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THE . 'ThPL) hANK NTEiNATIONAL FINANCE O)RPORATION

OFFICE MEMORANDUM i./2a- ,.

May 12, 1986 k ,

Distribution
Thru John D. Shilling, Division Chief, EM2DB

*-JM John H. Porter, Economist, EM2DB JP

EN~ N 3-2417

ioD MOROCCO: Baker Tables

1. Please find attached the latest version of the standard tables

prepared in conjunction with the Baker report. Table A presents both past and
projected key indicators of the Moroccan economy, while Tables B and C show

the financing scenarios underlying each set of projections. Separate tables

are provided for both the high and base case scenarios. Please note that the

financial ratios and current account balances reflect the situation after

rescheduling through 1987. The base case assumes an accelerated stabilization

of international accounts, precipitated by external financing constraints and

characterized by low growth. The high case assumes the implementation of a

significant number of additional policy reforms, particularly in the areas of

trade and industrial liberalization, public enterprise management, and

resource mobilization. This policy package attendant on higher levels of

external capital inflows would result in GDP growth rates on the order of 4-5
percent per annum.

2. These tables are based on the latest set of medium-term projections

for Morocco and reflect the latest price forecasts of the Commodities Division
for phosphates and derivatives as well as petroleum. Public savings and

investment behavior was refined on the basis of the comments of the OPSC and

the findings of the resource mobilization mission which visited Morocco in

January 1986. Detailed analysis of the policy packages underlying each

scenario can be found in the paper drafted for the Baker initiative entitled

Morocco: A Framework for Medium-Term Adjustment.

3. Both scenarios were discussed at length between the technical staff

of the Bank and the IMF. The Bank's'base case scenario is closer to the IMF

medium-term projections, which assumes equilibrium on the current account by

1988. The former's growth rates are lower, however, insofar as the binding

external constraint and historical import elasticities would limit growth to

levels significantly below the 3 percent p.a. projected by the LMF. The

Bank's high case scenario, albeit internally consistent, is predicated on

levels of external financing which the Fund has deemed over optimistic. The

Bank's high case scenario assumes a longer timeframe, conditioned by the rate

at which stabilization and structural adjustment measures can be implemented.

As such, current account equilibrium is attained in 1991 with GDP growth

proceeding at an average yearly rate of 4 percent. The essential policy

assumptions underlying the high case scenario were discussed with the Moroccan
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Government during the visit of Mr. Clausen. The overall objectives and policy

prescriptions were generally well received by government officials. Further
progress awaits the conclusion of the IMF Standby review mission and the

bilateral donors' meeting presently scheduled in June.

4. All questions related to these projections or the underlying program

of policy measures should be directed to John Porter (X 32417), or

Nicolas Mathieu (X 32409).

Distribution:

Messrs. Stoutjesdijk, P. Hasan, Asfour, Coffin, Dubey, Choksi, Dado,
Frangois (IMF), EM2DB STaff

Att.

JPorter/jb
5017B



5/8/86 TABLE A: KEY INDICATORS

HIGH CASE SCENARIO

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
GDP Growth Rate -1.3% 6.8% 2.2% 2.4% 4.2% 3.9% 3.8% 4.0% 4.0% 4.0% 4.0% 4.9% 5.7% 5.7% 5.7%
GNP Growth Rate -2.1% 6.2% 2.6% 2.7% 3.5% 3.7% 3.3% 3.2% 4.3% 4.5% 4.5% 5.2% 5.9% 5.8% 5.7%
GNP /capita Growth Rate -4.7% 3.5% 0.0% 0.4% 1.2% 1.1% 0.8% 0.7% 1.7% 1.9% 2.0% 2.7% 3.4% 3.3% 3.2%
Consumption/capita Growth Rate -1.1% 3.3% -2.2% -0.7% 2.3% 0.7% 0.4% 0.3% 0.4% 0.4% 0.4% 0.8% 2.3% 2.4% 2.3%

Total DOD (US$ millions) 7488 8493 9945 11181 11731 12311 12884 13660 13701 13970 14114 14048 13766 13327 12679 11755
DOD/XGS 171.6% 205.5% 258.8% 285.2% 298.8% 296.1% 284.4% 268.6% 235.1% 212.2% 188.1% 169.8% 150.6% 131.8% 113.2% 94.5%
DOD/GDP 42.0% 57.3% 66.5% 83.8% 97.4% 100.8% 101.4% 106.3% 96.0% 87.9% 79.8% 73.4% 66.0% 58.1% 50.3% 42.4%
Debt Service (US$ millions) 1355 1352 1424 1306 856 1497 1666 1727 2769 3121 3508 3756 3608 3456 3136 2974
Debt Service/XGS 31.1% 32.7% 37.1% 33.3% 21.8% 36.0% 36.8% 33.9% 47.5% 47.4% 46.8% 45.4% 39.5% 34.2% 28.0% 23.9%
Debt Service/GDP 7.6% 9.1% 9.5% 9.8% 7.1% 12.3% 13.1% 13.4% 19.4% 19.6% 19.8% 19.6% 17.3% 15.1% 12.4% 10.7%
Interest/XGS 14.4% 16.1% 16.7% 15.9% 14.4% 16.4% 16.3% 15.5% 19.4% 16.8% 14.8% 13.3% 12.0% 10.7% 9.3% 7.8%
Interest/GDP 3.5% 4.5% 4.3% 4.7% 4.7% 5.6% 5.8% 6.1% 7.9% 7.0% 6.3% 5.8% 5.3% 4.7% 4.1% 3.5%

Gross Investment/GDP 22.6% 20.8% 20.8% 17.5% 18.5% 17.0% 16.8% 16.8% 16.8% 16.8% 16.8% 17.3% 18.4% 18.9% 19.4% 19.9%
Domestic Savings/GDP 11.5% 8.0% 8.0% 9.7% 10.2% 10.4% 12.8% 13.2% 13.8% 14.3% 14.9% 16.0% 17.3% 18.2% 19.0% 19.8%
National Savings/GDP 14.6% 10.1% 9.8% 11.5% 12.2% 11.7% 13.8% 13.7% 13.5% 14.4% 15.5% 17.0% 18.7% 19.7% 20.5% 21.3%
Marginal National Savings Rate 147.1% 8.2% 72.9% 40.0% -1.1% 48.3% 13.1% 13.7% 36.1% 40.6% 47.9% 48.5% 35.2% 34.1% 34.0%
Public Investment/GDP 12.2% 10.5% 11.3% 6.1% 4.4% 3.7% 4.0% 4.1% 4.3% 4.4% 4.5% 5.0% 5.6% 6.1% 6.7% 7.3%
Public Savings/GDP 1/ -2.0% -3.5% -1.6% -2.2% -1.3% -0.6% 2.5% 3.0% 3.5% 3.9% 4.4% 5.7% 7.0% 8.4% 9.8% 11.3%
Private Investment/GDP 10.4% 10.3% 9.5% 11.4% 14.1% 13.4% 12.8% 12.6% 12.5% 12.4% 12.3% 12.3% 12.8% 12.8% 12.8% 12.6%
Private Savings/GDP 1/ 16.6% 13.5% 11.4% 13.7% 13.4% 12.2% *11.3% 10.7% 10.1% 10.4% 11.0% 11.3% 11.7% 11.3% 10.7% 10.0%
Ratio of Public/Private Investment 117.3% 102.5% 118.7% 52.9% 31.5% 27.6% 31.5% 32.8% 34.0% 35.3% 36.6% 40.9% 43.3% 47.4% 52.3% 58.0%
ICOR 6.9 4.9 5.4 4.7 4.3 4.3 4.2 4.0 3.8 3.6 3.5

Export Growth Rate 0.2% 5.5% 7.3% 3.1% 2.5% 6.1% 7.9% 9.1% 8.0% 7.9% 6.1% 6.2% 6.4% 6.5% 6.7%
Exports/GDP 18.4% 18.6% 18.4% 19.3% 19.5% 19.1% 19.5% 20.3% 21.3% 22.1% 22.9% 23.4% 23.7% 23.9% 24.0% 24.3%
Imports Growth Rate 2.0% 3.7% -11.9% 4.1% -1.2% 2.4% 3.9% 4.0% 3.7% 3.7% 4.1% 5.4% 5.7% 5.8% 5 8%
Imports/GDP 29.4% 30.4% 29.5% 25.4% 25.9% 24.5% 24.2% 24.2% 24.2% 24.1% 24.1% 24.1% 24.2% 24.2% 24.2% 24.3%
Current Account (US$ millions) -1421 -1860 -1897 -E99 -978 -805 -217 -291 -438 -337 -184 27 155 309 513 783
Current Account/GDP -8.0% -12.5% -12.7% -6.8% -8.2% -6.6% -1.7% -2.3% -3.1% -2.1, -1.0% 0.1% 0.7% 1.3% 2.0% 2.8%
Terms of Trade Index 100 92.8 87.5 88.6 87.3 91.4 104.6 101.8 99.1 97.0 95.6 96.3 96.9 97.7 98.4 99.1

---------------------------------------------------------------------------------------------------------------------------------------------- -------------------------
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5/8/86 TABLE A: KEY INDICATORS

BASE CASE SCENARIO

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

GDP Growth Rate -1.3% 6.8% 2.2% 2.4% 4.24 3.9% 1.4% 1.3% 1.3% 2.1% 2.6% 3.6% 3.7% 4.1% 4.3%

GNP Growth Rate -2.1% 6.2% 2.6% 2.7% 3.5% 3.7% 0.9% 0.5% 1.6% 2.5% 3.2% 4.0% 3.9% 4.2% 4.3%

GNP /capita Growth Rate -4.7% 3.5% 0.0% 0.4% 1.2% 1.2% -1.6% -2.0% -0.9% 0.0% 0.8% 1.5% 1.5% 1.8% 1.8%

Consumption/capita Growth Rate -1.1% 3.3% -2.2% -0.7% 2.3% 1.0% -0.9% -1.8% -3.7% -2.0% -0.7% 0.5% 0.8% 1.4% 2.1%

Total DOD (US$ millions) 7488 8493 9945 11181 11731 12312 12884 13656 13454 13027 12767 12329 11707 11002 10249 9425

DOD/XGS 171.6% 205.5% 258.8% 285.2% 298.8% 296.1% 286.9% 274.3% 239.1% 208.9% 183.9% 164.3% 144.2% 125.3% 107.8% 91.4%

DOD/GDP 42.0% 57.3% 66.5% 83.8% 97.4% 100.8% 101.4% 108.8% 99.1% 88.5% 79.3% 71.8% 63.3% 55.1% 47.4% 40.2%

Debt Service (US$ millions) 1355 1352 1424 1306 856 1496 1670 1727 2769 3095 3411 3576 3257 2992 2565 2290

Debt Service/XGS 31.1% 32.7% 37.1% 33.3% 21.8% 36.0% 37.2% 34.7% 49.2% 49.6% 49.1% 47.6% 40.1% 34.1% 27.0% 22.2%

Debt Service/GDP 7.6% 9.1% 9.5% 9.8% 7.1% 12.2% 13.1% 13.8% 20.4% 21.0% 21.2% 20.8% 17.6% 15.0% 11.9% 9.8%

Interest/XGS 14.4% 16.1% 16.7% 15.9% 14.4% 16.4% 16.5% 15.8% 20.1% 17.3% 14.6% 13.0% 11.5% 10.1% 8.6% 7.2%

Interest/GDP 3.5% 4.5% 4.3% 4.7% 4.7% 5.6% 5.8% 6.3% 8.3% 7.3% 6.3% 5.7% 5.1% 4.4% 3.8% 3.2%

Gross Investment/GDP 22.6% 20.8% 20.8% 17.5% 18.5% 17.0% 16.8% 15.1% 14.1% 15.1% 15.7% 16.2% 16.8% 17.3% 17.8% 17.8%

Domestic Savings/GDP 11.5% 8.0% 8.0% 9.7% 10.2% 10.4% 12.5% 12.0% 12.2% 13.9% 14.9% 15.8% 16.4% 16.8% 17.2% 17.0%
National Savings/GDP 14.6% 10.1% 9.8% 11.5% 12.2% 11.7% 13.6% 12.6% 12.0% 14.1% 15.5% 16.9% 17.9% 18.6% 19.0% 18.8%

Marginal National Savings Rate 147.1% 8.2% 73.0% 40.0% -1.1% 43.4% -119.2% -367.6% 197.3% 82.3% 55.4% 40.7% 33.8% 27.9% 14.2%

Public Investment/GDP 12.2% 10.5% 11.3% 6.1% 4.4% 3.7% 4.0% 4.2% 4.4% 4.5% 4.7% 5.2% 5.7% 6.3% 6.8% 7.5%

Public Savings/GDP 1/ -2.0% -3.5% -1.6% -2.2% -1.3% -0.6% 2.5% 3.1% 3.7% 4.3% 4.3% 5.6% 7.0% 8.4% 9.9% 11.5%

Private Investment/GDP 10.4% 10.3% 9.5% 11.4% 14.1% 13.4% 12.8% 10.9% 9.7% 10.6% 11.0% 11.0% 11.1% 11.0% 11.0% 10.4%

Private Savings/GDP 1/ 16.6% 13.5% 11.4% 13.7% 13.4% 12.2% 11.0% 9.5% 8.3% 9.8% 11.2% 11.2% 10.9% 10.2% 9.1% 7.4%

Ratio of Public/Private Investment 117.3% 102.5% 118.7% 52.9% 31.5% 27.6% 31.5% 38.3% 44.7% 42.9% 42.6% 47.1% 51.5% 56.7% 62.2% 71.9%

ICOR 6.9 4.9 6.4 6.5 6.9 7.9 8.7 6.9 5.8 5.0 4.5

Export Growth Rate 0.2% 5.5% 7.3% 3.1% 2.5% 4.7% 6.5% 7.3% 5.9% 5.8% 3.9% 4.0% 4.0% 4.1% 4.1%

Exports/GDP 18.4% 18.6% 18.4% 19.3% 19.5% 19.1% 19.3% 20.3% 21.5% 22.4% 23.2% 23.5% 23.6% 23.7% 23.7% 23.6%

Imports Growth Rate 2.0% 3.7% -11.9% 4.1% -1.2% 2.4% -0.9% -0.2% 0.2% 1.9% 3.0% 4.1% 4.6% 5.3% 5.3%

Imports/GDP 29.4% 30.4% 29.5% 25.4% 25.9% 24.5% 24.2% 23.6% 23.3% 23.0% 23.0% 23.1% 23.2% 23.4% 23.7% 23.9%
Current Account (US$ millions) -1421 -1860 -1897 -899 -978 -805 -257 -171 -178 24 200 376 478 558 603 665

Current Account/GDP -8.0% -12.5% -12.7% -6.8% -8.2% -6.6% -2.0% -1.4% -1.3% 0.2% 1.2% 2.2% 2.6% 2.8% 2.8% 2.8%

Terms of Trade Index 100 92.8 87.5 88.6 87.3 91.4 104.0 101.8 99.1 96.4 94.3 94.7 95.2 95.6 96.2 96.9

1/ National Sav 1ns



5/8/86 TABLE B: FINAfflNG REQYIREMENT AND SOURCES
HIGH CASE SCENARIO (I i in SD ars)

WrdBnk1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
CQrrmi trnents 74
Disbursements I ii $ 1Amortization
Net FLOWS '5 l _ N l

Multi lateral (OPEC,DAC)
C~ITitments 4~ 3 0 93 20 0 1 2 ~ 7 29 28Disbursements q96 ~ 1~ ( 1? Z 9 271 251 _4q 24 2 ?4 ?
Amortizati on -e ~ ~ -6 -6~ -4 iNet F LOWS 610 81 441 18 28 0

I MF nnCQrrmitmens28121 14 140 000xxDisburemnts N~ 9 4940 J~I' ) LAmortization (Repurchases) - ''t $~ %~- -4 - i - -J5l :5;j -134 -41 -2i :1 1Net FLOWS 44 .o-- 4 -i-

Bi lateral
CQrm itet
Disursme~nts J
Amort zati on
Net Flows 6-

Official Exp Credit

DisbursmeM nt s
Amortizati on
Net FLW ows

SupL tiers' Crdit

DisbursementsQ i e
Amor tization It~ 44q J ~ A~ -J- 3 3t -~-( - 1Net Flows - 6 6 1 41

Commiercial Banks
C, tmentsA5

Amortization
Net Flows su"et M 1 T JR -1 A M 11 V M A

Other
C911mii tments 0Q 00 - 410 113 85 3ZDisbursements1
Amortizati on 

21 YVUVW 45 1112Net FlwU U U U U 0 -34 4 12 137 11 10 h
TOTAL Ml.T + IMF150 17CDisnitments 13 18 2T 22 18 17 18' 1~ 48 2~22 -X 1~LDursements i Jg .199 4 ~~ ~ i~ ~ j i~u ~ 0 ~ 3 JO~YI Itt t

Amort zati on -(1 -9 ~ 9 ~ 4 -1t -~S -) 13 14 -35 -65? -p 27 29 eNet Flows 110 1o (1 u 4 2 6 1 26 4 6o 49 -0 -
Other (Short-term and OFI) 135 543 192 441 50 554 -262 68 125 135 146 159 174 190 208 227------------------- .....------------------------------------------------------------ -----------------------------------------------------------------------------------

TOTAL NET FLOWS 1281 1825 1973 742 992 806 486 530 166 403 291 93 -108 -249 -440 -697
TOTAL NET FLOWS/GOP 7.2% 12.3% 13.2% 5.6%/ 8.2% 6.6% 3.8% 4.1% 1.2% 2.5% 1.6% 0.5% -0.5% -1.1% - 1.7% -2.5%

Memorandum-
Recedln on Amortization

Pr yate 1/
Military 9

1/ of which Paris Club cuaranteed 0 0 0 0 0 341 252 266 0 0 0 0 0 0 0 0



5/8/86 TABLE B: FINAN NG REQ IREMENT AND SOURCES

BASE CASE SCENARIO(i 
iinoUSD as

orld nk 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Amortization
Net Flows16 T; M I

Multilateral (OPECDAC)

Disuremnts 4 18 24
Amortization 61 81 44~~4~ -6 i~ -~

Net FLOWS 1 1

IMF 0

Amortszation (Repurchases) -% ; j13 -41 -
Net Flows No 4o 'J 1 -

Bilateral

Amort za ti on 
7

Net F ows 6R

Officiat Exp Credit

Disbursmh nts 
jJ~ ;

Amortization

Sup tie~s' Credit

Net Flows1 - 15 -16 -16

Comnercial Banks

Di sbursemnt sAmortization f i jg1: 1 jf : :U I %I iI
Other

DCQrXmni tm ents A

Amortization II - ~ I
Net FLOWS 0 0 00 211 425 965 9.6 -1 6

TOTAL MLT + IMF
CQrmi tments
Disbursemt S4
Amrt zti5Pn IN A t iOther (S o t t r and CFI 135 54 9 ---441- ----0 ---554 ----- -- ---------------------------------- ~ ll-H --- -- -- -

(Short..-term-and--F---135-53-192-441-50-554-26 68 125 135 146 159 174 190 208 227

TOTAL NET FLOWS 1281 1825 1973 742 992 806 485 526 -77 -293 -113 -279 -448 -515 -546 -597

TOTAL NET FLOWS/GDP 7.2% 12.3% 13.2% 5.6% 8.2% 6.6% 3.8% 4.2% -0.6% -2.0% -0.7% -1.6% -2.4% -2.6% -2.5% -2.5%

Memorandum:
Impac.ofescheduLing on AmortizationAA 9 OA

Mate 1/
M itary u u rU 199 52 T6

1/ Of which Paris Clut.gjaranteed 0 0 0 0 0 341 252 266 0 0 0 0 0 0 0 0



5/8/86 TABLE C: DEBT OUTSTANDING AND DISBURSED

(In Millions of US Dollars)

HIGH CASE SCENARIQ

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Official (Multilateral & Bilateral) 3510 4386 4958 6504 6548 7353 8349 9488 9812 9737 9245 8422 7695 7221 7206 7438

Concessional 2798 3467 3826 3964 3981 3911 3910 3971 4075 4159 4217 4259 4336 4389 4534 4673

Non-Concessional 173 318 435 1719 1550 2257 2984 3717 3669 3306 2521 1439 475 -169 -421 -392

World Bank 539 601 697 821 1017 1186 1455 1799 2068 2271 2507 2724 2884 3001 3093 3157

Private (Supp. Credits, Fin. Inst.) 3600 3565 4004 3596 3966 3667 3446 3258 2719 2200 1718 1280 985 784 680 670

Total MLT 7110 7951 8962 10100 10514 11021 11795 12745 12531 11937 10963 9701 8679 8005 7886 8107

Add:

IMF 378 542 984 1081 1217 1290 1092 914 716 456 205 71 23 2 0 0

Other 0 0 0 0 0 0 -3 1 455 1576 2946 4276 5064 5320 4793 3648

Grand Total 7488 8493 9946 11181 11731 12311 12884 13660 13702 13970 14115 14049 13766 13327 12679 11755

Total Debt Reschedulinc 0 0 0 0 0 926 2155 1344 0 0 0 0 0 0 0 0



5/8/86 TABLE C: DEBT OUTSTANDING AND DISBURSED

(In Millions of US Dollars)

BASE CASE SCENARIO

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Official (Multilateral & Bilateral) 3510 4386 4958 6504 6548 7354 8346 9485 9809 9733 9242 8420 7694 7221 7206 7438

Concessional 2798 3467 3826 3964 3981 3911 3910 3971 4075 4159 4217 4259 4336 4389 4534 4673

Non-Concessional 173 318 435 1719 1550 2258 2981 3714 3666 3303 2519 1437 474 -169 -421 -392

World Bank 539 601 697 821 1017 1186 1455 1799 2068 2271 2507 2724 2884 3001 3093 3157

Private (Supp. Credits, Fin. Inst.) 3600 3565 4004 3596 3966 3667 3446 3258 2719 2200 .1718 1280 985 784 680 670

Total MLT 7110 7951 8962 10100 10514 11022 11792 12742 12528 11934 10961 9700 8678 8005 7886 8107

Add:

IMF 378 542 984 1081 1217 1290 1092 914 716 456 205 71 23 2 0 0

Other 0 0 0 0 0 0 0 0 211 637 1602 2559 3006 2995 2364 1318

Grand Total 7488 8493 9946 11181 11731 12312 12884 13657 13455 13027 12767 12329 11708 11003 10249 9425

Total Debt Rescheduling 0 0 0 0 0 926 2155 1344 0 0 0 0 0 0 0 0



MOROCCO
SELECTED ANALYTICAL VARIABLES FOR ECONOMISTS AND MANAGERS

ATLAS PER CAPITA GNP (CUR) (1983) =760
POPULATION IN MILLIONS (1983) =20.801
LT DEBT OUTSTANDING AND DISBURSED IN MILLIONS (CUR)(1983) =9,670.29
BALANCE ON CURRENT ACCOUNT IN MILLIONS (1983) =-889

REFERENCE
HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986

GROWTH OF GOP AGGREGATES (CONST) GROWTH RATES

1.GDP 4.66 5.98 17,822 -1.29 6.82 2.25 2.38 4.36 2.54
2. AGRICULTURE 4.39 2.50 3,229 -22.91 19.92 -4.59 1.97 6.00 1.99
3. INDUSTRY 4.64 5.86 5,753 -0.11 2.25 3.12 0.80 3.00 1.99

4.GDP OUTPUT DEFLATOR 2.24 8.24 100 10.80 9.90 2.69 9.10 12.04 10.00
5.IMPORTS GNFS (NAT. ACCTS.) 4.43 6.54 5.247 10.18 5.50 -11.00 3.36 -1.12 2.22

6.EXPORTS GNFS (NAT. ACCTS.) 3.55 0.93 3,273 0.43 3.77 7.65 3.96 6.17 8.15

7.MERCHANDISE EXPORTS (1) 3.95 -0.36 2,403 -10.00 0.00 7.78 1.03

8.DOMESTIC ABSORPTION 4.97 6.89 19,796 0.13 6.91 -1.72 2.60 2.88 1.53
9.INVESTMENT 8.51 8.89 4,031 -9.66 7.02 -14.44 8.15 -2.13 -4.17
1O.PER CAP TOTAL CONSUMPTION 1.76 3.79 819 0.01 4.15 -1.44 -1.05 1.24 -0.01

11.POPULATION (MIL) 2.51 2.57 19 2.62 2.63 2.62 2.62 2.62 2.62

TRADE PRICE INDICATORS (1980=100) INDICES

12.TERMS OF TRADE OF AGR/IND 96.26 100.52 100.00 102.35 112.44 112.54
13.TERMS OF TRADE 103.83 104.78 100.00 102.09 102.12 104.81 103.27 105.78 108.41
14.TERMS OF TRADE (UNCTAD) 95.61 125.30 100.00 107.70 100.74 99.55 101.14
15.NOMINAL EFFECTIVE EXCHANGE RATE(2) .. 99.37 100.00 94.68 95.36 94.78 88.49 91.20
16.REAL EFFECTIVE EXCHANGE RATE(2) .. 101.82 100.00 93.22 92.49 87.90 83'.42 83.32

INVESTMENr AND SAVINGS RATIOS

17.INVESTMENT/GDP (CURRENT) 13.7 25.1 22.6 22.4 23.3 20.6 22.8 ..
18.INVESTMENT/GDP (CONSTANT) 16.8 26.8 22.6 20.7 20.7 17.4 18.3 17.2 16.1
19.DOMESTIC SAVINGS/GDP (CURRENT) 12.2 12.8 11.5 7.4 8.4 11.3 12.0
20.DOMESTIC SAVINGS/GDY (CONSTANT) 13.1 13.5 11.5 8.4 8.3 9.8 10.3 11.1 11.6
21.GROSS NAT. SAVINGS/GDP (CURRENT) 15.1 21.5 20.2 16.5 16.2 20.7 .. ..

22.RESOURCE BALANCE/GOP (CONSTANT) -3.0 -14.4 -11.1 -L4.2 -14.3 -9.1 -9.1 -7.3 -6.1
23.MARG PROPENSITV TO SAVE (CONSTANT) 15.8 5.8 18.1 356.7 7.4 62.3 33.3 28.4 26.4
24.TERMS OF TRADE ADJ./GDP (CONSTANT) 0.8 1.6 0.0 '~-0.4 0.4 0.9 0.6 1.1 1.8
25.ICOR (CONSTANT) 2.2 4.8 6.8 -16.3 .. .. .. ..
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MOROCCO

----------------------------------------------------------------------------------------------------------------------------------------------
REFERENCE

HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA
--------------------------------------------------------------------------------------------------------------------------

1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986
--------------------------------------------------------------------------------------------------------------------------

TRADE AND BALANCE OF PAYMENTS RATIOS

26.SHARE OF MANUF IN EXPORTS (CUR)(1) 10.0 18.8 23.5 30.4 36.6 40.7 42.4

27.IMPORT GDP ELASTICITY 0.9 1.1 -2.7 -7.9 0.8 -4.9 1.4 -0.3 0.9

28.CUR ACCT BALANCE/GDP (CURRENT)(3) -0.6 -8.5 -8.0 -12.4 -12.5 -6.7 -8.2 -6.0 -4.2

29.RESERVES IN MONTHS OF IMPORTS OF 2.2 2.0 1.7 1.0 1.1 0.9 0.6 1.7 1.8

GOODS AND SERVICES(3)

DEBT INDICATORS (4)

30.LT DEBT SERVICE TO EXPORTS RATIO 10.7 20.8 37.6 42.8 47.8 39.4 40.2 30.3 32.1

31.LT INT. SERVICE TO EXPORTS RATIO 3.6 9.7 19.1 21.1 20.4 17.7 18.4 15.6 16.3

32.LT DEBT SERVICE TO GNP RATIO 2.0 3.8 6.7 8.7 9.3 8.5 9.7 7.8 9.4

33.DOD. LT PUB DEBT AT VIR/ .. 31.7 34.6 30.3 30.7 28.2

DOD. TOTAL LT PUB DEBT

34.NET TRANSFERS/TOTAL DISB 33.6 55.5 27.3 28.0 36.1 -32.8 -8.7 20.2 6.2

35.WORLD BANK DEBT/TOTAL LT DEBT 10.3 9.6 8.0 7.8 7.9 8.9 10.0 11.9 14.0

MONETARY INDICATORS (CURRENT)

36.CHG IN CLMS GOV/GOV BUDGET BAL .. .. .. .. - --

37.CLMS GOV/CLMS PRIV SECT 104.7 126.2 150.7 155.6 145.4 157.8 142.0

38.MONEY SUPPLY/GDP 32.6 40.8 42.7 45.5 43.6 ..

GOVERNMENT ACCT (CURRENT)

39.DIRECT TAXES/GDP(5) 4.7 6.7 6.6 6.8 6.1 ..

40.TOTAL REVENUE/GOP(5) 18.8 24.4 24.9 26.5 27.2 26.7 26.6

41.GOV. BUDGET BALANCE/GDP(5) -3.0 -10.4 -10.2 -13.9 -12.1 -8.4 -6.7

42.PUBLIC/TOTAL CONSUMPTION 14.0 21.8 23.0 23.6 23.3 22.3 20.7
----------------------------------------------------------------------------------------------------------------------------------------------

EPD 07/17/85

NOTE: ALL REFERENCE YEAR VALUE DATA IN US$ 1980 MILLIONS. EXCEPT PER CAP TOTAL CONSUMPTION WHICH IS IN US$.

LEGEND: .. INDICATES NOT AVAILABLE
M INDICATES DATA IN MILLIONS

FOOTNOTES:
(1) SERIES STARTS IN 1962.

