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HIGHLIGHTS OF MOROCCQO’'S PERFORMANCE

Economic Annual real GDP growth, underpinned by strong private sector investment, has averaged 4.8

Growth percent over the past five years, but the productivity of investment and labor must increase to
achieve higher growth rates.

Poverty Morocco’s aggregate figures on extreme poverty and inequality compare favorably to the
benchmarks, but poverty rates vary greatly by region, and extreme food poverty remains a
significant problem.

Economic The sector composition of Morocco’s economy is very similar to the average of LMI countries.

Structure Further structural transformation of Morocco’s economy in favor of industry and services would
correct gross inefficiencies in Morocco’s labor allocation.

Demography A significant demographic transition has taken place. Lower population growth and youth

and dependency rates should ease job market pressure and demand for public services. Although

Environment

environmental protection is strong in general, dwindling water supplies and water pollution are
significant concerns.

Gender Morocco performs poorly on every basic indicator of gender equity except female life
expectancy. Poor integration of Moroccan women into the workforce, while reflecting local
cultural norms, undermines the country’s productive potential.

Fiscal and Despite important gains in managing the budget deficit, fiscal consolidation needs to continue.

Monetary Policy

Efforts to maintain domestic price stability through price subsidies in the face of significant
international commodity market pressure present budget risks. Rapid growth of domestic credit
heightens future risk of inflation, which has been stable. Maintaining a strong and credible
commitment to macroeconomic stability is a crucial element in continuing to attract both
domestic and foreign investment and should continue to be a high priority for the government.

Business
Environment

Morocco’s Ease of Doing Business ranking deteriorated from 121stin 2006 to 129th in 2007,
suggesting that other economies are reforming their business environments faster. The impacts
of recent reforms in commercial courts and public procurement are not yet discernable in the
indicators.

Financial
Sector

Domestic credit to the private sector and stock market capitalization exceed the regional and
comparator benchmarks, though competition in the banking system is nascent and the real cost
of credit is high. Recent legal and regulatory reforms should reduce nonperforming loans and
improve financial sector competitiveness.

External Sector

Further reductions in multilateral tariffs and simplification of the trade regime are needed to
boost growth. Worker remittances and tourism receipts offset a structural merchandise trade
deficit. The removal of remaining disincentives should encourage stronger FDI. Debt is more
manageable, and Morocco’s foreign exchange reserves are growing. International commodity
pressure, however, may push the current account into deficit in 2008. Careful monitoring of the
effects of the current global commaodity crisis on government finance will be prudent.

Economic
Infrastructure

Morocco’s scores on most infrastructure quality indicators are on par with or better than the
LMI-MENA and global LMI medians and Turkey’s scores, though not as good as Tunisia’s
scores. Rising airport and port quality scores are laudable. Continued attention to infrastructure
investment and quality bode well for Morocco’s ability to take advantage of new economic
opportunities.

Science and
Technology

Morocco’s capabilities in science and technology align with the LMI-MENA median, but
comparators Tunisia and Turkey outperform Morocco in certain areas. FDI is perceived
positively as a source of new technology. New intellectual property rights laws are consistent
with international commitments.




Health Morocco’s level of spending on health is low, lower than the benchmarks. Weaknesses in health
sector governance underpin these indicators and require urgent attention.
Education Morocco lags behind the comparators on most education indicators. The mismatch between

expenditure and quantity and quality of educational outputs suggests that the allocation and use
of educational resources need to be examined.

Employment
and Workforce

Unemployment, which averaged 10.9 percent (high on an absolute basis) in the five years to
2006, declined to 9.7 in 2006; higher urban unemployment, however, underscores the need for
urban job creation. A large gap between male and female labor force participation rates exists,
and labor market rigidities persist.

Agriculture

Despite the important contribution of the irrigated sector to agricultural performance, the sector
remains vulnerable to climate change—induced water stresses. Raising agriculture’s low and
volatile productivity will require improved water management, diversification into higher value
products, and support for rural households to pursue nonagricultural livelihoods.




MOROCCO: STRENGTHS AND WEAKNESSES—SELECTED
INDICATORS

Selected Indicators, by Topic Strengths ‘ WEELGERSES

Gross fixed investment, % of GDP X

Incremental capital-output ratio X

Percentage of population living on less than $1 PPP per day X

Human Poverty Index X

Youth dependency rate X
Adult literacy rate X
Environmental Performance Index X
Water availability and quality X

X

Girls’ primary completion rate

Labor force participation rate, female X

X

Composition of government expenditures (wages and salaries)

Government revenue, % of GDP X

Inflation rate X

Ease of doing business ranking X
Cost of starting a business, % of GNI per capita X
Procedures to start a business X
Time to start a business X
Total tax payable by business, % of operating profit X

Money supply (M2), % GDP X
Domestic credit to the private sector X
Stock market capitalization rate X
Interest rate spread X
Real interest rate X
Legal rights of borrowers and lenders X

X

Importance of trade, % GDP

X

Trade in services, % GDP

Ease of trading across borders ranking X




Remittance receipts, % exports X
Foreign direct investment, % GDP X
Gross international reserves, months of imports X

Economic Infrastructure

Telephone density, fixed line and mobile per 1,000 people X
Quality of infrastructure—ports X
Internet users per 1,000 people X

Science and Technology

FDI Technology Transfer Index X
Health

Public health expenditure, % of GDP

Access to improved water source

Access to improved sanitation

Maternal mortality rate per 100,000 live births

X | X | X | X|X

Births attended by skilled health personnel
Education

Net primary enrollment rate, total

Persistence to grade 5, total

Youth literacy rate, total and male to female ratio

Net secondary school enrollment rate, total

X | X | X | X |X

Gross tertiary enrollment rate, total
Employment and Workforce
Unemployment rate

Rigidity of Employment Index

Firing costs, weeks of wages
Agriculture

Agriculture value added per worker X
Cereal yield X

Growth in agricultural value added X

Note: The chart identifies selective indicators for which performance is particularly strong or weak relative to
benchmark standards, as explained in Appendix A. The data supplement presented in Appendix B provides
full tabulation of the data and international benchmarks examined for this report, along with technical notes
on data sources and definitions.



1. Introduction

This report is one of a series of economic performance assessments prepared for the EGAT
Bureau to provide USAID missions and regional bureaus with a concise evaluation of key
indicators covering a broad range of issues relating to economic growth performance in
designated host countries. The report draws on a variety of international data sources! and uses
international benchmarking against reference group averages, comparator countries, and
statistical norms to identify major constraints, trends, and opportunities for strengthening growth
and reducing poverty. The reference groups are all lower-middle-income (LMI) countries and a
subset of LMI countries in the Middle East and North Africa (MENA). Comparator countries
have similar endowments and usually are selected (with concurrence from the USAID mission)
from within the same income group or region. This study uses Morocco’s neighbor and trade
partner from the Maghreb, the LMI country Tunisia, as one comparator and Turkey, from the
other side of the Mediterranean and classified as upper-middle income, as the second.

METHODOLOGY

The methodology used here is analogous to examining an automobile dashboard to see which
gauges are signaling problems. Sometimes a blinking light has obvious implications—such as the
need to fill the fuel tank. In other cases, it may be necessary to have a mechanic probe more
deeply to assess the source of the trouble and determine the best course of action.2 Similarly, the
Economic Performance Assessment is based on an examination of key economic and social
indicators, to see which ones are signaling problems. Some “blinking” indicators have clear
implications, while others may require further study to investigate the problems more fully and
identify appropriate courses for programmatic action.

The analysis is organized around two mutually supportive goals: transformational growth and
poverty reduction.3 Broad-based growth is the most powerful instrument for poverty reduction.
At the same time, programs to reduce poverty and lessen inequality can help to underpin rapid

1 Sources include the World Bank, the International Monetary Fund, the Millennium Challenge
Corporation, the United Nations (including the Millennium Development Goals database), the World
Economic Forum, and host-country documents and data sources. This report reflects data available as of
February, 2008.

