz
Société Dragon-Gax
Société marocaine de stockage (SOMAS)

3. Diveze Sociéié des londerics de plomb de Zellidja (FRZ)
cnlerprises Sociéié chérifiennc de matérich indusiriel 21 fesrovisise S(-g
Soci#té de finsncement et participation commercisle (SOF10OM)

6- Office chérifien Société marocaine des [entilisante (FERTIMA)
des phosphates

1 |

Cemuent manulactudiog (Ovjida)
Tndustcial foumdry (Sald)
Clothing industey (3al8)

C'otton weaving

Clothing industry -

Bhoa manufaciuting (Casablanca)
Equlpment manulsciuring
Compuler manufacivting (Rabat)
Clothing Industry

Cotlon weaving

Chothing fndustry (Rabst)
Clothing Industty (Fex

Clothlug Industry (Mecknes)
Canned foode (Berkane)
Chemical industry (Mohammextis)
Yeast manulaciuring (Fex

Alcohol manufacturing (Sidi Allal Thef)

Clothing Industry (Tétuan)

Paper putp manulaciuzing (Sidi Yahyn du Gharb)

Property promotion {Rabat)
Insurance (Cawsbiinca)
Tourism and hotel promotion
Insuranie (Casablancs)
Consutier fllaancs (Casablancs
Consumer flnanoo (Lasablance

Mining /k{rsout)

Mining (Imiter)

Reacarch contultancy (Rabat)
Mining

Coal mining and distrtibution (Rabat)

Mining
Distribution of petroleums products

Distribution of peuolewm produsis
Diselbution

Distribution of petrolesm products
Distribution of petrolesm products
D;’Il" [ d 4 % L] | 4 d “
Distribution of petrolcum products
Storsge of peimlyweisns riducts
Lead proccssing

w:' sock qu@twnl

Fertilizer pecking and distribution

lmﬁmv

TABLE Il : Hotels entirely owned by the State or by publlic enlerprises

Name of the hotel Cly Name of the hotel Chy
Hotel Malabata Tanger Hotel Sidi Lahoen Lyoussi Sefrou
Hote! Casablanca Casablanca Hotel les Amandiers D(raoul
Hotel ics Méninides Fis Hétel Royal . Tan Tn
Hotel Risd Lamache Hotel Transatlantique Casablancs
ﬂmd de la Tour Haszan Ratat Hotel Transatlantique . Mcknés
6tel Saghro Tinerhir Horel Terminus Qujda
Hoétel Tinsouline Zagora Ho! -1 des lles Essaouins
Hoétel les Almoravides Marmakech Hotel Volubilis Fes
Holel Asmas Wi, Chelchaouen Hotel Poubkal R o L
Héiel In Rose du Dsdte’ " F1.Kclts M'Goina Hotet rl:ufu &’W’m RIAYSETY RIS T
Hotel Zalagh Fes Hoétel Ouzoud Béni-Mellal
Hied Friowalo... . oo BB v, o cirsrsm et JHOUE, o Suacaante
Hole! Al Massira " Oujda ’ oo el comapmrim RIS
Hotel Az-Zayani Khénifra Hotet N'Fis -+ Marrakech
Hotel Doukkala El Jadids Holel Sidi Harazem F&s (Sidi Harazem)
Howel Azghoc Ouarazate e serimensmt gy ey, FIO0G1 Basca
Hotel Madayoq Boulmane du Dadts ™" """ el Onksfineden "
Hdrel Ibn Toumert Tliovine Hote! Splendid Sidi Slimane
Hoted Theik Tanger .

C iy e s e s e L e e e e
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LIST

A, LARGH ENTREPRISES: 19

OF PRIVATIZABLE ENTREPRISES
ACCORDING TO THREIR SIZB

1
H

BCP ICOZ =
BMCE SCR -
BNDE SHELL-TEXACO =
CELUMA SNEP =
CIH SNI .
CIOR SOMIFER [
CMH SONASID 8
CNIA SUNABEL -
COTEFP SUNAG B
FERTIMA -
B. REGULAR ENTREPRISES: 33 -
CaGl SOCHEPRESS =
CIFM SOCOCHARBO
COMAGRI SOFAC-CREDIT =
COMAPRA SOFICOM -
FPZELLIDJA SONACOS -
GENERAL TI/RE SUBM -
MAROTOUR. SUCRAFOR ot gt
MOBIL SUCRAL .
PETROM-GAZ SUNAB . . - ... -
SAMINE SUNACAS :
SCIF SUNAT .
SICOME SURAC
SIMEF SUTA
SMI TOTAL-MAROC -
SNDE -
C. SMALL ENTREPRISES: 22 :
C3M SACEM -
CHELCO SALAMCOU e 2
CTT SETAFIL -
DRAGON SICOGCENT . . =
ESMAFOR SICOFES : i -«-’.ﬁmﬂna‘maw_
IBOVAL SICOR . -

* JADIVET e ORRAY e g smpgonWth
MAPROC SODERS -
MODULEC SONAFAP , L
RANCH ADAROUCH SOTRAMEG =~ " " e
S3I XEINORD -+ ARV G g
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COMPANY NAMH YHAR OV crry rPUNMC NIT TURHN- NKT
CREATION SHCTOR WORTTH OVEIRL PROBIT  FORCI-
SHARN =
=
llmqw ocnlraln popuisito 1961 Casablance 8138 23042 2706 1337 T =
v du  caddsions 1939 Canablanca MM 914 M3 1148 2504 —
Ilnaquo nstionale pour lo développement boonombque 1939 Habat 4983 6183 3184 Feb] 197 =_
Cellukan du Margo 1912 Rabat AT 407.0 610.0 1on 3 500 —
Clineatecin da F'Qlontal e Ovjda 8522 033 630.3 44 609
Compagnie srabo des machincs outils A evitaug 1962 Fa 34 133 1048 26 62=
Compegnie do Tifaout ¢t Tighaniming 1930 Casabianca +*%.97 87 49 " 43
Compagnie do iranaports du Maroc-lignes nationsles 1919 Casablsnca 26.06 3.7 1517 8 820
Compaegnie généralo immobilitie 1960 Rabet 100,00 ©7 1194 63 gy =
Compagnie immobilitre et foncitse matocaine 1930 Canaliisnca ML 43.) N2 k8§ 493 —
Compagnic marocaing do commercialintion dos produita sgriooles 1962 Rabat 994 ”7 7700 203 1M4 jm
Compagnie marocaine da gealion Jes exphoitations agricoles 1963 Rabat 10000 7.3 ns 23 w9
Compagnie marocslne des hydrocarbures 1976 Casablanca 3000 8.1 13285 127 186 -
Compagnie Nord Alricaine et inleroonti bo d' 1949 Castablanca 3999 11380 1924 =204 37 -
Com r-lena textilo de Fis 1967 Fex .22 17.7 U4 920 1489 ——
Cotdit immobilicr et hotelier 1919 Caaablanca 5958 997.1 12110 8 M1 =
Estampege. matriseage ot {orgeage 1967 Sals 4192 146 0.0 -20 13-
Gencral tire and rubter Cic. 1938 Casablanca 3238 61.7 3841 174 38 .
Industrio bonncterie de la valibe 1963 Sal 33.00 47 126 -0.1 2% _
Industrie ocotonnitre de Oved Zem 1974 Qued Zem 96.06 182.9 3334 161 979
Jadida vetements 1983 E) Jadidn 6662 23 o 44 300
Manulacture arabe des produits en cuir 1983 Canbianca 64.27 5 235 -3 310 =
Maroc-tourist 1961 Rabat 10000 127 993 11 654 =
Ranch Adarouch 1%62 Rabat 5000 119 82 16 130 .
Salamoo wiemenis confectionnés 1983 Settat 3100 03 73 33 330 -
Settat (listuro 1987 Scttat 33.00 7.0 324 144 214 =
SocK1é snoayme chérilicnne d'¢ludes minikres 1929 Casablanca 4301 (A8 70 24 330 =
Soctété anonyme d'entreprises minitres 1961 Rabat 56.66 48.4 1213 32 390 —
Souiété centrale de réassurances 1960 Casablanca 9400 13866 3593 49 195 ©
Société Chellah conlections 1961 Rabat 32.00 133 207 37 680 =
Sockté chérificnne de distribution ct de presse 1949 Casablanca 3s.00 19.2 1217 26 84
Socierd chérilicane de masérict industried et (erroviei 1946 Cansblanca rnd3.6) 36 a2 19 619 —
Société commerciale de charbon et bois Rabat 98.20 413 M-l s 140 202
Socit1é de financement dos achats & Caaal §.14
Socifté de Manotwent ef participatiol W’W‘M Coabiblank "Ry i WMW‘WM:
Sockié de { joa de mélasse du Gharb 1978 Sidi Allal Tazi 7310 67 247 67
Sociéie des dérivis du sucre m Fex 35.60 3 636 2.7 137 _
Société des fomderics de plomb de Zellidie | 1943 Oujda »6H 1018 4168 416 k4
Socié1¢ des indusirics mécaniques et éheciriques de Fes 1974 Fez 99.98 414 821 0.1 485 .
Socitié Dragon-Gaz PRI | . ] Cusabisaca QY 7 SUISTR K SUREVRST 1 F ST V| [
Sociée d'équipement domestique et mévugcr 1974 Casablanca 41.16 2532 81.0 IBS | Pl
Sociti¢ indusinelic de conlecuion de Fes 1974 Fa 3833 151 133 806
Socité indwirielis de confoction de Mekads EARERAN | - N WAL L 2 18 A TR @giye_m_ S5 908
Société industriclie de confoction du ocatre 1982 Sajé 20.00 19 80 13 434 _
Sockté Industriclic des conserves de I'Oricntal 1974 Berkare 46.05 91 121 A1z - 3200 —
Sociié industriclie d'spparcillages ¢iectromécaniques 1960 Saié¢ 47.09 -126 8.4 -10 40
Soviié intemationale d'industne et d'ingénitnie 1981 Rabat k28 44 187 0.1 W =
Socitid marocnine de construction automobike 1959 Casablanca 4231 1.0 198.6 9.5 928
Sociéié marocaine de stockage 1974 Casablanca 84.45 658 0.6 18 3
Sociéié marocaine des fertilisants 1972 Casablanca 100.00 2122 8421 14.2 930
Société métallurgique d'lmiter 1961 Rabat 69.60 1983 1658 39 459 =
Sociéi4 minidre de Bougafler 1955 Casabianca 5.2 2144 2156 175 A9
Soxiété Mobil Oll-Mame 1923 Casablanca 50.00 1207 21848 2.4 198 -
Société nationale de commercialisation des semences 1975 Rabat 99.99 7 3748 50 146 _
Kxidté nationale de farine alimentaire de pomson 1963 Agadir 96.28 54 24.7 -30 70,
Société nationale de sidérurgic 1972 Rabat 100.00 910.7 1507.% 953 588
‘Société nationale des 1élécommunications 1964 Rabat 100.00 108 527 08 300
Sociéié nationake d'électrotyse et de pérochimie 1973 Mohammedia 515 21 .0 ”d . B8 474 —
Sociét¢ aatiouale d'investisscment 1966 Cusablanca 5189 3y 471 2 _
Soci¢té nationale pour fe dveloppement Jde 'élevage 1973 Rabat 9999 159 02 24
Société pétrokes du Maghreb + Pétrom-Gaz 1945 | Casablanca uoan 176 179
Société Shell-Macoc + Texs Oil Compasy 1922 Catablanca 64,
Soci#1é Total-Maroc 1926 Caaablance "”uoo W % v nom*"’
Sucrenie de Béni-Melial 1968 Béni Mellal 272
+ Sucxerio BetoBele do BAM s o amiets - HRENRO o 10O 1 Siil Blnh m
Sucreric nationale de hetierave de Loulkm 1975 Rabat 100.00 1784 2037 153 390
Sucrerie nationale de canne de Sebou 1973 Belksiri 100.00 69.0 94.1 55 L))
Sucrerie nationzle du Gharb 1967 Rabat 100.00 1222 263.0 1.5 1023
- Sucrerié sationsle dn Tadla sersn A PR s A SFi re E 0 ML v e mememdvinanondu
Sucrerie mffinerie de canne de Loukkos 1962 Larache 91.67 154.6 100.7 23 520 _
Sucrerie ralficeric de canne du Gharb 1979 Rabat 99.99 165.1 1132 88 531 -
Sucrerie naflincrie de Vorieotal it e rinig gt Yoot NTR . Tl basersmannne§4 57 - 8BS, 1069 - worsidl . -3
Sucrerie raffineric du Tadla 1964 Béni Mcllal 100.00 62.0 2294 06 1027
Vétements du Nord 1981 Télouan 69.39 8.7 20.4 23 600 -

Exchange rate on 31 Deoember 1989 = 13.040 DH/E and 8.122 DH/S
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BASI FACT SHEKT ON MOROCCO'S PRIVATIZABLE IOTELS (1989 Data)

g

OWNER CATHGORY CURRENT MANAGER CAPACITY

NAMI ciy
(Stan) (Rooaus +Juites =
Hotel Al Masmira Oujda ONMT 4h Socitté New Salum s =
Hotel Asmaa Chefchaoucn ONMT an Kasthah Tours Hoicls M
Hotel Azghor Onarzaiate ONMT 4A Dounia Hotels PILM 106 =
Hotel Basma Casablanca CG 4T Macoc Tourist nm -
Hotel Casablanca - Casablanca State property under private domain 3L Interedec FA ) B
Hotel de la Tour Hasean Rabet Stale property under peivate domain 3 Ksabab Tours Hotals 136
Hoted des lies Esssoulra ONCF 4A Chatno Hotelibre Transatlantique 86 —
Hotel Doukkala Bl Jadida ONMT 40 Sociérh New Sslam 8t =
Hotel Friouato Taza ONMT A Socés New Salam 8 _
Hoiel 1ba Toumest Tallovine ONMT 40 Doumia Hotels PLM 100 -
Hotel la Rose du Dadis El-Kelta M'Gouns  ONMT 4 Kasbah Tours Hotels 102 =
Hotel e Zat Ouaczazate Fés Motel SA 4B Dounis Hotels PLM 0 =
Haotel les Almorevides Mamakech ONMT 4A Kasbah Tours Hotels 100 -
Hotel les Amandiers Talmout ONMT 4B Socitaé La Florido ] 68
Hotel les Dunos §'Or Apdlr cDo Vucallon Village Dounls Hotels PLM 450
Hotel res Mérinides ONMT Kasbeh Tours Hotets 90
Hotel Madeyeq ... . mmmmwmm mn-«mmmmwm 1000
Hotel Malabata Sume property under pdvuc domain 3 Qroupe CMKD by
Hotel Moba ou Hamow Zayaoi Khénlln ONMT 48 Lsvine New Selam 61
Hotel N'Fin Mamakech a 4B Dounia Hotcle PLM 00 =
Hotet Oukalmeden Oukaimeden ONMT - ONMT s -
Hotel Ouzoud Béni-Meilal Béni Meilal Motel SA 48 unig. b PLM, b, .60 -
totel Riad Larsche ONMT R mnm'“ e 2
Hotet Rissani Errachidia Ksar Es Souk Motel SA 4B Dounia Hotels PLM 60 =
Hotel Royal Toa Tum . ONMT g i - AR il 3 -
Hotet Seghro Tioakr State property under private doauin 4B Kabeh Hoels 62
Hotel Sidi Harnzem Fez (Sidi Harazem) Société Hotelitre do Sidi Harazem SA 4B Dounia Houcls PLM .
Hotel Sidi Lahcen Lyoussi Sefrou ONMT A Société Reda 3 .
Hotel Splendid Sidi Slimane State property under peivate dJomain - A Ben Asmar & Lamadni 17 bds -
Hotel Tank Tangiera ONMT A United Mococcan Hotels (UMH) 134
Hotel Terminus Cujda ONCF 4A Chale Hotelitre Transatlantique 106 -
Hotel Tinsouline Zagora ONMT 4B Kasbah Tours Hotels 88 —
Hotel Toubkal Marrakech Marmmakech Motel SA 4A Dounia Hotcls PLM 123 -
Hotel Transatlantique Casablanca ONCF (Public domain) 48 Chalne Hotclitre Transatlantique 61
Hotel Transatlantique Mcknés ONCF (Public doguin) s Chalne Hotelitre Transatlantique 121
Hotel Volubilis Fez Fis Molel SA A Dounia Hotels PLM 126
Hotel Zalagh Fez ONMT 48 Soci€ié New Salam 68 —
ONMT - Office National Marocain de Tourisme (a pudlic enlerprise for tourist development) ’
ONCF - Office Natiooal des Cheming de Fer (a public entesprise natioaal railroad) -
CDG - Caisse de Dépot et dc Gertion (a public enserprins finence carporation)
FAR -  Forces Armées Royales (Moroccan Armed Focoes) N
{
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ANREX C

INITIAL ENVIRONMENTAL EXAMINATION (X.E.E.)

COUNTRY:
ACTEVITY:
TOTAL A.I.D. FUNDING:

LIFE OF PROGRAM
ASSISTANCE:

I.E.E. PREPARED BY:

ENVIRONMENTAL ACTION
RECOMMENDED:

USAID DIRECTOR'S
DECISION:
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BUREAU ENVIRONMENTAL
COORDIMNATOR'S
DECISION:
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Morocco
Privatization
$2% million

FY 1991 -~ 1994 (4 years)

Sacotor Asslatance

Eric R. Loken [:z&/, IL/GO/;l

anironmantal Otriélr,
USAID/Morocco/ANR

Pogitive Threshcld Deaiaion undor

22 CFR 216. 3(a)(2)(111)
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.. In .December 1989, followiny extendw te,

INLTIAL ENVIRONMENTAL EXAMINATION (I.E.E.)

HMOROCCO PRIVATIBATION 8ECTOR ABUOIATANCH
RROGRAN AGLLBTANGE ADENLIN LCALION PARER (MALP)

A. Aotivity Deanaription

Tha Morocco Prlvatlzation Seoctor Agsistance actlvity will support
tho CGovernment of Morocco's (GOM) first major privatization
program through the provision of program assimtance funds, and
tachnical assistance and training.

Theo program assintance fundsg, ‘totalling 520 million, will be usad
to motlivate the GOM to move expeditiously in implementing ita
privatization program. Thase funds will be provided in thrae
tranches. The planned conditionality for the release of thece
funding tranches calls for, among other ruquiromants, tho
completion of a minimuim of 24 actual enterprise privatizations
and preparation of at least 36 senterprisea for privatisation
during the activity lifae. When released, thage U.3, dollar: funds
will be deposited into a apecial uccounL in Morocou‘s central
bank and will be usaed to reimburse the central bank for foreign
exchanga provided to settle letters of credit opened by Moroccan
private sactor firms for fmport of U.S.-made merchandisa.

Concurrently with the deposit of dollars in this spacial toraign

zéﬁ?xggntaiﬁ%ﬁntw tﬁ%ﬁf&dirhams R

The bulk of thesa funds will be jointly progranmed with tho Gon'a
Ministry of Economic Affairs and Privatization, the key GOM
counterpart agency, to support various local currxenc qx ensas
related to privatization; e.qg. ;) paymnénts to HoYoskan oL
audits and evaluations of firms to be privatized, retrainin
progravs for workers displaced by privatization,: xest

prospectus preparation and publicity campaiqna.t Other uses of

these funds may include local currency support USAID projects and

programs in Morocco. In addition, ten percent of +these
counterpart funds will be used to establish a . USAID local
currency operating expense trust fund. JRNE I PN T .

An estimated additional $5 million of activity funds will =~
provided for a long-term advisor, and short-term technical
assistance and traininy to provide external support to the GOM's
privatization efforts, and to meet activity evaluation and audit
reguirements.

o R et

e

B. Discussion

Parliament approved the country's first pr vatization aw.‘ ¢
lay ,pxovides the .fxrimework PNEEARSEA L EAA R
pregram. Among other stipulations, th 8 law spacifica

112 enterprises in which the state ownership stake 1s to be sold

- before 31 December 1995. This lnitzaﬁ 1155 ot eﬁteégr§§§§~¥§”¥gnwwm,",,
privatized includeés ¥ITmE TH™

e - et Vel ORI ion SAREAARENAPUNIN 517 SOOI s 31 %y 73
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Laxtile and taeather (12), other Industries (18), bapking and
Cinanco (9), tourism (1) and other services (18),

Tha financial sootor flgures promlnently amony tha firms to he
privatizaed. ‘'The pinae financial institutions on the list acaount
for 13% of maeotoral value added with mora than 6,000 employass.
Anong tham are the two largant commercial banks 1n Hoxoaao, the
Bangua Caoantrale Populalre (BCP) and tha Bangue Marocaine du
Commerce kExtariour (BMCE)., Two othaer parastatal banke are also
on the privatization 11igt, the Bangue HNationale pour le
Daveloppement Economique (BNDE), which i the state industrial
davelopment bank, and the Credit Immobliliar et Hotelier (CIH)
which Lo a govarnmant bank specializing in finance for housing,
hotelw, and othar real entate development. Thelxr privatlzation
will evaen the playing fleld among commerclal banks and thene
ppaclalizad financlal institutions, putting an end to the
privilegod position these parastatal organizations had enjoyed
in competing with commercial banks for deposits and leuding to
clients. I'wo insurance companlaes, two consumer | £innnce
companias, and the national investmant holding company aompriaa
thae remaining financial institutions to be privatized.