(2) US$/LOCAL CURRENCY. SERIES STARTS IN 1979. INCREASES INDICATE APPRECIATION; DECREASES INDICATE DEPRECIATION.

(3) SERIES STARTS IN 1965.

(4) SERIES STARTS IN 1970; STOCK AND DEBT SERVICE PAYMENTS ARE BASED ON PROJECTED CONTRACTUAL

OBLIGATIONS AT END 1983 PLUS ESTIMATED NEW COMMITMENTS IN 1984-86. FLOWS ARE NET OF RE-

SCHEDULING TRANSACTIONS.
(5) SERIES STARTS IN 1970.



MANAGEMENT SUPPLEMENT
SAVEM TABLES

SELECTED DEBT INDICATORS
1975-1985

MOROCCO

1975 1980 1981 1982 1983 1984 /a 1985 /b

I. VALUES (in current USS, billions)

1. Long-Term debt (LT) 1.81 7.26 8.19 9.30 9.67 10.56 11.11

2. Short-Term debt (ST) *. 0.47 0.99 0.79 1.00 1.10 1.10

3. Total Debt (DOD) 1.81 7.73 9.18 10.10 10.67 11.66 12.21

4. Interest (INT) 0.05 0.69 0.75 0.71 0.61 0.66 0.51

5. Amortization 0.11 0.60 0.67 0.81 0.64 0.67 0.48

6. XGS, (nominal) 2.03 3.27 3.08 2.94 2.93 2.97 3.25

II. RATIOS (percent)

7. DOD/XGS 89.4 236.4 297.9 342.9 364.0 392.2 375.6

8. TDS/XGS 7.8 39.4 46.1 51.4 42.6 44.6 30.3

9. INT/XGS 2.6 20.9 24.4 24.0 20.9 22.1 15.6

III. GROWTH RATES (nominal)

10. DOD (% change) 43.8 15.1 18.8 9.9 5.7 9.2 4.8

IV. VULNERABILITY COEFFICIENTS

11. VIR/DOD (%) 10.0 39.4 38.9 37.2 35.9 34.7 37.0

12. Concessional/DOD (M) 45.8 36.2 37.7 38.5 26.7 26.6 30.0

13. Preferred Creditors/DOD (V) 16.3 11.0 11.1 11.8 12.4 11.1 12.2

14. Average Cost of Funds (W) 3.4 9.5 8.9 7.3 5.9 5.9 4.2

15. ST/DOD (W) -. 6.1 10.8 7.8 9.4 9.4 9.0

16. Average Maturity (yrs) 14.7 12.9 8.5 10.2 14.5 14.4 14.5

--- --------------------------------------

Memorandum Item:
Use of IMF Credit (in US$, millions) 0.0 316.8 450.4 868.9 920.1 991.3

Service Charges: 176.3 92.8 99.2 135.1 -224.1

(Repurchases) 143.4 35.9 24.9 48.7 140.3

(Charges) 32.9 56.9 74,3 86.4 83.8

a. Preliminary; flows are net of rescheduling transactions.

b. Estimates; flows are net of rescheduling transactions.
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-FEWORLD BANK INTERNATIONAL FINANCE CORPORATION

DFFICE MEMORANDUM C,

April 3, 1986

Mr. Alassane D. Ouattara, IMF

W. A. Wapenhans, Vice President, EMENA

XS i0 N 32676

SUBjECT MOROCCO: Bank-Fund Discussions on a Medium-Term
Framework of Adjustment

1. Working levels discussions were held frequently during the last two
weeks, between Bank and IMF technical staff to reconcile statistical
discrepancies and policy differences with respect to the formulation of a
medium-term framework of adjustment in Morocco. Statistical divergences in
trade data, factor services payments (particularly interest on outstanding
debt), and capital flows were largely resolved!'. -However, our estimate of
Government investment for 1982 is now 10.6% of GDP, still 2% above the IMF
estimates2/ 3/. In most areas there is substantial agreement on the
relative emphasis of structural adjustment and stabilization within the
medium-term framework; but there still exist differences in the approaches of
the Bank and the Fund as to the rate at which some adjustments can be
implemented and what results can be expected.

2. As we understand, the IMF scenario is conditioned by the need to
achieve equilibrium on the curretit account in 1988, a result which derives
from the staff estimate of the limited external financing available for the
remainder of the decade-l (see Table 1). The principal means to achieve
this result include: i) a healthy expansion of exports engendered by the
structural reforms underway in the tradeable goods sector, and ii) an enduring
compression of imports predicated on continued restraint of domestic demand,
depressed oil prices, and improved cereal production owing to higher rainfall
and supply-oriented agricultural policies. Projected levels of Government

1/ Discussions were based on balance-of-payments data from the March 10
version of the IMF medium-term scenario. A final resolution of debt
related data is pending the completion of the most recent Bank debt lexiew
but differences do not affect the overall conclusions.

2/ Estimates are based on the February 18 version of the IMF national
accounts projections.

3/ IMF deducts the net amount of Special Accounts from the total investment
outlays. We think such a deduction is not appropriate. The net amount
should be rather added to government savings.

4/ The IMF scenario continues to assume no further rescheduling of external
debt after 1987; in recent discussions, however, both the Bank and the
IMF agree that further refinancing of most amortization falling due in
1988-90 will be necessary even if current account equilibrium is reached
in 1988.

P 1866
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capital expenditures_/ are consistent with a minimum 
core of public

investment. Overall budgetary equilibrium is not reached until 1990, implying

that a significant portion of private savings would have to be absorbed by the

public sector in the period 1988-90. The IMF framework projects GDP growth

rates of approximately 3 % with import growth restrained to 
0.03% p.a. and

export growth of 6.2% p.a. throughout the adjustment period-2. The marginal

savings rate during the period 1985-90 is 34.2% 3/

3. On the basis of past performance, the ability of the economy to

achieve rapid reductions in the current account deficit while sustaining a 3%

p.a. GDP growth rate is unlikely. An average annual reduction of 2% in

investment during 1986-1990 is not compatible with projected growth rates.

Fixed investment at constant prices was below 17% of GDP in 1985, compared

witn 21% in 1980. Keeping investment constant in real terms, on the other

hand, would increase the marginal savings rate to 42%. The average import

elasticity implicit in the IMF scenario during the next three years (0.01) is

inordinately low compared to historical levels, casting some doubt upon the

sustainability of the projected export and GDP growth rates. 
If imports are

to be restrained despite modest growth rates in GDP and investment, an

aggressive exchange rate policy would have to be pursued. Our analysis shows

that real effective devaluations of over 5% p.a. would be necessary 
to arrive

at elasticities comparable to those implied in the IMF scenario with current

trade policy. The Bank staff feels, however, that the extent to which

appropriate management of the exchange rate can 
effect a dramatic compression

of import demand while achieving significant rates of economic 
growth is

limited in the short run by both supply response and demand parameters 
and the

political will necessary to implement such a vigorous exchange rate

policyW/. Furthermore, we are concerned that such restrained 
import growth

may be infeasible in the context of further trade liberalization occurring

under ITPA. In order to offset increased import demand resulting from the

dismantling of quantitative restrictions and the lowering of tariff barriers

expected to take place in 1986-88, higher rates of devaluation than those

mentioned 'above would be requii-ed.. The Bank would be very concerned if

structural adjustment measures were to be delayed in order to reach the

balance of payments or budgetary targets dictated by forecasts of available

external financing. This has already occurred twice with the expected

reduction in the Special Import Tax (SIT). In sum, we believe that it is not

possible to achieve current account equilibrium 
by 1988 on the basis of a

significant expansion of exports and a simultaneous 
compression of imports as

implicit in the IMF targets.

1/ It is the Bank's view that the to-tal envelope of funds earmarked for

public investment would permit no significant reduction 
in the stock of

capital arrears in 1986, other than indirectly through the working of the

arrears settlement fund envisaged under PERL.

2/ Based on the March 10 version of the IMF medium-term scenario.

3/ Calculated on the basis of the March 10 trade data and February 18

national accounts statistics.

4/ In a recent address to Parliament, the King made known in no uncertain

terms his aversion to further devaluation of the dirham, intending to

transform the national currency into a "monnaie de marque".
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4. Bank staff are concerned about the time difference between the

attainment of the current account balance in 1988 and overall budgetary

equilibrium in 1990. In the past, IMF stabilization packages have

concentrated on restrictive fiscal and monetary policy as the most apropriate

means to reducing balance of payments deficits. For this reason, the 1988

current account equilibrium target may not be sustainable in the face of

continuing fiscal deficits. The budgetary deficit will require recourse by

the Government to domestic sources of financing, leading to a crowding out of

private sector access to credit. Since government investment is projected to

increase slightly over the period, all of the decline in total investment is

at the expense of the private sector. If private savings are channeled to

finance Government expenditures rather than productive private sector

investment, expansion of the industrial and export sectors would slacken,

necessitating a downward revision of economic growth rates, which would be

inconsistent with the objectives of the adjustment program.

5. In general, both Bank and IMF staff agree on the importance of

fostering stabilization efforts and structural reform as key complementary

means for achieving balance of payments equilibrium and enhanced

creditworthiness. The Bank has presented the IMF with a medium-term framework

of policy measures designed to achieve acceptable rates of GDP growth while

effecting the structural changes necessary to increase efficiency throughout

the economy. On the basis of our analysis, it is unlikely that the economy

can adjust any faster than our estimates while still maintaining the levels of

investment and GDP growth projected in the Bank medium-term scenario and

sustaining the structural adjustment effort (see Table 2).

6. The array of policy measures to achieve the more rapid adjustment of

the economy inherent in the IMF scenario remains unclear. To the extent that

the measures proposed in our paper are sufficient, then we would need further

explanation as to how the IMF expects them to work more quickly. To the

extent that additional measures are needed, they should be defined and be

consistent with tne medium-te'rm adjustnen't. * Fund staff believe that a more

rapid adjustment of the balance of payments is possible on the basis of

improved terms of trade following the sharp decline in petroleum prices. To

the extent that this permits a more rapid narrowing of the current account

after the price movements (especially phosphate derivative6) are taken into

account and a concomitant increase in public savings, Bank staff concur that

faster adjustment may be possible in the short-term.' The revenue benefits

from the oil price decline, however, are likely to be transient and cannot

substitute for the implementation of longer lasting structural measures for

raising revenues. We would appreciate knowing the IMF views on the

appropriate evolution of fiscal policy in the medium-term.

7. Bank-Fund discussions will continue to help narrowing down technical

differences between the two medium term scenarios, especially when new data

will be available from the IMF side, upon return from Morocco, and on the Bank

side when an updated external debt file is available. Differences in the

projection methods are also being narrowed down through the use of the World

Bank model to generate both Bank and IMF scenarios. But beyond the technical
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discussions, there remain fundamental policy and structural issues to be

resolved. Bank staff are mainly concerned about a feasible set 
of policies to

reach medium term structural adjustment targets, while Fund staff are mainly

concerned about the external financing constraints, 
and the need to reach a

current account equilibrium in very short period 
to establish confidence among

international lenders to Morocco.

8. In the context of the Baker initiative, 
the objective is to define a

feasible growth path and determine the financing required, to which our

proposal has responded. In light of this, we need to reach agreement with the

Fund on the following questions:

(a) What is maximum feasible rate at which an overall budget balance

can be reached through a program of structural 
adjustment

policies in the government sector without undermining the

liberalization and adjustment programs or severely 
retarding

growth?

(b) How rapidly can the current account 
of the balance of payments

can reach equilibrium through structural 
adjustment policies in

the external trade sector?

(c) What will happen if the target for reaching equilibrium on the

government budget lags behind the 
target for current account

balance by a transition period of several years? In particular,

what will be the role of the private sector during this

transition period for saving mobilization, investment, and

growth?

(d) What is the most likely level of exceptional 
financing needed

and/or available during the overall 
adjustment period and what

-are the related external financing policies 
required with the

Bank, the IMF, the bilateral donors, ana the commercial banks?

Without an agreement on these issues, it will be very difficult to pursue our

discussions of the Baker initiative or other 
elements of our adjustment

program, including the next steps on ITPA II and the PERL.

cc: Messrs. P. Hasan, Dubey, Stoutjesdijk, Asfour, Suzuki, Shilling, EM2DB

Staff, Francois (IMF)

JPorter/N1Mathieu/jb: rs
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Table 1
LMF MEDIU1 TERM SCENAPI0

Main Indicators

1985 1986 1987 1988 1989 1990 1985-90

Average growth rate at constant prices

Gross Danestic Produzt 4.2% 3.5% 3.0% 3.0% 3.0% 3.0% 3.3%

Investment -3.1% -2.0% -14.1% -3.5% 6.0% 6.2%

Exports of Goods and
Non-factor Services 11.5% 6.0% 6.7% 6.7% 5.0% 4.0% 6.7%

Imports of Goods and
Non-factor Services 2.3% -1.0% 0.2% 0.9% 3.1% 3.6% 1.5%

Ratios

Import Elasticity -0.29 0.01 0-3) 1.03 1.20 0.43

Five Year ICOR 7.12 5.09 5.97 5.20 4.63 4.63 5.44

Marginal Savings Rate 0.28 0.64 0.03 0.30 0.35 0.35 0.33

Millions of current dollars

Current Account Balance 1/ -919 -461 -285 0 187 315 -1163

Ratios

Debt Service Ratio % 35.7 35.3 41.1 50.3 47.7 45.3

Teums of Trade Index 87.42 93.98 94.52 94.29 94.36 94.26

1980 = 100
dollars

Phosphate Rock Price 33.9 34.0 36.8 38.5 40.3 42.2

($ per ton)

Petroleun Price . 26.9 20.6 20.0 2f.0 22.1 23.2

($ per barrel)

Phosphate acid price 257.1 270.0 280.6 292.0 303.8 315.9

($ per ton)

1/ Before debt relief (debt relief equal to approximately US $200 million

p.a. in 1985-87).

Reference: March 10 Balance of Payments Table; February 18 National Accounts.

4696B/p.2



WORLD BANK LEDIUM-TERM-SCENARIO
(High Growth)
Mhin Indicators

125 1201 ma 11 u_ 1985-92 122 Lav QrW rt 98 ) 2 1-94

(average growth rates in 1980 prices) (average growth rates in 1980 prices)

Gross Domestic Product 3.9 4.1 4.1 4.2 4.2 4.1 4.2 5.0 5.0 5.4 5.4 5.0

Exports of Goods and 6.4

Non-factor Services 6.1 7.9 9.1 8.0 7.9 7.9 6.1 6. 6.4 6.5 6.7

Imports of Goods and 5.4
Non-factor Services .3 5.4 5.0 3.9 3.9 4.0 4.4 5.7 5.2 5.7 5.8 .

Investment 2.4 4.3 4.1 4.2 4.2 3.9 7.3 11.5 7.9 8 3 8.1 8.7

Ratios 
Ratios

9 1.0 1.0 1.1 1.1 1-1 1.11.

Import Elasticity .1 1.3 1.2 .9 1.0 4.0 3.9 3.8 3.7 3.6
Five-Year ICOR 4.9 5.3 4.6 4.2 4.1 .30 .37

Marginal Savings Rate

(levels in millions of dollars) 
(levels in millions of dollars)

1986-90

Cur. Acct. Balance L/ -437 -388 -395 -308 -160 -920 0 61 198 323 474 1056

Ratios
Ratios 3. 30 2. 60 2.

Debt Service Ratio % 34.3 32.1 33.9 32'.3 34.8 38.1 33.0 29.4 26.0 22.5

Terms of Trade Index 98.9 100.0 98.5 96.8 95.6 96.7 95.7 95.8 95.8 95.7

1980 = 100 (dollars)

Phosphate Rock Price 33 36 38 39 41 50
($per ton) 20 39

Petroleum Price 20 21 22 23

($per barrel) 430
Phosphoric Acid Price 270 285 305 320 335

($per ton)

1/ Before debt relief.

Z/ In this projection rescheduling was assumed until 1990.

Reference: Projection Run No. 12.

4696B/p.4



FHE WORLD BANK INTERNATIONAL FINANCE CORPORATON

DFFICE MEMORANDUM A
March 6, 1986

Mr. A. Ouattara, IMF

9tM W. A. Wapen ans, Vice President, EMENA

32676

uJ Morocco. Medium Term Framework for Baker Initiative

1. In the context of the Baker Initiative, the Bank has prepared
medium term frameworks that set out programs for recovery with more rapid
growth for several countries. Morocco is among the first countries examined,
and I am attaching for your review and comment the draft paper prepared by my
staff on Morocco. This has been discussed by regional management and was
reviewed yesterday by the Operational Policy Sub-Committee (OPSC) of the
World Bank chaired by Mr. Stern. That committee supports the findings and
conclusions of the study and agreed that the higher scenario was the only
feasible alternative. It should be pursued and the committee asked that it
be discussed with the IMF. We hope to reach agreement with the IMF on the
medium term strategy, on the policy package required, and on the amount of
additional funding required, and then present the proposal to the Moroccan
authorities for discussion. If agreement can be reached with them, we would
seek support from the commercial banks and bilateral donors for the levels of
additional rescheduling and new capital inflows required.

2. Please note that the analysis contained in the document was
completed a couple of weeks ago, and it does not fully reflect the most
recent evolutions in the IMF position for 1986. We would take this into
account during our discussions with you. These projections have assumed an
oil price of $20 a barrel, although the full impact of that on future
borrowing requirements has not been included in the tables because of the
continuing uncertainties about oil price movements. The phosphate prices
assumed are higher than what is currently being projected at the Bank. There
is a possibility that these prices may be 20% lower than what is in the
projections, which would more than offset the gains from the oil price
decline.

3. In the review of the paper at the OPSC, Bank management expressed
particular concern that the marginal savings rate implied by an adjustment to
current account equilibrium by 1988 (estimated at about 75%) would not be
feasible. It would place too much of a burden on the private sector, which
is supposed to be the driving force of the recovery. Some were even
skeptical that 1991 was a feasible target, but it was agreed that in view of
the large debt burden, a Longer adjustment period would not be sustainable.
The policies presented represent the continuation of some programs that the
government has already agreed to, plus a number of measures that may have
been discussed, but are not the subject of any current agreements. Some key
measures are in the area of fiscal policy, and we would expect to cooperate
fully with the IMF in supporting these reforms. Please note in the financing
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plan, we have proposed that the IMF not reduce its exposure after 1986 until

the external and domestic equilibria are reached. The financing package
required for the high growth scenario is a combination of rescheduling as

well as new financing on the part of all creditors. We do not consider
withdrawals by the Fund during this period to be consistent with the
financing requirements.

4. I apologize for what may be short notice, but may I propose that we

meet to discuss this document and the short and medium term strategy for

Morocco early next week, at our mutual convenience.

cc: Messrs. Stern, Husain, Dubey, Hasan, Stoutjesdijk, Shilling, Asfour

JShi ing:rs
4400
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March 5, 1986

MOROCCO: A FRAMEWORK FOR MEDIUM TERM ADJUSTMENT

I. INITIAL CONDITIONS

Economic Structure

1. Morocco is a lower middle income country with a per capita income of
$670 in 1984. The economy remains dependent on primary production for
subsistence and exports. Phosphates and derivatives account for over half of
exports, and agricultural products one fourth. 57% of the population is in
the rural sector, and 44 % of the work force is in agriculture, which
generates 17% of value added. The country is highly indebted; as of end 1984,
total external debt (including short term, recorded military, and IMF) was 97%
of GDP; and it is now greater than GDP. Total debt is about four times
the value of exports of goods and services. Population growth is now about
2.5% per annum. Substantial total growth is required just to maintain per
capita consumption, and added public expenditures are required to provide
infrastructure, education, and other services for the expanding population. As
a result of rapid population growth and low female participation rates, the
labor force constitutes a relatively low share of the total population, 26%.

2. On independence in 1956, Morocco was relatively well endowed with
physical infrastructure, but weak in human capital and entrepreneurial
experience. The Protectorate had developed a colonial economic structure that
remained dominated by the close association with France. The new Government
set out to develop a more balanced and industrialized economy. The key
elements of the economic development strategy were the Moroccanization of tle
ownership of economic wealth, the development of a significant industrial
base, and the creation of Moroccan professional and managerial classes. The
interventionist role played by the state followed the colonial heritage and
the reassertion of the monarchy after independence.

3. Economic development strategy was primarily based on an import
substitution industrialization in a protected domestic market. There were few
incentives to increase productivity or compete internationally, and little
efficient upstream import substitution occurred. The economy remained
dependent on complementary intermediate imports. The inward oriented strategy
was made possible by substantial foreign exchange earnings from the export of
phosphates and agricultural crops. However, dependence on a few primary
exports left the economy vulnerable to external price and demand fluctuations,
and to European agricultural policy for agricultural exports.

1/ For comparison, in Argentina, debt is about 67% of GDP.
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4. The .Government sector grew rapidly after independence and was
expected to provide an increasing array of services and employment
opportunities. Current expenditures of the Government rose from 14% of GDP in1970 to over 22% in 1982-84. Government capital expenditures rose from 6% ofGDP to about 20% of GDP in 1979, then declined as resources available to theGovernment became more scarce. Public enterprises were created to achieve avariety of objectives, but few effective systems of controls were instituted
to assure their efficiency. Public Enterprises now number about 600 in avariety of functional forms and account for about 20% of domestic valueadded. GDP growth was slow during the 1960s and early 1970s, about 4% p.a.Economic management was conservative and external borrowing was limited.

Recent Economic Performance

5. The oil price increase of 1973 was accompanied by a sharp increase inthe price of phosphates, and Morocco enjoyed substantial terms of trade
gains. A decision was made to accelerate growth, and the Government embarked
on an ambitious investment program, financed initially by phosphate revenues.
Growth increased to 7.6% p.a. in 1974-79, led by Government investment. Thephosphate boom ended in 1975-76, and terms of trade gains disappeared. Butthe investment program was continued and financed by increasing foreign
borrowing and by grants. In 1975, Morocco also asserted its claim to the thenSpanish Sahara, which has since saddled the economy with heavy expenditures
for defending that territory and for equipping it with economic infrastructure
to reinforce Morocco's claim.

6. The Government undertook intermittent programs of stabilization in1978 and 1980, but without lasting success, as it was not able to sustainefforts to control expenditures for more than a year. The economy was highlyvulnerable to the second round of oil price increases in 1979-80 and sufferedfurther losses in terms of trade. Nevertheless, another ambitious round ofpublic investments was begun in 1981, with once again extensive reliance onforeign borrowing and grants. The relatively easy and unconditional
availability of foreign borrowing on what appeared to be attractive terms(given the high rate of inflation) encouraged Morocco to pursue expansionary
policies and avoid making the necessary adjustments to the changing externalenvironment. The ensuing economic deterioration was compounded by severedrought conditions during 1980-84. Economic efficiency declined as indicatedby the increase in the ICOR from 3.2 in 1975 to 9.3 in 1983.

7. By 1982, the Government deficit had grown to 12.3% of GDP, and thecurrent account deficit had reached 13.3% of GDP. Medium and long termforeign debt had grown from $1.8 billion in 1975 (19.6% of GDP) to $9.4
billion in 1983 (71.0% of GDP), and the structure had changed. About 40% ofMorocco's debt was due to commercial banks compared to nil a decade earlier,and over 60% was at non-concessional rates. The economic situation becameuntenable, and the government requested and received debt rescheduling fromofficial and commercial creditors in mid-1983 and assistance from the IMF andWorld Bank. A new Government was appointed to deal with the economic crisis,

2/ Discussion on a SAL with the Bank broke down at this time.
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and efforts were made to constrain the public investment program and curb
growing consumption subsidies. Extraordinary foreign assistance was obtained
in late 1983 from official donors to meet short term needs. Average terms had
hardened to 11 years maturity and 10% interest in 1982, and debt service
became a larger real burden as inflation fell. The debt service to exports of
goods and services ratio (DSR) would have been 58% in 1985 without
rescheduling and the interest service to exports ratio 19%; these fell to 31%
and 23% after rescheduling. Interest payments alone (after rescheduling)
represent 6% of GDP.

Stabilization Efforts

8. The objectives of the stabilization program agreed with the IMF in
1983 were to eliminate the Government's current budget deficit in 1985 and the
external current account deficit by 1988, thereby improving the economy's
creditworthiness. This program was supported by a $200 million IMF Stand-by
for the period June 1983 - June 1985, and was the basis for reschedulings of
$1,200 million by the Paris club for 1983-84 and of $530 million by the London
club in the same period.

9. Key elements in the stabilization program were the institution of a
fiscal reform to introduce a value added tax and improved revenue collection
of existing taxes, limits on the growth of the civil service and public sector
salaries, a halving of the Government investment program, reduction of
consumer subsidies (prices on subsidized goods were raised 20-40%), increases
in public enterprise tariffs of 10-25%, limits on credit to the economy,
annual limits on external borrowing, and devaluation of the dirham. The
stabilization program sought to reduce the Government deficit to 6.1% of GDP
in 1985, and the current account deficit to 7.1% of GDP.

10. However, despite the successful implementation of a number of
difficult policy measures, the outcome in several key areas falls considerably
below the expectations of the program as initially agreed. The Government has
not been able to raise public savings as much as needed to achieve the
programs objectives, and the accumulation of current payments arrears to
public utilities and other suppliers indicates that actual government
consumption has adjusted even more slowly than cash expenditures. Public
saving has deteriorated from virtually nil in 1983 to about -0.7% of GDP in
1985 rather than improving.

11. Performance on reducing the current account deficit of the balance of
payments was also less than planned, partly due to unfavorable movements in
phosphate prices, and more importantly due to insufficient control of domestic
expenditures and the investment programs of public enterprises. On the other
hand, encouraging achievements were realized in promoting exports in
consequence of the devaluation, trade liberalization, and tariff reduction
program. Imports in real terms have declined by 3.2% p.a. since 1982, while
exports have grown by 4.7% p.a. in real terms. GDP has grown at less than 3%
p.a., implying stagnation in per capita income.
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Adjustment Efforts

12. In 1984, the Government began a program of sector policy adjustments
in conjunction with its stabilization efforts. The objective of the
adjustment program has been to increase the economy's productivity and
efficiency and to increase its export potential. This emphasis was missing inearlier stabilization programs in Morocco and contributed to their lack of
success. Increased production will, over the medium-term, enhance the
potential for public resource mobilization; for expanding exports and reducing
and eliminating the current account deficit; and for satisfying popular
demands for some improvement in the standard of living. The accompanying
liberalization measures will help encourage greater reliance on the private
sector, which must be a dynamic factor in increasing production and
productivity. In Morocco's case, recovery and return to creditworthiness isnot possible without basic structural change to transform the economy into anefficient producer of goods and services for both domestic use and export.
The country has the potential to effect this transformation, but it will
require time, external support, and persistent courageous actions by the
government.

13. The adjustment program initially concentrated on industrial and tradepolicy reforms to improve economic efficiency and export growth. The Bankgranted industry and trade policy sector adjustment loans in 1984 and 1985,
and an agricultural sector loan in 1985 to support reforms jointly prepared bythe Government and the Bank. Performance on much of the adjustment program'
has been satisfactory, and substantial progress was made in trade
liberalization and export promotion (tariffs were reduced to a maximum of 60%,licensing controls were removed from nearly all exports and from a quarter ofimports so that about 70% of imports are not subject to QR's, and temporary
admission of imports was expanded); agricultural reform (subsidies were
reduced 30%, water charges increased, procurement prices increased); and
financial sector reform (interest rates were raised 2 percentage points,
public bond issues begun, and the opportunity for competition among financialinstitutions increased). Public enterprise and education sector reforms are
being initiated with active support from the Bank. These policy reforms areclosely coordinated with the stabilization program and the exchange rate
reductions (the dirham devalued 18% in real terms between 1983 and 1985).
Initial results in trade have been positive, and non phosphate manufactured
exports growth has accelerated from 7.8% p.a. in 1977-80 to 13.5% p.a. in
1984-85.

Growth Prospects

14. Following the initial actions in response to the crisis in 1983-84, aConsultative Group meeting was held in January, 1985, and a recovery strategy
and medium-term projection was presented by the Government. It aimed at
current account balance in 1989 and received the support of the Bank, the
Fund, and the donor community. This projection has been updated to take into
account developments in 1985. It now indicates a 2.7% p.a. rate of GDP
growth, essentially stagnation per capita, for the rest of the decade. It
assumes rescheduling of 90-95% of Paris and London Club debts through 1987,
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continued availability of bilateral programs at their current levels,
continued substantial grants ($300 million per year through 1986), expansion
of multilateral development institution lending, and a decline in net IMF
exposure. This base case also assumes the policy program presented to the
Consultative Group and current assumptions on external fac*tors." Total
export growth can reach 5.6% p.a. for the rest of the decade on the basis of
current and proposed exchange rate policies, external market conditions andthe export promotion measures. Import growth will have to be held to about
1.2% p.a. to meet fuel, capital and intermediate goods requirements 4/. The
public investment program is restrained and Government savings rise to 3-4% ofGDP. Public investment remains at about 5% of GDP and total investment falls
from 17% of GDP in 1985 to 15% in 1990, and rises thereafter. Consumption
also falls from 87% to 84% of GDP between 1985 and 1990 as domestic absorption
must be reduced to eliminate the current account deficit.

15. The Government's policy program to achieve these objectives includes
further action on trade and industrial liberalization and promotion, active
exchange rate policy, agricultural policy reform, public enterprise reform,
education sector reform, financial sector reforms, and significant
improvements in resource mobilization. The program was supported by a new
standby from the IMF and continued sector adjustment lending from the Bank.
The implied rate of adjustment is rapid. The marginal savings rate would have
to be at least 50% over the period, implying slight declines in per capita
consumption. Substantial additional capital inflows would still be required
in 1988-90 to service the hump of rescheduled debt falling due in that period.