2 Sometimes, too, the problem is faulty wiring to the indicator—analogous here to faulty data.

3 In USAID’s white paper U.S. Foreign Aid: Meeting the Challenges of the Twenty-first Century (January
2004), transformational growth is a central strategic objective, both for its innate importance as a
development goal and because growth is the most powerful engine for poverty reduction.
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and sustainable growth. These interactions can create a virtuous cycle of economic transformation
and human development.

Transformational growth requires a high level of investment and rising productivity. This is
achieved by establishing a strong enabling environment for private sector development,
involving multiple elements: macroeconomic stability; a sound legal and regulatory system,
including secure contract and property rights; effective control of corruption; a sound and
efficient financial system; openness to trade and investment; sustainable debt management;
investment in education, health, and workforce skills; infrastructure development; and sustainable
use of natural resources.

In turn, the impact of growth on poverty depends on policies and programs that create
opportunities and build capabilities for the poor. We call this the pro-poor growth environment.
Here, too, many elements are involved, including effective education and health systems, policies
facilitating job creation, agricultural development (in countries where the poor depend
predominantly on farming), dismantling barriers to micro and small enterprise development, and
progress toward gender equity.

The present evaluation must be interpreted with care. A concise analysis of selected indicators
cannot provide a definitive diagnosis of economic performance problems, nor simple answers to
guestions about programmatic priorities. Instead, the aim of the analysis is to spot signs of serious
problems affecting economic growth, subject to limits of data availability and quality. The results
should provide insight about potential paths for USAID intervention, to complement on-the-
ground knowledge and further in-depth studies.

The remainder of the report presents the most important results of the diagnostic analysis, in four
sections: Overview of the Economy; Private Sector Enabling Environment; and Pro-Poor Growth
Environment. Table 1-1 summarizes the topical coverage. Appendix A provides a brief
explanation of the criteria used for selecting indicators, the benchmarking methodology, and a
table showing the full set of indicators examined for this report. Appendix B provides a full
tabulation of the data and international benchmarks examined for this report, along with technical
notes on the data sources and definitions.

Table 1-1
Topic Coverage
Private Sector Enabling Pro-Poor Growth
Overview of the Economy Environment Environment
o Growth performance e Fiscal and monetary policy o Health
e Poverty and inequality e Business environment e Education
e Economic structure e Financial sector e Employment and Workforce
e Demographic and environmental e External sector o Agriculture
conditions « Economic infrastructure

o Gender e Science and technology
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DATA QUALITY AND FORMAT

The breadth and quality of economic data collected for Morocco are good. The World Bank gave
Morocco a score of 79 on its 2007 Statistical Capacity Indicator index, which is above the 66
percent average observed in IDA/IBRD LMI countries with a population over one million. A few
indicators, however, were either not available (such as some of the poverty indicators) or not
updated (notably in the financial, health, and education sectors). These problems do not
significantly affect the analysis in the present report.






2. Overview of the Economy

This section reviews basic information on Morocco’s macroeconomic performance, poverty and
inequality, economic structure, demographic and environmental conditions, and indicators of
gender equity. Some of the indicators cited here are descriptive rather than analytical and are
included to provide context for the performance analysis.

GROWTH PERFORMANCE

Morocco fits squarely in the LMI category according to the World Bank’s classification. Per
capita income, measured in gross domestic product (GDP) per capita in current USD, was $2,368
for 2007, slightly exceeding the median per capita income for LMI-MENA countries as well as
the global median for LMI countries ($2,158 and $2,310, respectively). Morocco’s income per
capita is well below Tunisia’s $3,313, which is near the upper-middle-income threshold of
$3,596, and much lower than Turkey’s per capita GDP of $6,548. When the purchasing power
parity (PPP) method is used, a similar picture emerges: Morocco’s PPP$6,003 per head is slightly
higher than the LMI-MENA and LMI medians (PPP$5,634 and PPP$5,486), but only about two-
thirds the income in Tunisia (PPP$9,630) and Turkey (PPP$9,816).

Over the five years to 2007, real GDP growth averaged 4.8 percent per year (Figure 2-1), which is
identical to the expected value for a country of Morocco’s characteristics and on par with the
LMI-MENA median (5.1 percent).

Agriculture accounted for only 16.6 percent of GDP in 2006 (see Economic Structure). Yet
fluctuations in agricultural production, which depends heavily on rainfall (see Agriculture), and
the international price of phosphates can affect the economic growth rate. For example, poor
rainfall in 2006/07 caused agricultural GDP to fall 16.2 percent in 2007, and the real GDP growth
dropped from 8.0 percent in 2006 to 2.5 percent in 2007.°> The negative impact of agriculture on
GDP was mitigated by strong performance in the financial sector (+13.2 percent), construction
(+10.4 percent), and communications (+8.8 percent).5

4 Morocco is the world’s leading supplier of phosphates, managed by the state-owned OCP Group.

5 Bank Al-Maghrib reports annual GDP growth for 2007 of 2.3 percent in “Rapport sur la politique
monétaire,” December 2007, 8.

6 Bank Al-Maghrib, op.cit.
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Figure 2-1
Real GDP Growth

Morocco’s real GDP growth fluctuates widely according to agricultural performance.

Time Series Comparison to Other Countries, Most Recent Year Global Standing
8 Highest-five average
T I Expected value and margin of error 173
[ ]
. 6+
0.0 : : : ‘
2003 2004 2005 2006 2007 o 5 |
= 4.8
&
Sad
Year Value g
2003 6.1 Ll
2004 5.2 Il MOR
2005 24 s
2006 8.0
2007 25 1 I
_ -0.6
Symmary for 2003-2007 25 51 55 6.0 50
Five-year average 4.8 0 ‘ ‘ ‘ ‘
Morocco LMI - M.E. & N.A. LMI Tunisia Turkey
Trend growth rate - Lowest-five average
Source: IMF, World Economic Outlook July 2007 CAS code: 11P3

A growth diagnostic conducted by the World Bank in 2006 identified four failures of government
policy that help explain Morocco’s erratic and non-accelerating growth performance: (1) labor
market rigidities (see Employment and Workforce), (2) a burdensome tax regime, (3) the fixed
exchange rate regime (for 2 and 3, see Fiscal and Monetary Policy), and (4) antiexport bias
despite free trade agreements (see External Sector).” In addition, the analysis found that growth is
also affected by three market failures: limited circulation of information on intellectual property
rights and investment opportunities, weak coordination between the public and private sectors,
and lack of investment in human resource training by businesses.

Morocco’s growth, however, has been underpinned by superior investment levels (Figure 2-2).
Gross fixed investment rose from 25 percent of GDP in 2003 to 29 percent in 2005 and remained
at that level through 2007. This investment rate exceeds the LMI-MENA median (24.3 percent)
by nearly 5 percentage points and the rates in Tunisia and Turkey (23.2 percent and 17.7 percent,
respectively, 2006) by even more. The private sector has been a strong engine of productivity
growth—at 25 percent of GDP in 2007, accounting for over 80 percent of gross fixed investment.

7 World Bank, Kingdom of Morocco: Country Economic Memorandum, Report No. 32948-MOR, March
2006.
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Figure 2-2
Gross Fixed Investment, percent of GDP

Investment levels are rising and outperform those of all comparators.
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Investment productivity, though, shows scope for improvement, as measured by the incremental
capital-output ratio (ICOR).8 Morocco’s ICOR averaged 6.2 during the period 2002—-2006,
indicating that $6.2 of capital investment was required to achieve an extra dollar of output.
Although Morocco’s ICOR is not far from the median of 5.1 shared by both LMI-MENA and
global LMI countries or from Tunisia’s 5.2, investment in Morocco, unlike in Turkey, which has
an ICOR of 2.4, cannot be considered efficient.

Labor productivity growth in Morocco also fluctuates with income growth variation. In the five
years to 2005, Moroccan labor productivity grew at an average rate of 1.9 percent, though it has
ground to a virtual standstill in the past two years. This average compares favorably to the LMI-
MENA median of -0.1 and the global LMI median of 1.2. Tunisia and Turkey, where labor
productivity growth reached 2.2 percent and 5.8 percent, respectively, in 2005, show that there is
ample scope for improvement here as well.