The 41 industrial firms to be privatlzed contribute %% of mactor
value added and smnploy more than 14,000 persons, 5,000 of whom
are concentrated in the sugar sub-sector. In additlion to the ten
sugar mills, lmportant government holdings in induastry that are
on the privatization list include a vehlcle assembly plant

(Socjete Morag W,gsﬁ truction. W L GOMNAGA)«w HMawg e T
only steeol ﬁf ata Nationale de Siderugie), - tire

manufacturing (partial ownarship of General Tire and Rubber
Company), a major cement plant accounting for roughly a fifth of

national cement production capacity. (Cimem;iexnﬁdﬂdasﬁlwr
ociete

CIOR), Morocco's most 1mportnnt computer manufacturer (S

Internationale d'Appareillage Electromecaniques A o, s
G a"'%;ariaty'%g’f’ o

country's only pulp plant (Cellulose du Maroc), and
holaings in machine and equipment manufacturing, and in the
textile and garment sub-sectors. '

In addition, eight parastatals engaged in petroleum product
distribution and storage, principally representing the prior
holdings of Shell, Mobil 0©0il, Total, and other private oil
companies, are to be privatized. The Gnvernment's national bus
line, Compagnie de Transport au Maroc-Lignes Nationales (CTM-LN)
is also on the privatization 1list. The thirty-seven hotel
properties to bae privatized include a number of four and five
star hotels.
o B TR R Y TS Y

Parastatals important in agricultural input and produce marketing
are included on the privatization list, Amonq ar.
Fertima, the government-ownaed fertilizer stdragd’an¥ s

company, SONACOS, the government cereal seed multipllcation and

.distribution compamry and+COMAPRAV~a-parasda

in buying domestic oilseed production. Privatization of these

entities as well as the sugar mills will substantially advance

Morocco's adjustment. program.in.agriculture o e Y A TIAORDy VH ot et 1]
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Tha antorprires to ha privatized thamselves have Intarests in
other firmg; congequently, privatization will lead to thae
dlnunqnqamnnt of the state from ahout 270 enteryrisaems, which la
aquivalant to about 40% of the total number of enterpriesas with
a stats ownarship stake. A complete ilst of the entitles to ha
privatlzed, the government ownership stake in them, net caplital,
and enploymant. levels ia to ba found in Annex i,

This Initlal listing of plannad GoM privatizations is indeed
Impresaiva. Together, thesae anterprises account for an estimated
6% of Morocco'sm ourrent GDP. Accordingly, if it ls swovessful,
this program should have signiflcant beneficial effects on thae
Morocaoan economy. Howaver, it 18 nlro evidant that many of these
antarprises possens the potential to cause significant adverse
impacts on the natlon's environment and natural resouxrcesn.

Thig latter statemant should not be interpreted to maean that the
Moroccan private soector is necossarily less responsive to
environmental concerng than the public rector, ox that thls.
public-to-private sector ehlft in ownership will " result im -
Increased environmental damage. Indaed, antloipated effiolency
galns realized through the transfar of ownership of thesa
enterprisea should also rasult in positive environmental affects.
However, there is no quarantee that this will, in fact, be the
casa for all of the various enterprises and sectors under
consideration for privatizatlion. .

Ve

The fundamental r NANSE
from the size and’ urésgiﬁgﬂe anterp

r ses toﬁ ) (
certain spaciftics ariaing primarily from the Moroccan context,

With regards to the enterprises to be privatized, it is not h!

difficult to appreciate that certain of these business
the potential to cause ‘significant ehvironments -
sugar refining, steel, automobile, tire,
equipment manutacturinq; cement production; wood P

and processing; petroleum product refining, storago and

distribution; bus transportation; fertilizer storage and . -

distribution; etc. A general dlscussion of the types of
potential environmental impacts associated with most of these
activities, along with preliminary recommendations for
appropriate techniques for mitigating those impacts,-is available

in the World Bank publication, Environmental Guldelines ({(World :

Bank, September 1988). This information becomes even more
significant when one considers that many of thesa enterprises .
represent the sole or major source of their respective product(s)
or services in Morocco and, therefore, are relatively large-scale
operations. G ea S, o]

The foremost country-specific concern in this area 1ls the fact

that Morocco currently pc: . asses little omvno TegaiyilESyeEtory " Ml
or other environmental institutional framework %o provide

adeguate oversightsand«juidanceweewprospective +pil
owners and managers. This shortcoming is exacerbated when one
considers that some of the enterprises to be privatized have long
enjoyed a virtual monopoly.  in Morgceco wi
spheres of business operations; and, a result,
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prospact tve prlvate sactor ownars and mapagars may bae al leant
Initially at momewhat. of a dirgadvantage In properly managing &1l
of the tecvhnloml aspacts of their new buaslness acoguiaftlonu.
This lattar point seems only reamonable In view of the complex
Lechnlcal and slructural nature of many of the entexprises in
qusgtion, eupacially with regarda to envirunmental concerns.

The proposed USAID activity conslats largely of program funding
asslutance, technical services and trailning. Thudg, an argument
could psrhaps be attampted for an exemption of this activity from
Agyancy environmental raview proceduras. However, the Miealon
prafern to viaew thieg activity as an important opportunicy to
imbue ma)or private an2 public sector declision-makaers in Morocco
with a helghtenad awareness of and appreclation for sound
anvironmental manadqement policles, practices and procvedures,
while addressing a variety of potantially signiflicant sources of
environmental degradation throughout Morocco. These are tho
raagsons for the Misslon's recommendation for a pounltive
environmental thraeshold decision for this activity,

C. Recommendations

1. That the Morocco Privatization Santor Asmistance
actlvity recelve a positive environmental threshold
doeclsion pursuant to Sectlon 216.3(a)(2)(1i1) of the
Agyency's Environmental Procedures (22 CFR 216).

2. That a rﬁf‘mal W B nad
required for Is act ve to an a8s

i
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nature of this activity, tha widely divarsa group of
enterprises and sactors encompassed within this
privatization program, and the fact that at mﬂ,«; .
completion of the Program™“kdsidtance ApproVe SHe
(PAAD) for this activity insufficient informatio &};wp
available as to which enterprises will be thu’ :3ﬁg ct™o
A.I.D. activity assistance. This latter point. results from
the fact that USAID assistance will only bs provided to
some of enterprises on the GOM's current privatization
list. Under such circumstances, any attempt to completa a
formal EA at the activity outset would prove to be a
meaningless effort. L

3. That, in lieu of a formal, up-front EA, the activity
design provide for sufficient funds to secure appropriate
short-term environmental assistance serviges to work
closely with other long-term and short-~ tern financ;al,
legal and technical advisors as an integral pagliof tha
enterprise appraisal and privatization process for those
enterprises selected for USAID assistance xhich  are
considered to be of priority environmental™
environmental inputs into the enterprisa appraisa
» would . include. assessinguseth
l1iabilities of a given enterprise and recommending
appropriate interventions for mitigating those liabilities,

e.g., operational/energy ¢ W&Wﬂm
prevention measures, "goo ousekeepln echn quel, etc.

PR é"’Fﬁ-‘mﬂ NN~ A

process

L



e

(PRI P

With thin informat ion, prospeact fve o lvata mactar hayair s
would be made aware of Lhe potantinl anviyonmental corlsa
and banfits asgoclated with a glven entarpriae for
congldaratlon In thalr enterprise finanaing, rastruaturing
and  geahaygomabl Jdellberatlons. And,  in this manner,
racommended activity eanvironmental inputa’would be used to
maximum effeat., Tha dacliasion rnqardinq which enterprisas
would raquirea such environmantal assiastance would ha made
by tha Missgion Fnvironmental offlcer, In consultat.ion with
cognizant Near Fast Bureau staff as desmed neoesaacy.

D. gummary and Conclusions

The Morocoo Privatization Saotor Asslistance activity wlll support
the GOM's flrat major prlvatization program. Current program
plans call for the privatizatlon of some i12 enterprises ovar the
naext. four years. If not managed properly, certaln of thera
antaerprlses poassess the potentlal to cause significant barm to
Morocco's physlcal and natural environment. Examples Includa:
sugor refineries; staal, automotive and tire manufacturing; wood
pulp processing; paetroleum products refining,: storage and
dlastribution; cement production; bus transportation; and
fartilizer storage and distribution. In addition, Morocco
presently demonstrates an Inadequate capability to provide
appropriate environmantal institutional oversfight and gulidance
to prospective private sector owners and mangers of thase
enterprisens, who may bae relatively inexperienced in the ptoppr
managemaent of all
and long-standing™ BES A
the Mission recommends that this activity raceive a positive
environmental threshold dacision pursuant %o Saction
216. 3(a)(2)(iii) of 22 CFR 216,

JRVRETS e s AL g e AN T i e
As 1t will not be possible to identify which enterprises will be
selacted for USAID assistance at the activity-outsst;*a formal
up~front Environmental Assessment is not appropriate for this
activity. Rather, the Mission recommends that the necessary
Agency environmental assessment requirements be fulfilled during
the course of activity implementation, as an integral part of the
overall enterprise appraisal and privatization process, for those
enterprises selected for USAID assistance which are judged to be
of priority environmental concern. In support of this
recommen-dation, the final activity design will provide sufficient
funds t- sacure appropriate short-term environmantal assistance
servicar (.0 properly complete these environmental assessment
requireﬂnn*s.

If implemented as recommended above, this activit§‘wifi"proceed
in an environmentally sdund manner, consistent with all salient
Agency policies and rogulations. Syt S s
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REVIEW

tml *mfﬁy h

REF: STATE 019107

1. SUMMARY: THE NEAR EAST DEVE[DPHENT ADVISORY COMMITTEE IR A

(NEDAC), CHAIRED. BY, DAN/NE CHARLES, By
APPROPRIATENESS OF NON-PROTE - “

OF THE HOST COUNTRY PRIVATIZATION PROGRAM AND THE
OBJECTIVE BASIS FOR EVALUATING SECTOR ASSISTANCE IMPACT.
'THE MISSION REPS PRESENTED THEIR VIEWS ON THE LIKELY PACE

OF PRIVATIZATION IN MOROCCO“AND “THE>INCENTIVIBUBRIECTS OF . imiincati auitiboBtihscrvre v piyien
THE PROPOSED POLICY-BASED DISBURSEMENTS. THERE WAS -

CONSENSUS ON THE IMPORTANCE AND.DBSIRABILIT&N uBURkQRrIN e o .
GOM PRIVATIZATION EFFORTS. ACCORDINGLY, THE MISSION IS B it
AUTHORIZED TO PROCEED WITH PAAD DESIGN AND INSTQUCTED TO :
REPORT TO AID/W ON RESOLUTION OF TECHNICAL AND .

PROGRAMMATIC ISSUES IDENTIFIED DURING THE REVIEW.

DELEGATION OF AUTHORITY TO SIGN THE PAAD‘WILL BE PROVIDED (:)Jl;l‘fgr

— UPON SATISFACTORY RESOLUTION OF ISSUES CITED BELOK: END

SUMMARY. N C)S .

- 2. THE MOROCCO PRIVATIZATION SECTOR ASSISTANCE PAIP WAS
REVIEWED ON JANUARY 30, 1992 BY THE NEAR EAST DEVELOPMENT .
ADVISORYXCOMMITTEE, CHAIRED BY DAA/NE CHARLES F. WEDENj,, ———

- PRESENT FOR TH REVIEW WAS MISSION DIRECTOR DENNIS
CHANDLER ALONG WITH SEVERAL MISSION.STAFF. MISSION REPS .-
GAVE A COMPREHENSIVE PRESENTATION ON THE STATUS OF
PRIVATIZATION EFFORTS IN MOROCCO AND THEIR ASSESSMENT OF

“THE ‘NEED FOR SECFOR ASSISTANCE AT THIS TIME. -MISSION, Jifidfs
ALSQ GAVE A VERY INFORMATIVE PRESENTATION ON THE POSITIVE

Wariiae SN Vo - 3 s " . -
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ECONOMIC IMPLICATIONS OF PRIVATIZATION, AS WELL AS THE
POWERFUL SYNERGIES BETWEEN PRIVATIZATION AND THE MISSION’S v

:“'SUPPORT FOR DEVELOPMENT OF MOROCCO‘S . FINANCIAL MARKETS.

“THE NEDAC FULLY CONCURRE ' IN THE DESIRABILITY OF

" #SUPPORTING PRIVATLZATION IN MOROCCO BUT NOTED A NUMBER OF _

‘TECHNICAL AND PROGRAMMA' (C ISSUES WHICH NEED TO BE :
RESOLVED IN ORDER TO MAXIMIZE THE EFFECTIVE?E3S COF THE ’ -
PROPOSED ASSISTANCE. THE ISSUES AND RECOMMENDATIONS ARE AS -

FOLLOWS.

3. SECTOR ASSISTANCE RATIONALE: THE KE???I8 THE ABILITY TO LEVERAGE
POLICY REFORM. GIVEN THAT THE MOROCCANS ARE COMMITTED TO
‘THE PRIVATIZATION OF 112 FIRMS AND THE INITIAL FRAMEWORK

?HAS BEEN SET

I

TRE:E

- IT WAS NOT CLEAR HOW THE PROPOSED ASSISTANCE

* IN TERMS OF THE DOLLAR DISBURSEMENTS A&'WELL AS THE ¢
' THE LATTER, THE PROPOSED USES WERE VAGUZLY DESCRIBED AND

2

" THESE AND RELATED QUESTIONS

&

' WITHOUT THE PROPOSED ASSESTANGHN:

WOULD SIGNIFICANTLY ENHANCE AND/OR ACCELERATE THE PROCESS.

THE MISSION REPS PROVIDED INSIGHTFUL BACKGROUND ON THE

POLITICAL AND ADMINISTRATIVE HURDLES THAT REMAIN;

NEVERTHELESS THE CRITICAL CONSTRAINTS NEED TO BE MORE

ADEQUATELY SPECIFIED IN THE PAAD., ,THIS APPEARS TO BE TRUEWE S

v

): },é,) o )

Vi

=

PROPO3ED USES OF GENERATED LOCAL'?U?RENCY. |IN THE CASE: OP“uw

IR

THERE WAS NO ESTIMATION OF THE AMOUNT OF LOCAL CURRENCY ' ‘
ACTUALLY NEEDED TO ADDRESS THESE NEEDS. THE PAIP REFERS TO

AN ACCELERATION OF THE PRIVATIZATION PROCESS BUT THERE IS -
NO BASELINE PRIVATIZATION SCENARIO. HENCE,. IT WOULD B" - .
DIFFICULT TO EVALUATE PROGRAM IHPACT, I, E. WITH AND R : -

PRIVATI??TIONS COULD BE DEMONSTRATED,  THERE I
QUESTION AS TO THE IMPACT ON THE REST OF THE acouomr. FOR
EXAMPLE, HOW SIGNIFICAN'P xs THE IMPACT ON THE ECONOMY TO

PRIVATIZE. 24 HOTELS? P%%é ATION OF BUSINESSES IN 7
THE FINANCE SECTOR m\vz MMMfW"'mmwwmmmm oo ety
IMPACT THAN MANUFACTURING OR_OTHER 'rv?:s OF BUSINESSES? -
j LD" ? m!ﬂEDWRING P TR ;\yw SRR IR
DEVELOPMENT. THE PAAD SHOULD ‘CLEARLY 'ARTICULATE THE PAAR: w s o
ECONOMIC RATIONALE FOR THE PROPOSED SECTOR ASSISTANCE AND

IDENTIFY OBJECTIVE INDICATORS OF PROGRAM IMPACT.

4. POLICY MATRIX: NORMALLY, SECTOR ASSISTANCE REQUIRES A™''"
POLICY MATRIX WHICH CLEARLY DEFINES THE BENCHMARKS THAT

SERVE AS POSSIBLE TRIGGER PCINTS FOR POLICY-BASED

DISBURSEMENTS. ALTHOUGH THE PAXYP IS A PRELIMINARY

DOCUMENT, IT IS CLEAR FROM THE PROPOSED TRANCHING OF

DOLLAR DISBURSEMENTS THAT THE POLICY LEVERAGING STRATEGY .
IS NOT FULLY DEVELOPED. DISBURSEMENTS FOR ACTIONS ALREADY-. . -
COMPLETED OR PRIVATIZATICNS ACCOMPLISHED BY THE TIME 'PHE

PAAD IS APPROVED AND FUNDS ARE OBLIGATED MAY ‘WOT HAVE -i* . ..ideryistesmm.
SUFFICIENT INCENTIVE IMPA?? TO JUSTIFY FHE PROGRAM.

THEREFORE, WE STRONGLY URGE THE MISSION TO DEVELOP A P

POLICY STRATEGY WHICH DEFINES MEANINGFUL BENCHMARKS AND -l B

MAXIMIZES,.THE INCENTIVE IMPACT OF ﬁB Rssouncss.
Wmum
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#POYSIBLE TO INFLUENCE THE SCHEDULING OF FIRMS TO BE

W9+ PRIVATIZATION FOCUS: THE IMPACT OF THE PROPOSED
ASSISTANCE MIGHT BE ENHANCED BY FOCUSING ON THE MORE e
“'ItPORFANT AND/OR DIFFICULT PRIVATIZATIONS. IT MAY BE

"1' F!‘I

PRIVATIZED AND ACCELERATE PRIVATIZATION OF THOSE FIRMS
WHICH WILL HAVE THE HOST SIGNIFICANT IM?ACT ON THE '

. UNCLAS SECTION 02 OF 02 STATE 048554

ATDAC ‘ )

"E.Q. 12356: N/A

TAGS : ' '
SUBJECT: MOROCCO PRIVATIZATION SECTOR ASSISTANCE PAIP -

" REVIEW

. TO PROVIDE MORE ASSISTANCE WHEN IT?IS MOST NEECED. e
. THEREFORE, DISBURSEMENT TRANCHING MIGHT BE IN“ASCENDING . ST R

ECONOMY. SINCE ONE THIRD OF THE PROPOSED 112 FIRMS ARE

HOTELS AND ONE HALF ARE RELATIVELY SMALL ENTERPRISES, THE
MISSION MIGHT WISH TO TARGET RESOURCES MORE CAREFULLY.
MOREOVER, THE FIRST LIST OF EIGHT FIRMS IS PROBABLY THE
EASIEST TO PRIVATIZE AND PROGRAM RESOURCES MIGHT BE STAGED”

[T

- AMOUNTS, SAY 4-6-10 NILLION DOLLARS, CORRESPONDING TO

SEQUENTIAL LISTS OF FIRMS TO BE PRIVATIZED. THE RATIONALE
FOR EACH TRANCHE SHOULD BE CLEARLY PRESENTED WITH SOME :
INDICATION OF BENEFITS A:D COSTS. IN ADDITION, THE MISSION =
ECONOMIST SHOULD ATTEMPT TO EVALUATE AND QUMTIEY TO THE o

EXTENT POSSIBLE, THE SECONDARY AND TERTIARY IMPACTS OF e s

'MVA!!“T!ON&THROUGHOM&,M%WWv.,,,,wrsw, R TR AR

ECONOMY.
6. LOCAL CURRENCY: THE INTENTION OF THE MISSION IS TO ' . =

. GENERATE LOCAL CURRENCY A% THESE RESQURCES TO
s

' BE CAREFULLY TRACKED BY THE MISSION, IN: D!VWHG “PHEIRV: - iy,

SUPPORT PRINCIPALLY THE M NONTE KPP FAYRS: AN 44 o s RN s therint. o
PRIVATIZATION. LOCAL CURRENCY USE THEREFORE WILL NEED TO

LOCAL CURRENCY MANAGEMENT PLAN, WE RECOMMEND CAREFUL
CONSIDERATION BE GIVEN TO MINIMIZING THE MISSION STAFF
INTENSITY YET ENSURING THAT THESE RESOURCES REPRESENT
TIMELY ADDITIONALITY TO THE MINISTRY CONCERNED. ALSO, THE
FINANCIAL SUSTAINABILITY OF?THE PRIVATIZATION PROGRAM
F;HOULD BE AN IMPORTANT CONSIDERATION. WE SUGGEST THE -

[ 1o

P'dISSION ENTER INTO SERIOUS DIALOGUE WITH THE GOM ON THE
POSSIBILITY OF CAPITALIZING, POSSIBLY WITH PROGRAM LOCAL

' CURRENCY RESOURCES, A PRIVATIZATION REVOLVING FUND TO - L SO

+LINKED DIRECTLY TO BUDGET LINE ITEM FUNDING IN. THE NORHA?:)

COVER FRONT=-END TRAHSACTION COSTS, IN A TIMELY AND ‘ -
EFFECTIVE MANNER. ANOTHER ALTERNATIVE IS CONDITIONS oty it T
PRECEDENT TO DISBURSEMENT FROM THE LOCAL CURRENCY FUND

con BUDGETARY Pnocnss. OBVIOUSLY, THE LATTER WOUTBWMNG (ki
ONALITY OF RESOURCES.
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—QDOCUHENTATION MAY BECOME NECESSJ\RY TQ, DEMONSTRATE U.S.

—4"‘1( L i

"4 7. DOLLAR USES: THE MISSION PROPOSES TO USE U.S. IMPORTS

~ GUEDANCE, THC -PROPOSED;CREAT, WW ;
- OPF.RATIONALEXPENSE TRUST FUN Lf. N

! AND CORRESPONDING LETTERS OF CREDIT AKD BILLS OF LADING.