16. Despite successful implementation of a substantial part of the
adjustment program in 1985, major shortfalls in mobilization of public
resources and foreign assistance and the declines in the terms of trade and
phosphate exports have kept the economy below the target adjustment path. No
public savings were generated in 1985, and the already constrained public
investment budget was further reduced. The current account deficit declined
little from the 1984 level of $1 billion (11% of 1984 GDP) to about
$904 million and registered 7.7% of GDP rather than 7.1% originally targetted
for 1985. The government budget deficit on a payment order basis was 8.5% of
GDP compared to an original target of 6.2% before debt relief, but counting
accumulated arrears, it was 2-3 percentage points higher on a national
accounts basis. Foreign reserves were completely exhausted. In light of this
performance, it will be increasingly difficult to meet the targets established
for 1989 in the Government's presentation. It would now take a marginal
savings rate of over 70% in 1986-87 and essentially no real import growth to
reach current account equilibrium in 1989, and greater capital inflows than
initially foreseen.

3/ Excluding the impact of the recent drop in oil prices, the implications of
which for Morocco that are not yet known.

4/ These are about 2 percentage points lower than presented to the
Consultative Group as a result of lowered expectations on phosphate
exports and the resulting constraint on import capacity, and of 1985
performance. GDP growth was somewhat reduced as a result of these changes.
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MOROCCO: LOW GROWTH SCENARIO

(Ave. Gr. Rates at '80 OH Prices) . Share of GDP
Accounts 1985-1990 1990-1995 1985 1990 1995

SDP 2.7 4.9 100.OZ 100.0% 100.0%
Agriculture 2.3 3.0 15.0. 14.7% 13.5.
Industry 2.3 5.7 30.6z 30.11 31.2%
Services 3.0 4.9 54.4% 55.2% 55.3%

Consumption 2.0 3.8 86.8% 83.6% 79.6Z
Investment 1.8 11.2 16.8% 15.2% 20.4%
Exports (Goods & MFS) 5.6 5.3 19.9% 24.9% 25.51
Imports (Goods & NFS) 1.2 6.4 23.5% 23.7% 25.5.

(In Millions of US Dollars)
Balance of Payments 1985 1986 1987 1988 1989 1990 1991 1992 1993 1995

Current Account Balance -735 -513 -364 -276 6 318 474 592 598 252

Debt Service Ratio () 30.8 33.4 31.8 44.3 43.4 39.3 38.8 33.9 28.4 20.5
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17. The dilemma is that to reach the 1989 current account balance target,
the constraints on imports and expenditure (primarily private consumption and
public investment as events turn out) cast great doubt on the ability of the
economy to meet the GDP and export growth targets. Domestic constraints on
credit and imports will make export expansion more difficult. Under current
estimates, government resources are insufficient to fund even the core
investment program agreed between the Bank and the Government. Insufficient
investment activity will retard growth in the short run. If the target growth
rates cannot be maintained, it is quite unlikely that the large commercial
capital inflows in 1989-91 implicitly assumed in the Consultative Group and
concurrent IMF projections would be forthcoming. Some mitigation from this
dilemma can be expected from the recent decline in oil prices. On preliminary
estimates, Morocco may realize a net benefit of $100-200 million savings on
current account, although there may be some loss in grant assistance from oil
exporting states. If all this windfall gain can be captured by the Government
in the form of increased public savings and directed to the essential public
investment program, much of the shortfall from 1985 can be made up. However,
the base case scenario would still be difficult to sustain and the adjustment
period too short to be consistent with the growth target of 4-5% p.a. in the
medium term, especially in view of the large capital inflows that would be
required in 1989-91 to meet service payments and the continued low growth rate
in the early years of the program.

II. OBJECTIVES OF A HIGHER GROWTH MEDIUM-TERM PROGRAM

18. The primary objectives of the medium term strategy are to restore
sustainable growth rates while reducing debt to a manageable level and
improving economic efficiency. To these ends, a number of more concrete
objectives should be specified: (i) to maintain per capita consumption at
least constant in real term and provide some growth in the 1990s; (ii) to
raise resource mobilization and public saving to a level sufficient to fund
essential public expenditure and investment programs and to service debt;
(iii) to improve the mechanisms for allocation and monitoring of public sector
resources to assure their efficient use, particularly concerning the public
investment program; (iv) to eliminate the current account deficit and any
further need for exceptional aid to mitigate the burden of debt and debt
service; (v) to maintain political stability and continuity of policy reform.
To achieve these objectives, programs will be required to (vi) transform the
economy into an efficient producer of goods and services that is open and
competitive in the world market; (vii) develop a more modern and flexible
administrative and institutional structure that responds effectively to the
needs of the rapidly evolving modern economy with more reliance on
decentralized decision-making and the private sector; (viii) provide
appropriate educational and health services to assure a trained and productive
labor force while reducing population growth; and (ix) assure an adequate
distribution of benefits and income so that the situation of the poorest
classes improves.

19. These objectives are not all mutually complementary in the short
run. Rapid increases in public saving and reductions in the current account
deficit through reduced imports are detrimental to achieving the GDP and



-8-

export growth targets. In the medium term, the objectives become more
complementary as increased saving, public and private, will support a larger
investment program, which is essential to sustained growth and expanding
exports. The availability of foreign savings has been the key constraining
factor in determining the size of an acceptable current account deficit yearby year, and through that, the targets for domestic demand management. Thedilemma faced in the short run is that if growth is slowed too much because ofinsufficient resources and severe constraints on investment, structural
changes will be retarded and the medium term viability of the economy eroded.

20. The strategy to achieve these objectives therefore must addressissues on a number of fronts more or less simultaneously and still retainsufficient support within the Government, the Palace, the larger business
community, and the public. It must also be based on a reform program robustand creditable enough to receive the continued support of the international
financial community over a prolonged period of time.

III. IMPLICATIONS OF THE OBJECTIVES OF THE HIGHER GROWTH ADJUSTMENT PROGRAM

21. The adjustment process in Morocco is complicated by a number ofstructural factors: the low level of per capita income, the weak and importdependent industrial sector, high dependence on primary product exports(phosphates, agriculture), rapid population growth, and a level of totaloutstanding debt currently larger than GDP. In these circumstances,
determined and continuous action by the government is indispensible toachieving the objectives. The shortfalls in meeting stabilization andadjustment targets to date have been due to limits on institutional capacity,to vacillating determination of the government to implement the policychanges, to limits on the absorptive capacity of the economy, and tounexpectedly adverse external factors. These constraints must be reduced inorder to implement an effective adjustment program which also permits growth.The rate at which structural reform can occur is in part a function of thegrowth and new investment that takes place and in part a function of thewillingness of the government and the public to make sacrifices in the shortrun to give scope to adjustment policies to promote medium term improvements.Finding the appropriate balance among the policies is difficult and delicate,and hard choices will have to be made.

22. Public resource mobilization is key to the success of the medium termstrategy. The government has to generate enough savings to support a coreinvestment program of priority projects without crowding out private
investment by absorbing too much private savings. The principal shortfall inthe adjustment program to date has been the failure of the government togenerate positive savings to finance its priority investment program andcontribute to a reduction in demand for external resources. Revenues as ashare of GDP have declined since the mid 1970s from over 23% of GDP to about22% in 1982-84, while current expenditures have increased from about 20% ofGDP to over 22% in 1982-84. Government savings have been slightly negative inrecent years on a cash basis. Measured on a goods consumed basis, they havebeen even more negative because of the accumulation of arrears. Most of theadjustment in 1983-85 has fallen on central government investment, which has
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fallen from 14% of GDP in 1982 to 5% in 1985, a critically low level, and onthe private sector through accumulated arrears and severe restrictions oncredit available after public demand had been satisfied. This has furtherdampened growth. The Government should aim at raising 25% of GDP in revenues
while limiting current expenditures to 20-21%. The institutional structures
have to be modified to assure efficient allocation and management of public
investment and to encourage an increase in private investment in productive
activities, particularly those oriented toward exports or efficient import
substitution.

23. Public Enterprise reform will have to be acceleratd with two
objectives. The efficiency of enterprises will have to be increased by
measures to improve management autonomy, by clearly defining the roles ofenterprises that perform public services, and by defining a policy of
privatization where appropriate for commercial enterprises. The financial
burden of the public enterprises on the government will have to be eliminated
to ease budget resource mobilization requirements. Such measures should bedesigned to assure the financial autonomy of the public enterprises andprevent any further accumulation of arrears. Existing arrears must beeliminated.

24. Private sector savings and investment will have to be encouraged
through appropriate interest rate policy and efficient financial
intermediation and through an appropriate economic environment to make
investment profitable and attractive. The Government can no longer assume aslarge a role as in the past in productive economic activities. That has
proved to be costly and inefficient. The Government has recognized that theprivate sector will have to play a leading role in growth and exports; andthis will require continued liberalization of trade and prices, privatization
of some public enterprise activity, and reduction of administrative
interference in the economy. Private savings have averaged about 11% of GDPand should rise to 14%, while private investment should grow from 10% to 13%.

25. The promotion of exports is a major component of the recovery
strategy. More exports are needed to earn additional foreign exchange to payfor imports, to service debt, to reduce the need for borrowing and eventually
to be in a position to repay some debt. The basis of growth will shift frominward looking import substitution to an outward looking strategy that isexport oriented and flexible. The government has begun to reduce the biasesagainst exports and must not relent in these policy reforms. The attitudes ofa number of government agencies dealing with exporters and exports will haveto be reoriented toward reducing rather than creating bureaucratic
impediments. Total export growth will have to rise to over 7% p.a. in realterms to enable the economy to enjoy positive growth and arrest the increase
in external debt. These rates are feasible with active policy promotion and areasonably favorable external environment.

26. Trade and Price liberalization is a key adjunct to the strategy ofexpanding the export sector. It will subject domestic producers to more
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competition from imports and bring about greater efficiency.'' Adequate
financial provisions should be made to allow potentially profitable firms to
adjust over a 3-year period, and the measures of liberalization and decontrol
should reshape the structure of industry in Morocco in economically efficient
ways rather than in administratively determined ones. Reforms will have to be
undertaken to allow the efficient expansion of agricultural production as
well. The exchange rate will have to be managed to keep exports competitive,
tariffs should be reduced to 25% and harmonized, and quotas be eliminated from
essentially all imports by 1990.

27. Increasing production and productivity should result from
improvements in trade policy, decentralization and privatization of public
enterprises, and institutional reform of public sector planning and
interventions (e.g. price and subsidy reform). Greater public resource saving
generation, financial sector reform, and whatever increase in external savings
that can be attracted to support the reform program should raise investment
(not consumption as in the past), and thereby contribute to. increasing the
growth rate. Government investment should stabilize at around one-third of
total fixed capital formation and be concentrated in providing supporting
infrastructure for productive private investment, particularly export oriented
investment. As the economy is liberalized, the Government will have to rely
increasingly on creating an economic environment and incentive structure that
stimulates efficient economic activity, while foregoing the policies of
protection and direct intervention it has used in the past.

28. Reforms in the social sectors will also be called for to support the
economic transformation that is implied by the medium term objectives. Of
vital importance is reinforcing the family planning program to reduce the high
rate of population growth, which is a burden to any program of growth and
recovery. Although the impact of any such program, however effective, will be
significant only in the longer term, reducing population growth is crucial for
the economy and must be a component of any credible adjustment program.
Reforms are also needed in the education system; currently only 28% of the
adult population is literate and only 58% of the primary age children are in
school. Basic education must be extended to all school age children, and more
vocational education introduced to better prepare the work force for the needs
of a modern, industrializing economy. Despite overall un- and
underemployment, there are already shortages of certain key skill categories
that are important for industrial and export expansion. These must be
relieved through expanded vocational training in both the public and private
sectors.

29. Because of the exceedingly large external debt burden already faced
by Morocco in relation to GDP, Morocco's ability to shoulder much more debt
during the adjustment period is severely limited, particularly debt on
commercial terms. Serious consideration must be given to re-negotiating the
repayment terms and to obtaining more favorable terms on any new debt. As a

5/ Some inefficient enterprises (including public enterprises) may have to be
liquidated. Any losses from such failures are less costly to the economy
than the continued protection of inefficiency, and a program to deal with
liquidation or privatization in those cases is needed.
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lower middle income country, Morocco should qualify for more official lendingon more concessional terms. Morocco's constrained public investment programwill allow few new projects over the next several years, which limits its
capacity to absorb additional project aid, so a significant portion of futurecapital inflows will have to be independent of new projects starts.

IV. SCENARIO FOR HIGHER GROWTH ADJUSTMENT:

30. If the objectives stated in Section II are to be realized, then thereturn to current account balance must be spread over a longer time period.This would allow the pace of current account adjustment to be consistent withthe rate of structural change and policy reform that the economy can absorbwhile raising investment by enough to achieve higher growth of exports anddomestic production. An alternative scenario has been developed which
outlines a feasible adjustment path along these lines. It will require moresupport from Morocco's official and private creditors and would be justified
by a stronger program of reform. It would result in a stronger and morecreditworthy economy in the 1990s. Such a high case scenario is described
below, the policies and actions necesary in the following sections, and thenthe financing requirements.

31. In contract to the base case, GDP would grow at 3.8% p.a. through
1990 (1% per capita) and 5% p.a. (2-3% per capita) thereafter in the highergrowth scenario. Investment would be higher in 1990 at about 16% of GDP andabout the same level in 1995. Exports would grow faster at 7.6% p.a.
(compared to 5.6% p.a. in the base case), and there would be more importcapacity to support a larger investment program and faster growth of GDP thanin the base case. Currently manufactured exports account for 20.0% of totalexports, up from 16.0% in 1980. They would expand to about 22% by 1990 and26% by 1995. The marginal savings rate would be about 40% for the rest of thedecade, which is as high as Moroco has been able to sustain in the past. Thiswould lead to an increase in savings, particularly Government saving. Grossdomestic savings rises from 9.6% of GDP in 1985 to 15% in 1990 and 19% in1995. There is a significant shift in the composition of savings and
investment, with the private sector generating 12% of GDP in saving andinvesting 11% in 1990. The Government contribution to savings and investment
become 3% and 5% of GDP respectively. Achieving the growth target will alsorequire a substantial improvement in productivity. This will be achieved
through better use of existing excess capacity, greater reliance on the
private sector, greater exposure of the economy to external competition, andrapid reduction of administrative constraints internally.

32. In the adjustment with growth case, current account balance isachieved in about 1991 and surpluses can be generated thereafter. Reachingequilibrium later will require more capital inflows during the adjustment
period and further rescheduling. About $1.5 billion of additional capitalinflows over the next five years," and a roughly equivalent amount of
rescheduling. Possible means of financing are discussed in Section VIII

6/ The oil price decline might reduce this by up to $500 million depending
on its duration and amount.
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below. An extended adjustment period would permit a more balanced adjustmentprocess to occur with significantly greater chance of lasting success, morefundamental structural reform, and more robust creditworthiness in thefuture. This case will require stringent and far reaching policy reforms anddynamic action programs over the next several years, most critically promptand effective action to improve public resource mobilization and constrainexpenditures as detailed below. In contrast, the more abrupt return tocurrent account balance at lower rates of growth implied in the base caseabove carries a much higher risk of failure, greater chances of default,prospects for prolonged economic disruption, and possibly political
repercussions.

33. Because of the shortfalls in reducing the current account deficit in1985, 1986 will be a difficult year. If the windfall from the oil pricedecline were captured by the government as suggested above, the adjustmentrequired for 1986 could be achieved, and some additional inflow can start theeconomy on the higher growth path. Without full capture of the windfall,further austerity measures will be required in the future, and the higher rateof recovery would again be put into question.

V. POLICIES, INSTITUTIONS, AND PRIORITIES

34. The government has already begun to introduce reforms for industryand trade policy, the agricultural sector, the educational sector, and publicenterprises. Actions are also underway to improve public sector resourcemobilization, the selection of public investments, and the monitoring ofexpenditures. The Bank and Fund have worked with the government in refiningthese reform programs and are supporting them with sectoral adjustment loansand a Standby. In order to justify the additional resources that would beneeded to support the higher growth scenario, reinforced policy andinstitutional reforms will have to be undertaken and strict priorities set onpolicy implementation and expenditure allocation.

35. The Government should give highest priority to fiscal sector reform,particularly increasing public saving. The government has just passed a majorfiscal reform measures introducing a Value Added Tax (to be implemented inApril 1986). However, further reforms of the tax system are needed toincrease substantially the share of direct taxes in revenue generation (by tenpercentage points), increase tax bases, reduce the scope and variety ofrevenue expenditures (tax exonerations, exemptions, credits, etc.), and reducethe dependence on trade taxes for revenue purposes in order to support thetrade liberalization and export promotion policies. Public enterprise tariffstructures will have to be adjusted to eliminate their dependence on budgettransfers and to generate some surpluses to remit to the government. Such afiscal reform will have to be supplemented by continued efforts to control andrationalize expenditures, including reduction or removal of subsidies topublic enterprises, agricultural inputs, energy, and foodstuffs (attendant onthe implementation of a food security program); greater efficiency of socialexpenditures, particularly in the education and health sectors; and greatercontrol over the wage bill of the Government, which should not be allowed togrow in real terms through the adjustment period. In addition, paymentarrears will have to be eliminated and measures instituted to prevent their
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NOROCCO: HIGH GROWTH SCENARIO

(Ave. Sr. Rates at '80 DH Prices) Z Share of GDP
Nati counts 1985-1990 1990-1995 1985 1990 1995

GOP 4.6 5.6 100.0% 100.0% 100.0%
Agriculture 2.5 3.3 15.0% 14.7. 13.5!
Industry 6.6 7.7 30.6% 30.11 31.2%
Services 3.9 4.8 54.41 55.2% 55.37

Consumption 3.7 4.6 87.8% 83.9% 79.5.
Inyestment 3.7 9.4 17.3! 16.3% 19.4%
Exports (Goods & NFS) 7.6 6.8 19.4% 23.2% 25.37
Imports (goods & NFS) 3.6 6.0 24.5% 23.4% 24.2%

(In Nillions of US Dollars)
Balance of Payments 1985 1986 1987 1988 1989 1990 1991 1992 1993 1995

Current Account Balance -989 -648 -620 -439 -280 30 63 93 214 297

Debt Service Ratio () 30.1 35.7 33.5 36.1 34.5 36.1 39.9 34.7 31.6 24.6
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recurrence. Increasing government savings will ease the constraint ongovernment investment, reduce its borrowing requirements, and help the economygenerate the savings and trade surpluses that will be required to reduceexternal debt to a sustainable level.

36. The success of the adjustment with growth program is intimately
linked to reforms in industry-and-trade olicy, exchange rate policies, andthe incentive structure. In order to reduce the structural imbalance oninternational accounts, the bias against exports in the economy must befurther reduced by maintaining a flexible exchange rate policy, byintensifying efforts to liberalize the trade regime, by lowering customsduties, by rationalizing the tariff structure to reducing dispersion, and byrapidly eliminating all quantitative restrictions. Export promotion measuresto increase the efficiency of the customs regime, streamline administrative
procedures, abolish export taxes, and improve prospects for agricultural
exports by dismantling distribution and export monopolies and intensifyingmarketing efforts should be expeditiously implemented. Morocco's competitive
stance and productive efficiency can also be enhanced by eliminating pricecontrols and improving producer price policy in agriculture. Persistent
implementation of these policies in tandem with active exchange rate policy isnecessary to achieve a the total export growth needed to support the highergrowth scenario. Some subsectors of manufactured exports have already reachedvolume growth rates in excess of 20% p.a. despite a mediocre world economy,so further acceleration is possible, as Morocco is still a small player inmost export markets.

37. The Government has recognized the need to redefine its role in theeconomy by actively supporting a program of public enterprise reform. TheGovernment is identifying those public service activities which are properlythe domain of the State, and ensuring that the necessary financing isavailable for them, primarily through their own revenues except where they areperforming a non-commercial public service or where legitimate capitalincreases are needed. Subsequently, a strategy for the overall restructuringof the public enterprise sector must be formulated, including such options asprivatization and liquidation of holdings. The institutional control ofGovernment over the public enterprises should also be rationalized byenhancing the managerial autonomy of the enterprises and improving monitoring,planning and internal audits to increase the flow of information to thegovernment and reduce external controls by the administration.

38. The need to achieve a minimum acceptable level of growth over thenext few years will require concerted efforts to improve the allocation andefficiency of public investment expenditures. Multi-year programs will haveto be formulated in function of realistic assessments of available budgetary

7/ Despite the recent expansion of the common Market, Morocco has managed topreserve its current level of access for 7 to 10 years, and recent studieshave shown that that potential has not been fully exploited.
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resources, sectoral objectives, employment, and export needs. Core investmentprojects should be selected and evaluated on the basis of criteria used in therecent investment reviews (e.g. binding supply constraints, economic returns,lead-time to realize project benefits). Once identified, the government mustassure sufficient rsources are available for their timely implementation.Large infrastructure projects with high import content should be de-emphasizedin favor of maintaining and/or expanding where necessary existing
investments. The ability of the Government to plan, implement, monitor, andevaluate public investment programs must be strengthened. These reforms willassure the most effective use of government investment resources and providemaximum infrastructure support for the growing private and export orientedeconomy.

39. The ongoing agricultural sector reform will achieve two majorobjectives. First it will remove a number of institutional and financialbottlenecks to increased production and exports. Higher production willreduce the need for food imports and produce greater surpluses for expandingagricultural exports. Removal of the government controls on processed foodexports through the OCE has already permitted a rapid expansion in thoseexports, and similar results are expected when fresh fruit and vegetableexports are liberalized. Second, it will raise incomes for a large portion ofthe rural population which cultivates cereals in rainfed conditions. Theseare among the poorest segments of the society. Increasing rural incomes andemployment will slow the rapid migration to the cities that is placing growingpressure on urban facilities and demanding expensive extensions ofinfrastructure.

40. Finally the ongoing programs in Education and Human resource sectorare important for the sustainability of the adjustment program. The impactsof expanded primary and secondary education and of health and family planningprograms will be felt over a longer time span. In the medium term, theseprograms will improve the productivity of the workforce, which will enhanceeconomic efficiency. The vocational training program will have the mostimmediate impact by helping lift bottlenecks of skilled workers and therebyhelping the export expansion program and thus contributing to growth.

41. Since the stabilization program will lead to the reduction of anumber of consumer subsidies, primarily on food, and raise a number of otherprices of basic goods, it will have an adverse impact on the standard ofliving of the poorest. To offset these losses, alternate programs ofnutrition and income maintenance will have to be designed to target thepoorest groups. These can be achieved at a considerably lower cost than thecurrent subsidy program . In the longer term, more growth and exportswill provide more employment opportunities and reduce the need for the supportprograms.

8/ We have estimated that only 15% of current food subsidies reach the poortarget groups. An adequate targeted nutrition program would cost lessthan 500 MDh compared to 2800 Mflh for food subsidies in 1985.
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VI. ACTION PROGRAM 1986-87

42. The government has already outlined specific 1986 and 1987 actionprograms consistent with the adjustment program presented to the ConsultativeGroup. In order to achieve the objectives of the higher growth strategy andto mobilize needed additional external financing, some additional measureswill have to be introduced, as described below, and additional externalresources mobilized.

43. In the area of resource mobilization, the current efforts to improverevenue collection, raise public enterprise tariffs, restrain public
expenditures, and improve financial intermediation will have to be extended.The 1986-87 action program already includes (a) introduction of a fiscalreform replacing sales taxes with a Value Added Tax and other measures, (b)about 30% further consumer subsidy reductions, (c) 10-20% increases in PublicEnterprise tariffs, (d) reduction and eliminatation of Government and public
enterprise arrears, (e) increased user charges for water in irrigatedperimeters, (f) 35% reduction in fertilizer subsidies, (g) elimination of some
interest rate rebates, (h) introduction of improvements in planning and
budgeting procedures to improve public investment project selection, (i)revision of interest rates to assure they remain positive in real terms, and(j) extension of access to the bond market to public enterprises. This set of
measures should be sufficient to eliminate the government's current budget
deficit in 1986 and 1987.

44. However given the need to generate enough resources for the coreinvestment program and for maintaining essential activities and given thecontinued paucity of resources, more efforts in resource mobilization arerequired and additional measures should be implemented. These include, (a)reform of the direct tax structure to increase its contribution to revenues(now about 20%) (immediate measure should include an increase in the PSNue
enlarging of the existing tax bases, increases in zero and low tariffs and anincrease in VAT rates of 1 percentage point); (b) faster elimination of theconsumer subsidies, (c) elimination of agricultural subsidies (by 1989), (d)limiting of growth of the government wage bill to zero in real terms, and (e)capturing the gains from falling oil prices in government revenues.

45. In the area of rouction n erm the actions taken
to lover tariffs, decontrol prices, liberalize imports, introduce flexible
exchange rate policies, and facilitate production for export will have to bestrengthened and extended. Measures already in the 1986-87 action programinclude (a) reducing the maximum tariff to 45% and the SIT to 5%, (b)
liberalizing most of the remaining controls on imports, (c) extending someexport promotion measures to indirect exporters, (d) eliminating more price
controls as domestic monopolies are countered by liberalized imports, (e)
improving allocation of agricultural inputs and beginning rationalization ofthe sugar sector, (f) raising agricultural procurement prices by 30% andimproving procurement procedures, and (g) continuing an active exchange rate
policy to assure a constant real effective exchange rate.

9/ National Solidarity Levy, which has a wider base than current income taxes.
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46. However, some additional measures should be introduced to secure the
more rapid growth envisaged in the adjustment with growth scenario. This
includes (a) consolidation of the various levies imposed on imports into a
single duty, supplemented by the VAT as appropriate; (b) further harmonization
of the tariff structure toward the objective of total 25% nominal rate for all
taxes imposed on imports, including the increase of some zero or low tariff
rates (this would improve resource mobilization as well); (c) modest real
effective devaluation to further increase the competitiveness of Moroccan
exports; (d) reduction of internal restraints on trade and transport such as
licensing and "fair trade" practices; (e) elimination of administered fees and
rates in the financial sector; (f) rationalization of price structures in
agriculture to encourage efficient production, and (g) reorientation of public
investments to support directly productive activities in agriculture and
export industries. These measures should be sufficient to assure the
competitiveness of Moroccan exports over the next couple of years on the basis
of the response to the first round of these measures implemented in 1984-85.

47. The government has already begun to improve public sector management
and administrative efficiency through a series of ad hoc reforms of public
enterprise problems, improvements in some commercial procedures, more open
foreign investment codes, elimination of some export monopolies (OCE for
processed foods), divestiture of some public enterprises in fishing and
tourism, and reorganization of other public enterprises to increase
efficiency. The action program for 1986-87 includes (a) introduction of new
planning and budgeting processes to assure the economic viability of projects
prior to their inclusion in the Budget and Plan; (b) initiation of a 2 year
program to eliminate arrears from the government to PE's, and from both to the
private sector, through cross cancelling of offsetting debts (bilaterally and
multilaterally) and repayment of remaining arrears with funds from grants,
bond issue, and other source funds; (c) application of policies to prevent
recurrence of arrears, such as cutting service to delinquent agencies; (d)
streamlining supervision of public enterprises with greater delegation of
responsibility to the public enterprises themselves and elimination of prior
financial controls; (e) introduction of improved management tools in selected
public enterprises (e.g. standard accounting and audits, MIS, etc); (f)
elimination of the monopoly of OCE in exports of fresh fruits and
vegetables;(g) restructuring of key public enterprises; (h) implementation of
measures to streamline port transit time; (i) further privatization of
commercial public enterprises; and (j) transfer of agricultural procurement to
private sector.

48. These measures will improve the efficiency of the public sector and
reduce the weight of the government on economic activity. Many of the
measures cited above will be applied to the most important PE's initially and
subsequently extended to others. However, close attention will have to be
paid to assure that the dependence of public enterprises on the public budget
is reduced and that opportunities for divestiture are exploited. The arrears
reduction program will also have to be followed closely and strengthened if
current actions to limit the growth of arrears by the government are not
effective.
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49. The.government's program to institute reforms in human resource
development has also begun with the announcement of the educational reform
program beginning in fall 1985 and the changes being introduced to provide
decentralized health care. The action program for 1986-87 includes (a) a
major shift toward basic education (particularly in rural areas and for
females) with a target of extension of basic education from 58% to 95% of
primary age children by 1995; (b) restructuring of secondary and higher
education to place more emphasis on vocational training; (c) restricting entry
into free public university education, so that enrollment growth rates decline
from 6.9% in 1984/85 to 0.3% in 1995/96, and the introduction of registration
fees; (d) creation of specialized training courses and certificates for high
priority areas, e.g. accountants; (e) increasing teacher hours; (f) increasing
provision of rural health centers and family planning programs; and (g)
institution of food security measures through Promotion Nationale, Entreaide
Nationale and other programs.

50. As discussed above, these measures will only have their effects over
a longer period of time, but action is essential from now in order to begin
providing the training and health support needed to transform the labor force
as needed by the evolving economy. Additional measures that need to be
undertaken by the government in the near term include (a) establishment of a
coherent manpower plan to guide the reforms in higher education and vocational
training; (b) implementation of specific measures to assure food security; and
(c) extension of rural health and family planning services nationwide.

51. This is an ambitious action plan for the government. The government
will have to demonstrate its commitment to this action plan to justify the
continuation of high levels of external assistance and their possible
increase. A considerable amount of technical assistance will also be
required. A major constraint will remain in the implementation capacity of
the government to enact and monitor the proposed reforms. This will affect
primarily the speed with which the policies can be implemented.