In sum, productivity of both investment and labor must increase for Morocco to achieve the
authorities” growth target of 6 percent per year,® as well as significant reductions in
unemployment, poverty, and social exclusion. Further fiscal consolidation, a more efficient
financial sector, deeper integration into the world economy, strengthening of the business
environment with more meaningful public—private dialogue, greater transparency and government
effectiveness, improvements in health and education services, and the lessening of dependence on
the unpredictable agricultural sector could also be pursued to achieve those goals.

8 A lower ICOR value indicates higher investment productivity, and an ICOR of 4 or less is considered
indicative of efficient investment.

9 EIU, Morocco Country Profile, March 2007, p, 28.
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POVERTY AND INEQUALITY

Morocco’s rate of absolute poverty, defined as the percentage of the population living on less
than PPP$1 per day, was less than 2 percent in 2000. This is comparable to the 2 percent in
Tunisia in 2000 and significantly less than Turkey’s 3.4 percent in 2003. Poverty headcounts
according to national poverty lines in Morocco and Turkey show a similar comparison:

15 percent of Moroccans live below the poverty line (2005), whereas 27 percent of the Turkish
population lives below the poverty line (2002).10

Although Morocco’s absolute poverty figure compares favorably to the benchmarks, geographic
disparities of poverty within the country—between urban and rural areas, between the faster-
growing major cities and the less dynamic, secondary urban areas—»belie this favorable aggregate
impression. Poverty headcounts range from 2.2 percent in Casablanca and 3.3 percent in Rabat to
over 30 percent in Fes and Chefchaouen.11

Income inequality is slightly less severe in Morocco than in comparators: in 2000, the poorest
20 percent of Morocco’s population received 6.5 percent of income—higher than the 6.0 percent
and 5.3 percent of income held by the poorest quintile of the population in Tunisia (2000) and
Turkey (2003), respectively.12

On the UNDP’s Human Poverty Index (HPI), however, which is derived from factors such as life
expectancy, literacy, and deprivation in standard of living (access to safe water and child
nutrition) in a range of 0 for no deprivation to 100 for high deprivation, Morocco’s score was
33.4in 2005. This score is well above the upper bound of the expected value range (16.0 to 27.1)
for a country of Morocco’s characteristics and nearly double the medians of LMI-MENA (17.9)
and LMI countries (16.8), and the scores for Tunisia (17.9) and Turkey (9.2) (Figure 2-3).

Likewise, the rate of extreme food poverty in Morocco is higher than in the regional benchmarks
even though it is below the LMI median: In 2002 the diets of 6 percent of Moroccans fell below

minimum energy consumption requirements, while only 2.5 percent of Tunisia’s population and

3 percent of Turkey’s population suffered from extreme hunger that same year.

The government, with support from donors, aims to improve the poor’s access to social services
(education, health care, improved water), particularly in rural areas, where two-thirds of the poor
reside. To address these challenges, Morocco launched the National Initiative for Human
Development 2006-2010.13 The program is designed to improve accountability and transparency
at the local level and improve the use of social and economic infrastructure by the poor.

10 Data from other comparators were unavailable.

11 Figures are from World Bank, Kingdom of Morocco Poverty Report: Strengthening Policy by
Identifying the Geographic Dimension of Poverty, Report No. 28223-MOR, September 2004, pp. 85-86.

12 _atest available data.

13 World Bank, Country Assistance Strategy for the Kingdom of Morocco, Report No. 31879-MA, June
14, 2005, p. 1. On the INDH, see http://www.indh.gov.ma/fr/programme_2006-2010.asp. See also World
Bank, Kingdom of Morocco Poverty Report: Strengthening Policy by Identifying the Geographic
Dimension of Poverty, Report No. 28223-MOR, September 2004.
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Figure 2-3
Human Poverty Index

Human deprivation is much more severe in Morocco than in the comparators.
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ECONOMIC STRUCTURE

In the five-year period from 2001 to 2006, Morocco’s economic structure was fairly stable. More
than half of Morocco’s output was generated in the services sector, which accounted for

54.4 percent of value added in 2006. Industry accounted for 29 percent of output, and agriculture
for 16.6 percent.

Morocco is very similar to the averages of LMI-MENA and LMI countries globally in its
economic structure. The global LMI income group generates 52.9 percent of its output from
services, 31.4 percent from industry, and 15.1 percent from agriculture, while LMI-MENA
countries average 48.6 percent from services, 33.6 percent from industry, and 11.2 percent from
agriculture. In the two comparator countries, however, the services sector is more significant, and
agriculture generates a slightly smaller share of output: in Tunisia, services account for

60.3 percent of GDP, and in Turkey, 64.7 percent. As for the share of agricultural value added,
Morocco’s 16.6 percent is significantly greater than Tunisia’s 11.3 percent and Turkey’s

12.9 percent.

Comparing data on output and employment reveals that labor productivity is much higher in
industry and services than in agriculture.14 Using five-year averages, the 20.7 percent of the labor
force engaged in industry produces 29.9 percent of the economy’s output, while the 34.1 percent
of the labor force engaged in services produces 54.2 percent of GDP. In comparison, the

45.5 percent of Morocco’s labor force engaged in agriculture produces just 15.9 percent of GDP.

14 The comparison is imprecise, because labor allocation data lag behind sectoral output data by one year.
Nevertheless, they are still useful for indicating orders of magnitude.
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This means that each job in industry and services produces over four times as much value added
as does each job in agriculture. In the past five years, output has fallen slightly in agriculture and
industry (-1.0 percent and -0.9 percent, respectively), while employment has grown (0.8 percent
and 0.4 percent, respectively). Moreover, the share of employment in agriculture (45.5 percent)
sharply exceeds its expected value of 31.9 percent, while the share of employment in services
(34.1 percent) is lower than the expected 49.1 percent (Figure 2-4).

Figure 2-4
Comparison of Output and Labor Force Structures, Most Recent Year

Morocco’s agricultural sector contributes significantly to national income, but labor
productivity is low.
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These figures suggest that Morocco’s structural economic transformation has been handicapped
in some way, perhaps by social or institutional barriers that prevent agriculturally based labor
from acquiring the skills needed to move into services, accessing capital to launch services-based
enterprises, or relocating to take advantage of service sector employment. Further structural
transformation of Morocco’s economy in favor of industry and services would correct gross
inefficiencies in Morocco’s labor allocation. Although programs to boost productivity in
agriculture will be helpful, the central implication is that measures to stimulate more rapid job
creation in the industrial and services sectors will be a powerful lever for increasing aggregate
labor productivity and overall economic growth.15

DEMOGRAPHY AND ENVIRONMENT

Successful management of Morocco’s structural economic transformation relies on the country’s
ability to meet the challenges posed by population and natural resource dynamics. With just over
30 million people, Morocco has made a significant demographic transition. The population
growth rate for Morocco in 2006 stood at 1.2 percent per year. This is nearly half the population
growth rate of 2.2 percent in the average LMI-MENA country, and on par with Tunisia’s

1.0 percent and Turkey’s 1.2 percent. Furthermore, the youth dependency rate—the percentage of
the population below age 15 divided by the working-age population (ages 15-64)—declined from
51.3 percent in 2002 to 47.7 percent in 2006 (Figure 2-5). This rate is well below the expected
value for a country of Morocco’s characteristics (58.0 percent) and the LMI-MENA and LMI
medians (64.0 percent and 57.8 percent, respectively). If Morocco maintains its current
population growth rate, it can expect to move closer to the lower youth dependency rates
observed in Tunisia (36.9 percent) and Turkey (44.0 percent). These trends bode well for
Morocco, because a lower youth dependency ratio will ease pressure on the job market and
enable the country to cope with demand for education and health services.