" 8. COVENANTS: IT WAS AGREED THAT THE MISSION WOULD SEEK

- 9. TECHNICAL ASSISTANCE: THE 'MISSION 1S URGED TO CONSIDER e
- ALTERNATIVE AND PERHAPS MORE COST EFFECTIVB:MEANS OF w.ii0v o

“POR PURPOSES OF TRACKING DOLLAR USES. HOWEVER, ADDITIONAL‘

“ORIGIN AS WELL A?%3SOGRCE. ' POLICY IS STILL'EVOLVING IN ‘'

‘THIS AREA. THEREFORE WE RECOMMEND THAT THE RLA AND ‘

MISSION CONTROLLER BE ACTIVELY INYOLVED IN THE DESIGN OF

THE MONITORING SYSTEX. WE WILL ADVISE THE MISSION OF ANY

ADDITIONAL DOCUMENTATION REQUIREMENTS CONCERNING ORIGIN - -

. TRACKING. IN THE MEANTIME, FOR PURPOSES OF DESIGNING THE -
* PAAD THE RELEVANT GUIDANCE ON?3ECTOR SSISTAN?E DOLLAR -

TRACKING REQUIREMENTS IS CONTAINED IN REFTEL. -

AND OBTAIN COVENANTS CONCERNING (1) ANY REVERSAL OF

" PRIVATIZATION POLICY, I.E. NO MORE DARASTATALS ESTABLISHED
AND (2) ACTIVELY PROMOTE COMPETITIVE MARKET STRUCTURES,
INCLUDING AVOIDANCE OF ANY INCREASES IN TARIFF PROTECTION.

- PROVIDING LONG TERM TECHNICAL ASSISTANCE TO THE HINISTRY U el ‘
OF ECONOMIC AFFAIRS AND PRIVATIZATION. THE BUREAU - L g
CONTRACTING OFFICER WILL ASSIST THE MISSION IN EXPLORING
VARIOUS OPTIONS.

10. TRUST FUND: IN LINE WITH CURRENT AGENCY AND BUREAU """ " e e

PROGRAM ASSISTANCE. )i,

: 11. REPORTING: THE MISSION IS AUTHORIZED TO PROCEED WITH
DEVELOPMENT OF . THE PAAD PULLY"XDDRESSTNG ‘MWE - PRCHNYCAL:AND s viwnsneimoniovaits- ciroutniape

‘ REVIEW. MOREOVER; THE MISSION“YH*REQUESTED!TO; /RESPOMD, 10;i¢..

PROGRAMMATIC ISSUES AND CONCERNS DISCUSSED DURING THE PAIP

THE ABOVE ISSUES I®' A REPORTING CABLE AFTER THE ¥IRST
COMPLETE DRAFT OF THE PAAD HAS BEEN PREPANED. THE
REPORTING CABLE SHOULD INCLUDE (1) A POLICY MATRIX WHICH -
INDICATES SEQUENTIAL IMPLEMENTATION STEPS IN THE —
PRIVATIZATION PROCESS AND SPECIFIC BENCHMARKS WHICH WILL L

TRIGGER CASH DISBURSEMENTS: (2) CLEAR ARTICULATION OF THE

VALUE-ADDED OF AID ASSISTANCE IN TERMS OF THE OVERALL
PRIVATIZATION PROCESS; (3) THE REASONING BEHIND THE

. CONDITINNALITY AND COVENANTS TO BE NEGOTIATED WITH THE .
GOM; (4) THE ECONOMIC IMPACT OF PRIVATIZATIONS ASSOCIATED AN e
WITH OUR ASSISTANCE; AND (5) HOW THE PROCESS WILL BE
INSTITUTIONALIZED ?N TERMS OF HUMAN AND FINANGIAL . S URERRRRE = ¢ oty LSt o
RESOURCES.

12.' FOLLOWING CABLE RECEIPT AND:APPROPRIATE ‘CONSULTATLONSSRItE TN

T4 AID/W, THE M GATED i i 3
PO EY , ISSION WILL BE rom@.ﬁ‘nw DELEGAT L
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AUTHORITY TO SIGN THE PAAD. WE CAUTION THAT IN ANY CASE
THE PAAD, AS AN AUTHORIZING DOCUMENT, MAY NOT BE SIGNED
#INTTL CONFIRMATION OF FUNDING AVAILABILITY.FROM A. L ,
. VKANTER |
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TAGS: i TR A
SUBJECT: . MOROCCO - PRIVATIZATION SBCNR ABSISTMCE

1. SUMMARY: THE PROJECT REVIEW COMMITTEE (pﬁc) MET ON . o

WEDNESDAY, MAY 20, 1992 TO REVIEW MISSION RESPONSE TO - .
ISSUES RAISED AT THE JANUARY 30, 1992 PAIP REVIEW, CHAIRED .
BY DAA WEDEN. THERE WAS CONSENSUS THAT ISSUES WERE r-

ADEQUATELY ADDRESSED, HOWEVER THE COMMITTEE DID MAKE SOME
RECOMMENDATIONS WHICH ARE CITED BELOW. ACCORDINGLY, AID/W g -

PAAD UPON NOTIFECATLON"GF RURELAMIL I 0P HONBET FHON FAOME 10

2. ECONOHIC ANALYSIS: THE ECONOMIC IMPACT ANALYSIS DID
NOT PROVIDE A COST/BENE?IT ANALYSIS OR A HI‘I‘H OR HITHOUT

SCENARIO. THEREFORE, .THE,REV. |
THE TRACKING UNIT HONITOR COS'I‘S TS AS . -
WITH SPECIFIC PRIVATIZATIONS TC PERMI'I‘ EX FOST EVALUATION _

OF THE PROGRAN:' THE :MISSION*SHOULDALSO)MONTOOR:THE:: s i
PINANCIALL IMPACT OF PRIVATIZATION ON THE COM BUGGET up vl gt
ENSURE THAT TRANSACTION COSTS ARE ADEQUATELY BUDGETED OVER B
THE IMPLEMENTATION PERIOD.

3. COVENANTS: THE REVIEW COMMITTEE CONCURRED WITH THE B B

PROPOSED COVENANTS AND RECOMMENDED THAT THEY BE REVIEWED =
AS PART OF THE MONITORING PROCESS PRIOR TO TRANCHE

RELEASE.

4. TECHNICAL ASSISTANCE/CONTRACTING ISSUE: AN ISSUE WAS
RAISED BY BUREAU CONTRACTING OFFICER, PA/OP/B AS.TO THE ..  ,wew.. . ..
APPROFRIATENESS OF A MISSION BUY-IN FOR LONG-TERM TA. IT -
WAS DECIDED IN THE REVIEW THAT THE CONTRACTING OFFICER . T

UNCMS AIDAC SECSTATE 184295
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- CEp

~ ANYWAY .UPON TAKING CONTROL BASED UPON THEIR PERCEPTION OF

. ATTEMPTING,TO REORGANIZE THE MANAGEMENT OR OPERATIONS OF
' THE FIRM.Y%' BAKER RIS

 NNNN o5 o St Co T e Ak

UHCLAS AIDAC SECSTATE 184275 _
WILL TAKE THE LEAD WITH THE MISSION ON THIS ISSUE AND WILL ;_
PROVIDE GUIDANCE IN A SEPTEL. I

5. RESTRUCTURING OF PIRMS: AGAIN, THE PRC CAUTIONS THE '

MISSION ABOUT THE COST~EPFECTIVENESS'OF THE PROGRAM TO - '+ . R
FUND RESTRUCTURING OF FIRMS PRIOR TO THEIR SALE. THE NEW . S
PRIVATE OWNERS ARE VERY LIKELY TO RESTRUCTURE THE FIRM s _

MARKET OPPORTUNITIES. THEREFORE, GOM RESTRUCTURING SHOULD
BE LIMITED TO PACKAGING ASSETS FOR SALE RATHER THAN : 1

BT  ayiwi’s : —
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SUBJECT: PRIVATIZATION SBCTOR ASSJ.STANCE

REF: STATE 48554

1. SUMMARY. ON JANUARY 30, 1992, THE NEAR EAST
DEVELOPMENT ADVISORY COMMITTEE CHAIRED BY DAA WEDEN
MET TO REVIEW THE MOROCCO PRIVM'.'IZATION SBCTOR
ASSISTANCE PAIP. AS" A
APPROVED THE PAIP AND AUTRORIZBD

REQUESTED USAID/MOROCCO TO CABLE ADDITIONAL
INFORMATION RESPONDING TO ISSUES RAISED, ONCE A PAAD
HAD BEEN PREPARED. DURING THE THREE MONTHS WHICH HAVE
!LAPSBD SINC! m mcmm, 'WAQDMﬂﬂ'M'v-mwaru o ‘*'.‘"‘R'MMHN?WWW om0 A
DOCUMENTED MORE COMPLETELY THE CONSTRAINTS IHPEDING . e

DELDEAIL oF MR CMs FRUACTOLIBEN, e

STRENGTHENING CONDITIONALITY, AND ENGAGED A SENIOR
MACROECONOMIST CONSULTANT TO FURTHER EXAMINE THE
ECONOMIC IMPACTS OF PRIVATIZATION. THIS CABLE
SUMMARIZES THE USAID RESPONSE TO . ISSUES RAISED
REGARDING THE RATIONALE FOR SECTOR ASSISTANCE, o
DELINEATION OF A POLICY MATRIX, AND EVALUATION OF =
ECONOMIC IMPACTS OF THE GOM'S PRIVATIZATION PROGRAM.
THE CONCLUSIONS OF THIS SUPPLEMENTARY ANALYSIS
CONVINCINGLY SUPPORT MISSION VIEW THAT CONDITIONALITY
AND LOCAL CURRENCY GENERATED BY SECTOR ASSISTANCE WILL
BE ESSENTIAL TO COMPLETING TWRIVATIZATION PROGRAM .
BY PROVIDING INCENTIVES AND OURCES TO OVERCOME  ** e
ENTRENCHED B UCRATIC OPPOSITION AND TO GUARANTEE
e
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. TRANSPARENCY AND WIDESPREAD PUBLIC SHARE OWNERSHIP.
y PRIVATIZATION WILL HAVE SIGNIFICANT MACROECONOMIC
i IMPACT, BY INCREASING EFFICIENCY AND DIMINISHING e
PUBLIC SECTOR BORRONING, THEREBY REDUCING CROWDING OUT ,
0 OF PRIVATE SECTOR INVESTMENT. = THE ADDITIONAL ANALYSIS
' REQUESTED BY THE BUREAU HAS, wE BELIRVE, STRENGTHENED
THE ARGUMENTS POR THIS PROJECT. FURTHERMORE, IT IS
CLEAR THAT, FOR MAXINUN IMPACT, LEVERAGE,.AMD
VISIBILITY MISSION SHOULD PROVIDE Imnﬁ'rzm THE
ASSISTANCE REQUESTED BY THE GOM AND URGENTLY
REITERATED THREE WERKS AGO BY MINISTER SAHIDI TO POL,
KATHRYN MORGAN. MISSION WOULD LIKE AID ADMINISTRATOPR
ROSKENS TO PARTICIPATE IN INAUGURATION OF PROGRAM
EARLY JULY WHEN HE IS IN MOROCCO FOR TIDEWATER
CONFERENCE. ON BASIS OF INFORMATION PROVIDED IN THIS
CABLE, MISSION REQUESTS DELEGATION OF AUTHORITY TO
gppnow!: PAAD AND INITIAL ALLOTMENT OP FUNDS. END

2. SUMMARY OF RESPONSES TO NEAC ISSUES

A. TIMPLEMENTATION OF MOROCCO’S PRIVATIZATION: PROGRAM . - st
I8 CONSTRAINED BY CONTINUZD OPPOSITION FROM POLITICAL K
PARTIES, UNIONS, MINISTRIES, CIVIL SERVANTS LOSING
THEIR POSITIONS OF AUTHORITY OVER THESE STATE OWNED L e
ENTERPRISES, MANAGERS OF PRIVATIZABLE ENTERPRISES, AND ’
GENERAL BUREAUCRATIC INERTIA. IN ADDITION, MEETING

IMF BUDGETARY TARGETS WILL REQUIRE STRINGENT

EXPENDITURE CONTROLS WHICH WILL ADVERSELY AFFECT THE .
PRIVATIZATION IMPLEMENTING MINISTRY FROM SECURING B

B N e S ——

INVESTMENT BANKING, AND PUBLICITY SERVICES. WITHOUT
SECTOR ASSISTANCE, IMPLEMENTATION WOULD ONLY LIMP
FORVARD WITH NO ASSURANCE THAT THE ENTIRE PROGRAM ,
JEOPARDY OF LESS THAN TRANSPARENT TRANSKG CRUBING ™ e oo <oy
A SEVERE ADVERSE REACTION TO CONTINUING, PRIVATIZATION;

AND OPPORTUNITIES TO PRONOTE'BROAD TIONRERSHIP OF:v- . itiupid
COMPANIES WOULD LIKELY BE FOREGONE. . DURING RECENT ‘
VISIT BY DIRECTOR OF POLICY KATHERINE MORGAN TO

MOROCCO, PRIVATIZATION MINISTER ZAHIDI OUTLINED FOR

MS. MORGAN THE IMPORTANCE OF THE PRIVATIZATION PROGRAM

IN CARRYING PORWARD MOROCCO’S OVERALL ECONOMIC

LIBERALIZATION AND STRONGLY URGED AID TO SUPPORT THE

IMPLEMENTATION OF MOROCCO’S PRIVATIZATION PROGRAM.

B. THE VALUE ADDED FROM SECTOR ASSISTANCE WILL

INCLUDE (A) AN ACCELERATED AND SUSTAINABLE

g?éVATIZATION PROGRAM, WHICH OVERCOHES BUREAUCRA .
S RS TR T S

AND OTHER OBSTACLES BY VIRTUE OF THE INCENTIVES AND

PROGRAM, (B) IHPROVEI‘ TRANSPARENCY IN “TRANSACTIONS giprnsinioon consi. noiikOiRMERs:
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© SHARE OWNERSHIP WITH RELATED BENEFY

UNCLAS AIDAC RABAT 04737

RESULTING FROM THE SUPPORT OF A MAJOR EXTERNAL DONOR
AND THE BUDGETARY RESOURCES MADE AVAILABLE FOR
PUBLICITY AND EDUCATION CAMPAIGNS, {F) HORE WIDESPREAD
FOR STOCK HARKBT
DEVEMPH!N’I‘ AND !l& INSTI‘I‘U‘I‘IONAL'IZATION OF THE 5
PRIVATIZATION 8 WITHIN THE GOR AND PRIVATE
SECTOR WITH COMPLETION OF THE CURRENT PROGRAM AND
PROPOSITION OF A NEW PRIVATIZATION PROGRM

C. DISCUSSIONS WITH THE PRIVA"‘IZATIOH HINISTRY SINCE .
AID/W APPROVAL OF THE PAIP HAVE RESULTED IN AGREEMENT -
TO TOUGHER CONDITIOMALITY TIED TO INPLEMENTATION OF =
UNCLAS SECTION 02 OF 12 RABAT 004737 s

AIDAC
FOR AA/NE, NE/PD, NE/MENA, NE/DF, POL

E.O. 12356: N/A
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THE ENTIRE PROGRAM AND EMPHASIZING THOSE .
PRIVATIZATIONS WHICH WILL HAVE GREATEST ECONOMIC R
IMPACT. A PULL POLICY MATRIX HAS BEEN DEVELOPED PRy
SETTING A SERIES OF VERIFIABLE BENCHMARKS FOR RELEASE |

OF SECTOR ASSISTANCE TRANCHES. CONDITIONALITY HAS

BEEN LINKED TO A DEMONSTRATION THAT THE PRIVATIZATION

PROGRAM IS WELL UNDERWAY AND WILL CONTINUE, REQUIRING

BY THE THIRD TRANCHE DISBURSEMENT THAT THE PROCESS HAS

BEGUN FOR FORTY PERCENT OF ELIGIBLE FIRMS.. OTHER o

CONDITIONS PRECEDENT RELATE Torlz)zsxcn AND coupmxou )
mon ,mmlz ‘ ..-1 . . TR 2 ',..,“" d FRRERCT ATy

INSURE WIDEST POSSIBLE RESPONSE TO PF VARSIt o N i

OFFERS AND ENACTMENT O MEASURES TO BROADEN SHARE

OWNERSHIP.

D. TO ASSESS THE ECONONIC TMPACT-OF/MOROCCO S wrummmiuspsrosms s o i
PRIVATIZATION PROGRAM, USAID/MOROCCO ENGAGED THE PR e
SERVICES OF A SENIOR MACROECONOMIST .{. PRICE -
WATERHOUSE’S DAVID DIORIO) WITH EXPERTENCE ‘Y#f'::< ¥ty i oo v
PRIVATIZATION PROGRAMS AROUND THE WORLD. KIS REPORT

UNDERLINES THE INPORTANCE OF MOROCCO’S PRIVATIZATION

PROGRAM IN REDRESSING THE BALANCE BETWEEN THE PRIVATE

AND PUBLIC SECTOR AND IN REDUCING PUBLIC SECTOR

BORROWING REQUIREMENTS AND HENCE RELEASING SAVINGS FOR'

PRIVATE SECTOR INVESTMENT. THROUGH THE PRIVATIZATION

OF GOM HOLDING COMPANIES AND MAJOR FPIRMS HAVING -

INTERESTS IN OTHER STATE OWNED ENTERPRISES, COMPLETION

OF THE PRIVATIZATION PROGRAM OF 112 FIRMS IS LIKELY TO

RESULT IN AS MANY AS 300 SECONDARY PRIVATIZATIONS.

PRIVATIZATION WILL HAVE SIGNIFICANT ECONOMIC IMPACTS N .
IN MOST SECTORS OF THE ECONOMY. e RO -

‘ e o kMR 21 R ARy o
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3. EXPANDED RESPONSE TO NEAC ISSUES

PRIVATIZATION SECTOP. ASSISTANCE HAS BEEN DESIGNED TO
HELP OVERCOME MAJOR CRITICAL CONSTRAINTS TO THE
JMPLEMENTATION OF MORCCCO’8S8 PRIVATIZATION PROGRAM.
THESE CRITICAL CONSTRAINTS INCLUDE h&‘ EXPECTED
CONTINUED OPPOSITION TO THE PRIVATIZATION PROGRAM
DURING INPLEMENTATION ORIGINATING FROM A NUMBER OF
SOURCES AND (B) LACK OF GOVERNMENT BUDGETARY RESOURCES
TO CARRY OUT IMPLEMENTATION. WORLD-WIDE BXPERIENCE IN
PRIVATIZATION TO DATE CLEARLY DEMONSTRATES THAT
PRIVATIZATION PROGRAMS ARE MUCH MORE DIFFICULT AND
TAKE A MUCH LONGER TIME THAN IS USUALLY. ANTICIPATED.
DESPITE THE LAUNCHING OF PRIVATIZATION PROGRAMS IN
MANY OF THESE COUNTRIES, THE ACTUAL NUMBER OF
PRIVATIZATIONS HAS BEEN MODEST, AND DEVELOPING
COUNTRIES HAVE BY AND LARGE FOUND IHPLEMENTATION OF
PRIVATIZATION TO BE A SLOW AND DIFFICULT PROCESS,
ENCOUNTERING SUBSTANTIAL OPPOSITION. PRIVATIZATION
SECTOR ASSISTANCE WILL APPLY SOME OF THE LESSONS
LEARNED FROH THESE EXPERIENCES.

A. OPPOSITION T0 PRIVATIZATION INPLEMENTATION

MGROCCO HAS THUS FAR SUCCEEDED I!‘ BSTABLISHING THE
LEGAL AND INSTITUTIONAL FRAMEWORK FOR A VERY MAJOR
FRIVATIZATION PROGRAM FOR 112 STATE OWNED ENTERPRISES.
IN ESTABLISHING THIS PROGRAM, CONSIDERABLE OPPOSITION
HAD TO BE OVERCOME, ARD, IN IMPLEMENTATION, OPPONENTS
WILL TRY TO DELAY AND RENDER UNSUCCESSFUL THE
PRIVATIZATION PROGRAM. THE STRENGTH OF-THE PARTIES

rz'

ARRAYED AGAINST PRIVATIZATION WAS MADE APPARENT DURING
' PARLYAMENT* 8 “CONSYD s W AN - oo

THE LAW WAS ORIGINALLY SED BY THE N AN
ADDRESS TO PARLIAMENT, BUT, DESPITE HIS8 SUPPORT,
PARLIAMENT OVERRODE THE PROPOSAL FOR A VERY BROAD
PRIVATIZATION PROGRAM ENCOMPASSING ALL STATE OWNED

SNTERPRISES SAVE A SHORT'NEGATIVE"

ENTERPRISES. INSTEAD, PARL

Im' AFTER Bx'rmsm B A *& ?&‘m}t‘.ﬂ;m:aﬁ"“g,
OFTEN ACRIMONIOUS DEBATE, GREED To R iﬁwnD L1st or R
112 STATE OWNED ENTERPRISES T0 BE PRIVATIZED. THE

[NDEPENDENCE PARTY, THE SOCIALIST UNION OF POPULAR

FORCES, AND THE PARTY OF PROGRESS AND SOCIALISM ALL

TOOK -‘POSITIONS FAVORING RETENTION OF A STRONG STATE .

OWNED :ENTERPRISE SECTOR AND AGAINST PRIVATIZATION.