VII. STABILIZATION AND THE ROLE OF THE IMF

52. The Moroccan government has negotiated a Stand-by arrangement in
September 1985 with the IMF to support a stabilization program through early
1987. The details of the 1986 program have not yet been fully elaborated, but
it is essential that a program be agreed which provides necessary macro
economic stabilization to permit the adjustment policies to work, without
being so stringent as to stifle development. Current estimates of capital
availability for 1986 and 1987, and the initial IMF target of reaching current
account equilibrium in 1988 will require substantial further demand management
in the next two years. By 1988, the current account deficit will have to be
reduced by 8% of GDP. The proposed program now calls for eliminating the
Government budget deficit over a longer period until 1991, but it would also
have to be reduced by at least 8% of GDP including repayment of about 5
billion (3.5% of GDP) in government arrears. It is not clear how this
differential rate of adjustment can be managed in light of the trade
liberalization that is also going on. The final program remains to be agreed
with the Moroccans.
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53. These constraints lead the IMF to propose a decline in the overall
budget deficit to around 6.8% on a cash basis (3.1% on a payments order basis)
of GDP in 1986 before debt relief, and a current account deficit of about 4%
of GDP. The overall growth of the money stock and bank credit to the
Government will be libited accordingly. Given that export potential is
relatively fixed in the short term, this implies imports will have to register
no growth in the next two years and the marginal savings rate will have to
rise to 75% from 1985 to 1987 as domestic savings rise from 12.8% of GDP to
16.2%. Public investment would be reduced to or below a critical level,
private activity would be constrained especially given the implied transfer of
private saving to the government of 1-2% of GDP. Growth would be slowed to at
or below population growth to meet the stabilization targets. This adjustment
is more severe than that of the base scenario presented in Section IV, and
suffers a fortiori from the dilemma posed by that rate of adjustment. It is
unlikely that the IMF's projected 3% p.a. growth rate can be sustained in
these circumstances, and per capita consumption will certainly fall, casting
severe doubt on the medium term feasibility of the stabilization program
unless modifications are made after 1986. The recent oil price decline and
resulting terms of trade gain may allow the IMF program to proceed without
such severe consequence in 1986, provided the government can capture the
benefits to increase savings and investment. But thereafter, to avoid
extended stabilization dominated crisis management, the rate of adjustment
must be determined in the context of a feasible medium term framework.

VIII. FINANCING REQUIREMENTS

54. The base case assumed net capital inflow requirements of $1.3 billion
through 1991 (including $400 million of reserve build up) and $3.2 billion of
rescheduling in 1986-88. Much larger gross capital inflows would be needed to
repay debt thereafter. Interest payments average $1 billion per year in
1988-91 and amortization nearly $2 billion per year in that period. Specific
sources of those flows have not been identified, but will presumably come from
commercial sources. The financing requirements for the higher growth with
adjustment scenario are further rescheduling of about $1.5 billion in 1988-90
and net additional inflows of about $1.5 billion through 199110/. This is
not all additional to the base scenario as described by the Government or the
IMF. Both those scenarios had financing gaps of about $500 million per year
in 1989-91 in excess of identified inflows. So the net additional financing
requirement of the higher case is about $1.5 billion. The mix of net inflows
and rescheduling is necessary to relieve the very large debt repayment burden
faced by Morocco and also to provide financing for current account deficits
for the rest of the decade. Assuming that the Moroccan government can sustain
the stabilization and adjustment programs described above, then the official
donors, international institutions, and commercial banks will have to reach a
concensus on sharing the burden and the risk of supporting the government's
efforts. In view of the large debt burden and its composition, additional aid
will have to be as concessional as possible and care will have to be exercised
in constructing the package to assure that it leaves Morocco with a reasonable
profile of debt payments in the future.

10/ This may be reduced by $500 million as a result of the oil price
decline.
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55. Most of the additional rescheduling will have to come through the
Paris Club, as the majority of unrescheduled maturities falling due in that
period are from the bilateral donors. However, rescheduling of rescheduled
commercial debt cannot be excluded, although some form of roll over would be
preferable. Paris club rescheduling will reduce the exposure of commercial
banks to the extent that guaranteed export credits are assumed by the
guaranteeing governments. Rescheduling terms will have to be softer than in
the past, at least 12 years maturity with 5 years grace. The further
rescheduling will relieve the economy of repayment obligations, but will not
contribute to financing the current account deficits and reserve build up
until 1991. For that, net new inflows of about $300 million per year will be
needed through 1991.

56. Overall, equity would suggest that none of the major participants
should withdraw funds until the crisis is past, and each should contribute as
appropriate to the additional funding needs. Unless new commitments are made,
the IMF will be withdrawing resources from Morocco at the rate of $100-200
million per year for the rest of the decade, even if the current Stand-by is
fully disbursed. At a time when the World Bank, other IFI's, and the
commercial Banks are expected to increase their exposure and bilateral donors
are extending their reschedulings, it is essential that the IMF's position be
reviewed to establish an appropriate financial, as well as monitoring, role in
relation to the medium term macro economic recovery program. After 1986, the
IMF exposure should remain constant at about $900 million until 1990, down
from its current level of about $1.1 billion. The multilateral institutions
have already increased their programs in Morocco. World Bank commitments have
nearly doubled from an annual average in FY81-83 of $260 million to $408
million in FY86'", and net disbursements increased from an average of $100
million per year in FY81-83 to $212 million in 1985. The increased use of
fast disbursing policy lending has raised the net inflow substantially.
Provided the government's commitment to the adjustment process remains
ongoing, the Bank will continue to lend about $450 million per year in the
context of a concerted program supporting reinforced adjustment efforts. If
policy reform is not sustained, however, then there would follow a
significant impairment of the economy's creditworthiness and a reduction of
World Bank lending would become inevitable. Official bilateral donors should
provide the bulk of the additional rescheduling in 1989-91 on more favorable
terms. Additional net new inflows of about $100 million per year on
concessional terms should also be forthcoming. The concessional aid is vital
in view of the level of debt in Morocco and its low per capita income level.
This increased flow will not likely become available immediately due to the
time it takes for decisions to be made. Therefore, in the short term, the
bulk of the additional financing will have to come from commercial banks,
initially about $ 30 0 1'2 million in 1986, and declining amounts thereafter as

ODA increases.

11/ Including the second Industry and Trade policy loan actually passed in
July 1985.

12/ Or lower, depending on the effect of the oil price decline.
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57. In the high growth scenario, total MLT debt outstanding will rise
from $11.1 billion at end CY1985 to $14.2 billion in 1990 and decline to $13.6
billion in 1995, compared to $14.1 billlon and $11.4 billion respectively in
the base scenario. The debt service ratio would fall to 36% in 1990 (40%
before rescheduling) and 25% in 1995 in the high scenario, compared to 39% and
21% respectively in the base. Interest service ratios would also decline to
13% in 1990 and 6% in 1995 in the high alternative, and MLT debt would fall to
74% of GDP in 1990 and 43% in 1995. Not only would this be a more sustainable
debt profile, but it would also be consistent with sustained growth. The
specific figures would vary depending on the composition of the new inflows
and terms of the rescheduling and new inflows.

58. In the base case, assuming the government were able to carry out the
basic adjustment package and adjust rapidly, total debt outstanding would rise
from $11 billion in 1985 to $14.2 billion in 1990 and decline thereafter. The
World Bank share would rise from 10% to 16% of debt outstanding and disbursed
by 1990, and the Bank would have financed $1.2 billion of the $2.0 billion of
debt increase. Commercial bank would have financed $1.5 billion increase in
debt 1 3/ while the IMF would reduce its exposure by about $0.9 billion. By
1995, the World Bank share would rise to 23% of a by then lower debt
outstanding, and net World Bank exposure would increase by another $200
million. Other official and private exposure would decline in absolute
terms. In the higher growth scenario, total debt would increase to
$14.2 billion in 1990 and then decline to $13.6 in 1995. In this case, the
World Bank would fund about one third of the increase to 1990, official
sources and banks would fund the rest, and the IMF exposure would decline only
to $900 million. The Bank's share by 1995 would rise to 20%. The absolute
volume of other exposures would drop by 1995, as some rescheduled debt would
be repaid but by less than in the base case. The debt burden then would
represent about 43% of GDP and the debt service ratio would be 25%, a
sustainable level.

IX. POTENTIAL DIFFICULTIES AND RISKS IN IMPLEMENTING THE REFORMS

59. No adjustment program carried out over a number of years is without
serious risks. There is as yet no full agreement with (or consensus within)
the government on key measures, including those to raise public saving. And
even when that is obtained, there is very little buffer in the program. Any
serious deterioration in the external environment or setback on policy reform
would adversely affect the recovery. Further short-term adjustments and
constraint would be required, as the economy simply cannot afford more debt
than assumed, except on highly concessional terms. But any significant
additional austerity might exceed the limits of domestic political
acceptability and erode support for the medium-term reform program, so
continued monitoring and review will be necessary. Even without adverse
external developments, vested interests backing political opposition to
adjustment policies may succeed in slowing or reversing parts or all of the
program. If serious enough, this might lead to a reduction of capital
inflows, which could further weaken the adjustment. The opposition, however,

13/ Assuming they financed the gaps identified in 1988-90.
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does not have a viable economic alternative, particularly if large capital
inflows are not available, and a considerable economic crisis could result
from a rejection of the adjustment program. Fortunately, the commitment of
the Government and its stability give reason to believe that the opposition
can be contained. Ultimately, once the King senses a danger to the economy
from a loss of international support, he would act to give more support to the
adjustment program. Some delays in implementation of some policies and
measures are likely, and the program should make allowances for such
possibilities.

60. As is widely known, Morocco has been engaged in a military action in
the Western Sahara to retain territories claimed for historical reasons.
Without commitment to any viewpoint, it is clear that the action is highly
political, and a precipitously unfavorable outcome would be a fundamental
political blow to the stability of the regime and through that, probably to
the prospects for coherent economic policy in the short term. Therefore, a
major reduction or outright cessation of expenditures on military activities
or supporting economic infrastructure in the Sahara is not considered an
acceptable policy option by the Government. Unfortunately, those expenditures
are a major weight on the Government budget and have seriously aggravated
resource mobilization problems. The government should make a commensurate
effort to generate sufficient additional revenues to pay the added cost of
these activities. Any recovery program would also have to take the
expenditures in the Sahara into account and be assured that they are held
under control.

X. MONITORING

61. Monitoring of the stabilization and adjustment program will require
continued supervision by the IMF and Bank. This work will have to be shared
in function of the respective programs, with appropriate sensitivity to the
interests of each institution. Monitoring should focus on the implementation
of the action programs in the various areas and on reviewing the investment
program and plan execution. Such monitoring is carried on frequently for our
sector adjustment loans and by the IMF for its Stand by. This monitoring can
be strengthened if needs be. Results would also have to be monitored to be
sure that policies are having their desired impacts. Where this is not the
case, analysis would have to determine whether there were other mitigating
factors, or whether the intended policies were not as effective as supposed.
In the latter case, other policies would have to be defined and agreed with
the Government. This may delay achieving some objectives, and provisions will
have to be made either to adjust targets, or identify additional resources.
Because of the continued involvement of the Paris and London Clubs, they also
would have to be apprised of the results of the supervision, and would have to
concur in the results to continue their rescheduling and new financing
operations.
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62. To the extent additional funds are provided from commercial sources,
it is likely that they would seek some additional assurances from the Bank to
support their increased exposure. The Bank could formalize the reporting of
its supervision of policy lending and provide regular reports to the
Government on its progress, which could be used to inform the London and Paris
Clubs on the status of the adjustment programs in Morocco and on progress
toward the medium term objectives. The role of the Consultative Group should
be increased as a forum for review and evaluation of the adjustment program
and as a means of increasing ODA.

JSHILLING/JPORTER:ep(4376B)
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Colmui tmenits 15 16 17 18 20 22 17 15 16 17 18 20 22D isbUrsemen t5 19 18 17 18 19 21 16 19 18 17 18 19Anortizationi -37 -36 -34 -34 -32 -34 -13 -37 -36 -34 -34 32Nut Flow -17 -18 -17 -17 -12 -12 4 17 -18 -17 -17 12 2

Commercial Banks
Comm i t noits 100 92 266 983 1182 1123 198 100 92 266 289 315 343.Dislbursements 35 101 204 986 1159 109 400 335 1')1 2()4 292 292 314Amor t i zat io -1 15 -132 -183 -700 -636 -504 -334 -1 5 -12 -- 109 -- r22 -- 269 -402Net Flows 220 -31 21 286 523 586 66 220 -31 95 3 23 -92

Net Direct Foreign nv

Net Flows 56 62 68 75 62 91 51 56 62 68 75 82 91

Other
Comm 444i tllt t 244 28 C) 57 520 4 121 271 469 677
DiEAbUrsoinentfl 20 4) 28 C4 57 5 o 20 0 121 271 469 677Amortizati i 4 C) (: 0 C: 4) 0 4 9 -i5
Net Flows 20 0 28 0 57 5 4) 20 0 121 267 477 662

TOTAL NET FLOWS 664 561 451 234 48 -235 345 664 561 751 4:2 421 264

1/ Of which quick disblrsinJ 145 275 225 158 102 52 75 145 291 321 240 168 145



TABLE Cf: MOROCCO - DEBT OUTSTANDING AND DISBURSED BY SOURCE
(!a lillioas of US Dollars)

Z Share of Total

S985 1990 1?95 1?95 1??0 1995

Official (Multilateral & Bilateral)
Base 7548 9454 6634 61.62 59.4! 57.21
High 7548 11832 10746 61.6! 78.3! 77.8Z

Of Rhich:
Morld Bank

Base 1230 2464 2682 10.01 17.3. 23.11
High 1230 2427 2765 10.0! 16.11 20.01

Rescheduled Exp.IBank Credits
Base 369 840 0 3.0! 5.9! 0.0!
High 369 2932 861 3.0! 19.4z 6.21

Private (Supp. Credits, Fin. last.)
Base 3599 5604 4805 29.41 39.41 41.41
High 3599 2373 29?9 29.4Z 15.7!. 21.01

Total NLT (1)
Base 11146 14058 1143? ?!.0! 99.8! ?8.61
High 11146 14205 13644 91.01 94.0! 99.8!

Add:
IMF

Base 1098 165 165 9.0! 1.2! 1.4!
High 1098 900 165 9.0! 6.0! 1.2!

Grand Total
Base 12244 14223 11604 100.01 100.01 100.01
High 12244 15105 13809 100.01 100.0! 100.01

Pour Mesoire: Preferred Creditors
Base 2864 2977 3025 23.4! 20.9! 26.1!
High 2964 4451 4258 23.41 29.5! 30.3z

(1) Includes Gapfil



TABLE C2: XOROCCO - DEBT OUTSTANDING AND DISBURSED BY SOURCE
_ _(i Millions of US Dollars)

HIG SCENARIO Z Share of Total
1985 1990 1995 !985 !?0 1990

Official (Nultilateral & Bilateral) 7548 11832 10746 61.61 78.3% 77.8Z

Concessional 3417 4213 5022 27.91 27.9Z 36.4%

NoD-Concessiosal 2532 2260 20?8 20.7% 15.0% 15.2Z

Morld Bank 1230 2427 2765 10.01 16.1% 20.01

Rescheduled Exp.18aak Credits 36? 2932 861 3.01 19.4Z 6.2Z

Private (Supp. Credits, Fin. Inst.) 3598 2373 2898 29.4Z 15.7 21.01

Total NLT (1) !1146 14205 13644 ?1.01 94.0% 98.8%

Add: INF 1098 900 165 ?.0% 6.0% 1.21

* d Total 12244 15105 13809 100.01 100.0% 100.0!

(1) Includes Gapfil
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RC LICY MATRIX F _VE-YEAR ACTION-ROGA

Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed Timing
1986 87 88 89 90

A Trade & Exchange
Pal i iel

1. Exchange Maintain in agreement Adopted a more flexible foreign
Rate Policy with IMF, a flexible exchange rate policy which has so

exchange rate policy far resulted in a devaluation of
13% since Janury 1984 (real
effective rate) (IMF)

2. Reform of Progressively reduce Reduced the maximum nominal Reducing the maximum tariff to 45%

the System distortions in the tariff rate to 60% and the and the SIT to 5%

of prices and incentives Special Import Tax to 7.5% (ITPA Improving allocation of agricultural

Protection structure to foster I. II) inputs and beginning rationalization

competition, improve Liberalized about 50% of the of the sugar sector (Large Irrigation

the efficiency of imports and nearly all exports Project, ASL)
investment and raise subject to controls (ITPA I, II, Liberalizing most of the remaining * A

labor productivity ASL) controls on imports (ITPA II)
Reduction of total tariff protection
to 25%
Introduction of automatic adjustment * A

of prices in the public secor by
national economic criteria

3. Price Improve resource Eliminated price controls on many Reducing food and agricultural

Liberalizati allocation by goods previously subject to such subsidies another 20-30% and

on eliminating all price controls (ITPA I, II, ASL) implementing a program to eliminate

controls, setting Reduced subsidies to agricultural them entirely before 1990 (IMF, ASL)

prices of public inputs (ASL) Further raising agricultural

utilities and/or Raised agricultural procurement procurement prices and improving

monopolies to reflect prices (ASL) procurement procedures (ASL)

costs of production, Eliminating more price controls as

and liberalizing domestic monopolies are countered by

producer prices in liberalized imports (ITPA II)
agriculture Rationalization of price structures

in agriculture



policy objectives Actions Taken by Government 
Further Measures Recommfended 

Proposed Timing

Area- -PoH~y1986 
87 88 89 90

4. Export increase exports in Facilitated exports through 
Reform of role of OCE in exports of

Promotion order to generate the extended temporary import schemes fresh fruits and vegetables (ITPA II)

foreign exchange and export credit (ITPA I. II) Implementation of measures to

necessary to meet the Created a committee to streamline streamline port transit time by more

needs of the economy foreign trade procedures (ITPA than half (ITPA II)
andservice externaly 1 n tFull automatization of ort clearance

and service external II) fOE poeue
debt obligations, Eliminated export monopoly of OCE procedures

develop new on processed agricultural exports Reduction of internal constraints on

industrial activities (ITPA 1) 
trade and transport such as shipping

and create a Installed a computerized system 
and licensing requirements, "fair

significant source of to monitor trade and speed the 
trade" practices

employment issuance of remaining licenses



Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed TimingArea 1986 87 88 89 90

B. akn
Financial Sector
1. Interest Increase domestic Raised interest rates about 2% Continued monitoring of interest

Rate Policy resource mobilization points to a positive real level rates to assure they are generating

and ensure that the (IMF, ITPA II) sufficient private savings (ITPA II,

cost of capital IMF)
reflects its true Elimination of interest rebates (ITPA * * *

scarcity value 11)
Development of capital and financial * *
markets to facilitate privatization
of larger public enterprises
Extension of access to the Bond * *

market to public entrprises (ITPA II)

2. Selective Reduce distortions in Reducing the role of government in * A

Credit the financial sector setting rates in the financial sector

Policies and and enhance and encouraging greater competition

Sectoral efficiency of from specialized institutions in

Financial financial collecting deposits (ITPA II)

Reform intermediation Elimination of Government
administration of interest rates and
bank fees

3. Financial Develop the workings Begun development of a

Instruments of capital markets functioning money market (ITPA
and improve the II)
allocation of
financial resources

4. Regulatory Further competition Introduced reforms to increase

Policy in the sector by incentives for financial

liberalizing institutions to collect deposits

regulatory framework (ITPA II, IMF)
and rationalizing
government
intervention



Area Policy objectives Actions Taken by Government Further Measures Reconmended 1Pposed T ming9 90

C. public Sector

1. Public Rationalize the Strengthened its tax collection Introduction of a fiscal reform

Finance structure of the effort and raised some new taxes replacing sales tax with Value Added

Government budget and (IMF, ASI) Tax and other measures (IMF)

augment public Reduced overall consumer Further consumer subsidy reductions

savings subsidies by 20-30% (IMF. ITPA and increased Public Enterprise

II) self-financing (IMF, PERL, sector

Raised tariffs for electricity, loans)

water, transport, petroleum Reduction and elimination of

products. convunications etc. Government and public enterprise

(IMF, ITPA I. II, PERL) arrears (PERL, IMF)

Increased irrigation water Reform of the direct tax structure to

charges (ASL) increase its contribution to revenues

Reduced capital subsidies to (now 10%); an interim measure could

Public Enterprises (IMF, ITPA II) be to increase the PSN
Completion of consumer subsidy
elimination program

2. Public Improve the Eliminated past investment budget Further reorganization and

Investment efficiency of overhangs and reevaluated improvement of planning and budgeting

resource utilization remaining projects (Investment (ITPA n)

in the public sector Review) Introduction of more improvements in

by rationalizing Improved project evaluation planning and budgeting procedures and

public investment and capacity (ITPA II, Vocational systematic evaluation of public

increasing their Training. ASL) investment by economic criteria prior

return Elimination of interest rebates to being included in the Plan (ITPA

(ITPA II) 1 1 a

Begun a program to computerize Reduction in bureaucratic delays

investment budget monitoring relating to investment approvals,
particularly for foreign investors

3. Public Raise the performance Established a ministerial Price increases to cover costs in a

Enterprises efficiency of public connittee to reduce number of public enterprises (PERI,

enterprises and inefficiencies in the public ASAL)

ensure adequate enterprises (PERL) Streamlining supervision of public

enterprise autonomy Begun clarification and enterprises with greater delegation

by limiting the rationalization of agricultural of responsibility to the public

extent of Government offices and transfer to private enterprises themselves (PERL)

intervention in sector of comnercial activities Introduction of improved management

productive sectors of (ASL) tools in public enterprises (e.g.

the economy Begun creation of autonomous standard accounting and audits, MIS,

market oriented enterprises to etc) (PERL, ASL)

replace Government agencies in Development of restructuring

telecommunications and ports financial mechanism for industries

(Telecom.I, Ports I) affected by liberalization or export

Rationalized agricultural promotion measures (ITPA II, export

research, extension and promotion)

procurement (ASL) Restructuring of key public
enterprises



Tak b Government Further Measures Recommended Proposed Timing

Area Policy objectives Actions en y 1986 87 88 89 90

Further privatization of commercial

public enterprises (PERL)
Continued reform of agricultural
offices (ASI)
Transfer of agricultural procurement

to private sector (ASL)
Reform of structure of Regies to
increase efficiency
Reformulation of Public Enterprise
objectives and changes in government
control systems to promote efficient
management and divestiture of some

enterprises
Reform of controls on domestic
transport and elimination of ONT

monopoly



Area Policy objectives Actions Taken by Government Further Measures Reconmmended Proposed Timing

AreaPolcy ojecivesActonsTake byGoverimtit1986 87 88 89 90

D. Human. RsourcE-
DeveloDMent

i. Education Increase the Instituted a major shift toward Extension of basic education from 65%

and efficiency of the basic education (particularly in to 95% of primary age children (ESL)

Vocational education sector rural areas and for females) and Further restructuring of secondary .

Training toward vocational training and at and higher education to place more

the secondary level to reduce the emphasis on vocational training and

output of traditional education, reduce the growth of unversity

which was producing too many enrollment (ESL)

unemployed graduates (Voc. Implementation of rural health

Training) services in selected provinces

Restricted entry into free public (Health I)
university education to Creation of specialized training

correspond to needs and resources courses and certificates for high

(ESL) priority areas, e.g. accountants

Increased teacher hours (ESL) (PERL)

Increase training of government Completion of educational sector

officers in project evaluation reform

(Voc. Training) Establishment of a coherent manpower
plan to guide the reforms in higher
education and vocational training

2. Health and Improve access of Increased provision of rural Implementation of universal food

Nutrition rural and lower health centers and family security program as subsidies are

income groups to planning programs (Health I) phased out (IMF, WB)

health care
facilities

Enhance national food Instituted food security measures Extension of rural health services

security through Promotion Nationale and including family health and

Education Nationale and other preventive care nationwide

programs
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ANNEX III

SECTOR POLICIES

1. This section identifies the major sectoral features that are
necessary for policy reform to resume and sustain medium-term growth in
Morocco. The purpose of the policy framework is to identify factors that have
constrained growth, define policy objectives to eliminate such constraints and
recommend specific policy changes.

2. There are two principal constraints for the resumption of sustained
growth in Morocco: (a) the underlying distortions in the economy, and; (b)
the inefficiencies in the operation of the public sector. Elimination of
these constraints requires improving the incentives' system necessary for a
more intensive use of resources to increase production and exports, and
undertaking a series of actions to improve the efficiency of the public
sector. Carrying out these tasks will require removal of price distortions
and liberalization in the trade regime, sectoral productivity improvement,
mobilizing more domestic resources and an overall improvement in the machinery
of government, notably, sound public investment screening mechanisms, and
requiring public enterprises to operate like commercial entities.

3. The section below will thus deal jointly with a definition of the
issues and needed reform in the public enterprises, and, subsequently, discuss
policy objectives and recommendations for each principal sector --
agriculture, industry, energy, transport, telecommunications water supply,
urban, population, health and nutrition, and education.

Public Enterprises (PEs)

4. Backgrounu: The Government is full, or part-owner, of nearly 600 PEs
in Morocco. Activities of the PEs span all aspects of economic activity.
Organizations range in type from those that provide public services
essentially through extensions of Government departments (e.g. Regional
Agricultural Development Agencies or ORIMAVAS); the typology includes
enterprises which produce public goods and services in a fully protected
environment (e.g. the public utilities), and commercial enterprises with no
public service obligations, which compete domestically and internationally,
and finally, holding companies through which public participations are
effected (e.g. BRPM)

5. The PE sector has grown rapidly in Morocco and its enterprises
performed an important role in the economy in that, after independence, while
the private sector was developing, public sector institutions were the main
vehicles for the promotion of economic development. Initially PE investments
were financed by a combination of borrowing, retained earnings and Government
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transfers. In the early 1980s, the low domestic saving ratio (brought about
by low interest rates) decreased the availability of commercial financing for
PEs, and budge-tary transfers became more important as a source of financing.
After 1983, Morocco's declining creditworthiness, coupled with fiscal
restraint under successful IMF programs, caused the Government to delay budget
subventions to PEs, as well as payments for PE outputs. The result was a
sharp build-up in arrears to PEs. Liquidity problems in these PEs caused
them, in turn, to delay payments to other PEs and to the private sector. The
arrears rapidly built up, reaching over DH 6 billion in 1984, or nearly 20% of
the total Moroccan budget for that year-L'. These arrears have complicated
macroeconomic management and accentuated the need for a close examination of
all Government decisions relating to PEs. Many Moroccan PEs, while
financially exposed on account of the arrears problems, are technically
strong, and would be able to develop and grow independently of State support
if permitted to do so. But they face common inter-related problems such as:
(i) Ministers chair Board of Directors which tends to politicize
decision-making in all aspects of resource deployment and use; - including
investment decision-making and input and output pricing - with consequential
adverse impact on financial performance and greater dependence on state
resources; (ii) the lack of accounting and management information systems
makes it difficult to assess the costs of enterprise activity and to judge the
impact of decisions within a PE and on the economy at large; (iii) lack of
freedom to set enterprise administrative policy adversely affects management's
capacity to deploy its own resources and has deleterious effects on staff and
worker morale and productivity.

6. The sector contributes about 20% to value added in the economy. Oi
the other hand, PEs as a group are net recipients of Government funds.
Budgetary flows to PEs have been as high as DH 3.2 billion in some years.
Budgetary transfers accounted for over 43% of PE financing in 1981 and 46% in
1982. The direct subsidy element of PE financing rose from 25% in 1973-77 to
39% in 1982. Net budget transfers have constituted 12% of the overall budget
deficit over the past five years. In recognition that this drain on the
economy could not persist, the Government conducted an exhaustive survey (the
Jouahri Report, 1979-82) of the problems facing PEs. There were several
outcomes of this exercise. An Interministerial Committee under the Prime
Minister was constitutesi which, together with a Committee de Vigilance
established under the Ministry of Equipment, would recommend improvements in
PE management and operations and monitor the arrears situation. In six
sectors 142 measures were proposed and adopted. These measure were ad hoc in
nature and did not resolve PE's problems. Subsequently, the Government
realized that an overall framework and strategy were needed for PE reform --
specifically to resolve the arrears' question and what type of measures are
needed to rationalize the sector so as to ensure that the arrears do not
re-emerge.

1/ By way of comparison, Morocco's capital budget in 1984 was
DH 7 billion.
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7. Policy Recommendations: The overall objectives in the PE sector are
to help establish an environment conducive to the development of efficient,
self-sustaining enterprises so as to decrease their dependence on public
finance. A dual approach of introducing general reform in conjunction with
restructuring actions in specific enterprises is necessitated by long-standing
Government interventions in both PE policy-making and enterprise management,
which have adversely affected the efficiency of key enterprises operative in
important economic sectors. In view of the complexity of the sector,
accentuated somewhat by limited Government administrative capacity,
selectivity will be needed in the choice both of policy issues to be addressed
and enterprises to be restructured. Selectivity will be based, inter-alia, on
the enterprises' contribution to value added, the arrears' situation, its
dependence on the budget, and its willingness to accept reforms.

8. Policy and institutional changes will be needed in both Government
departments and PEs to evolve a satisfactory balance between the need for
improved supervisory controls by Government on the one hand, and strong,
professional enterprise management on the other. At the enterprise level,
reforms will consist of introducing revised accounting, information and
management systems, rational investment planning systems and methods. In
specific, identified cases and in the organizations appraised (e.g. ONE, ONCF,
ONEP), organizational physical and financial restructuring programs should be
mplemented. Restructuring programs fo'r each PE would review appropriate
ptions for privatization, liquidation and transfers, so as to raise

resources. The financial autonomy and self-sufficiency of PEs would thus be
promoted, relieving the State of the need to provide budgetary funds for
capital and operating expenditures. Thus, the role of the State vis-a-vis PEs
would be substantially redefined.