In contrast to the demographic transition indicators, however, the adult literacy rate of

52.3 percent in 2006 is of great concern. Not only is it low on an absolute basis, but it is also well
below all benchmarks (Figure 2.6). Both Tunisia’s rate and the LMI-MENA median are

74.3 percent. The gap is even wider between Morocco’s rate and the global LMI median of

87.7 percent, and Turkey’s rate of 87.4 percent adult literacy. Low adult literacy reflects a
cumulative lack of educational attainment in Morocco and is a barrier to more rapid
socioeconomic progress. Adult literacy programs with extensive outreach could help in closing
the gap, while more attention to improving education (see Education) will help to ensure that
youth who enter the workforce are better prepared for employment that requires higher skills.

15 For details of Morocco’s Emergence Program to promote investment, see World Bank, Fostering
Higher Growth and Employment in the Kingdom of Morocco, Country Study 37100, 2006, 74.
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Figure 2-5

Youth Dependency Rate
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A declining youth dependency rate will ease pressure on the job market.
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Figure 2-6

Adult Literacy Rate

Morocco’s low literacy rate is impeding the country’s growth.
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The percentage of Morocco’s population living in urban areas, although not high compared to
benchmark data, is increasing: from 56.5 percent in 2002 to 59.3 percent in 2006. This level of
urbanization is slightly above the global LMI median of 54.3 percent and the expected value of
57.6 percent, but below the LMI-MENA median of 66.2 percent, Tunisia’s 65.7 percent, and
Turkey’s 67.8 percent. Rural-to-urban migration is a response to the low productivity in and low
income from agriculture and to attractive opportunities in urban areas.16 In the long term,
urbanization is a healthy feature of structural transformation. But it is occurring relatively rapidly
in Morocco—the share of the population living in urban areas grew 2.8 percent in five years in
Morocco, in between 2.3 percent in Tunisia and 3.2 percent in Turkey (although in global LMI
countries, it grew 7.3 percent). This pace of urbanization intensifies pressure on urban
infrastructure and services and underscores the need for investment that will create more jobs in
industry and services (see Employment and Workforce).

According to a new international environmental performance index (EPI) that evaluates
environmental health and ecosystem vitality in each country, Morocco scored 72.1 (out of 100) in
2007.17 This is above the expected value for a country with Morocco’s characteristics (59.4) and
better than the regional (68.1) and global LMI (70.4) benchmarks.

Nonetheless, threats to the availability of specific resources—particularly water—Iloom.
Availability of water resources is crucial to Morocco’s high-value horticulture sector (see
Agriculture). Although the irrigated sector in Morocco makes up only 14 percent of agricultural
land use, it contributes 50 percent of agricultural value added and over 75 percent of value of
agricultural exports, while it consumes 85 percent of Morocco’s water resources.18 But climate
change, economic policy, and mounting demand for water from other economic sectors are
straining the water supply. Anticipating a water shortage—*35 percent of Moroccans could be
living in “absolute scarcity’ by 2025”—the World Bank is working with the government on a
comprehensive water sector policy framework, linking water use, pollution, and agricultural
development.19

In addition to growing supply constraints, industrial pollution affects the quality of both coastal
and inland water resources. Moreover, by 2020 the volume of wastewater produced in urban areas
is expected to more than double 1990 levels.20 Degradation of the water quality of beaches and
rivers therefore threatens growth prospects in key sectors, including tourism and irrigated

16Although unemployment is higher in urban areas, informal livelinood opportunities are greater, as
described in Moving Out of Poverty Study, World Bank Draft Report No. 39992-MOR, July 2007.

17 Changes in EP1 methodology between 2006 and 2008 preclude comparability of the two reported
scores for Morocco.

18 See World Bank, Program Document for a Proposed Loan to the Kingdom of Morocco for a Water
Sector Development Policy Loan, Report No. 37442, March 2007, 6.

19 World Bank, Water Development Loan Program Document, op. cit., 6.
20 EJU, Morocco Country Profile 2007, 20.
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agriculture, as well as household consumption. Reportedly, the government is working to
establish a regulatory framework to slow the damage.?!

GENDER

Gender equity is both a fundamental human right and desirable as an instrument that enables
faster economic growth by ensuring that the productive capacities of all citizens can be developed
and used to their fullest extent. In its 2007 Moving out of Poverty Study (MOPS), the World Bank
noted that poor Moroccan households’ fortunes depend on the ability of female members “to play
an independent economic role.”22 When they do, households are significantly less vulnerable to
exogenous shocks. Yet despite examples from MOPS of the increased mobility of women,
especially younger women, within and outside of Morocco in search of work—for example, as
laborers in export-oriented agriculture and food processing or even in Europe,23 in the aggregate,
Morocco performs poorly on every basic indicator of gender equity, with the exception of female
life expectancy.

Life expectancy at birth is a fundamental indicator of health conditions. Life expectancy of
women in Morocco is 72.7 years (2005), just above the expected value (71.9 years), but
somewhat below the 75.6 years in Tunisia and 73.9 years in Turkey (both 2005). Women in
Morocco can anticipate outliving their male counterparts by about 4.4 years (2005), which is on
par with the expected value for the differential between female and male life expectancies for a
country with Morocco’s characteristics. This figure is also in line with the average differential
between female and male life expectancies in 2005 for LMI countries (5.5 years), Turkey (4.9
years), and Tunisia (4.1 years).

Other gender indicators, however, suggest far greater challenges for Moroccan women. The gross
female enrollment rate at all levels of education—54 percent— is dramatically lower than in
Turkey (63 percent), the LMI-MENA countries (71.5 percent), LMI countries (72 percent), and
Tunisia (77 percent) (2004), as well as the expected value for Morocco of 64.2 percent. Although
Morocco has made dramatic improvements in the primary school completion rate for girls, from
54.2 percent to 76.8 percent (2005) within five years, it still lags far behind Turkey

(83.0 percent), the global LMI median (94.1 percent), the LMI-MENA country median (96.5
percent), and Tunisia (100 percent) (2005). The education problem transcends gender, however.
Morocco’s gross male enrollment rate of 62 percent, falls below the LMI-MENA and LMI
medians and comparator country averages (see Education).

21 Waste water projection and environmental policy recommendations from EIU, Morocco Country
Profile 2007, 20.

22 \World Bank, Kingdom of Morocco Moving Out of Poverty in Morocco, Draft Report No. 39992-
MOR, July 2007, xii.

23 “\While in many [Moroccan] communities, it is not acceptable for women to travel even small distances
to school or leave the house alone, in Khalouta [an urban district near a sugar processing plant in Beni
Mellal province] more young women than young men have migrated to Europe.” World Bank, Moving Out
of Poverty in Morocco, Draft Report No. 39992-MOR, July 2007, 36.
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The most striking indicator of the poor economic integration of women in Morocco is the low
female labor force participation rate. While 86.1 percent of Moroccan males participate in the
workforce, only 29.1 percent of females do so. Morocco’s female labor force participation rate is
dramatically lower than the LMI median of 53 percent but similar to the LMI-MENA median of
28.6 percent and the rates of comparator countries (Tunisia, 31.5 percent; Turkey, 30.3 percent)
(Figure 2-7). Although reflecting historical cultural norms, this high degree of gender inequality
in the labor market undermines the country’s productive potential (see Employment and

Workforce).

Figure 2-7

Labor Force Participation Rate, Female

Low female participation in the labor force is consistent among regional comparators.
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So that all Moroccans can fulfill their productive potential and contribute to national
development, policymakers should focus on bridging the education gap between genders by
creating culturally acceptable education, job training, and employment opportunities for women.






3. Private Sector Enabling
Environment

This section reviews key indicators of the enabling environment for rapid and efficient growth of
the private sector. Sound fiscal and monetary policies are essential for macroeconomic stability,
which is a necessary, though not sufficient, condition for sustained growth. A dynamic market
economy also depends on basic institutional foundations, including secure property rights, an
effective system for enforcing contracts, and an efficient regulatory environment that does not
impose undue barriers on business activities. Financial institutions play a major role in mobilizing
and allocating saving, facilitating transactions, and creating instruments for risk management.
Access to the global economy is another pillar of a good enabling environment because the
external sector is a central source of potential markets, modern inputs, technology, and finance, as
well as competitive pressure for improving efficiency and productivity. Equally important is
development of the physical infrastructure to support production and trade. Finally, developing
countries need to adapt and apply science and technology to attract efficient investment, improve
competitiveness, and stimulate productivity.