AITH NEARLY FORTY PERCENT OF PARLIAMENT’S SEATS, THESE

PARTIES WIELDED CONSIDERABLE INFLUENCE OVER THE DESIGN

OF THE PRIVATIZATION LAW AND WILL CONTINUE TO DO SO

BEEN ANNOUNCED FOR THIS FALL.

IN ADDITION TO RESISTANCE BY, OPPOSITION POLITICAL ke
PARTIES, IMPLEMENTATION OF THE PRIVATIZATION PROGRAM

FACES OBSTACLES FROM THE GOVERNMENT BUREAUGRACY, N

. UNCLAS AIDAC{ RABAT 04737
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UNIVNS. AND ENTERPRISES TO BE PRIVATIZEN ° {EMSELVES.
FOR EX..”L¥, A LARGE NUMBER OF THE !:2 ) MTIZT"S TO BE
PRIVATIZED ARE WHOLLY OR PARTLY OWNED %Li 81lA
GOVERNMENT HOLDING OR INVESTMENT ORGANIZATIONS. FOR
THESE GOVERNMENT HOLDING ORGANIYZATIONS, DIVESTITURE
WILL REDUCE THE TOTAL INVESTMEWT TAPITAL THEY CONTROL,
SINCE THE PROCEEDS OF FRIVATISATION ARE TO FLOW TO THE
UNCLAS SECTION 03 OF 12 RABXY 004737
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GOVERNMENT’S GENERAL INVESTMENT BUDGET ANuv NOT TO BE
DEDICATED FOR RE-USE BY THE SEL..ING ORGANIZATION.
THESE HOLDING ORGANIZATIONS WIIL SUBSEQUENTLY HAVE
SMALLER INVESTMENT PORTFOLIOS /ND A MUCH REDUCED NEED
FOR STAFF. THEY WILL THUS BE .IKELY TO RESIST
EXPEDITIOUS IMPLEMENTATION OF Pnzvmxzmzons AFFECTING
THEIR INVESTMENT HOLDINGS. o

OTHER ENTERPRISES TO BR PRIVATIZED m BUPBRVIBBD BY
THE GOVERNMENT MINISTRIES WHICH CREATED THEM OR WHICH
VIEW THEM AS PART OF THEIR APPARATUS FOR CONTROLLING
AND DEVELOPING A PARTICULAR ECONOKIC SECTOR. TO
ILLUSTRATE, SONACOS IS PERCEIVED AS THE IMPLEMENTING
ORGAN OF THE MINISTRY OF AGRICULTURE FOR ASSURING
DISTRIE ION OP IHPROVED CERBAL SEED..

POPUIAIRE ANRD THE BANQU! WAI : “COF ' '
EXTERIEUR, ARE MAJORITY GOVERNMENT OWNED AND CAN BE
RELIED UPON BY THE MINISTRY OF FINANCE TO BUY MORE
GOVERNMENT DEBT OR TO FPROVIDE SPECIAL FINANCING
FACILITIES FOR THE TREASURY, IF NEEDED##-AS:
CONSEQUENCE, THE FINANCE HINISTRY, WHILE PAVORING

FINANCIAL MARKET LIBERALIZATION. A% g
SUBSTANTIAL SELF-INTEREST AT sTAKE 'HAIWINING THE RN

STATUS QUO SO THAT TREASURY FINANCING DIFFICULTIES ARE
NOT COMPOUNDED. 1IN SUM, SPONSORING MINISTRIES ARE
NATURALLY RELUCTANT TO SURRENDER CONTROL OVER THEIR
AFPILIATES AND THUS DIMINISH THEIR DIRECT MEANS OF
INFLUENCING DEVELOPMENT WITHIN A SECTOR.’

CIVIL SERVANTS ALSO PERSONALLY STAND TO LOSE
CONSIDERABLY BY PRIVATIZATION AS THEY FREQUENTLY SERVE
ON BOARDS OF DIRECTORS OF STATE OWNED ENTERPRISES, FOR
WHICH THEY RECEIVE SPECIAL ADDITIONAL COMPENSATION.

IN ADDITION, SOME MINISTRY EMPLOYEES HAVE BEEN

RISK THAT THEY MAY LOSE THEIR JOBS WITH PRIVATIZATION. ode
THEY THUS HAVE A VERY ENTRENCHED VESTED INTEREST IN

! UNCLAS AIDAC RABAT 04737
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DELAYING PRIVATIZA' - C v NRFYLIATLY

THE WORXFORCE IN MOBY LARG: ORMAL 8118 INDUSTRIAL
ENTERPRISES 18 UNIONIZED, AND THIS TENDS TO "R EVEH
MORE THE CASE AMONG THEZ é'l‘A'I'B OWNED INDUSTR ..aL
ENTERPRISES. FEARING LAY-OFPF3, REQUIREMENYS FOR v
HIGHER PRODUCTIVITY, AND (W&im IN THI' UATE OF
INCREASE IN WAGES, UNIONS IN BTATE OWNED RNIcRPRISRA
HAVE BREN STRONGL Lt OPFOSEDd TO PRIVATISATION, UNIONS
WILL LIKELY CALL FOR STRIKEZ AND DEMONSTRATIONS BY
WORKERS IN PIRMS TO BE PRLVATIZED IN ORDER T0 DEFXR OR
POSTPONE INDEFINITELY PLANS FOR PRIVATIZING FARTICULAR
STATE OWNED ENTERPRISES.

THE MANAGEMENT OF THE ENTITIES TO BE PRIVATIZED WILL
IN MANY CASES ALSO RAISE BARRIERS TO DIVESTITURE. FOR
MANY, PRIVATIZATION WILL BRING MAJOR CHANGES IN TUE
CONDITIONS UNDER WHICH THEY OPEHATE, AND MANAGEMENT
WOULD PREFER THE KNOWN STATUS QUO. TOP MANAGEMENT
JOBS ARE PARTICULARLY THREATENED BY PRIVATIZATION AS
PRIVATE OWNERS ARE LIKELY TO BRING IN NEW MANAGEMENT
TEAMS. WHEN PRIVATIZED, GOVERNMENT OWNED COMMERCIAL
BANKS SBUCH AS THE BMCE AND BCP WILL NO LONGER BE nu
TO COUNT ON THE AUTGHATIC BUSINESS OF OTHER 6T

A

OWNED ENTERPRISES SUCH AS THE PHOSPHATE COMPANY BUT

WILL HAVE TO COMPETE POR THEIR DEPOSIZS AMD LENDING

BUSINESS WITH OTHER AGGRESSIVE PRIVATE BANKS.

RELATIONSHIPS WITH MINISTRIES UPON WHOM STATE OWNED

ENTERPRISES MAY HAVE DEPENDED ¥OR HIGH LEVELS OF .
, PROTECTION AGAINST INPORTS OR_COMPETING PIRMS “:n.x. BE

’ !m e Le b

, LONGER BE ABLE TO COUNE Of FhvORROLE TrEr e o e b sl

VIRTUE OF THEIR AFFILIATION WITH SUCH MINISTRIES.

B. INADEQUATE BUDQETARY RESOURCES

CRER ST A )Wﬁwu < Vs Wep AR Ay dor g ""‘W”W’m""’w“‘('ﬁW'"W%Wyt‘nﬁmhn YT,
WHILE MOROCCO HAS MADE SUBSTANTIAL PROGRESS IN
GOVERNMENT BUDGET REDUCTION ;GREATER CURTAILMENT IN .
EXPENDITURE GROWTH WILL BE D OVER THE NEXT PEW

YEARS. 1IN LIGHT OF PROJECTED FURTHER BUDGET

TIGHTENING, THE MINISTRY OF ECONOMIC AFFAIRS AND

PRIVATIZATION (MEAP) WILL LIKELY NOT RECEIVE THE LEVEL

OF RESOURCES NEEDED TO FULLY IMPLEMENT THE

PRIVATIZATION PROGRAM. IN 1990 AND 1991 THE BUDGET

DEFICIT FELL TO SOME 3 PERCENT OF GDP, BUT, UNDER THE

AT 0.8 PEF.CENT IN 1992 AND THE BUDGET IS TO BB

BALANCED 1IN 1993. WHILE TAX REFORM HAS INTRODUCED

GREATER ELASTICITY ‘fO GOVERNMENT REVENUES, THE GREAT

BRUNT OF DEFICIT REDUCTION HAS RESULTED FROM

CURTAILMENT IN THE GROWTH OF GOVERNMENT EXPENDITURES. .

OVER A DECADE EXPENDITURES WERE REDUCED FROM 38

PERCENT TO 28 PERCENT OF GDP. . ACHIEVEMENT OP m R T
RO N T,WI

A
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DEFICIT REDUCTION TARGETS IN THE CURRENT IMF STAND-BY
IMPLIES FURTHER CURTAILMENT IN EXPENDITURES TO A LEVEL
UNCLAS SECTION 04 OF 12 RABAT 004737
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SUBJECT: PRIVATIZATION SECTOR ASSISTANCE

OF 26 PERCENT OF GDP IN 1992 AND 2% PERCENT IN 199).

AS A RESULT OF THESE INF TARGEYS, BUDGET REQUESTS WILL
BE EVEN MORE CLOSELY SCRUTINIZED IN THE NEXT SEVERAL
YEARS AND ALLOTMENTS DOLED OUT SPARINGLY. THE MEAP'S
BUDGET FOR PRIVATIZATION IS NEW AND REQUIRES BUDGET
AUTHORITY POR SERVICES ONLY RARELY ALLOWED BY THE
GOVERNMENT OF MOROCCO, ViZ. CONSULTING, FINANCIAL
ACCOUNTING, APPRAISAL, EVALUATION, PROMOTIONAL AND
PUBLICITY SERVICES, AND WHICH WILL THUS UNDERGO CLOSE
QUESTIONING. THE GOM, AT THE HIGHEST LEVEL, HAS
DECIDED NOT TO SEGREGATE THE PROCREDS 'OF. '
PRIVATIZATIONS FROM OTHER mnuuxe AND HAS IN PFACT
PROGRAMMED ESTIMATED REVENURS FROK PRIVATIZATIONS m
ITS INVESTMENT BUDGETS. THE MEAP COMPETES FOR AND
RECEIVES BUDGET ALLOCATIONS AS DOES ANY OTHER
MINISTRY. GIVEN THE BUDGET STRINGENCIES RERQUIRED
UNDER THE ADJUSTMENT PROGRAM AND COMPETING DEMANDS
FROM OTHER PUBLIC SECTOR PROGRAMS, THE-MEAP MAY -NOT:: s -

HAVE SUFFICIENT RESOURCES TO IHPLBHRNT PRIVATIZATION

IN THE OPTIKAL PASHION; e
EVALUATIONS, AUDITS AND RBSTRUCTURI 4G

CERTAIN OTHER IMPORTANT ACTIVITIES, SUCH AS PUBLICITY
AND MEASURES TO PROMOTE SHARE OWNERSHIP, WHICH WOULD
IMPROVE THE OVERALL PROCESS AND RESULTS OF
PRIVATIZATION. OTHER DONOR“ASSY

FOCUSSED ON THE POREIGN EXCHANGE COSTS OF AUDITS AND
;KMONS AND HAS NOT GENERALLY. m&m MS E o

ALSO DAMAGING IS THE FREQUENT PRACTICE OF MUCH DELAYED
PAYMENT FOR EXTERNAL SERVICES. QUALITY MOROCCAN
CONSULTING, ACCOUNTING, PUBLICITY, PRINTING, AND OTHER
FIRMS WILL BE RELUCTANT TO TAKE ON PRIVATIZRTION
BUSINESS FOR THE MINISTRY FOR FEAR THAT THEY WILL NOT
BE PAID IN A REASONABLE TIME FRAME. DIFFICULTY IN
SECURING THE BEST QUALIFIED MOROCCAN TALENT AVAILABLE
MAY IN TURN MEAN THE MINISTRY WILL HAVE TO RELY ON
RgglsgING AND IMPLEMENTING THE PRIVATIZATION RAPIDLY
LL.

C.  SECTOR ASSISTANCE VALUE ADDED, .. - w, ., .. .

UNCLAS AIDAC RABAT 04737 *
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WITHOUT SECTOR ASSISTANCE, IMPLEMENTATION WOULD ONLY

LIMP FORWARD WITH NO ASSURANCE THAT THE ENTIRE PROGRAM

WOULD BE IMPLEMENTED; THZRE WOULD BE SUBSTANTIAL

JEOQOPARDY OF LESS THAN TRANSPARENT TRANSACTYIONS CAUSING -
A SEVERE ADVERSE REACTION TO CONTINUING PRIVATIZATION) . L
AND OPPORTUNITIES TO PROMOTE BROAD PUBLIC OWNERSHIP OF

CCMPANIES WOULD LIKELY BE FOREGONE, USAID SBECTOR . -
ASSISTANCE WILL BUSTAIN THE COMMENCEMENT OF THE -
PRIVATIZATION PROGRAM BY ALLEVIATING THE EXPECTED LACK

OF BUDGETARY RESOURCES, BY ASSURING TRANSPARENCY, AND -
BY PROVIDING TANGIBLE EVIDENCE OF BUBSTANTIAL EXTERNAL -
INTEREST IN SREING PRI

VATIZATIOw SUCCERD. THE

PUBLICITY GIVEN TO PRESIDENT BUSH’S REFERENCES TO
PRIVATIZATION DURING THE KING’S RECENT VISIT TO THE
U.8. AND YHE USE TO WHICH THERSE WERE PUT DY THE MEAP
IN PROMOTING PRIVATIZATION DEMONSTRATE THAT THIS KIND
OF EXTERNAL ENCOURAGEMENT IS8 EXTREMELY HELPFUL.
FURTHER, AS A LONG-TIME RECIPIENT OF WORLD BANK -
STRUCTURAL ADJUSTMENT LENDING, MOROCCAN MIMISTRIES ARE

ACCUSTOMED TO CONDITIONALITY AND MAKING EFFECTIVE USE _
CF COMMITMENTS TO EXTERNAL’ DONORS '1'0 AC‘HIWB NEEDER- e
PROGRESS IN POLICY REFORM. ' - .- iy TR :

THE GOVERNMEMT HAS BEEN WNEQUIVOCAL THAT THIS IS JUST

THs; FIRST PHASE OF PRIVATIZATIONM. OTHER STATE-OWNED .
ENTERPRISES NOT ON THE FIRST LIST OF 112 ARF CURRENTLY

BEING RE~STRUCTURED AS A PRELUDE TO PRIVATIZATION, AND
OTHERS ARE BEING MERGED OR-LIQUIDATED::: HOWEVER, THE
GOVERNMENT HAS ALSO BEEN CI.BM! IN S'I'ATING 'l'HNl‘ WHETHER

FUTURE PRIVATIZATI F T
ORBSNT. - R, LARCER o mmwmmm

!\l "\' I

EXTENT ON THE RESULTS OF THE CURI
PROGRANM,

IN THE. FACZ OF CONSIDERABLE OPPOSITION THE GOVERNMENT
HAS PUBLICLY EMBRACED “TRE' SALB-OF -OTATE~ONMBIN wwmvstmscnmin. tswrsmsin ~bissooarss sinposon
ENTERPRISES AND ECONOMIC mmmzm'xou KND MADE s
PRIVATE SECTOR DEVELOPMZNE. THE. CO Ng OF ITS ..

ECONOMIC AND socmt. POLICY.’ Usuo ta INTIMATELY . ene

ASSOCIATED WITH THESE POLICIES, AND THE MISSIO'! AND US

GOVERNMENT ARE WELL~KNOWN "HROUGHOUT THE COUNTRY AS

MAJOR PROPONTINTS OF THE PRIVATIZATION LAW AND -
PRIVATIZATION PROCESS. .IP THE PRIVATLZATION PROGRAM roos
REFORMS WILL CONTINUE AND FURTHER PRIVATIZATIONS WILL

OCCUR. XF IT DOESN’T, OR IF USAID SUPPORT FOR

PRIVATIZATION IS SEEN AS LACKING OR HESITANT, THE ,
CREDIBILITY OF THE GOVERNMENT AND USAID WILL BE -
SEVERELY DAMAGED.

UNCLAS SECTION 05 OF 12 RABAT 004737 . v
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SUBJECT: PRIVATIZATION SECTOR ASSISTANCE
I

D. IOCAL CURRENCY KEY TO OVERCOMING OPPOSITION

- CURRENCY COUNTERPART OF SECTOR ASSISTANCE WILL

E A VERY IMPORTANT MEANS TO ALLEVIATE THE

8 OF BUREAUCRATIC OPPOSITION ‘10 IMPLEMENTATION

PRIVATIZATION PROGRAM. PLACEBMENT, RETRAINING

VERANCE PAY PROGRAMS WILL BE ELIGIBLE POR

ING FROM THE LOCAL CURRENCY POR MINISTERIAL AND

PERSONNEL AFFECTED BY ANY LAY-OFFS IN PRIVATIZED

MOREOVER, BY VIRTUE OF THE ADDITIONAL

ARY RESOURCES IT WILL RECEIVE BASED ON PROGRESS

VATIZATION, THE MEAP WILL BE MOTIVATED TO
—--___TE TRANSACTIONS .AND TO OVERCOME BURFAUCRATIC
OBSTACLES POSED BY OTHER MINISTRIES AND HOLDING
ORGANIZATIONS.

UNION AND EMPLOYEE OPPOSITION WILL'BE PARTLY COUNTERED = i/

BY SHOWING THE RESULTS OF PRIVATIZATION ON FIRM AND
SECTOR EFFICIENCY, INVESTMENT, AND EMPLOYMENT. IN
ADDITION, MITIGATING MEASURES FOR THOSE THREATENED BY
LAY~-OFFS WILL BE ELIGIBLE FOR FINANCING BY THE SECTOR
ASSISTANCE LOCAL CURRENCY GENERATIONS. PLACEMENT,
RETRAINING, AREA REDEVELOPMENT, AND SEVERANCE PAY
PROGRAMS WILL, FOR EXANPLE, BE SUPPORTED AS NECESSARY.

LOCAL CURRENCY ommwmw mm ‘
PROGRAM OF EVALUATION OF THE EFFE PRI i S OIS 1

ON FIRM AND SECTOR LEVEL EJFICIENCY, INVESTMENT,
EMPIOYMENT, NATIONAL SAVINGS MOBILIZATION, INDUSTRY
OWNERSHIP PATTERNS AND OTHER FACTORS. RESULTS OF SUCH

EVALUATIONS WILL PROVIDETHE“PACTUAL BASIS LORwmmtrmmuinis. v
COUNTERING POLITICAL ARGUMENTS ABOUT THE WORTH OF THE

PRIVATISATION PROGRAM AND LAY THE BASE FOR A PROGRAM . .. .

F FURTHER PRIVATIZATIONS.