Agriculture

9. Background: Agriculture provides 40% of all employment and generates
about one-third of all exports. The decline in the relative importance of
agriculture over the past twenty years - in terms of value added, employment
and exports - has contributed to Morocco's economic difficulties. Domestic
production has failed to keep up with consumption, so that agricultural
imports account for one-quarter of total imports; exports (particularly citrus
fruits, vegetables, canned fish and wine) have been stagnant for more than a
decade. The divergence of domestic consumption and production, and between
imports and exports, combined with stagnation in production could, if
continued, jeopardize Morocco's adjustment effort. It is therefore important
that the Moroccan Government's efforts be directed at reforms aimed at
restructuring the sector.

10. Policy Recommendations: The essence of the agricultural sector
strategy is to ensure that investments are directed towards quick-yielding,
low cost projects. An important start has been made under the First
ricultural Sector Loan, under which the public investment program was recast

o emphasize faster growth in rainfed areas, increased efficiency in irrigated
farming and productivity - all the while minimizing budgetary financing, and
improving cost recovery. An optimal role for the public sector is being
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defined and its interventions rationalized to permit increased emphasis on
policy planning and analysis, and the enhancement of the delivery of key
agricultural services (e.g. research and extension) which must continue to be
provided by the Government. Through investments in the rehabilitation of
irrigation works, the re-organization of the ORMVAs is being effected to
strengthen planning, monitoring and evaluation functions, as well as to
increase the efficiency of field operations. Contract plans will be executed
between the Ministry of Agriculture and the ORMVAs to define these roles.
There are commercial services in agriculture (e.g. credit), which should be
encouraged to be transferred to the private sector to the extent feasible.
The reform program is broad-ranging and a critical element of Morocco's
adjustment effort. In the next phase, reforms in the pricing and incentive
systems in agriculture should be introduced. Past Governments' policies aimed
at promoting agricultural productivity while supplying (mainly urban) communes
with basic foodstuffs at low prices (and insulating both producers and
consumers from fluctuations in world market prices) have resulted in
unsustainable burdens on the budget.

Industry

11. Background: The manufacturing sector will play a predominant role in
the transformation of the Moroccan economy from its orientation to domestic
markets and consequent reliance on import-substituting industrial activity to
an outward orientation more encouraging of exports. The sector as a whole has
contributed to the disequilibrium in the balance of trade, with imports of
intermediate and capital goods growing faster than locally produced import
substitutes.

12. Policy Recommendations: Morocco's adjustment efforts in the trade
and industry sector need to concentrate on policy reforms in tariff protection
and investment incentives, as well as to emphasize export promotion. More
specifically, policy work in the financial, trade and industrial sectors needs
to focus on the following issues; finding a balance between reductions in
quantitative restrictions and tariffs; further reforms in the financial
sector to mobilize resources and increase the efficiency of financial
intermediation; and further liberalization of interest rates and bank
commissions, combined with a larger intervention of the Treasury and other
financial intermediates on both monetary and capital markets. As such, the
implementation of the investment codes reform to eliminate rebates on interest
rates will also be needed. In this context, an assessment should be
undertaken as to what needs to be done to develop long-term financing
investments and capital markets. Trade liberalization policies will
inevitably increase competition from imports, so that many local enterprises
willing to respond to the new trade environment -' will need to improve
efficiency and would require funds for expansion and/or restructuring.

Energy

13. Background: The principal problem facing the energy sector in
Morocco is the country's dependence on imported oil. In 1984, imported oil
accounted for over 85% of gross energy consumption and equalled nearly half of

1/ e.g. in agro-industries, textiles, handicrafts, engineering.
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total export earnings. Although oil exploration is continuing, no major
discoveries have been made in recent years; while it was 'thought in the early
1980s that Morocco's gas reserves could be large, subsequent drilling results
have been disappointing. Morocco's inmmense reserves of oil shale are
unexploitable given current technology and oil prices. The most prospective
of Morocco's coal reserves at Jerada are being developed.

14. In recent years the rate of growth of energy consumption has slowed
as a result, inter alia, of policy decisions to increase energy prices and
adopt energy conservation measures. The energy demand elasticity to GDP
growth has dropped from 1.12 during 1974-80 to 0.67 during 1981-84. Domestic
retail prices for most petroleum products and for coal are at or above
international levels.

15. Energy planning has been deficient, there being no overall Government
strategy for allocating investment resources among energy alternatives and
ranking energy projects according to economic criteria. While strides have
been made to reduce energy demand, a consistent set of demand management
policies are needed, particularly with respect to curbing fuelwood consumption.

16. Policy Recommendation: Morocco's primary objective in the energy
sector is to reduce the burden of energy imports, while ensuring that
resources are allocated efficiently to the sector. Efforts have been made to
expand generation capacity in the power sector and to explore and appraise
petroleum and oil shale resources. However, a change in -investment priorities
is needed in view of Morocco's tight resource position. In the medium term,
it will be more cost-effective to concentrate on achieving greater efficiency
in energy conservation and end use. This does not mean that energy supply
issues can be ignored. Rather, since Morocco has done well in promoting
private company oil investment, it should continue to do so by increasing
energy supplies and reducing its budgetary burden.

17. One of the main actions in the power sub-sector will be the
organizational and financial restructuring of the public enterprises which are
responsible for power generation, transmission and distribution. The Office
National de l'Electricite (ONE), one of the largest and best-managed
institutions in Morocco, is responsible for power generation and some
distribution, and is under the tutelage of the Ministry of Energy and Mines.
The Regies (municipally owned public enterprises) also distribute electricity,
as well as potable water, but are under the Ministry of the Interior.
Co-ordination problems hinder efficient grid interconnections and subsequent
operations and inhibit rational investment planning. It may, on balance, be
disadvantageous for the Regies to continue to be responsible for the
distribution of both power and water., The financial position of ONE and the
Regies is threatened by the arrears' problem (see PE section, para. 44),
insufficient tariff increases and an inappropriate tariff structure. The
accounting systems of the Regies are deficient. To rectify shortcomings
within the power subsector, reforms should aim at (i) a clear definition of
the roles of each participant in the power sector, the improvement of
coordination among them and the evolution of an optimal allocation of
responsibilities for the distribution of power (the studies and actions



- 6 -

required to achieve this would parallel those in the Water Supply and Sewerage

sector where similar problems exist; (ii) a program of financial

restructuring of ONE and the Regies; (iii) the development of new forms of

governmental control of the utilities in line with the objectives of the PE

reforms; (iv) tariff reform; (v) the preparation of an integrated least

cost electricity investment program; and (vi) operational improvements to

reduce losses, particularly in transmission and distribution, and the

implementation of load management measures.

Transoort

18. Background: Morocco has a well-developed transport system. There is

evidence of overinvestment in road and rail transport. Demand for these

transport modes, is easily met by the existing networks. However, sector

performance is hampered by overregulation by the Government. Also the sector

is a major recipient of public investment funds and is heavily subsidized.

The principal challenges facing the Ministry of Transport will be to

rationalize investment planning and co-ordination, so as to permit a selection

of least cost ways of providing transport services. At the same time, access

to the transport market needs to be streamlined and liberalized to determine

the allocation and use of transport resources. Domestic resource mobilization

must be promoted through the setting of tariffs to reflect the economic costs

of services provided and the efficient use of existing transport-capital stock.

19. Policy Recommendations: The institutional framework within the

sector has not been conducive to its efficient development. Many of the

policy changes (regulation, pricing/subsidies) and institutional reforms

needed for the sector are essentially those that affect many public

enterprises in Morocco. It is appropriate therefore for the Government to

concentrate on improvements in the management of the public enterprises which

operate in the sector, particularly ports and railways. There are a number of

key areas which will need special attention. A National Transportation Plan

needs to be formulated in order to define optimal intermodal distribution of

the principal traffic flows. Expertise needs to be built up in the Ministry

and concerned public enterprises within the sector to evaluate investments in

accordance with economic principles. Modern management tools, particularly

analytical accounting methods, need to be introduced so as to permit an

adequate analysis of costs and the establi-shment of appropriate tariffs.

Access to the transport market needs to be facilitated by a concerted effort

to deregulate entry. Tariff policy must be used to raise resources and allow

for an optimal distribution of traffic among modes.

Telecommunications

20. Background: Telephone density in Morocco, currently one line per 100

inhabitants, is exceedingly low for a country with Morocco-'s income levels.

The waiting list for connections is almost equal to the number of lines in

operations. Lack of sufficient capacity leads to high usage and congestion at

peak hours which is detrimental to service quality. Large parts of the

existing network are obsolete or worn out and must be replaced. Since the

fpredominant users of telecommunications' infrastructure are businesses,



February 25, 1986
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I. INITIAL CONDITIONS

Economic Structure

1. Morocco is a lower middle income country with a per capita income of
$670 in 1984. The economy remains dependent on primary production for
subsistence and exports. Phosphates and derivatives account for over half of
exports, and agricultural products one fourth. 57% of the population is in
the rural sector, and 44 % of the work force is in agriculture, which
generates 17% of value added. The country is highly indebted; as of end 1984,
total external debt (including short term, recorded military, and IMF) was 97%
of GDP; and it is now greater than GDP.-L Total debt is about three times
the value of exports of goods and services. Population growth is now about
2.5% per annum. Substantial total growth is required just to maintain per
capita consumption, and added public expenditures are required to provide
infrastructure, education, and other services for the expanding population. As
a result of rapid population growth and low female participation rates, the
labor force constitutes a relatively low share of the total population, 26%.

2. On independence in 1956, Morocco was relatively well endowed with
physical infrastructure, but weak in human capital and entrepreneurial
experience. The Protectorate had developed a colonial economic structure that
remained dominated by the close association with France. The new Government
set out to develop a more balanced and industrialized economy. The key
elements of the economic development strategy were the Moroccanization of the
ownership of economic wealth, the development of a significant industrial
base, and the creation of Moroccan professional and managerial classes. The
interventionist role played by the state followed the colonial heritage and
the reassertion of the monarchy after independence.

3. Economic development strategy was primarily based on an import
substitution industrialization in a protected domestic market. There were few
incentives to increase productivity or compete internationally, and little
efficient upstream import substitution occurred. The economy remained
dependent on complementary intermediate imports. The inward oriented strategy
was made possible by substantial foreign exchange earnings from the export of
phosphates and agricultural crops. However, dependence on a few primary
exports left the economy vulnerable to external price and demand fluctuations,
and to European agricultural policy for agricultural exports.

1/ For comparison, in Argentina, debt is about 67% of GDP.
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4. The Government sector grew rapidly after independence and was
expected to provide an increasing array of services and employment
opportunities. Current expenditures of the Government rose from 14% of GDP in
1970 to over 22% in 1982-84. Government capital expenditures rose from 6% of
GDP to about 20% of GDP in 1979, then declined as resources available to the
Government became more scarce. Public enterprises were created to achieve a
variety of objectives, but few effective systems of controls were instituted
to assure their efficiency. Public Enterprises now number about 600 in a
variety of functional forms and account for about 20% of domestic value
added. GDP growth was slow during the 1960s and early 1970s, about 4% p.a.
Economic management was conservative and external borrowing was limited.

Recent Economic Performance

5. The oil price increase of 1973 was accompanied by a sharp increase in
the price of phosphates, and Morocco enjoyed substantial terms of trade
gains. A decision was made to accelerate growth, and the Government embarked
on an ambitious investment program, financed initially by phosphate revenues.
Growth increased to 7.6% p.a. in 1974-79, led by Government investment. The
pho of trade gains disapred. But
the investment program was continued and financed by increasing foreign
borrowing and by grants. In 1975, Morocco also asserted its claim to the then
Spanish Sahara, which has since saddled the economy with heavy expenditures
for defending that territory and for equipping it with economic infrastructure
to reinforce Morocco's claim..

6. The Government undertook intermittent programs of stabilization in
1978 and 1980, but without lasting success, as it was not able to sustain
efforts to control expenditures for more than a year. The economy was highly
vulnerable to the second round of oil price increases in 1979-80 and suffered
further losses in terms of trade. Nevertheless, another ambitious round of
pubmic investments was begun in 1981, with once again extensive reliance on
foreign borrowing and grants. The relatively easy and unconditional
availability of foreign borrowing on what appeared to be attractive terms
(given the high rate of inflation) encouraged Morocco to pursue expansionary
policies and avoid making the necessary adjustments to the changing external
environment.2' The ensuing economic deterioration was compounded by severe
drought conditions during 1980-84. Economic efficiency declined as indicated
by the increase in the ICOR from 3.2 in 1975 to 9.3 in 1983.

7. By 1982, the Government deficit had grown to 12.3% of GDP, and the
current account deficit had reached 13.3% of GDP. Medium and long term
foreign debt had grown from $1.8 billion in 1975 (19.6% of GDP) to $9.4
billion in 1983 (71.0% of GDP), and the structure had changed. About 40% of
Morocco's debt was due to commercial banks compared to nil a decade earlier,
and over 60% was at non-concessional rates. The economic situation became
untenable, and the government requested and received debt rescheduling from
official and commercial creditors in mid-1983 and assistance from the IMF and
World Bank. A new Government was appointed to deal with the economic crisis,

2/ Discussion on a SAL with the Bank broke down at this time.
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and efforts were made to constrain the public investment program and curb
growing consumption subsidies. Extraordinary foreign assistance was obtained
in late 1983 from official donors to meet short term needs. Average terms had
hardened to 11 years maturity and 10% interest in 1982, and debt service
became a larger real burden as inflation fell. The debt service to exports of
goods and services ratio (DSR) would have been 58% in 1985 without
rescheduling and the interest service to exports ratio 19%; these fell to 31%
and 15% after rescheduling. Interest payments alone (after rescheduling)
represent 6% of GDP.

Stabilization Efforts

8. The objectives of the stabilization program agreed with the IMF in
1983 were to eliminate the Government's current budget deficit in 1985 and the
external current account deficit by 1988, thereby improving the economy's
creditworthiness. This program was supported by a $200 million IYMF Stand-by
for the period June 1983 - June 1985, and was the basis for reschedulings of
$1,200 million by the Paris club for 1983-84 and of $530 million by the London
club in the same period.

9. Key elements in the stabilization program were the institution of a
fiscal reform to introduce a value added tax and improved revenue collection
of existing taxes, limits on the growth of the civil service and public sector
salaries, a halving of the Government investment program, reduction of
consumer subsidies (prices on subsidized goods were raised 20-40%), increases
in public enterprise tariffs of 10-25%, limits on credit to the economy,
annual limits on external borrowing, and devaluation of the dirham. The
stabilization Drogram reduced the Government deficit to 6.1% of GDP in 1985,
an current account deficit to P% I.

10. However, despite the successful implementation of a number of
difficult policy measures, the outcome in several key areas falls considerably
below the expectations of the program as initially agreed. The Government has
not been able to raise public savings as much as needed to achieve the
programs objectives, and the accumulation of current payments arrears to
public utilities and other suppliers indicates that actual government
consumption has adjusted even more slowly than cash expenditures. P.blic
savin has deteriorated from virtually nil in 1983 to about -0.7% of GDP in
1985 rather than improving.

11. Performance on reducing the current account deficit of the balance of
payments was also less than planned, partly due to unfavorable movements in
phosphate prices, and more importantly due to insufficient control of domestic
expenditures and the investment programs of public enterprises. On the other
hand, encouraging achievements were realized in promoting exports in
consequence of the devaluation, trade liberalization, and tariff reduction
program. Imports in real terms have declined by 3.2% p.a. since 1982, while
exports have grown by 4.7% p.a. in real terms. GDP has grown at less than 3%
p.a., implying stagnation in per capita income.
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Adjustment Efforts

12. In 1984, the Government began a program of sector policy adjustments
in conjunction with its stabilization efforts. The objective of the
adjustment program has been to increase the economy's productivity and
efficiency and to increase its export potential. This emphasis was missing in
earlier stabilization programs in Morocco and contributed to their lack of
success. Increased production will, over the medium-term, enhance the
potential for public resource mobilization; for expanding exports and reducing
and eliminating the current account deficit; and for satisfying popular
demands for some improvement in the standard of living. The accompanying
liberalization measures will help encourage greater reliance on the private
sector, which must be a dynamic factor in increasing production and
productivity. In Morocco's case, recovery and return to creditworthiness is
not possible without basic structural change to transform the economy into an
efficient producer of goods and services for both domestic use and export.
The country has the potential to effect this transformation, but it will
require time, external support, and persistent courageous actions by the
government.

13. The adjustment program initially concentrated on industrial and trade
policy reforms to improve economic efficiency and export growth. The Bank
granted industry and trade policy sector adjustment loans in 1984 and 1985,
and an agricultural sector loan in 1985 to support reforms jointly prepared by
the Government and the Bank. Performance on much of the adjustment program
has been satisfactory, and substantial progress was made in trade
liberalization and export promotion (tariffs were reduced to a maximum of 60%,
licensing controls were removed from nearly all exports and from a quarter of
imports so that about 70% of imports are not subject to QR's, and temporary
admission of imports was expanded); agricultural ref~~tsubsidies were
reduced 30%, water charges increased, procurement prices increased); and
financial sector reform (interest rates were raised 2 percentage points,
public bond issues begun, and the opportunity for competition among financial
institutions increased). Public enterprise and education sector reforms are
being initiated with active support from the Bank. These policy reforms are
closely coordinated with the stabilization program and the exchange rate
reductions (the dirham devalued 18% in real terms between 1983 and 1985).
Initial results in trade have been positive, and non phosphate manufactured
exports growth has accelerated from 7.8% p.a. in 1977-80 to 13.5% p.a. in
1984-85.

Growth Prospects

14. Following the initial actions in response to the crisis in 1983-84, a
Consultative Group meeting was held in January, 1985, and a recovery strategy
and medium-term projection was presented by the Government. It aimed at
current account balance in 1989 and received the support of the Bank, the
Fund, and -tn dono(rcommunity. This projection has been updated to take into
account developments in 1985. It now indicates a 2.7% p.a. rate of GDP

growth, essentially stagnation per capita, for the rest of the decade. It
assumes rescheduling of 90-95% of Paris and London Club debts through 1987,
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continued availability of bilateral programs at their current levels,

continued substantial grants ($300 million per year through 1986), expansion
of multilateral development institution lending, and a decline in net IMF

exposure. This base case also assumes the policy program presented to the

Consultative~froup and Current assumptions on external factors." Total

export growth can reach 5.6% p.a. for the rest of the decade on the basis of

current and proposed exchange rate policies, external market conditions and

the export promotion measures. Import growth will have to be held to about

1.2% p.a. to meet fuel, capital and intermediate goods requirements 4'. The

public investment program is restrained and Government savings rise to 3-4% of

GDP. Public investment remains at about 5% of GDP and total investment falls

from 17% of GDP in 1985 to 15% in 1990, and rises thereafter. Consumption

also falls from 87% to 84% of GDP between 1985 and 1990 as domestic absorption
must be reduced to eliminate the current account deficit.

15. The Government's policy program to achieve these objectives includes

further action on trade and industrial liberalization and promotion, active
exchange rate policy, agricultural policy reform, public enterprise reform,
education sector reform, financial sector reforms, and significant
improvements in resource mobilization. The program was supported by a new

standby from the IMF and continued sector adjustment lending from the Bank.

The implied rate of adjustment is rapid. The marginal savings rate would have

to be at least 50% over the period, implying slight declines in per capita

consumption. Substantial additional capital inflows would still be required

in 1988-90 to service the hump of rescheduled debt falling due in that period.

16. Despite successful implementation of a substantial part of the

adjustment program in 1985, major shortfalls in mobilization of public

resources and foreign assistance and the declines in the terms of trade and

phosphate exports have kept the economy below the target adjustment path. No

public savings were generated in 1985, and the already constrained public
investment budget was further reduced. The current account deficit declined

little from the 1984 level of $1 billion (11% of 1984 GDP) to about

$904 million and registered 7.7% of GDP rather than 7.1% originally targetted

for 1985. The government budget deficit on a payment order basis was 8.5% of

GDP compared to an original target of 6.2% before debt relief, but counting

accumulated arrears, it was 2-3 percentage points higher on a national
accounts basis. Foreign reserves were completely exhausted. :n light of this

performance, it will be increasingly difficult to meet the targets established
for 1989 in the Government's presentation. It would now take a marginal
savings rate of over 70% in 1986-87 and essentially no real import growth to

reach current account equilibrium in 1989, and greater capital inflows than

initially foreseen.

3/ Excluding the impact of the recent drop in oil prices, the implications of

which for Morocco that are not yet known.

4/ These are about 2 percentage points lower than presented to the

Consultative Group as a result of lowered expectations on phosphate
exports and the resulting constraint on import capacity, and of 1985

performance. GDP growth was also reduced as a result of these changes.
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MOROCCO: LOW GROWTH SCENARIO

(Ave. Sr. Rates at 10 DH Prices) % Share of SOP
National Accounts 1965-1990 1990-1995 1985 1990 1995

DP 1.7 4.9 !00.07. 100.0% 100.01
Agriculture 2.3 .0 15.0% 14.7% 13.5.
Industry 2.3 5.7 30.6. 30.1. 31.27
Services 3.0 4.9 54.4. 55.2. 55.3%

Consumption 2.0 3.8 86.81 83.6. 79.6%
Investment 1.3 11.2 16.8% 15.2% 20.4%
Exports (Soods & NFS) 5.6 5.3 19.9% 24.9% 25.5%
Imports (Goods & NFS) 1.2 6.4 23.5f 23.7% 25.5.

(In Millions of US Dollars)
Balance of Payments 1985 1986 1987 1988 1989 1990 1991 1992 1993 1995

Current Account Balance -735 -513 -364 -276 6 318 474 592 598

Debt Service Ratio (1) 30.8 33.4 31.8 44,3 43.4 39.3 38.8 33.? 28.4 )A.5
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17. The dilemma is that to reach the 1989 current account balance target,
the constraints on imports and expenditure (primarily private consumption and
public investment as events turn out) cast great doubt on the ability of the
economy to meet the GDP and export growth targets. Domestic constraints on
credit and imports will make export expansion more difficult. Under current
estimates, government resources are insufficient to fund even the core
investment program agreed between the Bank and the Government. Insufficient
investment activity will retard growth in the short run. If the target growth
rates cannot be maintained, it is quite unlikely that the large commercial
capital inflows in 1989-91 implicitly assumed in the Consultative Group and
concurrent IMF projections would be forthcoming. Some mitigation from this
dilemma can be expected from the recent decline in oil prices. On preliminary
estimates, Morocco may realize a net benefit of $100-200 million savings on
current account, although there may be some loss in grant assistance from oil
exporting states. If all this windfall gain can be captured by the Government
in the form of increased public savings and directed to the essential public
investment program, much of the shortfall from 1985 can be made up. However,
the base case scenario would still be difficult to sustain and the adjustment
period too short to be consistent with the growth target of 4-5% p.a. in the
medium term, especially in view of the large capital inflows that would be
required in 1989-91 to meet service payments and the continued low growth rate
in the early years of the program.

II. OBJECTIVES OF A HIGHER GROWTH MEDIUM-TERM PROGRAM

18. The primary objectives of the medium term strategy are to restore
sustainable growth rates while reducing debt to a manageable level and
improving economic efficiency. To these ends, a number of more concrete
objectives should be specified: (i) to maintain per capita consumption at
least constant in real term and provide some growth in the 1990s; (ii) to
raise resource mobilization and public saving to a level sufficient to fund
essential public expenditure and investment programs and to service debt;
(iii) to improve the mechanisms for allocation and monitoring of public sector
resources to assure their efficient use, particularly concerning the public
investment program; (iv) to eliminate the current account deficit and any
further need for exceptional aid to mitigate the burden of debt and debt
service; (v) to maintain political stability and continuity of policy reform.
To achieve these objectives, programs will be required to (vi) transform the
economy into an efficient producer of goods and services that is open and
competitive in the world market; (vii) develop amore modern and flexible
administrative and institutional structure that responds effectively to the
needsof the rapidly evolving modern economy with more reliance on
decentralized decisicnsmaking_and__ e zrivate sector; viii) provide
appropriate educational and health services to assure a trained and productive
labor force while reducing population growth; and (ix) assure an adequate
distribution of benefits and income so that the situation of the poorest
classes improves.

19. These objectives are not all mutually complementary in the short
run. Rapid increases in public saving and reductions in the current account
deficit through reduced imports are detrimental to achieving the GDP and



export growth targets. In the medium term, the objectives become more
complementary as increased saving, public and private, will support a larger
investment program, which is essential to sustained growth and expanding
exports. The availability of foreign savings has been the key constraining
factor in determining the size of an acceptable current account deficit year
by year, and through that, the targets for domestic demand management. The
dilemma faced in the short run is that if growth is slowed too much because of
insufficient resources and severe constraints on investment, structural
changes will be retarded and the medium term viability of the economy eroded.

20. The strategy to achieve these objectives therefore must address
issues on a number of fronts more or less simultaneously and still retain
sufficient support within the Government, the Palace, the larger business
community, and the public. It must also be based on a reform program robust
and creditable enough to receive the continued support of the international
financial community over a prolonged period of time.

III. IMPLICATIONS OF THE OBJECTIVES OF THE HIGHER GROWTH ADJUSTMENT PROGRAM

21. The adjustment process in Morocco is complicated by a number of
structural factors: the low level of per capita income, the weak and import
dependent industrial sector, high dependence on primary product exports
(phosphates, agriculture), rapid population growth, and a level of total
outstanding debt currently larger than GDP. In these circumstances,
determined and continuous action by the government is indispensible to
achieving the objectives. The shortfalls in meeting stabilization and
adjustment targets to date have been due to limits on institutional capacity,
to vacillating determination of the government to implement the policy
changes, to limits on the absorptive capacity of the economy, and to
unexpectedly adverse external factors. These constraints must be reduced in
order to implement an effective adjustment program which also permits growth.
The rate at which structural reform can occur is in part a function of the
growth and new investment that takes place and in part a function of the
willingness of the government and the public to make sacrifices in the short
run to give scope to adjustment policies to promote medium term improvements.
Finding the appropriate balance among the policies is difficult and delicate,
and hard choices will have to be made.

22. Public resource mobilization is key to the success of the medium term
strategy. The government has to generate enough savings to support a core
investment program of priority projects without crowaing out private
investment by absorbing too much private savings. The principal shortfall in
the adjustment program to date has been the failure of the government to
generate positive savings to finance its priority investment program and
contribute to a reduction in demand for external resources. Revenues as a
share of GDP have declined since the mid 1970s from over 23% of GDP to about
22% in 1982-84, while current expenditures have increased from about 20% of
GDP to over 22% in 1982-84. Government savings have been slightly negative in
recent years on a cash basis. Measured on a goods consumed basis, they have
been even more negative because of the accumulation of arrears. Most of the
adjustment in 1983-85 has fallen on central government investment, which has
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fallen from 14% of GDP in 1982 to 5% in 1985, a critically low level, and on
the private sector through accumulated arrears and severe restrictions on
credit available after public demand had been satisfied. This has further
dampened growth. The Government should aim at raising 25% of GDP in revenues
while limiting current expenditures to 20-21%. The institutional structures
have to be modified to assure efficient allocation and management of public
investment and to encourage an increase in private investment in productive
activities, particularly those oriented toward exports or efficient import
substitution.

23. Public Enterprise reform will have to be acceleratd with two
objectives. The efficiency of enterprises will have to be increased by
measures to improve management autonomy, by clearly defining the roles of
enterprises that perform public services, and by defining a policy of
privatization where appropriate for commercial enterprises. The financial
burden of the public enterprises on the government will have to be eliminated
to ease budget resource mobilization requirements. Such measures should be
designed to assure the financial autonomy of the public enterprises and
prevent any further accumulation of arrears. Existing arrears must be
eliminated.

24. Private sector savings and investment will have to be encouraged
through appropriate interest rate policy and efficient financial
intermediation and through an appropriate economic environment to make
investment profitable and attractive. The Government can no longer assume as
large a role as in the past in productive economic activities. That has
proved to be costly and inefficient. The Government has recognized that the
private sector will have to play a leading role in growth and exports; and
this will require continued liberalization of trade and prices, privatization
of some public enterprise activity, and reduction of administrative
interference in the economy. Private savings have averaged about 11% of GDP
and should rise to 14%, while private- investment should grow from 10% to 13%.

25. The promotion of exports is a major component of the recovery
strategy. More exports are needed to earn additional foreign exchange to pay
for imports, to service debt, to reduce the need for borrowing and eventually
to be in a position to repay some debt. The basis of growth will shift from
inward looking import substitution to an outward looking strategy that is
export oriented and flexible. The government has begun to reduce the biases
against exports and must not relent in these policy reforms. The attitudes of
a number of government agencies dealing with exporters and exports will have
to be reoriented toward reducing rather than creating bureaucratic
impediments. Total export growth will have to rise to over 7% p.a. in real
terms to enable the economy to enjoy positive growth and arrest the increase
in external debt. These rates are feasible with active policy promotion and a
reasonably favorable external environment.

26. Trade and Price liberalization is a key adjunct to the strategy of
expanding the export sector. It will subject domestic producers to more
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competition from imports and bring about greater efficiency.s' Adequate
financial provisions should be made to allow potentially profitable firms to
adjust over a 3-year period, and the measures of liberalization and decontrol
should reshape the structure of industry in Morocco in economically efficient
ways rather than in administratively determined ones. Reforms will have to be
undertaken to allow the efficient expansion of agricultural production as
well. The exchange rate will have to be managed to keep exports competitive,
tariffs should be reduced to 25% and harmonized, and quotas be eliminated from
essentially all imports by 1990.