FISCAL AND MONETARY POLICY

Conservative fiscal policy is a stated goal of the Moroccan government. After peaking at

5.2 percent of GDP in 2005, Morocco has achieved important reductions in the government
budget deficit, to 2.1 percent in 2006 and an estimated 2.5 percent in 2007 (Figure 3-1). This
improvement in fiscal health has been achieved through a combination of expenditure restraint
and revenue enhancement.

On the expenditure side, from a high of 29.9 percent in 2005, government expenditures fell to an
estimated 26.9 percent of GDP in 2007, which is on par with the expected value of 27.2 percent
for a country of Morocco’s characteristics. Although an early retirement program implemented in
2005 generated substantial savings on the public sector wage bill, wages and salaries remain by
far the largest component of government expenditures. Wages and salaries as a percentage of
total expenditures were reduced from 42.1 percent in 2003 to an estimated 38.7 percent in 2007.
In spite of this achievement, wages and salaries still make up a larger portion of the Moroccan
government expenditures than the LMI-MENA median (34.1 percent) and the global LMI
country median (only 23.8 percent) (Figure 3-2), suggesting that further improvements could be
made in this area to improve the government’s fiscal position.
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Figure 3-1
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Overall Budget Balance (percentage of GDP)

Morocco’s budget deficit has been variable but generally has improved in recent years.
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Figure 3-2

Composition of Government Expenditures (Wages and Salaries)

Expenditures on public sector wages have decreased steadily but remain high.
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In addition to public sector wages, the cost of consumer subsidies has historically weighed on
public expenditures in Morocco. Seeking to maintain stable consumer prices for food and
petroleum, government expenditures on commodity price subsidies peaked at nearly 5 percent of
GDP in 1974, at the height of the global oil and commodity price boom, and rose to nearly

3 percent of GDP in 1981 and again in 1985, setting the stage for structural adjustment reform
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programs in the 1980s and 1990s.24 In the face of mounting civil unrest due to food price
inflation historically and in recent days,2> the government’s desire to maintain domestic price
stability is understandable. The government uses tariff reductions and subsidies to mitigate the
effect of surges in international commodity prices26 on the domestic market.2” In 2005 the cost of
food and petroleum subsidies crept back up to 2.2 percent of Morocco’s GDP, although a return
to indexing retail petroleum product prices to international oil prices helped abate the subsidy
burden, projected to be 1.7 percent of GDP in 2007. 28 Prospects for 2008, however, are
worrisome. The EIU, assuming $75 per barrel oil, projected that consumer subsidies in 2008
would equal two-thirds of the investment budget.29 With a barrel of crude oil selling for $115 in
late April 2008, the situation revives the specter of fiscal strain and mounting debt caused by
growing consumer subsidy costs. Providing consumer subsidies to improve efficiency and reduce
costs, a topic of intense discussion during the structural adjustment period, is once again on
Morocco’s consultation agenda with the IMF.30

On the revenue side, performance has improved because of strengthened tax administration and a
broader tax base, which have offset the impact of lower external tariffs.3! Indeed, government
revenue increased from 21.7 percent of GDP in 2003 to an estimated 24.2 percent in 2007
(Figure 3-3). This may be explained, in part, by the government’s ability in the recent past to
draw on exceptional revenues from privatization and contributions from parastatal organizations
such as the Moroccan Phosphates Board to help finance public spending.32 The most recent
estimate, however, is still below the median in LMI-MENA countries (29.7 percent), as well as
the revenue yields for Tunisia and Turkey, at 28.7 percent and 35.0 percent of GDP, respectively
(2006). Thus, despite important gains, revenue mobilization in Morocco is still weak for an LMI
country. Furthermore, although taxes on international trade (as percentage of revenue) dropped
from 13.3 percent in 2002 to 11.5 percent in 2005, it is still high compared to the global LMI

24 Brendan Horton, Morocco: Analysis and Reform of Economic Policy, EDI Development Policy Case
Series, no. 4 (Washington: World Bank, 1990).

25 Rioting took place after a 30 percent increase in the price of bread was announced in September 2007,
recalling severe food price-related riots in the early 1980s (see H. Tuluy and L. Salinger, Trade, Exchange
Rate, and Agricultural Pricing Policies in Morocco, Washington: World Bank, 1989).

26 For example, early 2008 world prices of wheat and corn have risen by 145 percent and 99 percent,
respectively, compared with averages in the 2000-2007 period.

27 Bank Al-Maghrib, op.cit., p. 17.

28 IMF, Morocco: 2007 Article IV Consultation — Staff Report, No. 07/323, September 2007, p. 18. The
previous peak, in 2000, was 2.6 percent of GDP for food subsidies.

29 E1U, Morocco Country Profile 2008, p. 11.

30 policy options for reducing the fiscal burden of consumer subsidies were a topic of intense policy
debate in Morocco in the 1980s and 1990s. For more recent perspective, see IMF, Article IV 2007, p. 9.

31 1bid.

32 World Trade Organization, Morocco Trade Policy Review: Secretariat Report, “Economic
environment,” 2003.
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median of 7.9 percent, and Tunisia’s 6.7 percent, and very high compared to Turkey’s 0.9
percent.33

Figure 3-3
Government Revenue (percentage of GDP)

Government revenue is improving but remains low compared to benchmarks.
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Morocco’s money markets have been swamped in recent years with unprecedented liquidity,
owing to the strong performance of expatriates’ remittances (see External Sector) and
privatization receipts. This has produced a steep increase in the rate of growth of the money
supply. In 2007, the broad money supply expanded by 18.5 percent, which is nearly double the
rate observed in 2003 (9.9 percent). By comparison, the monetary growth rate is 11.6 percent in
Tunisia and 25.7 percent in Turkey (2006). By far the largest component of money growth has
been domestic credit to the private sector.

Despite the rapid expansion of the money supply, inflation in Morocco is moderate. The inflation
rate estimated for 2007 is 2.5 percent (down from 3.3 percent in 2006),34 compared with the

4.9 percent median of other LMI-MENA countries, the 3.0 percent in Tunisia, and the 8.2 percent
in Turkey. Indeed, pegging Morocco’s dirham to a basket of currencies dominated by the euro
(reflecting the weight of Morocco’s trade with Europe in its overall trade) has helped to stabilize
the economy and moderate the inflationary impact of dollar-denominated commodity price
surges.3° The recent strengthening of the euro vis-a-vis the U.S. dollar, however, may hurt the

33 Tunisia’s figure is from 2005, while Turkey’s benchmark is from 2001, the latest year for which our
standard source reported this measure.

34 Morocco’s central bank, Bank Al-Maghrib forecast a rate of 1.4 percent for 2007 in its December 2007
quarterly report.

35 EIU, Morocco Country Profile 2007, p. 32.
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country’s export competitiveness outside the euro zone, as the
value of the dirham is pulled up by the importance of the euro in
the dirham’s basket.3” Furthermore, upward pressure on domestic
consumer prices has been restrained by government de-taxation or
subsidies on three essential goods: sugar, wheat flour, and
petroleum products.38

The fiscal and monetary policy picture that emerges is thus clear:
Despite the important gains Morocco has made in reducing
expenditures and enhancing revenues, fiscal consolidation must
continue if resources to address social concerns are to be freed up.
Efforts to maintain domestic price stability in the face of
significant international commodity market pressure present
renewed budget risks, however, and the rapid growth of domestic
credit to the private sector heightens inflation risks. Maintaining a
strong and credible commitment to macroeconomic stability is a
crucial element in continuing to attract domestic and foreign
investment and should continue to be a high priority for the
government.3°

BUSINESS ENVIRONMENT

21

IMF Program Status for Morocco36

Morocco’s August 2007 Article IV
consultation with the IMF concluded
with the IMF Executive Board’s praise
for Morocco’s “remarkable economic
progress in recent years.” The
country’s policy mix was deemed
“appropriate,” although the risk of
future inflation was underscored as a
management challenge for Bank Al-
Maghrib. The IMF Executive Board
urged Morocco to pursue continued
economic growth, aspiring to per capita
income levels observed in emerging
market OECD economies, to “further

reduce unemployment and poverty.”