THE MANNER IN WHICH THE PRIVATIZATION PROGRAM IS
UNDERTAKEN WILL ALSO GREATLY AFFECT THE PACE AND
SUCCESS OF IMPLEMENTATION. IT 18 WIDELY BELIEVED BY
THE GENERAL PUBL1C THAT PRIVATIZATION MAY RESULT IN
BARGAIN BASEMENT DEALS WITH ALREADY ESTABLISHED LARGE
BUSINESS GROUPS, THEREBY ADDING TO CONCENTRATION OF
VIEW, SUCH LARGE BUSINESS GROUPS WILL GAIN THE INSIDE
TRACK ON BIDS FOR STATE OWNED ENTERPRISES TO BE SOLD.
ADVANTAGE WILL NOT BE TAKEN OF OPPORTUNITIES TO USE
PRIVATIZATION TO FOSTER WIDESPREAD PUBLIC OWNERSHIP OF
SHARES. IF THESE FEARS ARE REALIZED AND PRIVATIZATION
TRANSACTIONS DO INDEED REFLECT INSIDER DEALING AND/OR i

UNCLAS AIDAC RABAT 04737
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BENEFIT EXISTING LARGE BUSINESS GROUPS, POPULAR
OPPOSITION TO THE PRIVATIZATION PROGRAM WILL MOUNT

¥  SIGNIFXCANTLY AN

% D FURTHER IMPLEMENTATION WILL LIKELY
., BE SLOWED.
. ¥ e

’IVATIZA‘I‘IO)I OPKRATIONB HILL BB XBY
PUBLIC THAT PRIVATIZATION I8 NOT
L GROUPS8. ADHERENCE TO PROCEDURES
ON, PUBLICATION OF MAJOR DECISIONS
B, WIDE DIFFUSION OF CLEARLY
FOR BID, PROSPECTUSES, AND PUBLIC
ND ANNOUNCEMENT OF WINNING BIDS MAKE
HCY. SPECIAL EFFORTS TO INTEREST
- IN INVESTING IN PUBLIC SHARE
ATIZING PIRMS WILL ALSO BE IMPORTANT
'ISTRIBUTION OF OWNERSHIP OF THE
MEASURES TO PROMOTE TRANSPARENCY,
‘CATION CAMPAIGNS, PUBLICITY ON
OF PREPARING CLEAR PROSPECTUSES AND
D DIFFUSING INFORMATION ON THEM ARE
P SECTOR ASSISTANCE CONDITIONALITY ,
LL BB SUPPORTED BY SBC'I'Oﬁ“MSZSTANCS AT e
ERATIONS. FURTHER, SECTOR e T
ONALITY WILL RBQUIRB :rrom '1‘0
C OWNERSHIP Or SHARES OF PRIVATIZED
“ATION OF ACCOMPANYING MEASURES WILL
TOR ASSISTANCE LOCAL CURRENCY
DITION, THE VERY PRESENCE OF AN
H AS USAID, ENGAGED IN A BROAD- .
JOR SUPPOR‘I‘ FOR PRIVATIZATION HILL

A NUMBER OF RECENT STUDIES BY THE WORLD BANK, THE
INTERNATIONAL PINANCE CORPORATION, AND THE MEAP
SUGGEST THAT PRIVATIZING ALL 112 STATE OWNED
ENTERPRISES REFERRED mmmﬂmvmmmwtmmmm
COST BETWEEN DOLS 70 AND 90 NILLION. THIS ESTIMATE 12

COST OF APFRAISING AND EV THE 112 ,
SOES, RETAINING THE NECESSARY CAL ASSTUPANCE AND 701 el
AMINIMAL AMOUNT OF ENTERPRISE RESTRUCTURING. :
INCLUDING MAJOR RESTRUCTURINGS AS PART OF THE -
COSTS. PRIVATIZATION SECTOR ASSISTANCE OF DOLS 25
MILLION, INCLUDING DOLS 5 MILLION IN EXTERNAL
TECHNICAL ASSISTANCE, WILL THUS FINANCE A VERY
UNCLAS SECTION 06 OF 12 RABAT 004737
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SIGNIFICANT POKRTIOi! OF THESE COSTS AND ALLOW THE MEAP : e
TO BOTH ENGAGE THE LEVEL AND QUALITY OF LOCAL AND R
EXTERNAL SERVICES NEEDED TO MOUNT AND COMPLETE A ! _
SUCCESSFUL PRIVATIZATION PROGRAH e -
“T1ILE FOR MORE COMPLEX TRNCSAC’I‘IONS FOREIGN BXPBRTISE . M st
LL BE NECESSARY, MOROCCAN ACCOUNTING FIRMS, . NTils _
'PRAISERS, AND FINANCIAL AVALYSTS WILL BE CALLED UPON -
! COMPLETE MANY OF THE 112 PRIVATIZATIONS. LOCAL . =" .
RRENCY WILL ALLOW THE GOVERNMERT TO MAXIMIZE USE OF ' U :
'CAL AVAILABLE EXPERTISE AND ASSURE THAT b
IVATIZATION HELPS TO DEVELOP THE MOROCCAN -

-
54
e,

COUNTING, AUDIT, AND CONSULTING PROFESSIONS AS WELL
.— PINANCIAL INSTITUTIONS. |
" .YMENT FOR SERVICES FROM THE LOCAL CURRENCY SPECIAL o
‘COUNT WILL NOT BE SUBJECT TO GOVERNMENT WIDE BUDGET LR -
. PAYMENT RESTRICTIONS IMPOSED TO REDUCE EXPENDITURE > ke
TES AND THUS WILL AVOID EFFECTS OF DELAYED PAYMENT. ok 2 )
NCE THE MEAP IS CAPABLE OF CARRYING OUT THE PROGRAM {3 .
D OTHER DONORS ARE PROVIDING TECHNICAL ASSISTANCE, . . . SHNIC
OJECT ASSISTANCE BEYOND THE LIMITED TECHNICAL' i -

SISTANCE AND TRAINING INCLUDED IN THE PROGRAH 18 NOT R
-— ﬁTl!ONGLY NEBDED- ". R o ‘;"."r .

II. POLICY MATRIX
A. OVERVIEW OF CONDITIORALITY
TO PROVIDE AN INCENTIVE TO THB GOVERNHENT '1‘0 HOVE

PRIVATIZATION PROGRAM, CONDITIONALITY HAS BEEN TIED,
IN LARGE MEASURE; TO COMFLETING ACTIONS NECESSARY 10
TOMPLETE PRIVATIZATION TRANSACTIONS. SINCE
PREPARATION OF THE PAIP, USAID HOROCCO_HAS PRESSED FOR
AND GAINED ACCEPTANCE OF" *CONDITIONALITY" mmmwwmw%wm@mrmam
MORE DIRECTLY TO COMPLETING THE MORE IMPORTANT
PRIVATIZATIONS AND IMSTITUTIOMALIZING.THE .. oI e ',".ty_x;%';.
PRIVATIZATION PROGRAN. SUCH NEW CONDITIONS BRECEDENE Dosiiife: moN- M

INCLUDE COMPLETION OF A GREATER NUMBER OF R
SRIVATIZATION TRANSACTIONS, GREATER EMPHASIS ON ;

UNDERTAKING THE PRIVATIZATIONS WITH GREATER IMPACT BY PR
MINIMIZING THE NUMBER OF SMALL PRIVATIZATIONS THAT iR T

WILL COUNT FOR CONDITIONALITY AND MAXIMIZING THE LARGE vex B _
PRIVATIZATION, AND PREPARATION OF A FUTURE PROGRAM FOR .
PRIVATIZATION _
THE NO L 4ED IR
N-PROJECT ASSISTANCE WILL BE RELEASED IN THREE R .
TRANCHES, WITH DISBURSEMENT TIED TO SEVERAL INDICATORS. L oy g

OF PROGRESS IN IMPLEMENTING THE PRIVATIZATION PROGRAM, o a

TAKING ACTIONS TO BROADEN SHARE OWNERSHIP AMONG THE R e S i

UNCLAS AIDAC RABAT 04737
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GENERAL PUBLIC, INSURING THE PROPER FLOW OF
INFORMATION TO THE PUBLIC TO ASSURE TRANSPARENCY IN
THE PROCESS, AMND TAKING CERTAIN STEPS TOWARD SETTING
THE STAGE FOR COMPLETION AND EXTENSION OF THE CURRENT
PRIVATIZATION PROGRAM. THE GRANT AGREEMENT WILL ALSO
INCLUDE COVENANTS COMMITTING THE GOVERNMENT .TO ABSTAIN
FROM CREATION OF ACDITIONAL STATE ONNED ENTERPRISES OR
PARASTATALS, TO MAINTAIN OPEN AND COMPETITIVE MARKETS
IN THE INDUSTRIES IN WHICH PRIVATIZATIONS WILL OCCUR,
TO PREVENT FURTHER INDUS.RIAL CONCENTRATION VIA THE
PRIVATIZATION PROGRAM, AND TO MAINTAIN THE CURRENT
LEVEL OF BUDGET SUPPORT TO THE PRIVATIZATION PROGRAM.

THE HAJOR THRUST OF CONDITIONALITY IS8 DIRECTLY TIED TO
DEMONSTRATING SIGNIFICANT ADVANCEMENT IN THE
IMPLEMENTATION OF THE GOVERNMENT'’S ENTIRE
PRIVATIZATION PROGRAM. THE PRIVATILATION PROCESS
EMBODIED IN THE REGULATIONS IKPLEMENTING THE
PRIVATIZATION LAW REQUIRES COMPLETION OF SEVERAL
STAGES TO READY THE ENTERPRISES FOR SALE. SOME
PRIVATIZATIONS WILL BE LESS COMPLEX, OTHER
DIVESTITURBS WILL BE FAR MORE DIFFICULT REQUIRING
RESTRUCTURING OF THE FIRM OR CONSIDERABLE :PREPARATION
TO PREPARE A MARKET FOR THR SNTERPRISE. - DEVELOPMENT
OF A POOL OF ENTERPRISES FOR WHICH SUCCESSIVE LEVELS
OF ACTIONS HAVE BEEN COMPLETED WILL BE ESSENTIAL 70
MAINTAIN MOMENTUM FOR IMPLEMENTING THE PRIVATIZATION
PROGRAM. FOR THIS REASON, CONDITIONALITY IS NOT TIED
SOLELY TO COMPLETION OF A CERTAIN NUMBER UF
PRIVATIZATIONS BUT ALSO TO ACHIEVING.SOME OF. THE
IMPORTANT MILESTONES TOWARD PRIVA’I‘IZATION' FOR A FAR

gy
" " 4.

COMPRISE THE FOLLOWING:

== COMPLETION OF AUDITS: AUDITS ARE A FIRST STAGE IN
THE PROCESS OF APPRAISING TKZ VALUE OF A FIRM TO BE
PRIVATIZED; AN AUDIT: DEVELOPS -A-COMBLETE..
OF STATEMENTS FOR THE FIRM, ESTABLISHES
PROPERTY BELONGS TO THE FIRM, INCLUDING LEVELS OF
INVENTORY, AND WORTH OF STOCK AND BOND 'HOLDINGS. FOR
UNCLAS SECTION 07 OF 12 RABAT 004737 "~
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BOOK VALUE, MAY BE SUFFICIENT TO HELP ESTABLISH A
MINIMUM SALES PRICE FOR THE FIRM TO BE PRIVATIZED.
THE FINANCIAL STATEMENTS ARE LATER ESSENTIAL
INFORMATION TO BE INCLUDED IN RBQWTPS;ﬂml} BIDS AND

| UNCLAS AIDAC RABAT 04737
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PROSPECTUSES WHEN THE SALE PROCESS IS INITIATED.

-= COMPLETION OF EVALUATIONS: EVALUATIONS LOOK BEYOND
THE BOOK VALUE OF A COMPANY AS EXPRESSED IN ITS
FINANCIAL STATEMENTS IN ORDER TO ESTIMATE THE MARKET
WORTH OF THE PIRM. EVALUATIONS EXAMINE THE ... ..
SIGNIFICANCE OF THE FIRN IN TERMS OF THE MARKET sump
IT HOLDS AND FUTURE PROSPECTS, YANAGEMENT, AND NEED °
FOR RESTRUCTURING AND NEW INVESTMENT. - EVALUATICNS -
ALSO INVESTIOATE THE LIKELY MARIET FOR PURCHASE OF THE
ENTERPRISE TO BE PRIVATIZED; WHO ARE LIKELY BUYERS, -
WHAT MIGHT THEY BE WILLING TO PAY FOR THE FIRM. .
EVALUATION STUDIES ASSESS WHETHER RESTRUCTURINGS WOULD
BE WORTHWHILE AND WHAT METHOD OF PRIVATIZATION WOULD
BE MOST EFFECTIVE. AUDITS AND EVALUATIONS THUS
ESTABLISH THE WORTH OF THE FIRM BOTH IN TERNS OF BOOK
VALUE AND LIKELY REALIZABLE MARKET VALUE.. ONCE
EXTERNALLY PREPARED AUDITS AND EVALUATIONS ARE
COMPLETED, THE MEAP PREPARES ITS OWN ANALYSIS OF THE
AUDIT AND EVALUATION FINDINGS AND DRAFTS IT
RECOMMENDATIONS TO THE EVALUATION AUTHORITY FOR

* '1‘(»?* i ‘n YT ey ‘r'miv‘;u, sy

THE EVALUATION Au'raou-rv xs mponsmz ron smm
MINIMUK SALES PRICES FOR FIRMS TO BE PRIVATIZED. " IT
HAS A MAXIMUM OF TWO MONTHS TO REACH ITS DECISION .
AFTER SUBMISSION TO IT OF AN EVALUATION REPORT FROM
THE MEAP. THE SETTING OF A MINIMUM SALES PRICE IS
IMPORTANT IN ORDER TO HAVE A REFERENCE POINT FROM
WHICH TO EVALUATE OFFERR-POR A COMPANY.TO BE ...

PRIVATIZED BY REQUEST FOR BIDS OR DIRECT SALE OR TO "

SRT-THE : PER - SHARE -PRIQ
OFFERING. i

=~ SALE PROCESS INITIATBb.  INITIATION OF THE SALE
PROCESS ENTAILS REACHING AGREEMENT WITH THE TRANSFER

JOMMISSION + AT RN MR S ORI T NN SIS ANy I A3 i1 > VSt

IN THE METHOD OF SALE (REQUEST FOR BIDS,

SALE ON_PINANCIAL MARKKTS nm'xon or. BoTH »
DIRECT SALE). “Rﬁm M b

REQUIRES THAT ALL PREPARATORY nocunnn'rmou SBE READY: 7

THAT THE TERMS OF A REQUEST FOR BIDS, AND BID
DOCUMENTS HAVE BEEN PREPARED, PROSPECTUSES AND SHARE
OFFERING DOCUMENTS DRAFTED. AND APPROVED. FURTHER, IN
M2DE WITH BANKS AND/OR THE STOCK EXCHANGE TO HANDLE
THE OFFERING. OF PRIME IMPORTANCE, THE PROMOTIONAL
CAMPAIGN TO ADVERTIZE THE REQUEST FOR BIDS OR PUBLIC
OFFERING MUST HAVE BEEN DESIGNED AND READY TO BE'
IMPLEMENTED. INDICATION THAT THIS STAGE HAS BEEN
ACHIEVED FOR A GIVEN ENTERPRISE IS EVIDENCED BY THE
PUBLIC ANNOUNCEMENT OF THE REQUEST FOR BIDS OR OF A
PUBLIC OFFERING OF SHARES. ONCE THIS STAGE“IS = ™

ACHIEVED, IT WOULD BE VERY. DIFFICULT TO TUR!{!@%I}(- i

UNCLAS AIDAC RABAT 04737

+ 5 thyy, KR € ,t’ ¢

o



S Ko

vl g

cl e

UNCLAS AIDAC RABAT 04737

SUCCESSFUL IMPLEMENTATION OF PRIVATIZATION WILL HINGE
IMPORTANTLY ON THE PROPER FLOW OF INFORMATION TO
POTENTIAL INVESTORS. TRANSPARENCY IN OPERATIONS WILL
HELP TO GUARD AGAINST MALFEASANCE OR THE PERCEPTION BY
THE PUBLIC OF MALPEASANCE IN THE TRANSFER PROCESS.

THE GROWTH OP SUCH A PERCEPTION WOULD LEAD TO - 'y
OPPOSITION TO CONTINUANCE OF THE PRIVATIZATION
PROGRAM. HENCE, PRIVATIZATION SECTOR ASSISTANCE
IMPOSES CERTAIN CONDITIONS RELATED TO THE FLOW OF
INFORMATION, NOTABLY SUBMISSION OF A PLAN FOR
DEVELOPMENT OF A PROMOTIONAL AND EDUCATIONAL CAMPAIGN
AND IMPLEMENTATION OF THE ACTIONS IDENTIFIED IN THIS

PLAN.
B.  FIRST TRANCHE

A _PIRST TRANCHE OF DOLS 4.0 MILLION WILL BE RELEASED
AFTER AUDITS HAVE BEEN COMPLETED FOR 8 FIRMS,
EVALUATIONS COMPLETED FOR 4 FIRMS, AND THE PROCESS OF
SALE INITIATED FOR 2 PRIVATIZABLE ENTITIES. IN
ADDITION, TO THESE TRANSACTION RELATED REQUIREMENTS,
FIRST TRANCHE RELEASE WILL BE CONDITIONED DUPON. ..
SUBMITTING (I) A PLAN FOR A PROMOTIONAL AL
EDUCATIONAL CAMPAIGN ON THE BENEFITS msmm nxsxs) oF:
SHARE OWNERSHIP AND (II) A PLAN /SCHEDULE FOR THE s'ruov

AND REVIEW OF POSSIBLE TO PROMOTE BROADER
mh'ltg LiHARE OWNERSHIP. THE PROMOTION P

ANALYZE THE BEST MEANS FOR REACHING TARGET AUDIENCES
POR SHARE OWNERSHIP, DEVELOP THE CONTENT OF THE . siiicuicu

MESSAGES TO BE TRANSMITTED, IDENTIFY THE ROLES TO BE
PLAYED BY 'MHE" mmMWND SRR s,
IN IMPLEMENTING THIS PROMOTIONAL CAMPAI AND el

ESTIMATE. COSTS AND.METHQDS OF P NG THE cmucn.
THE SECOND REQUIRED PLAN/SCHEDU “IDENTIPY
POSSIBLE MEASURES TG PROMOTE smz OWNERSHIP, :
. DETERMINE WHAT STUDIRS,  TECHNICAL 'ASSEZSTANCE): memm\mwmnxmmm
TRAINING NEEDS TO BE COMPLETED TO DETERMINE THEIR
FEASIBILITY AND BEGIM mmxou.wmo OUTLINE A . ... o . .
SCHEDULE FOR COMPLETING ANY NECESSARY REVIEWS AND' T s
DECISIONS TO PUT THESE MEASURES mro PLACE.

LOCAL CURRENCY COUNTERPART GENERATED BY THE FIRST
TRANCHE WILL PROVIDE ESSENTIAL SEED MONEY FOR

NUMEROUS ACTIONS RELATED TO ADDITIONAL TRANSACTIONS

AND TO CARRYING OUT THE PROMOTIONAL AND EDUCATIONAL
CAMPAIGN AND STUDY AND REVIEW OF POSSIBLE MEASURES TO
PROMOTE BROADER SHARE OWNERSHIP AMONG THE GENERAL

PUBLIC. BECAUSE THIS PIRST TRANCHE WILL PROVIDE

NECESSARY RESOURCES NEEDED TO FURTHER ADVANCE THE
PRIVATIZATION PROGRAM, IT IS ESGENTIAL THAT THE
TRANCHE BE QUICKLY DISBURSED. THE FIRST TRANCHE
CONDITIONALITY GIVES RECOGNITION TO MOROCCO’S VERY. ... R

UNCLAS AIDAC RABAT 04737
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SUBSTANTIAL ACHIEVEMENT TO DATE IN ESTABLISHING THE

PRIVATIZATION PROGRAM AND PUTTING XNTO PLACE THE

NECESSARY INSTITUTIONAL STRUCTURE TO CARRY IT OUT,

NOTABLY ESTABLISHMENT OF THE EVALUATION AUTHORITY' AND

TRANSFER COMMISSION, AND REVIEW AND RATIFICATION BY

PARLIAMENT OF THE OPI‘ICIM IMNPLEMENTING DECREES FOR . oo
THE PRIVATIZATION LAW. .

C. BECOND TRANCHE

SECOND TRANCHE OF DOLS 6.0 MILLION WILL BE
EASED WHEN A CUMULATIVE TOTAL OF 24 PRIVATIZABLE
[TIES HAVE HAD THEIR AUDITS COMPLETED, A TOTAL OF
'IRMS HAVE HAD EVALUATIONS COMPLETED, 10 FIRMS HAVE
THE SALE PROCESS INITIATED, AND, FOR 6 FIRMS,
IATIZATION HAS BEEN ACHIEVED. NO MORE THAN 2 OF
JE_ COMPLETED PRIVATIZATIONS MAY BE SMALLER
IRPRISES OR HOTELS, AND A MINIMUM OF THESE TWO
ISFERS SHALL HAVE BEEN COMPLETED VIA THE STOCK
EXCHANGE OR A PUBLIC STOCK OFFERING. IN ADDITION, AT
LEAST TWO OF THE COMPLETED PRIVATIZATIONS MUST
CONSTITUTE LARGE BNTBRP]}IBBS. .
R LA
" “ITION TO THESE TRANSACTIO i
EMENTS, IMPLEMENTATION OF THE PROMOTIONAL
TONAL CAMPAIGN ON SHARE OWNERSHIP WILL: HAVE
WORK WILL ALSO HAVE ADVANCED ON MEASURES TO
E WIDESPREAD SHARE OWNERSHIP AND THE STUDIES
FIED AS NECESSARY AS A CONDITION OF FIRST
E RELEASE WILL HAVE BEEN COMPLETED. BASED ON
-~ .- SECTION 09 OF 12 RABAT 004737
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THE STUDIES, USAID/MOROCCO AND THE MEAP WEfL AURME-ow~ wwvre oo Sitiovass
A NUMBER OF MEASURES RELATED TO BROADENING ‘SHARE

OWNERSHIP AS ADDITIONAL CONDITIONALITY FOR SECOND

TRANCHE RELEASE.

{ THAT THE PRIVATIZATION SECTOR ASSISTANCE IS
iDED TO MOTIVATE THE COMPLETION OF THE
!NHENT'S ENTIRE PRIVATIZATION PROGRAM, A FURTHER
iE FEASIBILITY OF ESTABLISHING A PRIVATIZATION
LWVING FUND. SUCH A PUND COULD BE INITIALLY
ICED BY EITHER A PORTION OF THE LOCAL CURRENCY
PERPART OR THE PROCEEDS OF PRIVATIZATIONS.
IQUENT FUNDING WOULD DERIVE FROH A SHARE OF
r__-_IUB GAINED FROM ADDITIONAL PB_IVA;:;ZAQE?NS.
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D. THIRD TRANCHE

THE THIRD TRANCHE OF DOLS 10 MILLION WILL BE RELEASED

WHEN 44 ENTERPRISES HAVE HAD AUDITS COMPLETED, 38

FIRMS HAVE HAD EVALUATIONS PREPARED, THE S8ALRBS PROCESS ..
HAS BEEN INITIATED FOR 34 PIRMS, MID A CUMULATIVE .
TOTAL OF 28 PRIVATIZATIONS HAVE BEEN ACHIERVED. OF

THESE COMPLETED DIVESTITURES, NO MORE THAT SIX SHALL
REPRESENT SMALL OPERATIONS AND AT LEAST SIX SHALL

COMPRISE VERY IMPORTANT ENTERPRISES. FURTHER, A

MININUM OF SIX ENTERPRISES SHALL HAVE REEN WSFBRRED
g;hng?:GCASABWCA STOCK EXCHANGE OR A FUDLIC 8TOCK

IN ADDITION TO THESE TRANSACTIONS RELATED CONDITIONS,
OTHER MEASURES WILL BE REQUIRED TO HAVE BEEN PUT INTO
PLACE TO PROMOTE BROAD PUBLIC SHARE OWNERSHIP.
DISCUSSIONS BETWEEN USAID/MOROCCO AND THE MEAP WILL BE
HELD AFTER THE RELEASE OF THE SECOND TRANCHE AS TO

WHAT MEASURES WILL NEED TO BE IMPLEMENTED FOR THE
THIRD TRANCHE AND IRCIUDED 'IN' THE: CONDITIONALITY. FOR .. i .. -
THIS TRANCHE, THE MEAP WILL ALSO BE REQUIRED TO - s
FURNISH A PLAN AND SCHEDULE T0 DEMONSTRATE HOW

PRIVATIZATION WILL BE COMPLETED FOR THE REMAINING

PFIRMS. LASTLY THE MINISTRY WILL DEVELOP A PROPOSAL

POR A NEW PROGRAM OF PRIVATIZATIONS. THIS PROGRAM

WILL PROPOSE OTHER ENTITIES THAT WOULD BE ELIGIBLE FOR
PRIVATIZATION AS WELL AS THE INSTITUTIONAL STRUCTURE ..
AND TIMEFRAME FOR SUCH A NEW AND ADDITIONAL PROGRAH OF

AT THE TIME OF THIRD TRANCHB REI-BASS. TRR GOVBRNHBNT
OF MOROCCO WILL HAVE COMMENCED THE PRIVATIZATION
PROCESS FOR AT LEAST FCRTY PERCENT OF THE 112 FIRMS.