27. Increasing production and productivity should result from
improvements in trade policy, decentralization and privatization of public
enterprises, and institutional reform of public sector planning and
interventions (e.g. price and subsidy reform). Greater public resource saving
generation, financial sector reform, and whatever increase in external savings
that can be attracted to support the reform program should raise investment
(not consumption as in the past), and thereby contribute to increasing the
growth rate. Government investment should stabilize at around one-third of
total fixed capital formation and be concentrated in providing supporting
infrastructure for productive private investment, particularly export oriented
investment. As the economy is liberalized,' the Government will have to rely
increasingly on creating an economic environment and incentive structure that
stimulates efficient economic activity, while foregoing the policies of
protection and direct intervention it has used in the past.

28. Reforms in the social sectors will also- be called for to support the
economic transformation that is implied by the medium term objectives. Of
vital importance is reinforcing the family planning program to reduce the high
rate of population growth, which is a burden to any program of growth and
recovery. Although the impact of any such program, however effective, will be
significant only in the longer term, reducing population growth is crucial for
the economy and must be a component of any credible adjustment program.
Reforms are also needed in the education system; currently only 28% of the
adult population is literate and only 58% of the primary age children are in
school. Basic education must be extended to all school age children, and more
vocational education introduced to better prepare the work force for the needs
of a modern, industrializing economy. Despite overall un- and
underemployment, there are already shortages of certain key skill categories
that are important for industrial and export expansion. These must be
relieved through expanded vocational training in both the public and private
sectors.

29. Because of the exceedingly large external debt burden already faced
by Morocco in relation to GDP, Morocco's ability to shoulder much more debt
during the adjustment period is severely limited, particularly debt on
commercial terms. Serious consideration must be given to re-negotiating the
repayment terms and to obtaining more favorable terms on any new debt. As a

5/ Some inefficient enterprises (including public enterprises) may have to be
liquidated. Any losses from such failures are less costly to the economy
than the continued protection of inefficiency, and a program to deal with
liquidation or privatization in those cases is needed.
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lower middle income country, Morocco should qualify for more official lending
on more concessional terms. Morocco's constrained public investment program
will allow few new projects over the next several years, which limits its
capacity to absorb additional project aid, so a significant portion of future
capital inflows will have to be independent of new projects starts.

IV. SCENARIO FOR HIGHER GROWTH ADJUSTMENT:

30. If the objectives stated in Section II are to be realized, then the
return to current account balance must be spread over a longer time period.
This would allow the pace of current account adjustment to be consistent with
the rate of structural change and policy reform that the economy can absorb
while raising investment by enough to achieve higher growth of exports and
domestic production. An alternative scenario has been developed which
outlines a feasible adjustment path along these lines. It will require more
support from Morocco's official and private creditors and would be justified
by a stronger program of reform. It would result in a stronger and more
creditworthy economy in the 1990s. Such a high case scenario is described
below, the policies and actions necesary in the following sections, and then
the financing requirements.

31. In contrait to the base case, GDP would grow at 3.8% p.a. through
1990 (1% per capita) and 5% p.a. (2-3% per capita) thereafter in the higher
growth scenario. Investment would be higher in 1990 at about 16% of GDP and
about the same level in 1995. Exports would grow faster at 7.6% p.a.
(compared to 5.6% p.a. in the base case), and there would be more import
capacity to support a larger investment program and faster growth of GDP than

in the base case. Currently manufactured exports account for 20.0% of total

exports, up from 16.0% in 1980. They would expand to about 42% by 1990 and
46% by 1995. The marginal savings rate would be about 40% for the rest of the
decade, which is as high as Moroco has been able toustain in the pa. This
would lead to an increase in savings, particularly Government saving. Gross -
domestic savings rises from 9.6% of GDP in 1985 to 15% in 1990 and 19% in
1995. There is a significant shift in the composition of savings and
investment, with the private sector generating 12% of GDP in saving and

investing 11% in 1990. The Government contribution to savings and investment
become 3% and 5% of GDP respectively. Achieving the growth target will also
require a substantial improvement in productivity. This will be achieved
through better use of existing excess capacity, greater reliance on the
private sector, greater exposure of the economy to external competition, and
rapid reduction of administrative constraints internally.

32. In the adjustment with growth case, current account balance is
achieved in about 1991 and surpluses can be generated thereafter. Reaching

equilibrium later will require more capital inflows during the adjustment

period and further rescheduling. About $L.5 billion of additional capital
inflows over the next five years,6' and a roughly equivalent amount of
rescheduling. Possible means of financing are discussed in Section VIII

6/ The oil price decline might reduce this by up to $500 million depending
on its duration and amount.
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below. An extended adjustment period would permit a more balanced adjustment
process to occur with significantly greater chance of lasting success, more
fundamental structural reform, and more robust creditworthiness in the
future. This case will require stringent and far reaching policy reforms and
dynamic action programs over the next several years, most critically prompt
and effective action to improve public resource mobilization and constrain
expenditures as detailed below. In contrast, the more abrupt return to
current account balance at lower rates of growth implied in the base case
above carries a much higher risk of failure, greater chances of default,
prospects for prolonged economic disruption, and possibly political
repercussions.

33. Because of the shortfalls in reducing the current account deficit in
1985, 1986 will be a difficult year. If the windfall from the oil price
decline were captured by the government as suggested above, the adjustment
required for 1986 could be achieved, and some additional inflow can start the
economy on the higher growth path. Without full capture of the windfall,
further austerity measures will be required in the future, and the higher rate
of recovery would again be put into question.

V. POLICIES, INSTITUTIONS, AND PRIORITIES

34. The government has already begun to introduce reforms for industry
and trade policy, the agricultural sector, the educational sector, and public
enterprises. Actions are also underway to improve public sector resource
mobilization, the selection of public investments, and the monitoring of
expenditures. The Bank and Fund have worked with the government in refining
these reform programs and are supporting them with sectoral adjustment loans
and a Standby. In order to justify the additional resources that would be
needed to support the higher growth scenario, reinforced policy and
institutional reforms will have to be undertaken and strict priorities set on
policy implementation and expenditure allocation.

35. The Government should give highest priority to fiscal sector reform,
particularly increasing public saving. The government has just passed a major
fiscal reform measures introducing a Value Added Tax (to be implemented in
April 1986). However, further reforms of the Lax system are needed to
increase substantially the share of direct taxes in revenue generation (by ten
percentage points), increase tax bases, reduce the scope and variety of
revenue expenditures (tax exonerations, exemptions, credits, etc.), and reduce
the dependence on trade taxes for revenue purposes in order to support the
trade liberalization and export promotion policies. Public enterprise tariff
structures will have to be adjusted to eliminate their dependence on budget
transfers and to generate some surpluses to remit to the government. Such a
fiscal reform will have to be supplemented by continued efforts to control and
rationalize expenditures,. including reduction or removal of subsidies to
public enterprises, agricultural inputs, energy, and foodstuffs (attendant on
the implementation of a food security program); greater efficiency of social
expenditures, particularly in the education and health sectors; and greater
control over the wage bill of the Government, which should not be allowed to
grow in real terms through the adjustment period. In addition, payment
arrears will have to be eliminated and measures instituted to prevent their
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MOROCCO: HIGH GROWTH SCENARIO

(Ave. Sr. Rates at '80 DH Prices) Z Share of GDP
National Accounts 15-1990 1990-1995 [?95 1990 1995

GDP 4.6 5.6 100.07 100.07 100.0)
Agriculture 2.5 3.3 [5.0! 14.7. 13.5%
Industry 6.6 7.7 30.6X 30.11Z 31.2
Services 3.? 4.8 54.4 55.21 55.31

Consumption 3.7 4.6 87.8 83.97. 79.5.
Investment 3.7 9.4 17.37y 16.3Z 19.4Z
Exports (Goods & NFS) 7.6 6.8 19.4% 23.2. 25.3
Imports (Goods & NFS) 3.6 6.0 24.5 23.47. 24.2%

(In Millions of US Dollars)
Balance of Pavments 1995 1986 1987 1988 1989 1990 1991 1992 1993 1995

Current Account Balance -989 -648 -620 -439 -280 30 63 93 214 2?7

Debt Service Ratio (7.) 30.1 35.7 33.5 36.1 34.5 36.1 39.9 34.7 31.6 24.6
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recurrence. Increasing government savings will ease the constraint on
government investment, reduce its borrowing requirements, and help the economy
generate the savings and trade surpluses that will be required to reduce
external debt to a sustainable level.

36. The success of the adjustment with growth program is intimately
linked to reforms in industry-and-trade policy, exchange rate policies, and
the incentive structure. In order to reduce the structural imbalance on
international accounts, the bias against exports in the economy must be
further reduced by maintaining a flexible exchange rate policy, by
intensifying efforts to liberalize the trade regime, by lowering customs
duties, by rationalizing the tariff structure to reducing dispersion, and by
rapidly eliminating all quantitative restrictions. Export promotion measures
to increase the efficiency of the customs regime, streamline administrative
procedures, abolish export taxes, and improve prospects for agricultural
exports by dismantling distribution and export monopolies and intensifying
marketing efforts should be expeditiously implemented. Morocco's competitive
stance and productive efficiency can also be enhanced by eliminating price
controls and improving producer price policy in agriculture. Persistent
implementation of these policies in tandem with active exchange rate policy is
necessary to achieve a the total export growth needed to support the higher
growth scenario. Some subsectors of manufactured exports have already reached
volume growth rates in excess of 20% p.a. despite a mediocre world economy,
so further acceleration is possible, as Morocco is still a small player in
most export markets.

37. The Government has recognized the need to redefine its role in the
economy by actively supporting a program of public enterprise reform. The
Government is identifying those public service activities which are properly
the domain of the State, and ensuring that the necessary financing is
available for them, primarily through their own revenues except where they are
performing a non-commercial public service or where legitimate capital
increases are needed. Subsequently, a strategy for the overall restructuring
of the public enterprise sector must be formulated, including such options as

privatization and liquidation of holdings. The institutional control of
Government over the public enterprises should also be rationalized by
enhancing the managerial autonomy of the enterprises and improving monitoring,
planning and internal audits to increase the flow of information to the

government and reduce external controls by the administration.

38. The need to achieve a minimum acceptable level of growth over the
next few years will require concerted efforts to improve the allocation and
efficiency of public investment expenditures. Multi-year programs will have
to be formulated in function of realistic assessments of available budgetary

7/ Despite the recent expansion of the common Market, Morocco has managed to
preserve its current level of access for 7 to 10 years, and recent studies
have shown that that potential has not been fully exploited.
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resources, sectoral objectives, employment, and export needs. Core investment
projects should be selected and evaluated on the basis of criteria used in the
recent investment reviews (e.g. binding supply constraints, economic returns,
lead-time to realize project benefits). Once identified, the government must
assure sufficient rsources are available for their timely implementation.
Large infrastructure projects with high import content should be de-emphasized
in favor of maintaining and/or expanding where necessary existing
investments. The ability of the Government to plan, implement, monitor, and
evaluate public investment programs must be strengthened. These reforms will
assure the most effective use of government investment resources and provide
maximum infrastructure support for the growing private and export oriented
economy.

39. The ongoing agricultural sector reform will achieve two major
objectives. First it will remove a number of institutional and financial
bottlenecks to increased production and exports. Higher production will
reduce the need for food imports and produce greater surpluses for expanding
agricultural exports. Removal of the government controls on processed food
exports through the OCE has already permitted a rapid expansion in those
exports, and similar results are expected when fresh fruit and vegetable
exports are liberalized. Second, it will raise incomes for a large portion of
the rural population which cultivates cereals in rainfed conditions. These
are among the poorest segments of the society. Increasing rural incomes and
employment will slow the rapid migration to the cities that is placing growing
pressure on urban facilities and demanding expensive extensions of
infrastructure.

40. Finally the ongoing programs in Education and Human resource sector
are important for the sustainability of the adjustment program. The impacts
of expanded primary and secondary education and of health and family planning
programs will be felt over a longer time span. In the medium term, these
programs will improve the productivity of the workforce, which will enhance
economic efficiency. The vocational training program will have the most
immediate impact by helping lift bottlenecks of skilled workers and thereby
helping the export expansion program and thus contributing to growth.

41. Since the stabilization program will lead to the reduction of a
number of consumer subsidies, primarily on food, and raise a number of other
prices of basic goods, it will have an adverse impact on the standard of
living of the poorest. To offset these losses, alternate programs of
nutrition and income maintenance will have to be designed to target the
poorest groups. These can be achieved at a considerably lower cost than the
current subsidy program a". In the longer term, more growth and exports.
will provide more employment opportunities and reduce the need for the support
programs.

8/ We have estimated that only 15% of current food subsidies reach the poor
target groups. An adequate targeted nutrition program would cost less
than 500 MDh compared to 2800 MIDh for food subsidies in 1985.
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VI. ACTION PROGRAM 1986-87

42. The government has already outlined specific 1986 and 1987 action
programs consistent with the adjustment program presented to the Consultative
Group. In order to achieve the objectives of the higher growth strategy and
to mobilize needed additional external financing, some additional measures
will have to be introduced, as described below, and additional external
resources mobilized.

43. In the area of resource mobilization, the current efforts to improve

revenue collection, raise public enterprise tariffs, restrain public

expenditures, and improve financial intermediation will have to be extended.

The 1986-87 action program already includes (a) introduction of a fiscal
reform replacing sales taxes with a Value Added Tax and other measures, (b)

about 30% further consumer subsidy reductions, (c) 10-20% increases in Public
Enterprise tariffs, (d) reduction and eliminatation of Government and public
enterprise arrears, (e) increased user charges for water in irrigated

perimeters, (f) 35% reduction in fertilizer subsidies, (g) elimination of some
interest rate rebates, (h) introduction of improvements in planning and

budgeting procedures to improve public investment project selection, (i)

revision of interest rates to assure they remain positive in real terms, and

(j) extension of access to the bond market to public enterprises. This set of

measures should be sufficient to eliminate the government's current budget

deficit in 1986 and 1987.

44. However given the need to generate enough resources for the core

investment program and for maintaining essential activities and given the

continued paucity of resources, more efforts in resource mobilization are

required and additional measures should be implemented. These include, (a)
reform of the direct tax structure to increase its contribution to revenues

(now about 20%) (immediate measure should include an increase in the PSN,
enlarging of the existing tax bases, increases in zero and low tariffs and an

increase in VAT rates of I percentage point); (b) faster elimination of the

consumer subsidies, (c) elimination of agricultural subsidies (by 1989), (d)

limiting of growth of the government wage bill to zero in real terms, and (e)

capturing the gains from falling oil prices in government revenues.

45. In the area of production sector and trade reform, the actions taken

to lower tariffs, decontrol prices, liberalize imports, introduce flexible

exchange rate oolicies, and facilitate production for export will have to be

strengthened and extended. Measures already in the 1986-87 action program

include (a) reducing the maximum tariff to 45% and the SIT to 5%, (b)

liberalizing most of the remaining controls on imports, (c) extending some

export promotion measures toindirect exporters, (d) eliminating more price

controls as domestic monopolies are countered by liberalized imports, (e)
improving allocation of agricultural inputs and beginning rationalization of
the sugar sector, (f) raising agricultural procurement prices by 30% and

improving procurement procedures, and (g) continuing an active exchange rate
policy to assure a constant real effective exchange rate.

9/ National Solidarity Levy, which has a wider base than current income taxes.
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46. However, some additional measures should be introduced to secure the
more rapid growth envisaged in the adjustment with growth scenario. This
includes (a) consolidation of the various levies imposed on imports into a
single duty, supplemented by the VAT as appropriate; (b) further harmonization
of the tariff structure toward the objective of total 25% nominal rate for all
taxes imposed on imports, including the increase of some zero or low tariff
rates (this would improve resource mobilization as well); (c) modest real
effective devaluation to further increase the competitiveness of Moroccan
exports; (d) reduction of internal restraints on trade and transport such as
licensing and "fair trade" practices; (e) elimination of administered fees and
rates in the financial sector; (f) rationalization of price structures in
agriculture to encourage efficient production, and (g) reorientation of public
investments to support directly productive activities in agriculture and
export industries. These measures should be sufficient to assure the
competitiveness of Moroccan exports over the next couple of years on the basis
of the response to the first round of these measures implemented in 1984-85.

47. The government has already begun to improve public sector management
and administrative efficiency through a series of ad hoc reforms of public
enterprise problems, improvements in some commercial procedures, more open
foreign investment codes, elimination of some export monopolies (OCE for
processed foods), divestiture of some public enterprises in fishing and
tourism, and reorganization of other public enterprises to increase
efficiency. The action program for 1986-87 includes (a) introduction of new
planning and budgeting processes to assure the economic viability of projects
prior to their inclusion in the Budget and Plan; (b) initiation of a 2 year
program to eliminate arrears from the government to PE's, and from both to the
private sector, through cross cancelling of offsetting debts (bilaterally and
multilaterally) and repayment of remaining arrears with funds from grants,
bond issue, and other source funds; (c) application of policies to prevent
recurrence of arrears, such as cutting service to delinquent agencies; (d)
streamlining supervision of public enterprises with greater delegation of
responsibility to the public enterprises themselves and elimination of prior
financial controls; (e) introduction of improved management tools in selected
public enterprises (e.g. standard accounting and audits, MIS, etc); (f)
elimination of the monopoly of OCE in exports of fresh fruits and
vegetables;(g) restructuring of key public enterprises; (h) implementation of
measures to streamline port transit time; (i) further privatization of
commercial public enterprises; and (j) transfer of agricultural procurement to
private sector.

48. These measures will improve the efficiency of the public sector and
reduce the weight of the government on economic activity. Many of the
measures cited above will be applied to the most important PE's initially and
subsequently extended to others. However, close attention will have to be
paid to assure that the dependence of public ente-rprises on the public budget
is reduced and that opportunities for divestiture are exploited. The arrears
reduction program will also have to be followed closely and strengthened if
current actions to limit the growth of arrears by the government are not
effective.
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49. The government's program to institute reforms in human resource
development has also begun with the announcement of the educational reform
program beginning in fall 1985 and the changes being introduced to provide
decentralized health care. The action program for 1986-87 includes (a) a
major shift toward basic education (particularly in rural areas and for
females) with a target of extension of basic education from 58% to 95% of
primary age children by 1995; (b) restructuring of secondary and higher
education to place more emphasis on vocational training; (c) restricting entry
into free public university education, so that enrollment growth rates decline
from 6.9%- in 1984/85 to 0.3% in 1995/96, and the introduction of registration
fees; (d) creation of specialized training courses and certificates for high
priority areas, e.g. accountants; (e) increasing teacher hours; (f) increasing
provision of rural health centers and family planning programs; and (g)
institution of food security measures through Promotion Nationale, Entreaide
Nationale and other programs.

50. As discussed above, these measures will only have their effects over
a longer period of time, but action is essential from now in order to begin
providing the training and health support needed to transform the labor force
as needed by the evolving economy. Additional measures that need to be
undertaken by the government in the near term include (a) establishment of a
coherent manpower plan to guide the reforms in higher education and vocational
training; (b) implementation of specific measures to assure food security; and
(c) extension of rural health and family planning services nationwide.

51. This is an ambitious action plan for the government. The government
will have to demonstrate its commitment to this action plan to justify the
continuation of high levels of external assistance and their possible
increase. A considerable amount of technical assistance will also be
required. A major constraint will remain in the implementation capacity of
the government to enact and monitor the proposed reforms. This will affect
primarily the speed with which the policies can be implemented.

VII. STABILIZATION AND THE ROLE OF THE IMF

52. The Moroccan government has negotiated a Stand-by arrangement in
September 1985 with the IMF to support a stabilization program through early
1987. The details of the 1986 program have not yet been fully elaborated, but
it is essential that a program be agreed which provides necessary macro
economic stabilization to permit the adjustment policies to work, without
being so stringent as to stifle development. Current estimates of capital
availability for 1986 and 1987, and the initial IMF target of reaching current
account equilibrium in 1988 will require substantial further demand management
in the next two years. By 1988, the current account deficit will have to be
reduced by 8% of GDP. The proposed program now calls for eliminating the
Government budget deficit over a longer period until 1991, but it would also
have to be reduced by at least 8% of GDP including repayment of about 5
billion (3.5% of GDP) in government arrears. It is not clear how this
differential rate of adjustment can be managed in light of the trade
liberalization that is also going on. The final program remains to be agreed
with the Moroccans.
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53. These constraints lead the IMF to propose a decline in the overall
budget deficit to around 6.8% on a cash basis (3.1% on a payments order basis)
of GDP in 1986 before debt relief, and a current account deficit of about 4%
of GDP. The overall growth of the money stock and bank credit to the
Government will be limited accordingly. Given that export potential is
relatively fixed in the short term, this implies imports will have to register
no growth in the next two years and the marginal savings rate will have to
rise to 75% from 1985 to 1987 as domestic savings rise from 12.8% of GDP to
16.2%. Public investment would be reduced to or below a critical level,
private activity would be constrained especially given the implied transfer of
private saving to the government of 1-2% of GDP. Growth would be slowed to at
or below population growth to meet the stabilization targets. This adjustment
is more severe than that of the base scenario presented in Section IV, and
suffers a fortiori from the dilemma posed by that rate of adjustment. It is
unlikely that the IMF's projected 3% p.a. growth rate can be sustained in
these circumstances, and per capita consumption will certainly fall, casting
severe doubt on the medium term feasibility of the stabilization program
unless modifications are made after 1986. The recent oil price decline and
resulting terms of trade gain may allow the IMF program to proceed without
such severe consequence in 1986, provided the government can capture the
benefits to increase savings and investment. But thereafter, to avoid
extended stabilization dominated crisis management, the rate of adjustment
must be determined in the context of a feasible medium term framework.

VIII. FINANCING REQUIREMENTS

54. The base case assumed net capital inflow requirements of $1.3 billion
through 1991 (including $400 million of reserve build up) and $3.2 billion of
rescheduling in 1986-88. Much larger gross capital inflows would be needed to
repay debt thereafter. Interest payments average $1 billion per year in
1988-91 and amortization nearly $2 billion per year in that period. Specific
sources of those flows have not been identified, but will presumably come from
commercial sources. The financing requirements for the higher growth with
adjustment scenario are further rescheduling of about $1.5 billion in 1988-90
and net additional inflows of about $1.5 billion through 19911 . This is
not all additional to the base scenario as described by the Government or the
IMF. Both those scenarios had financing gaps of about $500 million per year
in 1989-91 in excess of identified inflows. So the net additional financing
requirement of the higher case is about $1.5 billion. The mix of net inflows
and rescheduling is necessary to relieve the very large debt repayment burden
faced by Morocco and also to provide financing for current account deficits
for the rest of the decade. Assuming that the Moroccan government can sustain
the stabilization and adjustment programs described above, then the official
donors, international institutions, and commercial banks will have to reach a
concensus on sharing the burden and the risk of supporting the government's
efforts. In view of the large debt burden and its composition, additional aid
will have to be as concessional as possible and care will have to be exercised
in constructing the package to assure that it leaves Morocco with a reasonable
profile of debt payments in the future.

10/ This may be reduced by $500 million as a result of the oil price
decline.
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55. Most of the additional rescheduling will have to come through the
Paris Club, as the majority of unrescheduled maturities falling due in that
period are from the bilateral donors. However, rescheduling of rescheduled
commercial debt cannot be excluded, although some form of roll over would be
preferable. Paris club rescheduling will reduce the exposure of commercial
banks to the extent that guaranteed export credits are assumed by the
guaranteeing governments. Rescheduling terms will have to be softer than in
the past, at least 12 years maturity with 5 years grace. The further
rescheduling will relieve the economy of repayment obligations, but will not
contribute to financing the current account deficits and reserve build up
until 1991. For that, net new inflows of about $300 million per year will be
needed through 1991.

56. Overall, equity would suggest that none of the major participants
should withdraw funds until the crisis is past, and each should contribute as
appropriate to the additional funding needs. Unless new commitments are made,
the IMF will be withdrawing resources from Morocco at the rate of $100-200
million per year for the rest of the decade, even if the current Stand-by is
fully disbursed. At a time when the World Bank, other IFI's, and the
commercial Banks are expected to increase their exposure and bilateral donors
are extending their reschedulings, it is essential that the IMF's position be
reviewed to establish an appropriate financial, as well as monitoring, role in
relation to the medium term macro economic recovery program. After 1986, the
IMF exposure should remain constant at about $900 million until 1990, down
from its current level of about $1.1 billion. The multilateral institutions
have already increased their programs in Morocco. World Bank commitments have
nearly doubled from an annual average in FY81-83 of $260 million to $408
million in FY86' ', and net disbursements increased from an average of $100
million per year in FY81-83 to $212 million in 1985. The increased use of
fast disbursing policy lending has raised the net inflow substantially.
Provided the government's commitment to the adjustment process remains
ongoing, the Bank will continue to lend about $450 million per year in the
context of a concerted program supporting reinforced adjustment efforts. If
policy reform is not sustained, however, then there would follow a
significant impairment of the economy's creditworthiness and a reduction of
World Bank lending would become inevitable. Official bilateral donors should
provide the bulk of the additional rescheduling in 1989-91 on more favorable
terms. Additional net new inflows of about $100 million per year on
concessional terms should also be forthcoming. The concessional aid is vital
in view of the level of debt in Morocco and its low per capita income level.
This increased flow will not likely become available immediately due to the
time it takes for decisions to be made. Therefore, in the short term, the
bulk of the additional financing will have to come from commercial banks,
initially about $300 Y/ million in 1986, and declining amounts thereafter as
ODA increases.

11/ Including the second Industry and Trade policy loan actually passed in
July 1985.

12/ Or lower, depending on the effect of the oil price decline.



- 21 -

57. In the high growth scenario, total MLT debt outstanding will rise
from $11.1 billion at end CY1985 to $14.2 billion in 1990 and decline to $13.6
billion in 1995, compared to $14.1 billlon and $11.4 billion respectively in
the base scenario. The debt service ratio would fall to 36% in 1990 (40%
before rescheduling) and 24% in 1995 in the high scenario, compared to 39% and
21% respectively in the base. Interest service ratios would also decline to
13% in 1990 and 6% in 1995 in the high alternative, and MLT debt would fall to
80% of GDP in 1990 and 43% in 1995. Not only would this be a more sustainable
debt profile, but it would also be consistent with sustained growth. The
specific figures would vary depending on the composition of the new inflows
and terms of the rescheduling and new inflows.

58. In the base case, assuming the government were able to carry out the
basic adjustment package and adjust rapidly, total debt outstanding would rise
from $12.2 billion in 1985 to $14.2 billion in 1990 and decline thereafter.
The World Bank share would rise from 10% to 16% of debt outstanding and
disbursed by 1990, and the Bank would have financed $1.2 billion of the $2.0
billion of debt increase. Commercial bank would have financed $1.5 billion
increase in debt1 / while the IMF would reduce its exposure by about $0.9
billion. By 1995, the World Bank share would rise to 23% of a by then lower
debt outstanding, and net World Bank exposure would increase by another $200
million. Other official and private exposure would decline in absolute
terms. In the higher growth scenario, total debt would increase to $15.1
billion in 1990 and then decline to $13.8 in 1995. In this case, the World
Bank would fund about one third of the increase to 1990, official sources and
banks would fund the rest, and the IMF exposure would decline only to $900
million. The Bank's share by 1995 would rise to 20%. The absolute volume of
other exposures would drop by 1995, as some rescheduled debt would be repaid
but by less than in the base case. The debt burden then would represent about
45% of GDP and the debt service ratio would be 24%, a sustainable level.

IX. POTENTIAL DIFFICULTIES AND RISKS IN IMPLEMENTING THE REFORMS

59. No adjustment program carried out over a number of years is without
serious risks. There is as yet no full agreement with (or consensus within)
the government on key measures, including those to raise public saving. And
even when that is obtained, there is very little buffer in the program. Any
serious deterioration in the external environment or setback on policy reform
would adversely affect the recovery. Further short-term adjustments and
constraint would be required, as the economy simply cannot afford more debt
than assumed, except on highly concessional terms. But any significant
additional austerity might exceed the limits of domestic political
acceptability and erode support for the medium-term reform program, so

I continued monitoring and review will be necessary. Even without adverse
external developments, vested interests backing political opposition to
adjustment policies may succeed in slowing or reversing parts or all of the
program. If serious enough, this might lead to a reduction of capital
inflows, which could further weaken the adjustment. The opposition, however,

13/ Assuming they financed the gaps identified in 1988-90.
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does not have a viable economic alternative, particularly if large capital
inflows are not available, and a considerable economic crisis could result
from a rejection of the adjustment program. Fortunately, the commitment of
the Government and its stability give reason to believe that the opposition
can be contained. Ultimately, once the King senses a danger to the economy
from a loss of international support, he would act to give more support to the
adjustment program. Some delays in implementation of some policies and
measures are likely, and the program should make allowances for such
possibilities.

60. As is widely known, Morocco has been engaged in a military action in
the Western Sahara to retain territories claimed for historical reasons.
Without commitment to any viewpoint, it is clear that the action is highly
political, and a precipitously unfavorable outcome would be a fundamental
political blow to the stability of the regime and through that, probably to
the prospects for coherent economic policy in the short term. Therefore, a
major reduction or outright cessation of expenditures on military activities
or supporting economic infrastructure in the Sahara is not considered an
acceptable policy option by the Government. Unfortunately, those expenditures
are a major weight on the Government budget and have seriously aggravated
resource mobilization problems. The government should make a commensurate
effort to generate sufficient additional revenues to pay the added cost of
these activities. Any recovery program would also have to take the
expenditures in the Sahara into account and be assured that they are held
under control.