Institutional barriers to doing business, including corruption in government, are critical
determinants of private sector development and prospects for sustainable growth. The World
Bank’s composite Ease of Doing Business index places Morocco at an unsatisfactory 129th of
178 countries in 2007. This ranking is lower than Morocco’s ranking from 2006 of 121st. The
deterioration is due in large part to a fall from 53rd to 102nd place with regard to registering
property, which in turn is due to increases in the number of procedures and in the costs required.
The lower ranking also suggests that other economies are reforming their business environment
faster than Morocco. Looking at the comparator countries, Tunisia ranks 88th and Turkey 57th,
demonstrating that Morocco has ample scope for improvement (Figure 3-4).

36 Summarized from the IMF’s Public Information Notice No. 07/98, August 9, 2007.

37 The IMF notes that “while there are no indications of exchange rate misalignment, opening up the
capital account heightens the need to prepare for exiting the current peg of the dirham.” IMF, Article 1V
2007, p. 15. Bank Al-Magrib reported that the dirham had depreciated slightly in late 2007 vis-a-vis the
euro (“Rapport sur la politique monétaire,” p. 25). See also the discussion of Morocco’s competitiveness
due to its currency peg in World Bank, Fostering Higher Growth and Employment in the Kingdome of

Morocco, Country Study 37100, 2006, p. 35.
38 E1U, Morocco Country Profile 2007, p. 33.
39 As per the IMF’s 2007 Avrticle IV report, p. 9.




22 MoOROCCO ECONOMIC PERFORMANCE ASSESSMENT

Figure 3-4
Ease of Doing Business Ranking

Morocco’s Ease of Doing Business ranking is very low: 129 of 178 countries.
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There are, however, a few bright spots in the business-enabling environment. According to the
indicators, Morocco has dramatically reduced barriers to start a business. The cost of starting a
business as a percentage of GNI per capita declined from 26.6 percent in 2003 to 11.5 percent in
2007. Morocco’s 11.5 percent compares favorably with the much higher median cost in LMI-
MENA (52.3 percent), the global LMI country median cost (33.3 percent), and the cost in Turkey
(20.7 percent), though not as favorably as the cost in Tunisia (8.3 percent) (2007) (Figure 3-5).
Likewise, the number of procedures required to start a business fell from 11 to 6, in line with the
number for Turkey (6 procedures) and better than in Tunisia (10 procedures) during the same
period. The time required to start a business in Morocco also declined in the same period, from 36
to 12 days. Morocco’s 12 days compares with 6 days in Turkey and 11 days in Tunisia.
Moreover, the Moroccan government has instituted significant reforms in other areas of the
business environment, strengthening the commercial courts and improving the transparency of
public procurement—the impacts of which are not yet discernable in the indicators.
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Figure 3-5
Cost of Starting a Business, percent of GNI per capita

Morocco has dramatically reduced the cost of starting a business.
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Most of Morocco’s scores on the other business environment indicators examined for this report
—control of corruption, government effectiveness, regulatory quality, and rule of law—compare
favorably to the LMI regional medians, but not to Turkey’s or Tunisia’s scores.

Businesses in Morocco also face a high tax burden. Doing Business estimates that the total taxes
payable by a standard business amount to 53.1 percent of operating profit in Morocco, which is
higher than the LMI-MENA median of 47.1 percent, the LMI median of 41.6 percent, and the
45.1 percent in Turkey. Tunisia alone among comparators imposes a higher tax burden on
businesses by this measure (61 percent).

In sum, despite its recent improvements, Morocco still has a long way to go in establishing a truly
friendly business environment, with meaningful private—public sector dialogue and transparency
and effectiveness of government service delivery, as an instrument to stimulate and improve
investment performance, increase productivity, and foster growth.

FINANCIAL SECTOR

A sound and efficient financial sector is a key to mobilizing savings, fostering productive
investment, and improving risk management. In Morocco, the indicators for financial sector
performance paint a mixed picture.

Some indicators exceed the regional and country comparison benchmarks and show positive
development in recent years. For example, Morocco’s ratio of broad money to GDP (a basic
gauge of the development of the banking system) rose from 82.4 percent to 106.6 percent over the
five years to 2007. The 2007 ratio is better than the expected value (70 percent) and far better
than the global median for LMI countries (38.1 percent in 2003), as well as ratios in Turkey

(47 percent in 2006) and Tunisia (58.8 percent in 2006), and the LMI-MENA median (71.6
percent in 2006). Likewise, domestic credit to the private sector rose from 51.6 percent to 72.3
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percent of GDP over the same period. Here, too, the 2007 score well exceeds the expected value
(47.7 percent), the global LMI median (only 23.7 percent in 2003), the LMI-MENA median (39.6
percent in 2006), Turkey’s score (31.7 percent in 2006), and even Tunisia’s score (65.4 percent in
2006) (Figure 3-6).40

Figure 3-6
Domestic Credit to Private Sector (percentage of GDP)

Domestic credit to the private sector has been consistently strong.
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Another financial sector indicator trending upward in Morocco is the improvement in the stock
market capitalization rate, a primary indicator of financial sector development for emerging
economies. The ratio of stock market capitalization to GDP surged from 23.8 percent in 2002 to
86.1 percent in 2006. The capitalization ratio is well above the LMI-MENA median (78.7
percent) and quite advanced compared with Tunisia’s and Turkey’s scores (14.7 percent and 40.3
percent, respectively).

Nevertheless, competition within the banking sector is nascent. Dated data on the spread between
lending and deposit rates and the real interest rate on loans demonstrate inefficiencies and risks in
the financial intermediation process in Morocco. The interest rate spread stood at 7.9 percentage
points in 2004 (latest year), which is high compared with the expected value for a country of
Morocco’s characteristics (5.9 percentage points) and also exceeds the global LMI median of

7 percentage points. A wider performance gap is observed when Morocco’s cost of capital,
measured by the real interest rate (bank lending rate after adjusting for inflation), is compared to
the benchmarks. Morocco’s real interest rate of 9.9 percent in 2004 (latest year) is very high

40 This aggregate indicator, however, says nothing about the distribution of access to capital, which may
be skewed in some way.
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compared to the LMI-MENA and global LMI medians of only 3.8 percent and 5.8 percent,
respectively.4!

Indeed, “serious problems” have been noted by observers in the Moroccan financial sector’s
ability to provide local firms with credit at reasonable rates of interest.42 A 2005 banking sector
survey by Bank Al-Maghrib suggested that as much as 44 percent of public banks’ and 12 percent
of commercial banks’ loan portfolios are nonperforming, and that less than 4 percent of
borrowers are responsible for 44 percent of nonperforming loans (although the IMF noted more
recently a drop in nonperforming loans).43 Also worrisome is the concentration of banking
activity in publicly owned banks, which together make up 40 percent of the total banking sector
balance sheet.44

In response to these shortcomings, the World Bank extended a $200 million loan (2005-2007) to
improve the competitiveness of the financial sector by strengthening the legal, regulatory, and
supervisory framework, increasing private participation in the banking sector, improving the
transparency of corporate and accounting standards, and strengthening the financial information
infrastructure, many dimensions of which were codified in the 2006 banking law.4> Soundness of
lending practices should also be enhanced by the inauguration, in early 2008, of a privately
managed credit bureau.