BECAUSE OF THE NANY-SUBSIDIARYES -OP-STATE -OWNBD ... VD S MDA % 3 T ox g o i

ENTERPRISES AND CROSS-HOLDINGS, THE NUMBER OF
SECONDARY PRIVATIZ&TIO”Bnnm Mﬂhx;ﬁ% EVBN LARGER.

IIX. INSTITUTIONALIZATION OF BRIVATIZATION'' -
IMPLEMENTATION OF MOROCCO’S PRIVATIZATION PROGRAM.

THE OBJECTIVE IS TO GET THE PROCESS GOING, TO OVERCOME
THE INITIAL OBSTACLES TO PRIVATIZATION AND TO HELP
ENSURE THAT PRIVATIZATION IS CARRIED OUT EFPFECTIVELY
AND EQUITABLY. IF PSA CONDITIONALITY IS ACHIEVED, A
HIGH LEVEL OF MOMENTUM IN PRIVATIZATION WILL HAVE BEEN
ATTAINED AND CONTINUATION OP THE PROGRAM TO THE FULL
112 ENTERPRISES AND BEYOND WILL BE VERY LIKELY. BY
PACD THE PRIVATIZATION PROCESS SHOULD BE WELL
FUNCTIONING AND INSTITUTIONALIZED AND MOROCCO SHOULD .
BE_MUCH HIGHER ON THE LEARNING CURVE. AT THAT TIME,

THE (NEED FOR ASSISTANCE WILL BE GREATLY DIMINISHED, .

\ UNCLAS AIDAC RABAT 04737
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ALTHOUGH EXTERNAL TA FOR COMPLEX AUDITS AND
EVALUATIONS WILL STILL PROBABLY BE NECESSARY.

T ON THE IMPLEMENTATION SIDE, THE MEAP SHOULD HAVE AN
EXPERIENCED STAFP, FAMILIAR WITH PRIVATIZATION AND
f CAPABLE OF CARRYING IT OUT COMPETENTLY'AND - :
. PROFESSIONALLY. THE CAPACITY OF LOCAL ACCOUNTANTS AND ,
BANKS WILL HAVE INCREASED, THE CAPITAL MARKET WILL BE
HORE EFFECTIVE AND THE MARKET FOR PRIVATIZABLE FIRMS
WILL BE [ESTABLISHED.

OPPOSITION TO PRIVATIZATION WILL HAVE DIMINISHED

THE GOM WILL HAVE SHOWN IT CAN ACTUALLY PRIVA‘I.'IZ§ IN

AN EFFICIENT AND EQUITABLE MANNER. THE PUBLIC

PERCEPTION OF PRIVATIZATION WILL BE DYFFERENT; THE

PROGRAM WILL HAVE BEEN PUBLICIZED AND THE

OPPORTUNITIES AND BENEFITS MORE WIDELY DIFFUSED. WITH

FEARS OF THE AFFECTS OF PRIVATIZATION NOT REALIZED AND

THE BENEFITS BETTER UNDERSTOOD, MANY OF THE GROUPS

OPPOSING PRIVATIZATION WILL HAVE LESSENED THEIR

OPPOSITION. GENERAL PUBLIC SUPPORT WILL BE GREATER

AND A CONSTITUENCY STRONGLY SUPPORTING FURTHI..RANCE OF

THE PROGRAM WILL HAVE BlIERG T
THIRD TRANCHE CONDITIONALITY REQUIRES PREPARATION OF A _
UNCLAS SECTION 10 OF 12 RABAT 004737 - ST
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PLAN AND CALENDAR FOR THE REMAINING PRIVATIZATION AND
A PROPOSAL FOR A NEW PROGRAM OF PRIVATIZATION.

EXPANSION OF PRIVATIZATION:BEYOND THBWELR+TN- THE .. e s s

;gg\ég'x‘zgzou LAW :131 ALSO VBE;POPROBABLE IF T;“:Nggm
SUCCESSFUL. THE § .

WHICH PSA WILL PROVIDE NOW SHOULD Tﬁgg*ﬁg:xr@w NEW it

PRIVATIZATION PROGRAM IN THE FUTURE AND WIL{, mvo:.vx

SOME LARGE AND CONTROVERSIAL PUBLIC ENTERPRISES.

SINCE THE FINAL TRANCHE IS THE LARGEST OF THE THREE,

SUPPORT TCO THE PROGRAM WELL BZEYOND THE FINAL

DISBURSEMENT DATE. THE PROJECT WILL PROVIDE THE GOM

TIME TO GET PRIVATIZATION GOING, SEE HOW IT WORKS AND

THEN TO FULLY WORK OUT HOW ADDITIONAL PRIVATIZATION

WILL BE FUNDED. THE CONDITIONALITY REQUIRES A STUDY

OF THE POSSIBILITY OF A REVOLVING FUND WHICH WOULD

RESERVE A PORTION OF PRIVATIZATION RECEIPTS TO THE

, MEAP. THIS IS A COMPLEX ISSUE WITH PROS AND CONS

o WHICH HII..L REQUIRE STUDY. EFFICIENCIES FROM BEING . —

‘ UNCLAS AIDAC RABAT 04737
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HIGHER UP THE LEARNING CURVE MAY REDUCE THE CNST OF
PRIVATIZATION BY THAT TIME.

. %  XV. PRIVATIZATION IMPACT

¥  USAID/MOROCCO CONTRACTED FOR: AN APPRAISAL OF THE e -
‘ ECONOMIC IMPACTS OF PRIVATIZATION. THE CONSULTANT’S _
;, REPORT HAS BEEN MADE AVAILABLE TO THE NE BUREAU AND A ' ’
. DEBRIEFING ON IT ARRANGED. 1IN SUM, THE MACROECONOMIST _
CONFPIRMED THAT THE GOVERNMENT OF MOROCCO’S
gg;VATIZATION PROGRAM IS AN INTEGRAL COMPONENT OF ITS
ORTS TO FUNDAMENTALLY RE~BALANCE ITS PUBLIC AND L ‘ -
PRIVATE SECTORS. WHILE THERE HAS BEEN NO RECENT OR
THOROUGH STUDY OF SUBSIDIES TO THE STATE OWNED
ENTERPRISE SECTOR, IN THE EARLY 1980’8 NET TRANSFERS, —
INCLUDING CONCESSIONARY PFPINANCING, WERE ESTIMATED AT
SOME DOLS 500 MILLION YEARLY. WHILE THE AMOUNT OF
SUCH TRANSFERS HAS BEEN REDUCED IN THE INTERVENING
YEARS, CLEARLY IMPLEMENTATION OF THE GOVERNMENT'’S
PRIVATIZATION PROGRAM WILL HAVE AN IMPORTANT EFFECT IN
FURTHER REDUCING SUCH TRANSFERS AND IN TURN
DIMINISHING THE GOVERNMENT'S DOMESTIC CREDLY v,.\[« B e
REQUXREMENT, FREEING RESOURCES FOR. PRODUCTIVB ' ‘
INVESTMENT ELSEWHERE IN. THE RCONOHY.

N THE CASE OF MOST COUNTRIES PURSUING HIGHLY
RVSNTIONIST ECONOMIC POLICIES, THE PROLIFERATION
HE STATE SECTOR HAS BEEN ACCOMPANIED BY
EASINGLY UNFAVORABLE CONDITIONS FOR.PRIVATE ... .
an‘x:sgb uaggum PRONULGATION OF CREDIT AND

m odp £ . M + [ T YT 5

DEVELOPMENT. s'rA'rz W n E KRB s i
ORROW AND TRADE ON HIGHLY PAVORABLE nm - ]
ERENCE CONTINUES TO BE SHOWN STATE SECTOR umcs TN =
gw Mo‘rlconmc'rsil ugunz THIS HAS RESULTED IN ° :
STRY, IT HAS NOT BEEN succnssmx. IN IN SRS 0 1y

UCTIVITY OR IMPROVIN
REAM IMPORT SUBS'I‘IMION. lﬂéﬁ' TToN Q&)M*W% w@

ATIZATION PROGRAM WILL COHPLEHENT OTHER REFORMS IN: fwt»wew
____“TING FAVORABLE CONDITIONS FOR PRIVATE ENTERPRISE.

ONE OF THE MOST DIRECT EFFECTS OF PRIVATIZATION WILL
BE AUGMENTED TREASURY RECEIPTS FROM THE SALE OF ‘SOK::&ir _
ASSETS. WHILE IT IS IMPOSSIBLE TO FORECAST TEE AMOUNT

OF THESE PROCEEDS WITHOUT EVALUATING THE INDIVIDUAL

ENTITIES, THE GOOD CONDITION OF MOROCCO’'S STATE-OWNED

ENTERPRISE PORTFOLIO SUGGESTS THAT THEY WILL BE

SUBSTANTIAL. INDEED, AS OF DECEMBER 31, 1989, THE NET

WORTH OF PRIVATIZABLE SOES STOOD AT DHS 14 BILLION,

WITH 1989 PROFITS (AFTER TAX) OF DHS 950 MILLION. AS

MOROCCO’S AGREEMENTS WITH THE WORLD BANK AND IWF . .. . =
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— == PRIVATIZATION: THIS LAST STAGE IS ACHIEVED WHEN,
* IN THE CASE OF REQUEST FOR BIDS, THE TRANSFER

COMMISSION HAS RECEIVED AND EVALUATED ALL BIDS AND

“ ACCEPTED THE TENDER WITH THE HIGHEST OPFER. THE
DIVESTITURE 18 THEN FORMALIZED DY+I8SUE OF A DECREE BY
THE MEAP. IN THE CASE OF SALE THROUGH FINANCIAL
MARKETS, PRIVATIZATION IS COMPLETED WHEN THE PUBLIC
OFFERING 1S TERMINATED AND ALL SHARES OFFERED ARE
DISTRIBUTED AND REGISTERED. CONSISTENT WITH THE
PRIVATIZATION LAW, COMPLETED SALES WILL BE COUNTED AS
A PRIVATIZATION IF THE ENTIRETY OF INTERESTS OWNED BY
THE GOVERNMENT IS TRANSFERRED.

SOME OF THE 112 ENTITIES TO BE PRIVATIZED WILL BE FAR
EASIER TO PRIVATIZE BECAUSE THEY ARE VERY SMALL AND
THEIR PRIVATIZATION WILL HAVE LESS SIGNIFICANT IMPACT
BECAUSE THEY ACCOUNT FOR ONLY A SMALL SHARE OF SECTOR
- PRODUCTION. TO ASSURE THAT PRIVATIZATION SECTOR
ASSISTANCE RESULTS IN IMPORTANT PRIVATIZATIONS WITH
LARGE ECONOMIC BENEFIT, ONLY A MAXIMUM NUMBER OF THESE
"~ "7TPLEX PRIVATIZATIONS WILL CO TOWARD MEETING .
NALITY. THESE LESSER PRIVATIZATIONS HAVE BEEN
TO INCLUDE ALL 37 HOTELS AND 22 ENTERPRISES.
THER HAND, PRIVATIZATION OF THE VERY LARGE
NT OWNED BANKS, INSURANCE AND INVESTMENT
S AND THE VERY LARGE INDUSTRIAL ESTABLISHKENTS
E VERY SIGNIFICANT IMPACTS ON ECONOMIC
CY AND WILL BE DIFFICULT TO ACHIEVE. TO MEET
NALITY, A MINIMUM NUMBER OF THESE IMPORTANT S

'WUST BE_PRIVATIZED. '
ON cm HAVE ISI FPYOAN ACRE ORT W'me’
OF MOROCCO’S mrrv MARKET.. FOR THIS
CONDITIONALITY SPECIFIES THAT A CERTAIN
_ .- ——--ION 08 OF 12 RABAT 004737
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AIDAC
FOR AA/HE, NE/ED, “NE/nBikK,

E.O. 12356: N/A
SUBJECT: PRIVATIZATION SECTOR ASSISTANCE

MINIMUM NUMBER OF FIRMS MUST BE PRIVATIZED VIA
FINANCIAL MARKETS AND THAT THESE MUST BE ADDITIONAL TO
THOSE PRIVATIZABLE COMPANIES NOW QUOTED ON THE N

WA’\

T"S;’.W“wlw. '.-.\:mg“;l B amm/gmw‘, eﬁ, “\W(M’ i

‘ r‘l

RELEASES WILL REQUIRE IMPLEMENTATION OF A NUMBER OF
POLICY ACTIONS AIMED AT PROMOTING BROADER OWNERSHIP oF .
SHARES AMONG THE GENERAL PUBLIC.

) ) e K7 /R e L epergs, ‘\%E,._ .
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REQUIRE THE GOVERNMENT TO REDUCE GOVERNMENT SPENDING
BY 2 PERCENT OF GDP IN THE FORTHCOMING BUDGETARY
CYCLE, AND AS THE PRIVATIZATION ACT STIPULATES THAT
ALL PROCEBDS FROM ASSET SALES WILL ACCRUE TO THE
TREASURY, THE SALE OF STATE-OWNED ENTERPRISES WILL
DIRECTLY TRANSLATE INTO REDUCED BORROWING AND DEBT
SERVICE REQUIREMENTS, WITH POSITIVE SHORT-AND LONG-
TERM MACROECOIIOMIC EFPFECTS.

ON AN AGGREGATE BASIS, VALUE-ADDED BY FIRMS TO BE
PRIVATIZED EXCEEDS 6 PERCENT OF GROSS DOMESTIC PRODUCT
(GDP) , WITH BEQUITY CAPITAL IN EXCESE OF US DOLS 1.8

N. PRIVATIZATION OF THESE STATE-OWNED

'RISES WILL PRODUCE A VARIETY OF DIRECT AND IN-

Cr BENEFITS AND COSTS TO THE ECONOMY.

'TZATION WILL ALL BUT REMOVE THE STATE PROH
G, COMMERCE AND TOURISM, WITH THE REMALININ
SECTOR PLAYING A MARKEDLY DIMINISHED ROLE IN THE
Y. WHILE THE DIRECT IMPACT OF PRIVATIZA7.ION ON
LTURE, TRANSPORT AND COMMUNICATIONS AND MINING
SECTION 11 OF 12 RABAT 004737

AIDAC : :
FOR AM/NE, NE/PD, NE/MENA, NE/DP, POL

E.O. 12356: N/A
SUBJECT: PRIVATIZATION SECTOR ASSISTANCE

WILL BE LESS DRAMATIC, THIS IS SOMEWHAT MISLEADING ..
SINCE 'flglg ;lxtﬂurxzuxon OF covnm:n'r HOLDING
m“ '] """ . -'" . o pow N

PRIVATIZATIONS, WITH AS K : P IR oo Ui om0
BEING PRIVATIZED AS A RESULT OF THE PRIVATIZATION OF

THE PARENT COMPANY. SIX OF THE COUNTRY’S ELEVEN

LARGEST HOLDING COMPANIES ARE INCLUDED IN THE LIST OF

SOES SCHEDULED FOR IMMEDIATE PRIVATIFATIONoww@OGETHER, . .. .« . cabomar - oo roew
THESE HOLDING COMPANIES OWN OR OPERATE OVER 100

DOWNSTREAM S01i5 AND INC R 50 . o

mcm Or mz ml Is” CCTIND .{,%w)é-fu,s.-.-,njwj, . 0%

IN SUM, PRIVATIZATION OP m 112 ENTI‘!‘!!S IDENTIFIED
BY THE PRIVATIZATION LAW WILL HAVE A MAJOR EFFECT ON
GOVERNMENT’S STATE-OWNED ENTERPRISE PORTFOLIO.

THE FOLLOWING IS A VERY BRIEF SUMMARY OF MAJOR
IDENTIFIABLE SECTORAL IMPACTS:

- FINANCIAL AND BANKING SECTOR

IN THE CASE OF FINANCIAL INSTITUTIONS, PRIVATIZABLE

STATE-OWNED ENTERPRISES ACCOUNT FOR 50 PERCENT OF *
TOTAL VALUE-ADDED IN THE STATE-OWMED SECTOR, AND THE

PRIVATIZATION OF THE DESIGNATED STA e

UNCLA‘S AIDAC RABAT 04737
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TE-OWNED BANKS AND
FINANCIAL INSTITUTIONS WILL REDUCE THE STATE SECTOR IN -

THESE INDUSTRIES BY ALMOST TWO-THIRDS.

PRIVATIZATION OF THE 10 SOES8 CONTAINED IN THE

PINANCIAL AND BANKING SECTOR, COUPLED WITH REFORM OF | -
MOROCCO’S FINANCIAL AND CAPITAL MARKETS, I8 EXPECTED
TO RESULT IN SIGNIPICANT MEDIUM-AND LONG-TERM
EMPLOYMENT GENERATION. EXPANSION OF THE CASABLANCA
STOCK EXCHANGE IS EXPECTED TO RESULT IN A 3~FOLD
INCREASE IN VOLUME AND 100-200 PERCENT GROWTH IN
EMPLOYNENT IN INVESTMENT BANKING, PLACEMENTS AND
RETATL MARKETING OPERATIONS. INDEED, THE MAJOR
CHALLENGE PACING THE GOVERNMENT AND THE DANKING
INDUSTRY WILL BE RESPONDING TO THE INCREASED DEMAND
FOR TRAINED BANKING AND FINANCIAL SERVICES
PROPESSIONALS. AS STATE-ONNED ENTERPRISES ARE - i
PRIVATIZED, THEIR SUCCESSOR ENTITIES WILL WANT TO =
REALIZE A HIGHER RETURN ON CAPITAL THAN AT PRESENT.