X. MONITORING

61. Monitoring of the stabilization and adjustment program will require
continued supervision by the IMF and Bank. This work will have to be shared
in function of the respective programs, with appropriate sensitivity to the
interests of each institution. Monitoring should focus on the implementation
of the action programs in the various areas and on reviewing the investment
program and plan execution. Such monitoring is carried on frequently for our
sector adjustment loans and by the IMF for its Stand by. This monitoring can
be strengthened if needs be. Results would also have to be monitored to be
sure that policies are having their desired impacts. Where this is not the
case, analysis would have to determine whether there were other mitigating
factors, or whether the intended policies were not as effective as supposed.
In the latter case, other policies would have to be defined and agreed with
the Government. This may delay achieving some objectives, and provisions will
have to be made either to adjust targets, or identify additional resources.
Because of the continued involvement of the Paris and London Clubs, they also
would have to be apprised of the results of the supervision, and would have to
concur in the results to continue their rescheduling and new financing
operations.
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62. To the extent additional funds are provided from commercial sources,
it is likely that they would seek some additional assurances from the Bank to
support their increased exposure. The Bank could formalize the reporting of
its supervision of policy lending and provide regular reports to the
Government on its progress, which could be used to inform the London and Paris
Clubs on the status of the adjustment programs in Morocco and on progress
toward the medium term objectives. The role of the Consultative Group should
be increased as a forum for review and evaluation of the adjustment program
and as a means of increasing ODA.

JSHILLING/JPORTER:ep(4376B)
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TABLE C2: MOROCCO - DEBT OUTST ANDI1 AND PTESURSED 3Y SOURCE
(I. Mi!!hoks of US Dollars)
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Z Share of Total

!985 90 !P5 !925 P90 1?0
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NoD-Concessiona! 2532 2260 20' 20.7 15.0! 15.2!
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ANNEX III

SECTOR POLICIES

1. This section identifies the major sectoral features that are
necessary for policy reform to resume and sustain medium-term growth in
Morocco. The purpose of the policy framework is to identify factors that have
constrained growth, define policy objectives to eliminate such constraints and
recommend specific policy changes.

2. There are two principal constraints for the resumption of sustained
growth in Morocco: (a) the underlying distortions in the economy, and; (b)
the inefficiencies in the operation of the public sector. Elimination of
these constraints requires improving the incentives' system necessary for a
more intensive use of resources to increase production and exports, and
undertaking a series of actions to improve the efficiency of the public
sector. Carrying out these tasks will require removal of price distortions
and liberalization in the trade regime, sectoral productivity improvement,
mobilizing more domestic resources and an overall improvement in the machinery
of government, notably, sound public investment screening mechanisms, and
requiring public enterprises to operate like commercial entities.

3. The section below will thus deal jointly with a definition of the
issues and needed reform in the public enterprises, and, subsequently, discuss
policy objectives and recommendations for each principal sector --
agriculture, industry, energy, transport, telecommunications water supply,
urban, population, health and nutrition, and education.

Public Enterprises (PEs)

4. Backgrouna: The Government is full, or part-owner, of nearly 600 PEs
in Morocco. Activities of the PEs span all aspects of economic activity.
Organizations range in type from those that provide public services
essentially through extensions of Government departments (e.g. Regional
Agricultural Development Agencies or ORMAVAS); the typology includes
enterprises which produce public goods and services in a fully protected
environment (e.g. the public utilities), and commercial enterprises with no
public service obligations, which compete domestically and internationally,
and finally, holding companies through which public participations are
effected (e.g. BRPM)

5. The PE sector has grown rapidly in Morocco and its enterprises
performed an important role in the economy in that, after independence, while
the private sector was developing, public sector institutions were the main
vehicles for the promotion of economic development. Initially PE investments
were financed by a combination of borrowing, retained earnings and Government
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transfers. In the early 1980s, the low domestic saving ratio (brought about
by low interest rates) decreased the availability of commercial financing for
PEs, and budgetary transfers became more important as a source of financing.
After 1983, Morocco's declining creditworthiness, coupled with fiscal
restraint under successful IMF programs, caused the Government to delay budget
subventions to PEs, as well as payments for PE outputs. The result was a
sharp build-up in arrears to PEs. Liquidity problems in these PEs caused
them, in turn, to delay payments to other PEs and to the private sector. The
arrears rapidly built up, reaching over DH 6 billion in 1984, or nearly 20% of
the total Moroccan budget for that year- . These arrears have complicated
macroeconomic management and accentuated the need for a close examination of
all Government decisions relating to PEs. Many Moroccan PEs, while
financially exposed on account of the arrears problems, are technically
strong, and would be able to develop and grow independently of State support-
if permitted to do so. But they face common inter-related problems such as:
(i) Ministers chair Board of Directors which tends to politicize
decision-making in all aspects of resource deployment and use; - including
investment decision-making and input and output pricing - with consequential
adverse impact on financial performance and greater dependence on state
resources; (ii) the lack of accounting and management information systems
makes it difficult to assess the costs of enterprise activity and to judge the
impact of decisions within a PE and on the economy at large; (iii) lack of
freedom to set enterprise administrative policy adversely affects management's
capacity to deploy its own resources and has deleterious effects on staff and
worker morale and productivity.

6. The sector contributes about 20% to value added in the economy. On
the other hand, PEs as a group are net recipients of Government funds.
Budgetary flows to PEs have been as high as DH 3.2 billion in some years.
Budgetary transfers accounted for over 43% of PE financing in 1981 and 46% in
1982. The direct subsidy element of PE financing rose from 25% in 1973-77 to
39% in 1982. Net budget transfers have constituted 12% of the overall budget
deficit over the past five years. In recognition that this drain on the
economy could not persist, the Government conducted an exhaustive survey (the
Jouahri Report, 1979-82) of the problems facing PEs. There were several
outcomes of this exercise. An Interministerial Committee under the Prime
Minister was constituted which, together with a Committee de Vigilance
established under the Ministry of Equipment, would recommend improvements in
PE management and operations and monitor the arrears situation. In six
sectors 142 measures were proposed and adopted. These measure were ad hoc in
nature and did not resolve PE's problems. Subsequently, the Government
realized that an overall framework and strategy were needed for PE reform --
specifically to resolve the arrears' question and what type of measures are
needed to rationalize the sector so as to ensure that the arrears do not
re-emerge.

1/ By way of comparison, Morocco's capital budget in 1984 was
DH 7 billion.
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7. Policy Recommendations: The overall objectives in the PE sector are
to help establish an environment conducive to the development of efficient,
self-sustaining enterprises so as to decrease their dependence on public
finance. A dual approach of introducing general reform in conjunction with
restructuring actions in specific enterprises is necessitated by long-standing
Government interventions in both PE policy-making and enterprise management,
which have adversely affected the efficiency of key enterprises operative in
important economic sectors. In view of the complexity of the sector,
accentuated somewhat by limited Government administrative capacity,
selectivity will be needed in the choice both of policy issues to be addressed
and enterprises to be restructured. Selectivity will be- based, inter-alia, on
the enterprises' contribution to value added, the arrears' situation, its
dependence on the budget, and its willingness to accept reforms.

8. Policy and institutional changes will be needed in both Government
departments and PEs to evolve a satisfactory balance between the need for
improved supervisory controls by Government on the one hand, and strong,
professional enterprise management on the other. At the enterprise level,
reforms will consist of introducing revised accounting, information and
management systems, rational investment planning systems and methods. In
specific, identified cases and in the organizations appraised (e.g. ONE, ONCF,
ONEP), organizational physical and financial restructuring programs should be
implemented. Restructuring programs for each PE would review appropriate
options for privatization, liquidation and transfers, so as to raise
resources. The financial autonomy and self-sufficiency of PEs would thus be
promoted, relieving the State of the need to provide budgetary funds for
capital and operating expenditures. Thus, the role of the State vis-a-vis PEs
would be substantially redefined.

Agriculture

9. Background: Agriculture provides 40%. of all employment and generates
about one-third of all exports. The decline in the relative importance of
agriculture over the past twenty years - in terms of value added, employment
and exports - has contributed to Morocco's economic difficulties. Domestic
production has failed to keep up with consumption, so that agricultural
imports account for one-quarter of total imports; exports (particularly citrus
fruits, vegetables, canned tish and wine) have been stagnant for more than a
decade. The divergence of domestic consumption and production, and between
imports and exports, combined with stagnation in production could, if
continued, jeopardize Morocco's adjustment effort. It is therefore important
that the Moroccan Government's efforts be directed at reforms aimed at
restructuring the sector.

10. Policy Recommendations: The essence of the agricultural sector
strategy is to ensure that investments are directed towards quick-yielding,
low cost projects. An important start has been made under the First
Agricultural Sector Loan, under which the public investment program was recast
to emphasize faster growth in rainfed areas, increased efficiency in irrigated
farming and productivity - all the while minimizing budgetary financing, and
improving cost recovery. An optimal role for the public sector is being
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defined and its interventions rationalized to permit increased emphasis on
policy planning and analysis, and the enhancement of the delivery of key
agricultural services (e.g. research and extension) which must continue to be
provided by the Government. Through investments in the rehabilitation of
irrigation works, the re-organization of the ORMVAs is being effected to
strengthen planning, monitoring and evaluation functions, as well as to
increase the efficiency of field operations. Contract plans will be executed
between the Ministry of Agriculture and the ORMVAs to define these roles.
There are commercial services in agriculture (e.g. credit), which should be
encouraged to be transferred to the private sector to the extent feasible.
The reform program is broad-ranging and a critical element of Morocco's
adjustment effort. In the next phase, reforms in the pricing and incentive
systems in agriculture should be introduced. Past Governments' policies aimed
at promoting agricultural productivity while supplying (mainly urban) communes
with basic foodstuffs at low prices (and insulating both producers and
consumers from fluctuations in world market prices) have resulted in
unsustainable burdens on the budget.

Industry

11. Background: The manufacturing sector will play a predominant role in
the transformation of the Moroccan economy from its orientation to domestic
markets and consequent reliance on import-substituting industrial activity to
an outward orientation more encouraging of exports. The sector as a whole has
contributed to the disequilibrium in the balance of trade, with imports of
intermediate and capital goods growing faster than locally produced import
substitutes.

12. Policy Recommendations: Morocco's adjustment efforts in the trade
and industry sector need to concentrate on policy reforms in tariff protection
and investment incentives, as well as'to emphasize export promotion. More
specifically, policy work in the financial, trade and industrial sectors needs
to focus on the following issues; finding a balance between reductions in
quantitative restrictions and tariffs; further reforms in the financial
sector to mobilize resources and increase the efficiency of financial
intermediation; and further liberalization of interest rates and bank
commissions, combined with a larger intervention of the Treasury and other
financial intermediates on both monetary and capital markets. As such, the
implementation of the investment codes reform to eliminate rebates on interest
rates will also be needed. In this context, an assessment should be
undertaken as to what needs to be done to develop long-term financing
investments and capital markets. Trade liberalization policies will
inevitably increase competition from imports, so that many local enterprises
willing to respond to the new trade environment I/ will need to improve
efficiency and would require funds for expansion and/or restructuring.

Energy

13. Background: The principal problem facing the energy sector in
Morocco is the country's dependence on imported oil. In 1984, imported oil
accounted for over 85% of gross energy consumption and equalled nearly half of

1/ e.g. in agro-industries, textiles, handicrafts, engineering.
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total export earnings. Although oil exploration is continuing, no major
discoveries have been made in recent years; while it was thought in the early
1980s that Morocco's gas reserves could be large, subsequent drilling results
have been disappointing. Morocco's immense reserves of oil shale are
unexploitable given current technology and oil prices. The most prospective
of Morocco's coal reserves at Jerada are being developed.

14. In recent years the rate of growth of energy consumption has slowed

as a result, inter alia, of policy decisions to increase energy prices and
adopt energy conservation measures. The energy demand elasticity to GDP
growth has dropped from 1.12 during 1974-80 to 0.67 during 1981-84. Domestic
retail prices for most petroleum products and for coal are at or above
international levels.

15. Energy planning has been deficient, there being no overall Government
strategy for allocating investment resources among energy alternatives and
ranking energy projects according to economic criteria. While strides have
been made to reduce energy demand, a consistent set of demand management
policies are needed, particularly with respect to curbing fuelwood consumption.

16. Policy Recommendation: Morocco's primary objective in the energy
sector is to reduce the burden of energy imports, while ensuring that
resources are allocated efficiently to the sector. Efforts have been made to
expand generation capacity in the power sector and to explore and appraise
petroleum and oil shale resources. However, a change in -investment priorities
is needed in view of Morocco's tight resource position. In the medium term,
it will be more cost-effective to concentrate on achieving greater efficiency
in energy conservation and end use. This does not mean that energy supply
issues can be ignored. Rather, since Morocco has done well in promoting
private company oil investment, it should continue to do so by increasing
energy supplies'and reducing its budgetary burden.

17. One of the main actions in the power sub-sector will be the
organizational and financial restructuring of the public enterprises which are
responsible for power generation, transmission and distribution. The Office
National de l'Electricit6 (ONE), one of the largest and best-managed
institutions in Morocco, is responsible for power generation and some
distribution, and is under the tutelage of the Ministry of Energy and Mines.
The Regies (municipally owned public enterprises) also distribute electricity,
as well as potable water, but are under the Ministry of the Interior.
Co-ordination problems hinder efficient grid interconnections and subsequent
operations and inhibit rational investment planning. It may, on balance, be
disadvantageous for the Regies to continue to be responsible for the
distribution of both power and water.. The financial position of ONE and the
Regies is threatened by the arrears' problem (see PE section, para. 44),
insufficient tariff increases and an inappropriate tariff structure. The
accounting systems of the Regies are deficient. To rectify shortcomings
within the power subsector, reforms should aim at (i) a clear definition of
the roles of each participant in the power sector, the improvement of

coordination among them and the evolution of an optimal allocation of
responsibilities for the distribution of power (the studies and actions
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required to achieve this would parallel those in the Water Supply and Sewerage

sector where similar problems exist; (ii) a program of financial

restructuring of ONE and the Regies; (iii) the development of new forms of

governmental control of the utilities in line with the objectives of the PE

reforms; (iv) tariff reform; (v) the preparation of an integrated least

cost electricity investment program; and (vi) operational improvements to

reduce losses, particularly in transmission and distribution, and the
implementation of load management measures.

Transport

18. Background: Morocco has a well-developed transport system. There is
evidence of overinvestment in road and rail transport. Demand for these
transport modes is easily met by the existing networks. However, sector

performance is hampered by overregulation by the Government. Also the sector

is a major recipient of public investment funds and is heavily subsidized.
The principal challenges facing the Ministry of Transport will be to
rationalize investment planning and co-ordination, so as to permit a selection
of least cost ways of providing transport services. At the same time, access
to the transport market needs to be streamlined and liberalized to determine

the allocation and use of transport resources. Domestic resource mobilization

must be promoted through the setting of tariffs to reflect the economic costs

of services provided and the efficient use of existing transport capital stock.

19. Policy Recommendations: The institutional framework within the

sector has not been conducive to its efficient development. Many of the

policy changes (regulation, pricing/subsidies) and institutional reforms
needed for the sector are essentially those that affect many public
enterprises in Morocco. It is appropriate therefore for the Government to

concentrate on improvements in the management of the public enterprises which
operate in the sector, particularly ports and railways. There are a number of

key areas which will need special attention. A National Transportation Plan
needs to be formulated in order to define optimal intermodal distribution of
the principal traffic flows. Expertise needs to be built up in the Ministry
and concerned public enterprises within the sector to evaluate investments in

accordance with economic principles. Modern management tools, particularly

analytical accounting methods, need to be introduced so as to permit an

adequate analysis of costs and the establishment of appropriate tariffs.

Access to the transport market needs to be facilitated by a concerted effort

to deregulate entry. Tariff policy must be used to raise resources and allow

for an optimal distribution of traffic among modes.

Telecommunications

20. Background: Telephone density in Morocco, currently one line per 100
inhabitants, is exceedingly low for a country with Morocco-'s income levels.
The waiting list for connections is almost equal to the number of lines in
operations. Lack of sufficient capacity leads to high usage and congestion at
peak hours which is detrimental to service quality. Large parts of the
existing network are obsolete or worn out and must be replaced. Since the
predominant users of telecommunications' infrastructure are businesses,
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commercial activity is dampened for want of this critical resource. Even if
the current five-year development plan, which calls for a trebling of the
density by 1990, were to be implemented, it would still be lower than
countries of similar income levels.

21. Policy Recommendations: An appropriately planned rehabilitation and
development of the network would greatly benefit Morocco. Increasing
communications efficiency between major industrial and commercial centres
(such as with the export processing zone in Tangiers which is far from
industrial centres), combined with enhanced access to service, rural and
international, will support the productive sectors and promote marketing
efficiency, and will be particularly important for the export sector and for
the promotion of tourism. A more efficient network will also aid Government
administration and permit a more efficient use of skilled manpower throughout
the economy. Finally, expansion and improvement of the network within the
country will support the Government's policies of expanding the economy's
agricultural base and decentralizing industry and commerce from the
Casablanca-Rabat-Kenitra axis as a means of curbing the country's high urban
growth rates. Finally, as part of the reforms to be implemented in Moroccan
public enterprises, the ONPT will be expected to evolve into an autonomous,
commercially-oriented enterprise whose financial and management systems, and
planning and implementation capabilities would be appropriate to enable the
introduction and absorption of new technologies.

Water Supply

22. Background: Water is generally scarce in Morocco. Rainfall is
uneven, and unevenly distributed. Domestic consumption is low by comparison
with countries of similar income levels. Moreover, domestic consumption
accounts for only 3.4% of overall water use. Access to public water systems
in urban areas is reasonable, but in rural areas only about 25 percent of the
population draws water from the public distribution. Widening such access to
rural and low-income urban groups would have important equity effects and at
the same time supplement Government efforts to improve public health. The
sewerage system has not developed at the same pace as the water supply
system. Sewerage systems are generally inadequate. Only one-third of the
population is connected to sewers; much of the network discharges raw sewerage
into rivers, which are often not perennial, which creates severe health
hazards and results in serious pollution.

23. Policy Recommendations: Given current economic conditions in
Morocco, large investments to expand water and sewerage networks which are
financed by budgetary transfers would be inappropriate. At the same time the
institutional and financial framework for a future water and sewerage sector
development program needs to be laid. The promotion of efficient water use
and of resource generation for sector operation and investment needs should be
emphasized through appropriate tariffs and cost collection measures. The
operational efficiency of existing systems has to be increased. Most
importantly, agencies charged with the production and delivery of water and
the disposal of sewerage need to be strengthened and the organizational
framework rationalized. At present, responsibilities for the distribution of



water and electricity, and for the treatment of sewerage are entrusted to
single agencies, the Regies, which are municipal public enterprises. In
general, Regies are not well managed and are often subject to political
interference. There is no inherent reason for such a shared distribution
function. Thus, reforms need to center around the need to establish a
rational division of functions and responsibilities for generating and
distributing electricity and potable water, and the treatment of sewerage.
Many of the institutional and financial problems facing the water supply
agencies in Morocco - (ONEP) and the Regies - are common to Moroccan public
enterprises. Sound criteria need to be developed for optimizing the
development of water resources - based on water plans for the major water
basins - and allocating them between various users; and investment planning
capabilities need to be strengthened.

Urban

24. Background: Morocco's urban growth is estimated to be twice that of
the rural areas. However, urban areas offer considerable scope for economic
activity and efficient employment creation. Land availability per se is not
particularly constrained in Morocco, although access to land is an issue. The
Government should be encouraged to rationalize rather than restrain urban
growth, and to finance urban development less from budget transfers than by
(1) mobilizing local fiscal resources, (2) raising user charges, and (3)
raising the share of institutional and private savings directed towards
municipal and housing finance.

25. Policy Recommendations: As in education and in health and nutrition,
in order to mitigate the impact of cutbacks in Government expenditures on the
more vulnerable elements of the population, social services and infrastructure
must be appropriately targetted. Considerable efforts will be needed to
improve cost effectiveness and lower unit costs of delivery systems.
Increasing the availability of low-cost serviced land (particularly from the
private sector) is of the highest priority, as is the need to mobilize private
resources to the urban sector through the establishment of savings and loan
schemes. In addition, there is a need for further analysis of the legal
framework for land acquisition and registration, and of municipal finance so
as to remove the bottlenecks to more rational urban development. Investments
in urban infrastructure must also be linked to developments in processing,
manufacturing and in tourism.

Population, Health and Nutrition

26. Background: With population growing at 2.6% per annum (1970-82),
economic growth must be supplemented by an expansion of population control
activities if per capita income is to rise. There is understandable
reluctance in this Muslim society to set demographic objectives in the form of
limitations on natality. Changes in marriage and inheritance laws and
practices will be difficult to achieve. On the other hand much can and is
being achieved through integrated programs in family planning, health, and
maternal and child care. For example, training in contraceptive delivery is
provided as part of medical and paramedical training programs.
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"Demedicalizing" contraceptive sales, distribution -and service advice is being
promoted. In addition, attitudes with respect to the need for large families
are being changed not only through education programs but also through the
promotion of social security programs and retirement plans which provide
alternatives, in terms of "insurance", to large families.

27. Policy Recommendations: Morocco spends only 1.2% of its GNP on
public health services, considerably less than other countries with similar
income levels. In view of the country's financial constraints, the situation
will only worsen unless the Government acts to seek additional external
financing and ensure that available resources are used efficiently within the
sector. Cost effectiveness must be encouraged by introducing basic changes in
the structure of expenditures in the public health system for equity and
efficiency considerations, e.g. by reducing the proportion of expenditures on
hospitals and reallocating funds to basic health services. However, in order
to deal with the critical issue of how to finance the health sector, attempts
must be made to (i) define the respective roles of the Caisse Nationale de
Security Sociale and private sector health schemes; (ii) find the means to
integrate additional employees from industry, agro-industry, and agriculture
into the health care financing system, and (iii) provide further analyses as
to how to promote cost containment and cost recovery.

Education

28. Background: Expenditures on Education in Morocco have grown
exceedingly rapidly over the past decade. During a time when budget
expenditures as a whole were growing faster than the economy could afford, the
Ministry of- Education's budget increased from 12.5% of the Central Government
Budget in 1975 to 21.5% in 1985. These expenditures were not being used
effectively in meeting basic educational needs and producing manpower
consonant with Morocco's evolving development needs and priorities.
Expenditures on higher education were disproportionately high, with
enrollments growing at 17.3% per annum, while those in primary and secondary
schooling were growing at annual average rates of 4.4% and 8.0% respectively.
During the late 1970s, construction of new university facilities absorbed as
much as 50% of the Ministry's budget. In the early 19Ss, the combination of
an emergence of skill constraints in manufacturing, particularly in the
private sector, and of unemployment of university graduates within an
environment requiring severe fiscal restraint, caused the Government to
re-think its education strategy. It has begun a fundamental education reform
program aimed at (i) restructuring education expenditures and reallocating
resources from higher towards primary and secondary grades; (ii) enhancing
efficiency in terms of improved student flows; (iii) containing public
expenditures through a reduction in unit costs, the introduction of cost
recovery measures and encouragement of private sector participation; and (iv)
improving the employment orientation of schooling at all levels. While the
number of students entering primary schools will be expanded, entry thereafter
into vocational training will be encouraged, admission to university
facilities will be reduced sharply relative to historical trends and will be
concentrated in those specializations needed for the development of the
economy.



- 10 -

29. Policy Recommendations: The reform will render the education system
more equitable by increasing access of the population, especially the rural
population, to education services. It will take about ten years to
implement. It is appropriate to support the reform in its critical phases,
given that it is expected to make a significant contribution to a reduction in
the rate of growth of budget expenditures, and increase the efficiency of the
education system.
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REVISED OUTLINE FOR BAKER PAPER

I. Initial Conditions

A. Economic Structure

Dirigiste and centralized

Inward oriented past strategy

Population growth high

Low income

Weak infrastructure, industrial and human resource base

B. Economic Performance

Expansion of 70s and early 80s

Basic disequilibria and debt accumulation

Crisis of 1983 and reaction

C. Stabilization Efforts

Novemebr 1983 meeting

IMF Stand-by programs and success or failure

Objectives of the I4F stand-by and rapid adjustment

Initiation of Bank Adjustment program

Basic external and internal constraints limiting stabilization

and adjustment - debt, politics, etc.

II. Objectives of Medium Term program

Recovery in rates of GDP, Consumption growth

Higher resource mobilization and public savings

Increase outward orientation of economy

Improve economic efficiency and management

Reduce debt to a tenable level



III. Implications of the Objectives of a Medium Term Adjustment Program

A. Within Morocco

Reinforced adjustment effort, improved private and public

saving, limited consumption growth

Continual exchange rate policy, export promotion

Measures to increase industrial efficiency, imp sub etc.

Institutional reform, PERL, Planning and Budget,

Social reform, family planning, education and vocational

training, targeted income maintenance

B. From External Sources

Additional resources through rescheduling and new funds

Improved terms

Continued IMF exposure at at least current levels

Implications for Bank and other shares and for Bank program

General agreement of reasonable time of adjustment

IV. Policies, Institutions, and Priorities with links to Program in III above

Stabilization measures to increase resource mobilization and savings

Adjustment measures to increase production and exports

Trade and industry and financial policy reform

Sector policy reform

Human resource development

V. Stabilization and the Role of the IMF

Relation of the stabilization and adjustment objectives

Objectives of the current IMF Stand-by and status

Balance among Stabilization, Adjsutment, and resources

IMF-Bank cooperation and division of responsibility



VI. Action Program with links to policies in IV and V above

1986 Action Program by Sector

1987 Action Program by Sector

VII. Alternative Scenarios

Review of base case and implications

Alternative High case and implications

Critical Issues

VIII. Financing Requirements

Additional funds required,

Structure and terms of funds

Limitations of debt and debt service

Structure of debt and debt flows

IX. Difficulties in Implementing the Reforms

Opposition of vested interests and the old guard

Parlaimentary problems

Government implementation capacity

Absorbtive capacity of the economy to adjust to fundamental change

Time factor and how long the reforms and recovery will require to
take hold

X. Monitoring

IMF monitoring of stabilization

Bank monitoring through sector loans and supervision

Bank monitoring through CEMs, Investment reviews, and CG process
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BAKER PROPOSAL

I. Initial Conditions

Historic Economic Parameters

1. Economic disequilibria and distress have been brewing in the Moroccan

economy for a number of years and reached a crisis point in 1983. Weak

economic management and poor growth had led to a situation where extensive

foreign borrowing (total external debt doubled between 1980 and 1)84) to

finance an extremely ambitious investment program left the country unable to

meet the debt service payments in 1983. A new Government was appointed to

respond to the acute problems and to begin such economic adjustment and reform

as would be required to restore economic health. In 1982, the budget deficit

had reached 12.3% of GDP while the current account deficit jumped to 13.3% of

GDP. Domestic savings were only 10% of GDP while investment was 23.3%. GDP

growth averaged only 2.7% per annum in real terms since 1980 due, in part, to

prolonged drought. Overall exports of goods and non factor services have

registered a 4.9% average annual real growth rate since 1980, but have

remained overly dependent on phosphates and derivatives and have paid for only

76% of imports. Imports rose by 2.8% p.a. between 1980 and 1983, and then

fell by 4.5% p.a. in 1983-85 due to chronic foreign exchange shortages,

sweeping import restrictions imposed in response to the 1983 balance of



payments problems and later because of constrained domestic demand and

devaluation resulting from the IMF stabilization program. The deterioration

in Morocco's terms of trade (20% since 1980) was yet another element which

contributed to the external imbalance.

2. Facing up to the crisis, the Government has worked with the Fund and

the Bank since 1983 1" to develop a program of economic stabilization and

recovery measures. The first phase of the strategy, supported by the IMF, was

immediate stabilization aimed at reducing budget and balance of payments

deficits through expenditure reductions in both the current and capital

budgets, controls on credit expansion, price increases, and other austerity

measures. The Bank has contributed to this effort by helping to rationalize

the public investment budget, to reduce the growth of current expenditures in

the Education Sector (which account for nearly a third of the budget), and to

increase the cost effectiveness of budgetary expenditures in other sectors

(e.g. Health). Necessary elements of the stabilization program have been the

mobilization of additional external financing, initially raised through a

special appeal to donors in November 1983, and then through the rescheduling

of the public and private external debt, which has been agreed through 1987

with the Paris Club and is currently being negotiated for 1985-86 with the

London Club (an agreement was already reached for 1983-84). Rescheduling was

critical to keep Morocco's debt service at tractable levels: the debt service

ratio without relief would have risen from 30.1% in 1984 to 56.0% in 1985,

excluding military, short-term, and IMF debt.

1/ There had been several partially successful programs with the IMF in prior

years, and the Bank had tried unsuccessfully to negotiate a SAL in 1980-81.
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Recent Economic Performance

3. The stabilization efforts have thus far met with success in a number

of areas. The economy's resource gap shrank from 13% of GDP in 1982 to 8% in

1984 (at constant 1980 prices). This was achieved through a significant

decline in the share of consumption and investment in GDP relative to their

earlier levels. Import growth was restrained by appropriate demand

management, while the share of exports and gross domestic savings increased

substantially. The Government budget deficit was reduced from 12.3% of GDP in

1982 to about 8% in 1984. Although the improvement stemmed chiefly from a

sharp reduction in public investment outlays, the rate of growth of current

expenditure was also curtailed. Further progress has been achieved in 1985 in

reducing the Government deficit to 6.1% of GDP. As would be expected, GDP

growth has been low (a little over 2% p.a. in 1983 and 1984), reflecting the

impact of stabilization policies on consumption and investment demand along

with the effect of drought on agricultural sector incomes in both 1983 and

1984. A good harvest, exceeding 5 million tons compared to less than four

million tons in 1984, will help boost the growth rate to about 4% in 1985.