Regarding the institutional foundations for financial sector development, Morocco receives a
score of 3.0 on the World Bank’s index of Legal Rights of Borrowers and Lenders for 2007, on a
scale of O (poor) to 10 (excellent). Although comparable to all benchmark data, on an absolute
basis the score is very low and highlights the need for further legal and regulatory reform to
reduce the cost of and improve access to credit (Figure 3-7). Morocco’s credit information index,
1.0 on a scale of 0 (poor) to 6 (excellent), is also exceedingly low, both absolutely and relative to
the 4.0 of Tunisia and 5.0 of Turkey (while LMI-MENA also scores a poor median 1.8).

41 Comparable data are not available for Tunisia and Turkey.
42 World Bank assessment, as cited in EIU, Morocco Country Profile 2007, p. 4.4.
43 E1U, Morocco Country Profile 2007, p. 45. See also IMF, Article IV 2007, p. 11.

44 Four public financial institutions—the Banque Nationale de Développement Economique, Fonds
d’Equipement Communal, Crédit Immobilier et Hotelier, and Caisse Nationale de Crédit Agricole—were
the object of restructuring as part of the recently concluded Financial Sector Development Policy loan. See
World Bank, “Financial Sector Assessment Morocco,” 2003, and World Bank, Financial Sector
Development Policy Loan Program Document, Report No. 34357-MA, 2005.

45 |bid. See also IMF, Article 1V 2007, p. 11.
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Figure 3-7
Legal Rights of Borrowers and Lenders Index

Further regulatory reforms are necessary in Morocco.
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EXTERNAL SECTOR

Fundamental changes in international commerce and finance, including reduced transport costs,
advances in telecommunications technology, and lower policy barriers, have fueled a rapid
increase in global integration in the past 25 years. The international flow of goods and services,
capital, technology, ideas, and people offers great opportunities for Morocco to boost growth and
reduce poverty by stimulating productivity and efficiency, providing access to new markets and
ideas, and expanding the range of consumer choice. At the same time, globalization creates new
challenges, including the need for reforms to take full advantage of international markets and
cost-effective approaches to cope with the resulting adjustment costs and regional imbalances.

International Trade and Current Account Balance

Morocco’s integration into the world economy is growing, notably through its Association
Agreement with the European Union, the first part of which, covering free trade in industrial
products, came into operation in 2000. Discussions on the free trade of agricultural goods are
ongoing. Spurred on by the EU’s Barcelona Declaration for a Euro-Mediterranean partnership,
the process of regional integration among Arab Mediterranean countries was launched with the
signing of the Agadir Agreement in 2004, establishing free trade among Morocco, Tunisia,
Egypt, and Jordan. Bilateral free trade agreements (FTAs) were implemented by Morocco with
the United Arab Emirates in 2003 and with the United States and Turkey in 2006. Morocco also
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has tariff agreements with Algeria, Guinea, Iraq, Libya, Mauritania, Saudi Arabia, and Senegal,
and is pursuing them in other emerging markets around the globe.46

Total trade in Morocco (exports plus imports of goods and services) has risen from 69.1 percent
of GDP in 2003 to 82.1 percent in 2006 (Figure 3-8). The latest ratio is on par with the LMI-
MENA median (81.4 percent), slightly above the expected value (76.4 percent), and higher than
Turkey’s 62 percent. It falls short, though, of reliance on trade in Tunisia, where total trade equals
108.7 percent of GDP.

Figure 3-8
Trade, percent of GDP

Trade is becoming increasingly important to Morocco’s economy.

Time Series Comparison to Other Countries, Most Recent Year Global Standing
85.0
120 Highest-five average
80.0
Expected value and margin of error 307.5
70.0 100 + I
[
65.0
60.0 ‘ : : : ‘ m
2002 2003 2004 2005 2006 76.4
3
(O]
Year Value £ 60
2002 70.9 3
2003 69.1 w0l
2004 73.2
2005 80.8 MOR
2006 82.1 20 + I
Summary for 2002—2006 o
Five-year average  75.2 a 82.1 ‘ 81.4 ‘ 84.0 ‘ 108.7 ‘ 62.0 )
Trend growth rate 4.5 Morocco LMI - M.E. & N.A. LMI Tunisia Turkey Lowest-five average
Source: World Development Indicators, IMF Article IV September 2007 CAS code: 24P10

Morocco’s trade balance is negative, and going deeper into the red.4? Current account inflows
from tourism and expatriate workers’ remittances partially offset the deficit in merchandise trade,
and should be encouraged.

Morocco’s key merchandise exports are manufactures (65.2 percent of total), food products
(21.5 percent), and ores and minerals (especially phosphate) (9 percent). Manufacturing is
significantly more important in Morocco’s exports than the medians for LMI-MENA

(30.6 percent) and LMI countries (38.0 percent), but less important than in Tunisia’s and
Turkey’s exports (77.6 percent and 81.6 percent, respectively).48 Food exports are more
significant for Morocco (21.5 percent) than for Tunisia (11.1 percent) or Turkey (10.5 percent).

46 EIU, Morocco Country Profile 2007, 28

47 According to the EIU, “Morocco’s merchandise trade balance runs a structural deficit, with exports
(FOB) historically covering around 70 percent of imports (CIF), although with the rise in oil prices over the
past few years, this ratio has widened noticeably.” EIU, Morocco Country Profile 2007, 48

48 Morocco’s and Turkey’s export decomposition data are from 2005, while Tunisia’s are from 2004.
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Morocco’s merchandise export base, though, is more diversified than that of Tunisia or the
median for LMI-MENA countries. Morocco’s top three export items (apparel, fertilizer, and
inorganic chemical elements)4® averaged 28.1 percent of total exports over the five years to 2005,
which is a less concentrated share than the median top three exports in LMI-MENA countries
(35.6 percent) and the top three exports in Tunisia (38.4 percent). Turkey’s exports are more
diversified than Morocco’s, with its top three export items amounting to only 16.4 percent of total
exports in 2005.

Not surprisingly, given Morocco’s export structure, intermediate and final manufactures comprise
the largest share of merchandise imports in Morocco (61.9 percent), as in Turkey (68.7 percent)
and Tunisia (72.0 percent) (all figures, 2005).50 Morocco, however, relies more on imports for
fuel and food than the two comparators. In 2005, 21.5 percent of Morocco’s total merchandise
imports were of fuel, compared with 14 percent in Turkey and 13.7 percent in Tunisia. Morocco
relies on imports of crude oil, petroleum, and coal for 95 percent of its energy needs.>! Food
imports as a share of total merchandise imports are 10.6 percent in Morocco, 2.9 percent in
Turkey, and 8.5 percent in Tunisia. These figures—Morocco’s disproportionately large shares of
fuel and food imports—underscore the country’s vulnerability during the current surges in
commodity prices.

From 2001 to 2005, exports of goods and services grew by an average of 4.7 percent per year,
and at more than 8 percent in 2005 and 2006 (latest year), reflecting growth in exports of
manufactured goods and tourism. This growth compares favorably to the LMI-MENA median of
3.9 percent and the global LMI country median (5.4 percent), as well as Tunisia’s 3.9 percent
export growth (2006). Again, Turkey performed better than all benchmarks, with 14.3 percent
export growth in the same year. Not surprisingly, given the strong growth in its tourism industry,
Morocco’s trade in services as a percentage of GDP increased during the period under review,
from 18.1 percent of GDP in 2001 to 23.1 percent in 2005. Morocco’s 2005 trade in services as a
percentage of GDP exceeds all the benchmarks (also for 2005): Turkey (10.4 percent), LMI-
MENA median (17.3 percent), global LMI median (17.8 percent), and Tunisia (21.6 percent).