THIS WILL REQUIRE THAT MOROCCAN FINANCIAL INSTITUTIONS

BE ABLE TO PROVIDE THE NECESSARY INVESTOR GUIDANCE. -
INCREASED DEMAND FOR CREDIT, AND THE ABSENCE OF |
IHPLIED GOVERNMENT LOAN GUARANTEES, WILL, REQUIRE THAT o

BANKS SUBSTANTIAL INCREASE THEIR CREDIT APPRAISAL
OPERATIONS AND AUGMENT THEIR LOAN EVALUATION STAFF.

s
20
LYY

- SUGAR-PROCESSING SECTOR ' .
OF ALL THE SECTORS AFFECTED BY PRIVATIZATION, THE -
SUGAR~PROCESSING SUBSECTOR, WILL EXPERIENCE THE e kv F

mgsz‘oxsgocanogsb“mnnom, “z'k!« CONTRAST TO mny
STRUCTURAL NATURE, AND PERMANENT JOB LOBSES'T "
OF 5 PERCENT ARE ANTICIPATED. SUBSTANTIAL -
RESTRUCTURING PRIOR TO PRIVATIZATION WILL ALSO BE )
REQUIRED, WITH MERGERS OR LIQUIDATIONS (OR BOTH) IN

ORD!R- No“mgwss' m '"G“ 1’"” mw&wmm ’-Is.'"“u‘-""*tmyyﬂ'f'-!!l!f\«’?f,’!.’wl.nmr:;w,-‘;(!q.-‘ -
ggggl}gzﬂuunlgg. AS A NET BENEFICIARY OF megggé

IVATIZATION.QF,. THE SUG T
SECTOR "Iia!o HAVE A mPACT ON #COUNTRY’S - it e AR

NATIONAL ACCOUNTS AND ELIMINATE ONE OF THE LEAST -
EFFICIENT AND PRODUCTIVE COMPONENTS OF THE ]
GOVERNMENT'’S PUBLIC ENTERPRISE PORTFOLIO. i

-- MANUFACTURING SECTOR

IN THE MANUPACTURING SECTOR, PRIVATIZATION IS EXPECTED _
TO PRODUCE NEGLIGIBLE LABOR DISPLACEMENT WHILE LEADING
TO INCREASED PROFITS IN THE SECTOR, PRIMARILY DUE TO
ABOLITION OF SOLE-SOURCE LIMITATIONS AND THE ENDING OF
MANDATED PRICES. AT PRESEMT, STATE-OWNED ENTERPRISES >
ARE FREQUENTLY REQUIRED 70 BUY SOLELY FROM GOVERNMENT
CONTRACTORS OR OTHER STATE-OWNED ENTERPRISES, IN THE _ ... . .. )
' R v ot . oo [
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CLASSIC STATIST ECONOMIC CONFIGURATION.
b ~=  AGRICULTURAL S8ECTOR

PRIVATIZATION WILL IMPROVE ‘THE EFPICIENT FUNCTIONING
A OF AGRICULTURAL INPUT AND PRODUCTS WARKETS, IN THE
CASE OF THE AGRICULTURAL PRODUCTS MARKET, STATE-ONNED
ENTERPRISES ARE FORCED TO SELL TO THE GOUVERNMENT
CONTROLLED PRICES, OFTEN FAR BELOW THE MARKET ATES .
THESE ANTI~COMPETITIVE PRACTICES HAVE BEEN IDENTIFIED
BY THE WORLD BANK AND IMF AS SERIOUSLY COMPROMISING
THE FINANCIAL INTEGRITY OF STATE-OWNED ENTERPRISES AND
MILITATING AGAINST THEIR ECONOMIC EFFICIENCY, AND HAVE
DIRECTLY RESULTED IN THE UNDERDEVELOPMENT OF WHAT
SHOULD BE HIGHLY COMPETITIVE SECTORS OF THE ECONOMY.
UNCLAS SECTION 12 OF 12 RABAT 004737

AIDAC
FOR AA/NE, NE/PD, NE/MENA, NE/DP, POL

E.O. 12356: N/A .
SUBJECT: PRIVATIZATION SECTOR RBBISTAN;CB"”"

L

Wy

(NILNRN |

1 l \"II‘II

A

«=  HOTEL AND TOURISM SECTOR

PRIVATIZATION WILL HAVE AN IMPORTANT STIMULUS TO
INVESTMEMT IN THE HOTEL AND TOURISM SECTOR. DESPITE
THE FACT THAT THE MAJORITY OF INTBRK TIONAL~QUALITY
HOTELS HAVE BEEN PLACED UNDER HANAGB IENT CONTTRACTS,
THEREBY -BECOMING: ; A MY QN .
AND A LACK OF FO ‘ ) ’

THE SECTOR. FURTHERMORE, m PAC'I' ‘l’}lA'l‘ ‘X‘RB GOVERNMENT

HAS REMAINED RETICENT UNTIL RECENTLY TO SELL OUTRIGHT -
IS INTEREST IN HOTELS, PREFERRING TO LEASE THEM TO :

PO“IG" 0’ "Om Immm% mmﬁhﬁ Vb MRy RA r,n,..,', FORVRRE
GROwWTH AND RESULTED IN COMPARABLY FEW HIGH A!I " -

HOTELS FOR A HO ).
UOTRLS, I8 COUNEL R OXER, WORGGRID.OF U, L g
THIS PHENOMENA IS EVIDENCED BY ’I'HE NDBRJANCE OF

MEDIUM-GRADE HOTELS IN THE GOVERNMENT PORTFOLIO. -
WHILE TO SOME EXTENT THIS REPRESENTS A CONSCIOUS -
ATTEMPT TO DIVERSIFY THE HOTEL STOCK BASE, IT IS MORE

INDICATIVE OF A DEARTH OF INVESTMENT IN THE HOTEL

INDUSTRY. THIS CAN BE DIRECTLY RELATED 10 THE FACT
THAT MANAGEMENT CONTRACTS ARE SUBJECT TO REVIEW AND
RENEWAL OF THE GOVERNMENT AND THAT IN THE PAST
CONTRACTS HAVE BEEN CANCELED OR NOT RENEWED FOR NON-
PERFORMANCE RELATED REASONS. FACED WITH UNCERTAINTY, .
INVESTORS HAVE BEEN UNDERSTANDABLY RELUCTANT TO ’
UNDERTAKE MAJOR CAPITAL IHPROVEHENTS. W,EBIVA’I‘IZING T

UNCLAS A DAC RﬁBA’I‘ 04737
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HOTEL STOCK WILL ELIMINATE THIS PROBLEM AND REASSURE -
FOREXIGN AND DOMESTIC INVESTORS. THIS CONSIDERATION I3
a MADE ALL THE MORE RELEVANT AND URGENT GIVEN KOROCCO'’S -
HEAVY DEPENDENCE ON TOURISM AND THE FACT THAT TOURISM
RECEIPTS FROM NORTH AMERICANS AND EUROPEANS HAVE -
2] FALLEN PRECIPITOUSLY IN RECENT YEARS. -

-~  ENERGY S8ECTOR

PRIVATIZATION IN THE ENERGY SECTOR WILL MOST LIKELY

TAKE THE FORM OF THE DENATIONALIZATION OF THE VARIOUS

PETROLEUM DISTRIBUTION COMPANIES, AND IS NOT EXPECTED -
TO RESULT IN ANY NOTABLE CHANGES IN EMPLOYMENT OR -
BACKWARD- AND FORWARD-LINKAGE EFFECTS. INDIRECTLY, '
HOWEVER, DENATIONALIZATION MAY RESULT IN INCREASED

INVESTOR CONFIDENCE AND RENEWED INTEREST ON THE PART

OF INTERNATIONAL INVESTORS AND MULTINATIONAL COMPANIES

IN OIL EXPLORATION. ANY SUCH DEVELOPMENTS HOWEVER

WILL BE CONDITIONAL ON A NUMBER OF OTHER FACTORS, MOST

NOTABLY SETTLEMENT OF THE WESTERN SAHARA’S POLITICAL :
STATUS AND WOULD ONLY ACCRUE IN THE LONG-TERM. -

Lo

VI. ACTICN REQUESTED = ', “HUi! .-

L R
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R ERR T
MISSION BELIEVES THAT IT HAS REPLIED TO ALL ISSUBS

RAISED IN NEAC REPORTING CABLE. ON THE BASIS OF .

MATERIAL PRESENTED, MISSION REQUESTS EXPEDITIOUS AID/W y
DELEGATION OF AUTHORITY TO MISSION TO APPROVE PAAD.
USAID ALSO REQUESTS ALLOTMENT OF DOLS SEVEN MILLION
ESF IN TIME FOR MID~JUNE PROAG SIGNING AND BSUBMIS. "N
OF PIO/T FOR TECHNICAL ASSISTANCE BUY-IN PRIOR TO JUNE

¢ v120:300 -+ WE WOULD LIKEWAS TRATMRDR iy BRI o
PARTICIPATE IN INAUGURATION OF PROGRAM P HE S HER
g‘l:‘ EARLY JULY. CN POLLONS IN SEPTEL.
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The Government of uorocco nndqot (Loi do l‘inanou) 10 di\(idcd in
three parts: ‘ o ‘ ; -

~ The regular budget (Budget Géndral de l'ntat), whloh
include receipts, operating Expenses and investment
expendituros; ‘ ‘

=  Autonomous budgets (Budgets Annexes), which are specific
to particular autonomous government entities (radio and
TV broadcasting, official printer, ports and iend
agency); and o -

-  Treasury special accounts (Comptes Spéciaux du Trésor),
vhich include special allocation account:p,‘,_hg
Trocuremcnt acdounts, accounts’ ‘For pamﬂwa ‘

international: ‘organizations, monata
accounts, investment ao?ounts and no torth. EE ‘

CyE : i
Treasury special accounts are alway- ostablished tor special -
purposes. Although a few have baen established for indefinite

durations and continually provided with xeyenue QY. AKX Y.,
g;aated for a umitnd”p!rfod and Hyﬂxo Lk ‘@‘&E %d iﬁ&%@ﬁ%ﬂ*‘“ e
ese UL j ’ ,

and out”ﬁm :

and payments, and ocan bo aud tod

Normally a special account is created by tho

in exceptional :casegjv L)

Minister of Finance during the coursa of the fiucal year. Funds
deposited in these;pgoounts nesd: 8 ‘ SR
year as deposited, but ar ‘ 51 ¢ par tO AN ~‘-"
The creating document peciﬂea eliqibla u-ol, without mcunrily
earmarking specific amounts for each use.

To utilize the funds made available under a special account, the ™
disbursing authority (ordonnateur), normally the Ministry in the
name of which the account is established, submits to the tliniatry
of Finance an earmarking document (Programme d'Emploi),
conformance with the eligible uses and the amount available. Once -
this earmarking document is cleared, expenditures are nubject to N
the same accounting procedures as regular opotatinq or. .'hlyos ent .
expenditures. e "
TN RILE TR

These procedures include competition for prorurement (r archés) v

issuance of a payment order, ordrc- pai le ,
Ministry of Finance represen ‘ _ '

controlling department of the Hin:lstry ot rinanco CED, norv ce du

o S AT - NN - RN - - AN s
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- but when an external source is provicding funding, a special stamp ;'
sp can be added on the payment order to insure that disbursements will
} not be delayed in case of overall restrictions in government _
§ ' expenditureg. . ... .. . o S o AT
n ’ R 1 —_
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CONDITIONS AMD COVEMNANTS

. ‘“‘.‘_H-. s e e Wi gt ey, WL,“ ,v'r',‘:".‘,""

The following conditions prcced.nt will be 1ndludtd 1n the
Program Grant Agreonent:

hmy "

conditions Precedent to Fixst Disbursement

Prior to the disbursement of the first tranche of thae Grant or
the issuance by A.I.D. of documentation pursuant to which such
disbhursement will be made, the Grantoe will, except as the
Partles may otherwise agree in writing, furnish to A.I.D., in
form and substance satiasfactory to A.I.D., the following:

(a) a statement of the name of tha person holding or acting

in the office of the Grantee specified in Section 6.6, and of q_nx
additional representatives, togather with a spec 1gn {18
of each person specifiud in such statement. *@}ﬁ‘

(b) Evidence that the’ Grant“ "has entablish‘

Separate Dollar Account referenced in Section 2. 1 of this
Agreement, and the Local Currency Special Account, referenced in

- Nty
Ve .‘n‘f&%‘&&w.m o

Saection 4.1 of g:his A"F‘,’j‘;‘,‘.ﬂ“‘,‘,t:m,. )

o i SR B

Privati.zat:l.on tor at laut ciqht ot tho privathablo mtitiu,

that external evaluations have bsen complated to the satisfaction

of the Ministry of Economic Affairs and Privatization for at

least four of the privatisable entitiisand that N Psuagiiivgps - e
sale has been 1n1tiated for at least two of the privatizahle
entities. R R )M%\v@); I‘VMA’&WHW@IW P C I“’W;\WW%

(d) Evidence of completion of a plan for a pronotional and
educational campaign on the benefits (and risks) of share
ownership. .

(e) Evidence of completion of a schedule and plan for
completing studies and reviews of possible measures to promote
broader public share ownership.

A

conditions Precaedent to Second Disbursement . swiwists. e,

Prior to the disbursement of thé séssnd tranche of-the'grkkt, orime:
the issuance by A.I.D. of documentation pursuant to which such
_di sei w:l.ll.lb- made, the ) _SACODE AN .

rvise’ 4 64 a .

j (a)‘ " External audits have been completed to the satisfactio:
of the Ministry of Economic Affairs and Privatization for a

cunplative ke RW WW
external evaluations have been completed to the sa )

the Ministry of Economic 8 and Privatization for at
e e
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(1) a competitive market .nvl.ronnéit has been

cumulative total of at least 16 of the privatizable entities, the
process of sale has been initiated for a cumulative total of at
least 10 of the privatizable entities and the trxanafer of

ownorschip has bean complateg for at least cix of the privatizable

entities. No more than two of these six completed privatizations
shall constitute hotels or “small enterprise® privatizations, and
at least two shall constitute “largs enterpriue® privatizations,
as defined in Annex A of the Agreement. A minimum of two of the
privatizations shall have beon completed via the stock exchange
or a public stock offering. 3

(b) The plan for a promotional and educational campaign on
share ownership described in Section 5.1(d) has been or is being
implemented.

(c) The studies and reviews described in Bection 5.1(e)
have been completed.

(d) A study examining the methods by which pri,\iamation% .

efforts will be -untaincd amd tlnanood havé bnh‘oon

nese
(e) Ceortain ncuux'ol. to bo mutual.ly aqrcod to by tho

Parties prior to the disbursement of the second ‘tranche of the *

Grant, have been implemented. Thess measures will concern the
broadening of share ownership and will result from the studies
and reviews described in Section S.i(e). .

maintained for industries affected by privntiution;

(11) tiri 22 KANT KRS ERB TP BREP1 S8 KD
competing with the output of privat:l.zad entities have

not been- Mni.d'\wwmmﬁa ﬂw;\w,ﬁ' i MWW ﬁMw Y

(ii1) no actions resulting :l.n more ditticult market
entry for new producers or suppliers of goods and
services produced by sectors affected by privatization
have been taken;

(iv) necessary actions have been taken such that the
implementation of the privatization program has
increased share ownership in Morocco.

(v) budget allocations to the Ministry of Eoonomic
Affairs and Privatization for privatization have

it . B B S T e T A

remained at or above their: current ‘leve AN ‘“‘"“'f“

the issuance by A.I.D. ot documentationpurluant to which 'luch s
disbursement will be made, the Grantee will, except as the

parties may othexvwise
and substance satisfactory to A. I D., evidence that:

TPAAROERS g USRI | ORIt - s RN » W i

N




- (a) External audits have been completaed to the satisfeaction

s of the Ministry of Economio Affairs and Privatiszation for a:
o cunulative total of at least 44 of the privatizable entities,
T axternal evaluations have x&an completed to the matisfaction of
the Ministry of Economio'"Affairs and Privatisation foxr st a

- cumulative total of at least 38 of the privatizable entities, the
process of sale has been initiated for a cumulative total of at
- least 34 of the privatizable entities and the transfer of
ownership has been completed for at least 28 of the grivatinblo
entities. No more than six of these completed px vatil‘tiom [ ¢|
shall constitute hotels or "ssall enterprise® privatization
at least six shall conatituta “large enterprise® privatiu-tionl,
- as defined in Annex A of the Agreement. A minimum of six of the
- privatizations shall have been completed via the stock oxolumqo
aor a public stock offering. :

(b) Certain additional measures, to be mutually aqto.d to
by the Parties prior to the disbursement of the third tranche of
the Grant, have been 1mp1¢mentad. These additional neg-un
- concern the broadening ofsharé ownership and will'
the studies and revievs described in soction 8. i(-) Pt

‘ (c) A plan and schedule dononutratinq how privat!."“tion ‘
- will be completed for the remaining firms designated for
privatization has baen prepared,

: 'ui‘x"ut(snz'»?‘:‘jﬁiw“km%%“hw» N

- (d) Since the iast dhbd‘mnmcnt:

AR TEN 4 rm' .,-,,‘.,..,

mainta;lnod tor 1ndu-tr1u aﬂ.’ectod by privatint:lom

- (11) taritt and non-tariff barriu'- attcct ng

competing wi

not been :lncreanad,
' g e s T AR

(111) no actﬂbnn rnult:lnq R B ;

entry for new producers or suppliers of qoodo ‘and ]

services produced by sectors affected by privatization )

have been takon,

R S ey

- (iv) necessary actions have been taken such that the
implementation of the privatization progru hal
increased shaxre ownership in Morococo,: ' . . T

(v) budget allocations to the Minigtry of Economic .
Affaire and..Privatization for privatisationsihave .
remained at or above tho:lr current lovol..

e m\' w.m = Wy,
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"f' 8C(2) - ASBISTANCE CHECKIZAT . . v v gahaan _
a Listod below are statutory criteria applicable 1o the aseistance resources themsolves, rather than
to the eligiblity of a country to recelve assistance. This section ls divided intd three parte. Pant A -
includes criteria applicable to both Development Assistance and Economic Support Fund resources. -
Part B Includes criteria applicable only to Devalopment Assistance resources. Part C Includes criterie, -
applicable only to Economic Support Funds.
CROSS REFERENCE: IS COUNTRY CHECKLISTUP YES -
TO DATE? -
A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

1. Host Country Development Efforta (FAA Sec. a) yos, the project will purchase US
601(a)): Information and mmmmg,wmmm diroctly from 8.5
assistance will encourage efforts of the country tei. 1~
(a) Increasae the flow of intemational trade; (b) foster
private lnltiative and competition; (c) encourage
development and use of cooperatives, credit unions, and
savings and loan assoclations; (d) discourage
monopollstlc practices; () improve todwed dﬂdoncy

str
Gt RO R

2 us.mm.m.wmmn(m\s.o. The project will purchese 7.8
601(b)): Information and conclusions or ios both direotty §
will encourage U.8. |

3. Congressional Notification

At e

a. General requirement (FY 1992 Continuing Congressional Notificatlon transmitted
Resolution; FAA Sec. 634A): If money ls to be obligated mc«mmsandmadwmw
for an activity not previousty justified to Congress, or for  objection.
an amount In excess of amount previously justified to —
Congress, has Congress been propedy notified (unless .
substantial rigk to human heelth or welfare)?
* 'krll Mmr.“‘m’v“ﬁu‘ iimﬂw h? M"""ﬂm;"hfvﬁr\ : l:“'&c‘a‘oﬂ:‘ M"”mm&”’:" " r'w(';

b. Notice of new account lehnﬂm (FY 1992
M@l«m‘ POOY, "‘:J"” 4 .‘(“" -;..w‘ ' ."‘f“‘k" .,':' n gk "
Appropdatlons Commlttoes and has auch oblloaﬂon
been subject to regular notification procedures?

s e OISO SN 0575 oIk WU .. SO
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c. Cash transfers and nonproject sector Yoo.hwmw!bouudloﬂw
assistance (FY 1002 Continuing Resoiution): i fundes are  GOM privatization program, finance
to be made avallable In the form of cash transler or purchese of U.8. commodiies and
nonproject soctor assistance, has the Congreasional suppont e0ohomio Heraltzation.
notica included a detalled description of how the funds .
wil bo used, with & discussion of U.8. intaisats to be
sorved and a description of any economiv policy
roformg to be promoted?

4. Engineering and Financlal Mana (FAA 8ec. 611(2)): o) Yes '
Prior 1o an obligation i exoees of $800,000, wil there b) Yes

be: (a) engineering, Anancial or other plans necessary -
to carry out the aseisiance; and (b) @ reasonebly fkm

estimate of the cost to the U.8. of the asslstance?

5. Legislative Action (FAA Sec. 611(a)(2)): if legisiative N/A, leglsiation already enacted. —
action is required within reciplent country with respact to ’
an obligation in excess of $500,000, what Is the basis for ‘
& reasonable expectation that such action Wik be ;' Wf e e
compcmdhtimtopumlomnymotmmm : /AR -
the purpose of the assistance? ‘ . -
6. Water Resources (FAA Sec. 611(b); FY 19002 © N/A ’ _
Continuing Resolution): If project le for water or

water-related land resource construction, have bonolits -
wmmmnwmmh ‘ ‘ot ,
accordance wih the principles, standerds, and

Planning Act (42 U.8.C. 1062, ot 880)? 0.
Handbook 3 for guidelines.) : -

1!

[ N ) Dot

7. Cash Tranefer antl Oeotor ASESHNN0S [PV 10O ARG MMM RIS RIS A Yo te - 02
Comlnwwon) WMl cash transfer or nonpro]oa
wwwumwmmww T R
requirements are walved by Congressional notice for

nonproject sector assistance)?

8. Caplial Assistance (FAA Sec. 811(e)): If projectis  N/A
capital assistance (9.0, construction), and total U.8.
agsistance for k wil exceed $1 million, has Mission

Director certified and Reglona! Assistant Administrator

taken Into consideration tt @ country’s capablity to

maintain and wtiiize the mo]q:.tw_oﬂod!vdﬂ .

TR ¥ AR e FRUDE
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0. Multipte Country Objectives (FAA Sec. GO (a)):
Information and concluslons on whather projects wil
encourage efforts of the country ta: (a) Increase the
flow of International trade; (b) foster private Inltlative and
competition’ (¢) encourage dovelopment arnd use of
cooporatives, crodit unions, and savings ant loan
assoclations; (d) discourage monopolistic practices; (e)
improve technical ufficiency of industry, agriculture and
commerce; and (I) strangthen free labor unions,

10. U.S. Private Trade (FAA Sec. 601(b)): Information
and conclusions on how project wil encourage U.9,
private trade and Investment abroad and encourage
private U.S. participation In foreign assistance programs
{including use of private trade channels and the services
of U.S. private entorprise),

11. Local Currencios

a. Reciplent Contributions (FAA Secs. 612(b),
636(h)): Describe steps taken to assure that, to the
maximum extent possible, the country ls contributing
local currencies to meet the cost of contractual and
othor services, and forelgn currencles owned by the U.S.
are utilizod In fieu of dollars.

b. U.8.-Owned Currency (FAA Sec. 612(d)): Does
the U.S. own excess forelgn currency of the country
and, if so, what arrangjements have been made for its
release?

c. Separate Account (FY 1892 Continuing
Resolution). if assistance is fumished to a forelgn
government under arrangements which result in the
generation of local currencles:

(1) Has A.L.D. (a) required that local cuirencies be
deposited in a separate account established by the
reciplent government, (b) entered into an agreement
with that government providing the amount of foca’

currencles to be generated and the terms and conditions

under which the currencles so deposited may be
utltized, and (c) established by agreement the
responsibllities of A.L.D. and that govemment to monitor
and account for deposits into and disbursements from
the separate account?

a) Yas, by taclitating financing of
impont

b) yos, by privatlzing government
owned flime

¢) no

d) yes, by Increasing numbaer of finns
In private sector

8) Yos, through privatization process
f) 10

The project will purchase U.S.
commodities both directly from the
1J.8. and locally thus stimulating
commerclal exchanges. U.S, technlcal
asslstance Is also heing used.

The GOM will pay salaries of MEAP
personnel and provkie other
appropriate In kind contributions.

a) Yes
b) Yes
c) Yes

\



(2) WIll such local currenclos, or an edquivalent Yon
amount of focal currencles, be usod only to carry out -
tho purposos of thn DA or E8F chaptors of the FAA -
(doponding on which chapter s the source of the
agalstance) or for the administrative requiramaonts of tho
United States Government?

(3) Has ALD. taken all appropriate steps to ensuro Yos
that tho equivalent of local curronclos disburged from the
soparate account ure used for the agreed purposes? -

(4) If agsistance Is terminated to a country, wil any Yos
unencumbered balances of funds remalining in a
soparate account bo disposed of for purposes agreed to
by the reclplent government and the United States
Government? —

12, Trade Restrictions =

a. Surplus Commodities (FY 1992 Continuing N/A
Resolution): If assistance Is for the production of any
commaodity for export, Is the commodity likely to be In _
surplus on world markets at the time the resulling
productive capacity becomes operative, and is such
assistance likely to cause substantlal injury to U.S,
producers of the sama, almilar or competing
commcity? -

b. Textiles (Lautenberg Amendment) (FY 1992 No
Continuing Resolution): WH the assistance (except for -
programs in Caribbean Basin Initlative countrles under ’
U.S. Tariff Schedule "Section 807, which allows reduced
tariffs on articles assembled abroad from U.S.-made _
components) be used directly to procure feasibility
studies, prefeasibility studies, or project profiles of
potentlal investment In, or to assist the establishment of
faclitties spacificilly designed for, the manufacture for
export to the United States or to third country markets in
direct competition with U.S. exports, of textiles, apparel,
footwear, handbags, flat goods (such as wallets or coin
purses worn on the person), work gloves or leather
wearing apparei?

13. Tropical Forests (FY 1992 Continulng Resolution):  a) No
Wil funds be used for any program, project or activity b) No
which would (a) result in any significant loss of tropical

forests, or (b) lnvolve industrial timber extraction in

primary tropical forest areas?



14. PVO Assislance

a. Auditing and reglstration (FY 1092 Centinulng
Rosolution): [f assistance Is boing made avallable to a
PVO, has that organization provided upon timely request
any document, file, or record necessary to the auditing
roculroments of AL.D., and I3 the PVO registered with
A.lD.?

b. Funding sources (FY 1992 Continuing
Rasolutlon, Title Il, under heading "Private and Voluntary
Organlzations"): If assistance is to be made to a United
States PVO (other than a cooperative development
organization), does it obtaln at least 20 percent of ks
total annual funding for International actlvities from
sources other than the United States Government?

156. Projact Agreement Documentation (State
Authorlzation Sec. 139 (as Interpreted by conference
report)): Has confirmation of the date of signing of the
project agrsement, Including the amount Involved, been
cabled to State L./T and A.l.D. LEG within 60 days of the
agreement's entry Into force with respect to the United
States, and has the full text of the agreement been
pouched to those same offices? (See Handbook 3,
Appendix 6G for agreements covered by this provision).

16. Metric System (Omnlbus Trade and
Compeatitiveness Act of 1988 Sec. 5164, as Interpreted
by conference report, amending Metric Conversion Act
of 1975 Sec. 2, and as implemented through A.1.D.
policy): Does the assistance activity use the metric
system of measurement in ks procurements, grants, and
other business-related activities, except to the extent that
such use Is impractical or Is likely to cause significant
inefficiencies or loss of markets to United States firms?
Are b 'k purchases usually to be made in metric, and
are components, subassembilles, and semi-fabricated
materlals to be specified in metric units when
economically avallable and technically adequate? Will
A.1.D. speclfications use metric units of measure from
the earllest programmatic stages, and from the earliest
documentation of the assistance processes (for
example, project papars) livoiving quantifiable
measurements (length, area, volume, capacity, mass and
welght), through the implementation stage?

17. Women In Development (FY 1992 Continuing
Resolution, Title Il, under heading "Women in
Development”): WHN assistance be designed 3o that the
percentage of women participants will be demonstrably
Increased?

N/A

N/A

Casge-Zablockl Act will be complied
with,

Yes

Yes, Privatization will increase
opportunities for women to work
outside the home and become share
ownars.
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18. Reglonal and Muitilateral Assistance (FAA Sec.
200): Is assistance more efficlently and effeciively
pravided through raglonal or multlatoral organizationa?
If s0, why la assistance not 8o proviklod? Information
and concluslons on whother asslstance will encourage
developing countries to cooperate In  regional
development programs.

19. Abortlons (FY 1992 Continuing Resolution, Title |,
under heading "Poputation, DA," and Sec. 525):

a. Wil agsistance be made avallable to any
organization or program which, as determined by the
President, supports or panticipates In the managament of
a program of coercive abortion or Involuntary
sterllization?

b. Will any funds be used to lobby for abortion?

20. Cooperatives (FAA Sec. 111): WIll assistance help

develop cooperatives, especlally by technical assistance,
to assist rural and urban poor to help themselves toward
a better life?

21. U.8.-Owned Foreign Currencies

a. Use of curencles (FAA Secs. 612(b), 636(h); FY
1992 Continuing Resolution): Describe steps taken to
assure that, to the maximum extent possible, foreign
currencles owned by the U.S. are utilized In lieu of
dollars to meet the cost of contractual and other
services.

b. Release of currencies (FAA Sec. 612(d)): Does
the U.S. own excess foreign currency of the country
and, if so, what arrangements have been made for its
release?

22, Procurement

a. Small business (FAA Sec. 602(a)): Are there
arrangements to permit U.S. small business to
participate equitably in the furnishing of commodities
and services financed?

b. U.S. procurement (FAA Sec. 604(a)): Will all
procurement be from the U.3. except as otherwise
determined by the President or determined under
delegation from him?

No. thare no reglonai developmaent

i

program In privatization.

No

No

No

)

U.S. does not own any forelgn —

currency in Morocco.

No

Yes

Yes

¢ IR -

W
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¢. Marine insurance (FAA Soc. 604(d)): il the Morocco doos not discriminato against
cooporating country discriminatos against marine any marlne Insurancoe companies,
Insurance companlos authorlzed to do business In the
U.8., wil commoditles be insured In the United States
against marlno risk with such a company?

d. Non-U.8. agricultural procurement (FAA Seoc. N/A
604(e)): If non-U.S. procurement of agricultural
commodity or product thereof is to be financed, is there
provision against such procurement when the domestic
price of such commodity Is less than parity? (Exception
where commodity financed could not reasonably be
procured In U.S.)

e. Construction or engineering services (FAA Sec. No
604(g)): Will construction or engineering services be
procured from firms of advanced developing countrles
which are otherwlse dligible under Code 841 and which
have attalned a competitive capabillty In intemational
markels In one of these areas? (Exception for those
countrios which recelve direct aconomic asslstance
under the FAA and permit United States firms to
compete for construction or engineering services
financed from assistance programs of these countrles.)

1. Cargo preference shipping (FAA Sec. 603)): Is No
ihe shipping excluded from compliance with the
requirement in section 901(b) of the Merchant Marine
Act of 1336, as amended, that at least 50 percent of the
gross tonnage of commodities (computed separately for
dry bulk carriers, dry cargo liners, and tankers) financed
shall be transported on privately owned U.S. flag
commerclal vessels to the extent such vessels are
avallable at fair and reasonable rates?

g. Technical assistance
(FAA Sec. 621(a)): If technical assistance Is financed, Yes, use of other Federal Agencles Is
will such assistance be furnished by private enterprise not contemplated.
on a contract basis to the fullest extent practicable? Will
the facilities and resources of other Federal agencies be
utilized, when they are particularly suitable, not
competitive with private enterprise, and made available
without undue Interference with domestic programs?

h. U.S. air carriers
(International Alr Transportation Fair Competitive Yes !
Practices Act, 1974). If ak transportation of persons or
property Is financed on grant basls, will U.S. carriers be
used to the extent such service Is available?



l. Termination for convenlence of U.S. Yes
Governmant (FY 1992 Continuing Resolution): [f the
U.8. Govarnm.. ' is a party to a contract for
procuremant, duos the cantract contain a provision
authorlzing termination of such contract for the
convenlence of the United States?

| Consulting services . Yes
(FY 1992 Continuing Resolution): If assistance ls for
consulting service through procurement contract
pursuant to 5 U.S.C. 3109, are contract expenditures a
matter of public record and avallable for public
Inspection (unless otherwise provided by law or
Executive order)?

k. Metric conversion
{Omnibus Trade and Competitiveness Act of 1988, as
interpreted by conference report, amending Metric
Converslon Act of 1975 Sec. 2, and as Implemented Yes
through A.1.D. policy): Does the assistance program use
the metric system of measurement in its procurements,
grants, and other business-related activities, except to
the extent that such use Is impractical or is lkely to
cause significant Inefficlencles or loss of markets to Yes
United States firms? Are bulk purchases usually to be
made in metric, and are components, subassemblies,
and semi-fabricated materials to be specified in metric Yes
units when economically avallable and technically
adequate? Will A.1.D. specifications use metric units of
measure from the earllest programmatic stages, and
from the earliest documentation of the assigtance
processes (for example, project papers) involving
quantifiable measurements (length, area, volume,
capacity, mass and weight), through the implementation
stage?

I. Competitive Selection Procedures (FAA Sec. Yes
601(e)): WIll the asslstance utilize competitive selection
procedures for the awarding of contracts, except where
applicable procurement rules allow otherwise?

23. Construction

a. Capital project (FAA Sec. 601(d)): If capltal (... N/A
construction) project, will U.S. engineering and
professional services be used?

b. Construction contract (FAA Sec. 611(c)): If N/A
contracts for construction are to be financed, will they
be let on a competitive basis to maximum extent
practicable?



c. Large projects, Congressional approval (FAA
Sec. 620(k)): It for construction of productive enterprise,
will aggrogate valuo of assistance to bo fumished by tho
U.8. not excoed $100 million (excopt for productive
enterprises In Egypt that were described 'n the
Congressional Presentation), or does asslstance have
the express approval of Congress?

24, U.8. Audit Rights (FAA Sec. 301(d)): If‘und is
established solely by U.S. contributions and
administered by an international organlzation, does
Comptroller General have audit rights?

25. Communist Assistance (FAA Sec. 620(h). Do
arrangements exist to Insure that Unite: States foreign
aid Is not uged in a manner which, contrary to the best
interests of the United States, promotes or assists thy
foreign ald projects or activities of the Communist-bloc
countriag?

26. Narcotics

a. Cash reimbursements (FAA Sec. 483): Wil
arrangements preclude use of financing to make
relmbursements, In the form of cash payments, to
peorsons whose lllick drug crope are eradiceted?

b. Assistance to narcotics traffickers (FAA Sec.
487): Wil arrangements take "all reasonable steps® to
preclude use of financing to or through individuals or
entities which we know or have reason to belleve have
either: (1) been convicted of a violation of any law or
regulation of the United States or a forelgn country
relating to narcotics (or other controlled substances); or
(2) been an illicit trafficker In, or otherwise involved In
the illicit trafficking of, any such controlled substance?

27. Expropriation and Land Reform (FAA Seac. 620(g)):
WIll assistance preciude use of financing to compensate
owners for expropriated or nationalized property, except
to compensate foreign nationals in accordance with a
land reform program canified by the President?

28. Police and Prisons (FAA Sec. 660): Wil assistance
preclude use of financing to provide training, advice, or
any financlal support for police, prisons, or other law
enforcement forces, except for narcotics programs?

29. CIA Activities (FAA Sec. 662): WIll assistance
preciude use of financing for CIA activities?

N/A

N/A

Yeos

Yeos

1) Yes
2) Yes

Yes

Yes

Yes

W



30. Moter Vohicles (FAA Sec. 636(1)): Wil asslstance
orecludo uso of financing for purchase, sale, long-term
1use, exchange or quaranty of the salo of motor
vohicles manufactured outekde U.S., unloss a walvor Is
obtained?

31. Military Porsonnel (FY 1992 Continuing
Resolutlon): Will assistance praclude use of financing to
pay pensions, annulties, retiramont pay, or adjusted
sorvice compensation for prior or current military
personnel?

32. Payment of U.N. Assessmonts (FY 1992
Continuing Rasolution): WIll assistance proctude use of
finanzing to pay U.N. assessments, arrearages or dues?

33. Multilateral Organization Lending (FY 1992
Continuing Resolution): Will assistance preclude use of
financing to carry out provisiony of FAA section 209(d)
(transfer of FAA funds to multilateral organizations for
lending)?

34. Export of Nuclear Resources (FY 1992 Continulng
Resolution): Will agsistance preciude use of financing to
finance the export of nuclear equipment, fuel, or
technology?

35. Repression of Population (FY 18982 Cantinuing
Resolutlon): Wil assistance preclude use of financing
for the purpose of alding the efforts of the government
of such country to repress the Ingitimate rights of the
population of such country contrary to the Universal
Declaratiocn of Human Rights?

36. Publicity or Propaganda (FY 1992 Continuing
Resolution): WIll assistance be used for publicity or
propaganda purposes designed to support or defeat
legisiation pending before Congress, to influence in any
way the outcome of a political election in the United
States, or for any publicity or propaganda purposes not
authorized by Congress?

37. Marine Insurance (FY 1992 Continuing Resolution):
Will any A.LD. contract and solicitation, and subcontract
entered into under such contract, Include a clause
requiring that U.S. marine Insurance companles have a
fair opportunity to bid for marine ingsurance when such
Insurance Is nacessary or appropiiate?

10

Yos

Yos

Yos

Yos

Yes

Yes

No

Yes

l L)
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36. Exchange for Prohibited Act (FY 992 Continuing  No
Resolution): Wl any assistance bo provided to any

foralgn gavarnmont (Including any Instrumantallty or

agoncy thereof), forelgn person, or United States person

In exchange for that foreign government or person
undertaking any action which la, if carriod out by the

United States Government, a United States officlat or
omployee, expressly prohibited by a provision of United
States law?

C. CRITERIA APPLICABLE TO ECONOMIC SUPPORT

FUNDS ONLY

1. Economic and Political Stability (FAA Sec. 531(a)):

Will this assistance promote economic and political Yos, by supporting economlc
stabllity? To the maximum extent feasible, Is this liberalizatlon and economic growth.
asslstance consistent with the policy directions,

purposes, and programs of Part | of the FAA? Yes.

2. Military Purposes (FAA Sec. 531(e)): Wil this No

asslstance be used for military or paramilitary purposes?

3. Commodity Granta/Separate Accounis (FAA Sec. N/A
609): If commodities are to be granted so that sale

proceeds will accrue to the reciplent country, have

Special Account (counterpart) arrangemernts been

mado? (For FY 1992, this provision Is supsrseded by

the separate account requirements of FY 1992

Continuing Resolution, see Sec. 575(a)(5).)

4. Generation and Use of Local Currencles (FAA Sec. Yes
§31(d)): WR ESF funds made avallable for commodity

Import programs or other program assistance be used Yes
to generate local currencles? If so, will at least 50

percent of such local currencies be available to support
activities consistent with the objectives of FAA sections

103 through 1067 (For FY 1992, this provision is

superseded by the separate account requirements of FY

1992 Continuing Resolution Sec. 575(a), see Sec.

575{a)(5).)

5. Cash Transfer Requirements (FY 1992 Continuing
Resolution, Title Hl, under heading "Economic Support
Fund,” and Sec. 575(b)). If asslstance is in the form of a

cash transfer: !

a. Separate account: Are all such cash payments Yes

to be malntained by the country in a separate account
and not to be commingled with any other funds?

1



h. Local currencles: Wil all local currenciles that
may be gonoratod with funds providod as a cash
tranafor to such a country also bo deposhod In a special
account, and has A.L.D, entered Into an agreemaent with
that governmant setting farth the amount of the local
curroncles to be gonerated, the tarms and condttions
under which thoy are to be used, and the responsibilities
of Al.D. and that govornmont to monitor and account
for deposits and disbursomonts?

c. U.8. Government use of local currencles: Wil
all such local currencles also be used In accordance
with FAA Section 609, which requires such local
currencles to be made avallable to the U.S. government
as the U.S. determines necessary for the requirements of
the U.S. Government, and which requlres the remalnder
to bo used for programs agreed to by the U.S.
Govornment to carry out the purposes for which new
funds authorized by the FAA would themselves be
avallable?

d. Congressional notice: Has Congross recelved
prior notification providing in detail how the funds will be
used, including the U.S. Interests that will be served by
the assistance, and, as appropriate, the economic policy
reforms that will be promoted by the cash transfer
assistance?

D:\CHECKLIS.AM
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Yeos

Yes.

Yos
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LOGICAL FRAMEWORK

Life of Project: FY
Total U.S. Funding:
Date Prepared: June

Project Title & Number: PRIVATIZATION SECTOR ASSISTANCE (608-0215)

82 - FY 3¢
$2Z mpillicn
15, 18382

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

IMFORTANT ASSUMPTIONS

GOAL: Te expand the role
of the private sector in
Morocco.

-

. Ownership of major
economic prduction
facilities increasingly
in private sector.

. GOM role in
directing economy much
reduced.

. Capital markets
larger and more open-:
and efficient.

. Evaluations of
extent of public sector
holdings in preoductuve
sector.

. Casablanca Stock
Exchange statistics on
stock turnover, new
issues and holdings.

. Reports and
statistics published by
other donors, such as
World Bank and IMF.

. GOM cox-itrent %o
eccnomic
lireralization
cortinues.

. Moroccan priva
sector rexains vi
and viable.

.  Governxant
borrowing dimini
to free resource
private sector
investment.




W
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PURPOSE: To support and
accelerate implexentation
of Morocco's privatization

prograa.

EOPS:

. High level of
momentum in
privatization attained
such that program is
institutionalized and
sustainable.

. Ministry of Economic
Affairs and
Privatization staff
well trained and
capable of continuing
to carry out
competently the GOM
privatization progranm.

. Local capacity to
provide services to
privatization program
increased (banks and
accountants) and market
for privatizing firms
established.

. Constituency
supporting
privatization
established and progranm
enjoys widespread
public support.

. Share ownership of
privatized companies
broader and mcore
widespread.

. Statistics on status
of privatization
program and Ministry
plans for future
privatization progra=m.

. Evidence of
decreasing need for
technical assistance
documented in prograxm
reports and
evaluations.

. Ewvaluation repeorts
and statistics cn use
of Moroccan accounting
firms and banks to
complete transactiocns.
operations.

. Survey of press
articles on
privatization progra=m.
. Nationwids survey
data on attitudes to
privatization.

. Review of cwnersh
of companies privati
under the program.

D
e

i
zed

attributarle o lay-
Offs causel by

Moroccen finmancial
capital markests
ancouraged =

. GOM ma¥es avallabls
aprropriats perscanal
£o the Miristry 22
Economic 23fairs 2@
Privatization t2
aidninister pracran.
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Qutputgs:

1. Audits resulting in
complete financial
statcments of entity,
inventories of real
property, equipment and
product and valuation of
any stocks and bonds held
by firm.

2. Evaluations
establishing likely
realizable market worth
of and ainimum sales price
for the privatizing
entity.

3. Sales processes
initiated in accordance
with results of audits and
evaluationa.

4. State owned
Enterprises transferred to
private sector.

5. Studies of mechanisas
to increase share
ownership cempleted and
future privatization plans
prepared. '

b

Magnitude of Qutputs:

. At least 44 audits
completed.

. At least 38
evaluations completed.

. At least 34 Sales
Processes initiated.

. At least 28
privatizations
completed of which:
~-Minimum 6 large
enterprises;

-Maximum 6 small
enterprises;

-Minimum 6 enterprises
listed in Stock Markat.
. 2 studies completad.
. Plan for
privatization of
remaining firms covered
in privatization law
and proposal for new
privatizaticon prograa
completed.

ean: jerjficagion

. Ministry of Economic
Affairs and
Privatizaticn periodic
reporting on program
status.

. Spring 15354
evaluaticn of program.

. Program audits
scheduled for March
1693, March 1554 and
August 159s.

. Reports of studies
funded by proiject.

. Publisked plan for
future implementation.
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aghieving 2uLtTuTs:
. Inizial audits andé
evaluatisrs are
sucressfnl and
encourage further-
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successfiul and
accepi~ble.

. Privatizazioms &
not cacse large
increases in
unenslisyment and are
acscaptad as necessary
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progran limits
politizal
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

- INFORTANT A3STMPTIONS

Inputs: ($0G0)

Magnitude of Inputs
{$000s)

$20,000

$3,860

$600
$240
$300

$25,000

Verificarni

Quarterly financial and
status reports from
Ministry of Economic
Affairs and
Privatizaticn arnd Barnk
Al Maghred showim
utilization of Tund and
progress of
privatizations.

Periodic reports £
lLong-term Technica
Advisor.

Ardit and Evaluaticn
reports.

Controller’'s records

5 oam

- . -
Ass_omon ors for
providimg immuts:

1. AID £inc
availadle In

na-ner.

2. Azdits and
Evaloanicors ars - anely
anéd usefal.

¥ L)
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h
11Ul
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be

regair

; tranche distursaments.

as verifiesd by a_iit
and review LDy AIC
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