An increasingly favorable policy environment has helped improve Morocco’s trade performance.
Morocco’s score on the Trade Freedom Index (TFI) compiled by the Heritage Foundation, which
gauges the degree of freedom from quantitative trade restrictions (tariffs) and nonguantitative
trade restrictions (nontariff barriers) on a scale of 0 to 100, with 100 a complete absence of tariffs
and nontariff barriers, has improved notably, from 34.2 in 2004 to 62.6 in 2008. Its improvement
notwithstanding, Morocco’s TFI score is low both in absolute terms and in comparison with the
scores of benchmark countries—2008 TFI scores are 71.8 for Tunisia and 86.8 for Turkey—and

49 Data aggregated according to SITC-Rev. 3 classification.

50 Merchandise import decomposition data from World Bank’s World Development Indicators, accessed
March 2008.

51 The government’s policy agenda includes developing alternative, renewable energy resources (e.g.,
wind and solar) to reduce dependency on imports, improve energy sector efficiency, and gradually reduce
or eliminate consumer subsidies on petroleum products. See World Bank, Program Document for Proposed
Loan to the Kingdom of Morocco for an Energy Sector Development Policy Loan, Report No. 37350-MOR,
May 2007, pp. 6-7.
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thus has room for improvement. The Heritage Foundation cites persistent trade barriers, such as
import regulations, restrictions on access to service markets, and prohibitive tariffs, that increase
the cost of trade and pull down Morocco’s score. 2 Further trade liberalization, although
important to growth, is difficult for the government, which is constrained by the continued
importance of trade taxes to revenue (see Fiscal and Monetary Policy) and the desire to maintain
domestic price stability and protect farms and firms.53

Morocco has also made recent improvements in the ease with which goods are imported into or
exported out of the country. From 2006 to 2007 Morocco’s ranking in ease of trading across
borders improved from 89th to 67th of 178 economies covered by the index. It is now easier to
trade with Morocco than with the median LMI-MENA country (the median rank is 88th).
Morocco’s successful customs administration reform in the early 2000s has been cited as “best
practice.”>* Tunisia and Turkey’s rankings—28th and 56th, respectively—however, show that
there is till scope for improvement.

Moroccan worker remittance inflows figure prominently in offsetting the structural merchandise
trade deficit. Morocco ranks among the world’s top 10 recipient countries of worker remittances
from abroad measured in dollar value. Between 2003 and 2007, remittances, measured as a
percentage of annual export earnings, remained stable at an average 30.6 percent (Figure 3-9).
This large influx of foreign exchange indicates extensive work opportunities for Moroccans
outside the country, as well as a lack of attractive job opportunities within the country.
Remittances typically bolster private consumption and savings (including through real estate
assets); they are used less commonly for productive investment.>> Morocco has simplified trade
and investment procedures to encourage remittances and promotes direct investment by
expatriates through the Hassan Il Foundation for Moroccans Residing Abroad. The economic
growth effects of remittances could be enhanced if more remittance income were channeled into
productive investment.

52 A weighted average tariff rate of 13.7 percent in 2005 masks prohibitive tariffs in certain product areas.
For instance, tariff bindings notified to the WTO for sensitive food product imports are in excess of
100 percent, though these do not reflect actual applied rates. Heritage Foundation, Index of Economic
Freedom 2008, Morocco, http://www.heritage.org/research/features/index/country.cfm?id=Morocco,
accessed April 24, 2008.

53 EIU Country Profile, 2007, pp. 28, 49.

54 James T. Walsh, “New Customs,” Finance & Development, 43, 1, March 2006, based on Luc De Wulf,
“Best practices in customs reform — lessons from Morocco,” PREM Notes, No. 67, World Bank, April
2002.

55 As summarized in Jacques Bouhga-Hagbe, “Altruism and Workers’ Remittances: Evidence from
Selected Countries in the Middle East and Central Asia,” IMF Working Paper WP/06/130, May 2006, p. 5.
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Figure 3-9
Remittance Receipts (percentage of Exports of Goods and Services)

Moroccan worker remittances are a prominent component of export earnings.
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Morocco’s current account balance has been consistently positive for several years, averaging a
surplus of 2.5 percent of GDP over the five years to 2007. However, in spite of a rise in
Morocco’s merchandise export earnings, remittances inflows, and tourism receipts in 2007, the
combination of rising food imports due to weak harvests and skyrocketing commodity prices
pushed up the value of imports, closing the surplus. The September 2007 IMF Article IV
consultation report projected a current account surplus of 1.8 percent of GDP (including official
transfers) for 2007, while the EIU’s January 2008 country profile estimates that Morocco’s
current account might have “slipped into deficit for the first [time] since 2000,” estimating a
deficit in 2007 of 2.6 percent of GDP.56 The government will need to carefully monitor the
effects of the global commaodity crisis on government finance to avert another structural
adjustment showdown, as in the 1970s and 1980s.

Foreign Investment, External Assistance, and International
Reserves

The other half of Morocco’s balance of payments also looks bright, with a minor deficit on
capital account and strong surpluses in the financial account leading to growth in reserves.

In July 2007, Morocco announced its intention to liberalize its capital account gradually.

“Measures include (a) a reduction in the surrender requirement on export proceeds;
(b) the partial liberalization of trade-related credit and payments; (c) the broadening
of the range of transactions that can be covered by currency hedging instruments, and
extending the maximum maturity allowed; and (d) the partial liberalization of

56 EIU, Morocco Country Report, January 2008, p. 8
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outward portfolio investment by banks, insurance companies and mutual funds, as
well as foreign direct investment by firms.”57

Morocco’s financial account surplus is a result of strong direct and portfolio investment
performance, whose inflows exceed the value of debt service payments. Foreign direct investment
(FDI) can catalyze productivity gains and growth by transferring technology, developing human
capital, and enhancing competition. The flow of FDI into Morocco, linked partly to significant
telecommunications privatizations, averaged 3.3 percent of GDP during the five-year period 2003
to 2007. This five-year average compares favorably with the expected value for a country like
Morocco (1.8 percent), and to all regional and country benchmarks (a median of 2.5 percent for
LMI countries and Tunisia, and 2.7 percent in Turkey [2005]) (Figure 3-10). Notwithstanding this
strong performance, FDI levels could improve further and contribute more to Morocco’s
development, particularly if red tape were eliminated and legal and regulatory weaknesses were
addressed (see Business Environment).

Figure 3-10
Foreign Direct Investment (percent of GDP)

FDI levels in Morocco exceed all benchmarks, boding well for future growth.
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Interest payments on foreign debt are a constant drain on the current account, although Morocco’s
payments have fallen steadily. A debt management campaign involving debt buy-backs and
swaps has sharply reduced the size and cost of the public external medium- and long-term and
commercial debt stock.>8 With rising export earnings, the debt service ratio, expressed as a
percentage of export value, has become more manageable. From 2001 to 2005, debt service was
reduced from 22.2 percent of exports to 12.6 percent. This is a substantial improvement that
places Morocco well below the debt service ratio threshold of 20 percent that is often considered
the sustainable maximum. This is despite the fact that the 2005 level of debt service in Morocco

ST IMF, op. cit., p. 32.
58 EIU, Morocco Country Profile 2007, p. 52
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is above the expected value (9.0 percent) and the global LMI median (9.7 percent). Morocco’s
debt service ratio is, however, on par with indicators for Tunisia and Turkey (12.7 percent and
12.8 percent, respectively). Likewise, the present value of debt obligations fell from 39.2 percent
of gross national income (GNI) in 2004 to 34.2 percent in 2005 (latest year). By this measure,
Morocco outperforms the expected value of 55.0 percent of GNI, as well as Tunisia and Turkey
(69 percent and 59.1 percent, respectively).

A positive bottom line is seen in Morocco’s balance of payments with the net accumulation of
foreign exchange reserves. The size of Morocco’s gross international reserves from 2003 to 2007
remained fairly stable, averaging 8.1 months of import requirements throughout the period.
Normally, at least 4 months of import cover is considered a prudent minimum to hedge against
trade shocks. Thus, Morocco’s level of reserves—double the prudent minimum—is very healthy.

ECONOMIC INFRASTRUCTURE

Reliable physical infrastructure—for transportation, communications, power, and information
technology—is critical for improving competitiveness and expanding productive capacity.
Morocco’s scores on most infrastructure quality indicators are on par with or better than the LMI-
MENA and global LMI medians, as well as Turkey’s scores. Tunisia, however, receives better
scores on all indicators except Internet usage.

Responses to the World Economic Forum’s 