4. Concomitant with the stabilization program, Morocco has also begun a

significant adjustment effort supported by the Bank (beginning with the

January, 1984, ITPA I Loan). The objective of the adjustment program is to

raise production and increase efficiency in order to improve the balance of

payments situation by implementing a package of measures to restructure

Morocco's industrial and trade regime in the first instance. This included a

reduction in import taxation, an easing of quantitative restrictions, and a
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reduction in export licensing. The Government has also extended these reforms

with the ITPA II Loan (July 1985) to the financial sector, with the objective

of improving domestic resource mobilization through financial institutions.

Greater flexibility was introduced in setting interest rates, measures were

designed to increase competition among banks, and taxation reforms were

implemented to benefit the financial sector. In addition, the Government has

engaged in joint annual reviews of its public investment program with the

Bank. Finally, the adjustment program includes the agricultural sector with

the Agricultural Sector Loan of June 1985. Reforms are also being undertaken

in the Education and Public Enterprise sectors, which will be supported by

operations in preparation.

II. Overall Medium-term Economic Objectives

Relationship between Stabilization and Adjustment

5. The stabilization and adjustment programs of the Fund and the Bank

have been largely complementary and mutually reinforcing. The Fund programs,

which focus on the exchange ra~t, fisal policy, monetary policy, consumer

subsidy reduction, and external debt management, provide the necessary

macroeconomic framework for :h- _ ion of the Bank's sectoral adjustment

programs, which seek to promotr: -:>ports and production, reduce allocative

distortions in the economy, and ViiLiate institutional change needed for

medium-term adjustment and recovery. Areas in which the Bank has supported

IMF objectives include the exchang& rate changes, interest rate and financial

sector policy, reduction of consumer ,ubsidies, and public enterprise reform,

including issues of pricing, payment arrears and subsidies.



6. There have been occasional tensions, however, between the measures

and targets of the two programs, and staff have worked together to find

satisfactory accomodations in the programs. Although reduction of the

external deficit was a primord ial target of the stabilization program, the IMF

adjusted its targets to allow for the trade liberalization program to be

started under the Bank's guidance, and the Bank has adjusted its rate of

Special Import Tax (SIT) reduction to accommodate IMF budget targets.

7. The initially proposed EMF program for 1986 aimed at reducing the

government budget deficit to 3.5% of GDP and at building external reserves by

about $200 million. Based on the IMF's current estimates of revenues and

expenditures, Government investment expenditures would have had to fall to 4

billion dirham, much lower than in L985 and below the 6 billion DH that the

Bank believes is the minimum !Kve: necessary to sustain growth and lay the

basis for recovery. The 'lF pr'--ram also assumes that the reduction of the

SIT from 7.5% to 5% will ot tike place in January as agreed. While the Bank

is willing to accommodatr program to some extent on the SIT, it urged

that the public investment or r n not be reduced so low, as that would

severely jeopardize prior'!. :s tments that the Bank has defined with the

Government. The IMF, as tevised upward its budget deficit target to

4.5% of GDP, and the Lwn are continuing their close collaboration

with frank discussions and ,on of each other's position.

8. The Bank's proposetd n to restructure the Public Enterprises

will require some adjustments "IF limits on credit to the economy in

order to allow for the arresr'-. )n program that is essential to any
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restructuring and rationalization of the Public Enterprises. Since the

arrears are on current bills of the PEs to the Government for services

previously delivered (utilities), it is appropriate to use domestic as well as

foreign resources to pay the arrears. The informal and involuntary credit of

public enterprises to the Government would be converted into formal,

medium-term debt, which will have to be incorporated into the IMF targets.

Further discussions are needed with the Fund on this point.

9. The tension between the stabilization and adjustment programs derives

primarily from the inherent lags in the economy's reaction to structural

reforms in relation to the exigency of present constraints on financing

balance of payments deficits. The time frame for the adjustment was initially

expected to be 1984-88. However, because the policies now being implemented

are more extensive than originally envisaged, because the benefit stream was

slowed by less favorable than expected exogenous factors (e.g. declining terms

of trade, low rainfall), and because implementation of some key measures, such

as the fiscal reform-' were delayed, the positive results of stabilization

are taking longer to materialize than planned. On the assumptions of the

current programs, Morocco will at best be able to maintain a growth rate of

2.7% per annum - essentially stagnation per capita - for the rest of the

decade. However, in these circumstances, bringing the external account into

equilibrium and achieving sustainable levels of investment, consumption, and

external borrowing by 1988, as foreseen by the stabilization timetable, will

It should be noted that an elective parliament was seated in 1984 after

several years of ministerial Government. The process of educating and

convincing parliament about the program has delayed some reform.
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require exceedingly rapid adjustment by Morocco in the next two years and

heroic increases in saving rates. Our analysis indicates that rate of

adjustment may not be achievable and a longer adjustment period will be

required.

III. Medium-term Growth Targets and Creditworthiness Indicators

10. The prospects of stagnation for the rest of the decade, after

essentially no growth since 1980, may be politically unacceptable, and the

slow growth clearly retards the adjustment process. Our analysis shows that

if the external constraints can be relaxed somewhat, the adjustment measures

will be easier to implement and the economy can recover faster. Its growth

rate for the rest of the decade would increase by 1% point per year over the

base projection and maintain the growth rate of the initial projection

thereafter. GDP growth in the higher scenario could thus attain an average

annual rate of 3.8% (1.1% per capita) in 1985-90 as opposed to 2.7% (0 % per

capita) and 5.0% (2.5% per capita) in 1990-95 compared to 4.9%,(2.4% per

capita). The composition of these growth rates in terms of value added by

sector and type of expenditure is presented in Table 1. The level of

additional debt implied by the high-growth scenario, coupled with the

additional rescheduling by the Paris Club, would be bearable in terms of the

debt burden on the economy. Fhe total debt service ratio after rescheduling

would rise to 40.3% in 1991 and fall to 23.3% by 1995. The debt service ratio

would be much higher in the slower growth scenario during 1988-1990 (close to

45%), because of the higher level of amortization which will result in the

absence of further reschedulings; thereafter, the debt service ratio falls to

20.5 by 1995. The additional growth would obtain from a higher level of
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Table 1

MOROCCO: High Growth (H) and Low Growth (L) Scenarios

(Average growth rates at 1980 OH prices)

National Accounts 1985 90 1990 95
(H) (L) (H) (L)

GOP 3.3 2.7 5.0 4.9
Agriculture 2.5 2.3 3.3 3.0
Industry 4.4 2.3 6.1 5.7
Services 3.9 3.0 4.9 4.9

Consumption 2.8 1.6 4.6 4.8
Investment 3.9 0.7 5.2 7.3
Exports 7.3 7.6 6.7 5.3
Imports 4.3 2.1 5.3 7.0

Balance of Payments
(millions of US dollars)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Current Balance (H) 1000 719 682 490 180 62 11 221 452 626 789
(L) 1000 719 392 276 6 318 474 592 598 449 252

(millions of US dollars)
1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Debt Service
Ratio 1/ (H) 30.2 23.3 21.9 31.6 24.5 35.- 40.3 36.0 31.2 27.1 22.3

(L) 30.8 33.4 31.8 44.3 44.4 40.1 39.5 34.5 28.4 24.0 20.5

1/ In percent of goods and services (including workers remittances); includes debt service on IMF

transactions; includes impact of the existing 85 87 rescheduling agreement and, in case of the
high scenario, further rescheduling in 1988 90.

1.7.86
42958



- 9 -

performance in the export and industrial sectors and somewhat less fiscal

restraint due to the greater external resource availability. Implementation

of the Baker proposal to mobilize additional external resources over the next

several years would permit the higher growth scenario with its attendant

benefits, and we would urge that this option be pursued.

IV. Ongoing IMF Stabilization Policies and the Future Role of the IMF

11. The Moroccan government has agreed to further reductions in the

present macro-economic imbalances in the Stand-by arrangement recently

negotiated with the IMF, which sets out a stabilization program through early

1987. Efforts will be directed to redress disequilibria in public finance by

measures to increase Government revenues (e.g. fiscal reform and introduction

of a Value Added Tax, greater efficiency in tax collection efforts, higher

contributions from State monopolies made possible by a better financial

performance and increases in tariffs) and to curtail current expenditures

(e.g. lower outlays on consumer subsidies, limits on new civil service

hiring). These measures should lead to a decline in the overall budget

deficit to around 4.5% of GOP in 1986. The overall growth of the money st ck

and bank credit to the Government will be limited accordingly. Moreover, the

Government has agreed to eliminate all external payment arrears and has taken

initial steps to control domestic arrears and payment delays. It is

formulating a program which progressively eliminates the existing stock of

arrears and implementing measures to prevent their recurrence. The Bank is

working closely with the Government on this in the context of the PE reform

program.
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12. The stabilization program anticipates no further debt rescheduling

after 1987, which necessitates a small current account surplus by 1988. The

full set of practical measures which would achieve this target has not yet

been worked out, and the Government is skeptical whether it can be achieved.

It would imply a marginal savings rate of 56% raising domestic savings from

12.8% of GDP in 1985 to 16.7% in 1988 (in constant 1980 dirhams).

13. The importance of sedulous stabilization efforts subsequent to 1987

is critical for the success of adjustment under either hypothesis. Even with

the current stand-by, the INF is reducing its net exposure in Morocco by

$100-200 million per year beginning in 1986. Just maintaining its current

exposure, therefore, would considerably ease the foreign exchange constraint.

If a modified recovery program based on adjustment with growth were to be

adopted, maintaining the current [MF exposure in Morocco would have to be

seriously considered as a component of the supporting program.

14. With a modified r covery program such as that described below,

cooperation between the ndk ind the IMF would have to be intensified. Key to

this would be greater balo ween short-run stabilization and medium-term

adjustment objectives, with xi _a-using weight given the latter. This would be

facilitated by additiona !--....g and capital flows. Some variance on

output targets could be pt> v' -n due to exogenous factors if some

foreign exchange cushion wn . e, and the stability of the adjustment

policy framework could be i red. Such a program would require a

clear prior understanding -,it on the overall strategy among the
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official donors, the Government and the commercial banks. In effect, the

Consultative Group, the Paris Club, and the London Club would have to

coordinate more closely, if not coalesce. While the Bank could help Morocco

develop an acceptable macro-policy package to ensure continued stabilization

over the medium-term, additional sources of external capital would have to be

identified as well.

V. Implications and Assumptions Underlying Growth and Creditworthiness

Targets

GDP

15. The strategy of adjustment with economic growth aims at a 3.8%

average annual rate of GDP growth in 1985-90, rising to 5% p.a in 1990-95. A

2.4% average growth rate of the population translates into a modest increase

in per capita income. The achievement of these results will require

af significant structural changes within the economy, particularly with respect

to export performinces, the industrial sector, and domestic savings.

Current Balance

16. The shift to an outward-oriented development strategy is essential

for the success of Morocco's medium-term adjustment program. The

restructuring policies would bring about an acceleration of the growth of

exports of goods and nonfactor services, attendant on continued access to the
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EEC and on development of non-traditional markets. This would be a critical,

dynamic sector for the generation of higher rates of GDP growth anticipated in

the 1990s. Exports are expected to grow at 7.1% p.a. in 1986-95, in the

higher case, led by manufactured exports which will grow at 10.8% p.a and a

recovery in agricultural exports. Manufactured exports have grown at 6.7%

p.a. in the past two years, and the reform policies should be able to increase

that growth rate to the levels projected. The exports of phosphates and

derivatives are projected to grow at 8.4%, consistent with a constant market

share. Phosphates, which now account for 50% of exports and are a source of

considerable variability, will decline in relative importance. The share of

exports in GDP would steadily rise to over 25% which would help support, in

turn, a recovery of import growth, whose overall trend has declined since

1978. Since export growth is the major driving factor in the recovery

program, its growth rate would be nearly as high for the base case. However,

the lower foreign capital availability in the base case will reduce the

availability of imports and growth potential for domestic production, leading

to lower overall growth. Imports in the higher scenario would rise much more

slowly than exports between 1985 and L990 at 4.3% p.a., as a result of demand

restraint and expenditure-switching policies and of the enhanced capacity for

efficient import substitution in the industrial sector arising from trade

reform. In the base case, import growth would be a mere 2.1% p.a. All prices

are taken from the latest projections of the Commodities division.
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Investment and Savings

17. Investment, which has declined as a share of GDP since 1978, will

rise pari passu with overall economic growth, maintaining its share of GDP at

over 20% through 1995; it will fall to 18.7% of GDP by 1987 and stabilize at

that level through 1990, subsequently rising to over 20% by 1995 (in constant

1985 dirhams). The share of Government in overall investment will increase

during this period from over one-quarter to over one-third, as the public

investment program recovers from the inordinately depressed levels of

1978-84. In order to finance the recovery of investment and enable the

economy to eliminate net borrowing and reduce debt service obligations to

sustainable levels, gross domestic savings in the high case would rise faster

than GDP throughout the period, increasing its share from 9.9% to 16.4% of

GDP. Public savings must jump from -0.7% at present to approximately 8.5% on

average of GDP in 1990-95 in order to finance the public investment program.

Private savings must register an average annual rate of 2% in order to support

the projected private investment. The high case scenario assumes net capital

inflows on the order of $200-300 million through 1990 and some net outflow

thereafter. The marginal savings rate with respect to GDP would be high

(about 35%) in 1985-90 and fall to under 25% thereafter. Because of the lower

capital inflow and faster ad justment of external balances, savings performance

during 1985-90 would have to be even greater in the base case: the marginal

savings rate would rise to reach 50% for the rest of the decade, falling to

under 20% thereafter. The rate at which savings can increase is a critical

factor in determining how rapidly the current account deficit can be reduced.
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Consumption

18. The high scenario also allows for higher growth rates in

consumption. This is an important difference between the two scenarios

insofar as some relaxation of the current account constraint will enable

investment to recover more quickly from its presently depressed levels and

consumption to keep pace with population growth. The base scenario, zero real

growth per capita through the end of the decade, implies a decline in per

capita consumption in order to maintain a minimum level of economic investment

and reduce the external deficit. The decline in levels of per capita

consumption underscores the political difficulty inherent in the

implementation of the base scenario.

VI. Relative Importance of Policy Priorities

19. The Government has committed itself to address the underlying causes

of disequilibria within the economy through deep structural changes in major

economic sectors. The recovery strategy over the next five to ten years is

predicated on achieving acceptable, sustainable and equitable levels of

growth, while assuring political stability and continuity. This will require

transforming the economy into an etficient producer of goods and services that

is open and competitive in a world market and developing a more modern and

flexible administrative structure that responds to the needs of the rapidly

evolving modern economy. The strategy to achieve these objectives must

address issues on a number of tronts more or less simultaneously and still

retain sufficient support within the Iovernment, the Palace, and the business
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community at large. It must also be cogent enough to receive the continued

support of the international financial community over a prolonged period of

time. The key elements of the strategy are:

a) Reducing the economic distortions in the economy, including pricing

policy, exchange rate policies, trade flows (liberalization), input

subsidies, preferential interest rates.

b) Improving resource mobilization and allocation, including reforms of

the tax structure and consumer subsidies, improvement in planning and

investment procedures in the Government and public enterprises,

rationalization of interest rate structures, modernization of the

financial sector and its resource mobilization instruments.

c) Reducing bureaucrt-i ,nd administrative inefficiencies in the

government and publi snntor, including improved project evaluation,

elimination ot inle':ssary administrative interference in the

economic activiti' , reductions in bureaucratic delays,

decentralizatin lt .ntr1o and regulation, restructuring the role of

the Government in piulic enterprises.

d) Improving human r ,>o it-velopment in the country, including

educational reform iidtpt the output of the education system to the

needs of the economv, !.'ement of vocational and professional

training programs, n- l food security measures.
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20. In order to stimulate savings, production, and trade while

constraining investment and imports, the Government must simultaneously effect

reforms in the trade and exchange regime, pricing, the financial sector, and

throughout the public sector addressing issues of Government finance, public

investment, and the role of the State in the productive sectors of the

economy. The attached matrix delineates the policies and measures and their

sequencing that are, in our view, required to achieve the aforementioned

objectives. Annual action programs can be derived by aggregating the detailed

list of policy measures by year during the 1986-90 period. Current or

imminent operations which lay the basis for the annual action programs include:

(i) ITPA II: 1986 - prices and incentives, institutional reform

(ii) ASAL II: 1986 - prices and incentives, institutional reform

(iii) PERL: 1986-87 - public finance, institutional reform

(iv) Education Sector Loan: 1986-87 - institutional reform, public finance

Fiscal, monetary, and exchange policies will be determined in the context of

the IMF Stand-by arrangement; however, core policy reform, particularly in the

fiscal area, could be developed as part of a future Bank operation.

21. The Government should give top priority to public sector reform,

particularly increasing public saving. Partial attempts to modify the

existing tax system (e.g. replacing the sales tax by a value-added tax) should

be supplemented by overhaul of the structure of direct taxation, reconsidering

exemptions granted under existing investment codes, and devising additional

methods to enhance Government tax revenues. Current expenditures should be
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rationalized through the phased removal of subsidies to public enterprises,

agricultural inputs, energy, and foodstuffs (attendant on the implementation

of a food security program); through greater efficiency of social

expenditures, particularly in the education and health sectors; through the

elimination of payment arrears accompanied by measures to prevent their

recurrence; through improvement in the rate of cost recovery by strengthening

collection efforts regarding taxes; and through greater control over the wage

bill of the Government.

22. The Government has recognized the need to redefine its role in the

economy by actively supporting a program of public enterprise reform. The

Government is identifying those public service activities which are properly

the domain of the State, and ensuring that the necessary financing is

available for them. Subsequently, a strategy and program for the overall

restructuring of the public enterprise sector is being formulated, including

such options as privatization and liquidation of holdings. Finally, the

institutional control of Government over the public enterprises is being

rationalized by enhancing the managerial autonomy of the enterprises. The

action program embodied in the proposed Bank operation (PERL) seeks to raise

public enterprise productivity, and hence contribute to the public savings

effort, by promoting adequate pricing and cost recovery policies, by

strengthening management and control structures within the enterprises and

related ministries, and by initiating financial and/or physical restructuring

of economically important public enterprises.
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23. The need to achieve a minimum acceptable level of growth over the

next few years will require concerted efforts 
in the area of public

investment. Multi-year programs should be formulated in function of realistic

assessments of available budgetary resources and sectoral imperatives. Core

investment projects should be identified on the basis of criteria utilized in

the recent joint investment review (e.g. binding supply constraints, economic

returns, lead-time to realize project benefits). Large infrastructure

projects with high import content should 
be deemphasized in favor of

maintaining and/or expanding where necessary existing 
investments. The

ability of the Government to plan, program, monitor, and review public

investment programs must be strengthened. Productivity of public investments

can be increased by better coordination of implementation schedules and by

encouraging donors to respect economic priorities in their assistance programs.

24. The success of the Government's adjustment program is intimately

linked to reforms in the trade, exchange, and incentive structure. In order

to reduce the structural imbalance on international accounts, the inherent

bias against exports in the economy must be further reduced by maintaining a

flexible exchange rate policy and intensifying efforts to liberalize the trade

regime. The overall system of protection is being reformed by lowering

customs duties, rationalizing tie tariff structure with a view to reducing

dispersion, and rapidly eliminating all quantitative 
restrictions. Export

promotion measures to increase the efficiency of the customs regime,

streamline administrative procedur,:s, abolish export taxes, and improve

prospects for agricultural exporLs by dismantling distribution and export

monopolies and intensifying marketLng efforts should be 
expeditiously
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implemented. In tandem with rationalizing the structure of protection,

Morocco's competitive stance and productive efficiency can be abetted by

eliminating price controls, setting prices of public utilities and/or

monopolies to reflect costs of production, and liberalizing producer prices in

agriculture. An active exchange rate policy is also critical to the success

of the measures.

VII. Medium-term Economic Projections

25. The global economic trends which provide a framework for the

medium-term projections are assumed to be reasonably favorable (Table 2).

These assumptions apply equally to two adjustment scenarios. Whereas the base

scenario assumes no further rescheduling after 1987, the high scenario assumes

continued debt relief through 1990.

26. The two alternative macro-economic adjustment scenarios for 1985-95

are presented in Tables A2 and A3. The base case, characterized by low growth

and more rapid external stabilization, provides estimates of economic

aggregates under the current poli'y environment, including the effects of

ITPA I & II on trade. A higher rate of growth is obtained in the high

scenario as a result of a more modest pace of external stabilization and

greater resources to support growth outside the export sector. It would also

allow implementation of more baisic adjustment policy prescriptions which

comprise the five-year action program.
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Table 2

MOROCCO: Medium Term Projections

Global Framework Assumptions

1985 90 1990 95

1985 1986 1987 1988 1989 1990 average average

Growth rate p.a. (in %)

OECD growth 2.7 2.7 3.3 3.1 3.1 3.2 3.0 3.3

International
price index (a) 0.5 7.0 7.0 7.5 7.7 7.6 7.4 4.5

Petroleum price
in current US$ 3.5 3.6 5.3 5.3 5.3 5.3 3.5 3.6

in constant US$ (b) 3.1 10.0 1.9 1.9 1.9 1.9 3.6 3.9

Phosphate rock price
in current US$ 10.5 8.8 10.9 10.9 10.9 10.9 10.5 4.6

in constant US$ (b) 10.3 3.4 3.4 3.4 3.4 2.7

Commodity price index (c)
in current US$ 9.5 4.7 12.1 12.1 12.1 12.1 10.5 4.1

in constant US$ (b) 9.9 1.4 4.2 4.2 4.2 4.2 3.1

Annual percentage rate

LIBOR 9.0 9.0 9.0 9.0 9.0 8.5 8.9 8.0

(a) Unit value index of manufactured exports (SITC 5 8) from industrial to developing
countries (MUC index).

(b) Current price index de.ated t. MU' indcz.
(c) Price index for 33 commoditic; cxcluding energy.

12/23/85
4295B/JPorter :jb



27. The principal difference between these two scenarios is a relaxation

of exter al constraints in the high case, enabling higher current account

deficits (a cumulative total of over $1.8 billion during 1986-90 financed by

additional capital inflows of $960 million and further rescheduling of

$1,307 million) and faster economic recovery. This, in turn, would allow some

positive per capita growth for the rest of the decade in the wake of

essentially no growth since 1980, and improve political prospects for

acceptance of the expanded action program of policy reform. Relaxation of the

external constraint would thus increase the average annual growth rate from

2.7% in the Base Case (-0.1% per capita) to 3.8% in the High Case (1.1% per

capita) for the rest of the decade and maintain a 5% rate of growth through

1995, (2.7% per capita), equal to that registered in the Low Case. To achieve

this would require an extension of the Paris Club rescheduling through 1990

and disbursement of about $200 million per year of additional capital inflows

in the period 1986-90. If the incremental capital inflows were not

forthcoming, the adjustment implied in the base case would require income

elasticities of Government revenue on the order of 3-4, lower rates of total

investment (L8% of GDP), and very high marginal savings rates, 46.9% which may

exceed the Government's adjustment capacity. In the high case, income

elasticities of revenues would be just over 2; investment would be 21% of GDP,

and the marginal savings rate would be 35.8%. Both scenarios will require a

massive increase in savings, particularly where Government is concerned, to

supplement the capital flows from abroad. The level of additional debt in the

higher case, coupled with further rescheduling of Paris Club liabilities,

would be bearable in terms of the debt burden on the economy. By 1995, the

debt-to-GDP and debt service ratio would be 39% and 23% respectively in both
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scenarios. The high case is characterized by a stabilization of investment at

21% of GDP in 1990-95, coupled with an increase in gross domestic savings from

9.9% of GDP to 16.4% during the period 1985-95, whereas in the low case,

investment will rise to about 20% of GDP in 1990-95 and savings will account

for close to 15% of GDP.

28. The outcome of both scenarios depends on two key prices affecting

Morocco's external trade, notably petroleum and phosphate prices. A

concurrent drop of 10% in the prices of these two commodities would be

offsetting in the earlier years of the pro ected period; however, the negative

effects of falling phosphate prices, would soon overtake the positive impact

of the drop in oil prices leaving Morocco with a loss in net foreign exchange

earnings of about $500 million a year in 1995. The projections are relatively

insensitive to changes in interest rates, as the majority of Moroccan debt

outstanding is in fixed interest rate terms. A one percentage point drop in

interest rates would result in a savings of about $60 million per year. The

enlargement of the EEC should not pose much of a threat to Morocco's prospects

for recovery during the period in question as Morocco has protected its

current access rights for 7-10 years. However, efforts should be directed

towards identifying new markets in North America and within Africa if food and

manufactured exports are to continue to grow at expected rates.

VIII. Relative Likeliness of Policy Implementation

29. The high case scenario described above is feasible. The basic

elements of the strategy are in place, many of the key policy pressures have
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been implemented or initiated, but additional action will be required in

priority areas. Public finance, the most critical but sensitive area of

reform, is dependent on the evolution of defense expenditures, the political

will to overhaul the fiscal system, and the general recognition that

Government should play a more detached regulatory role. Tax reform, the key

to attacking imbalances in the structure of public finance, might encounter

significant political opposition if the delays in legislating the value-added

tax are any indication. Morocco has nonetheless proved able to rapidly

mobilize resources (Sahara campaign) and reduce budgetary deficits when the

Government and Palace are fully committed to action. The reform program

envisaged will require concerted efforts from all the economic actors as well

as a considerable show of political will.

30. The reform of the prices and incentives structure will become

increasingly difficult insofar as the "easy" phase of liberalization has been

accomplished (i.e. relatively non-binding barriers to trade have been

eliminated) and opposition from both industrialists and the political Left can

be expected to raise obstacles to seeing the process through to its

conclusion. The policy decisions have been taken but it remains to translate

many of them into annual action programs. Some parts of the Government are

still not totally convinced of the need for price liberalization and

appropriate exchange rate management, which impedes implementation.

31. The Government has become increasingly aware of the need for massive

improvement in the education system and has made a significant start to this

effect with the full support of the King. However, human resource development
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is by nature a protracted process and will bear fruit in the medium- to

long-term if sustained efforts continue on specific programs. The public

enterprise and related institutional reforms are likely to take several years

and will require the Government to take difficult action in several sensitive

areas, such as the autonomy of Public Enterprises in hiring and wage policy.

32. The implementation of measures in different elements of the strategy

must be coordinated. For example, the food security measures will be phased

in with the reduction of food subsidies. And the latter will be timed to

requirements of budget deficit reductions and to improvements in domestic

grain purchase programs and grain marketing rules. The further reduction in

tariffs will have to be coordinated both with measures to help restructure

affected domestic industries and domestic marketing practices and with

resource mobilization objectives. Increased financial sector flexibility will

increase access to banking services, but must be accompanied by improvements

in money markets and banking regulations. Measures which have implications

for resource mobilization, such as further tariff reductions and health sector

reform, will be easier to implement once fiscal reforms increasing revenue

generation are in place.

33. The requirement for 'oordination and the extensive change that is

occuring in such a diverse nonber of sectors has a significant influence on

the pace of implementation of tce overall program. Measures in some areas can

only proceed if complementary measures are in place elsewhere. The rate at

which these programs can be impl mnted thus depends on the commitment and

administrative capacity of diff2rnt agencies of the Government, the degree of
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change involved, the resources available, and the timing in relation to other

measures. Overall progress has been satisfactory on such an ambitious

program, though there have been delays and setbacks in some specific areas.

The complexity of the whole strategy indicates that continued monitoring by

both the Bank and the Government will be required. It will take several years

for the results of the adjustment to become widely apparent.

IX. Political Economy Aspects of Structural Adjustment

34. Fundamental shift, in approach to political economy in Morocco are

required in a number of areas. Past policies of controlling prices, imports,

availability of inputs and investments, and output decisions to achieve

desired results have product an economic structure that is inflexible,

inefficient, inward-orientL d, id highly dependent on continued Government

protection and largesse. at-intry can no longer afford this. Therefore,

the basic tenets of economic poLicy must shift from dirigiste to liberal with

greater emphasis on indiVid~il -- sponsibility. The administrative system must

change from one of a pri ri entrols and numerous discretionary interventions

to one of detached regul-i "nl re general rules and guidelines are enforced

in a market-oriented environm nn. The balance is now shifting in favor of

modernization and liberK iA away from the highly centralized approach

of the past, but it is o -i iinful transition. Intervention from the

Palace, and the accumulat - interests in the public and private sectors

and in the administration :' de the process, however. The current

Government is nonetheles,. wards accelerating this process while

minimizing the transitioni. 5 ts.
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35. The beneficiaries of the adjustment process will be those sectors

which stand to gain from the relative expansion of tradeables production

including cereal and export agriculture, the export manufacturing sector, and

small- and medium-scale industry. Unemployment should decrease as these are

relatively labor-intensive sectors and as the absorptive capacity of the

economy rises. In addition, the reform of the education sector should endow

new entrants to the labor force with skills demanded by the economy. Other

social sector reforms (e.g. health) will bring about greater access to social

services. Greater reliance on progressive direct taxation as opposed to

excise and trade taxes to finance budgetary expenditures would result in a

more equitable tax burden.

36. At the same time, low income groups would suffer declines in real

income through the reduction of food subsidies and the increase of commodity

prices in the initial stages of liberalization. Increases in public

enterprise tariffs and the prices of basic staples will initially reduce real

domestic income and demand, probably raise the level of unemployment, and

inflict short-term costs on the urban population, Government employees, and

workers in less competitive industries. Cutbacks in investment grants to

Public Enterprises, increases in direct taxes, and the elimination of interest

rate rebates could reduce incentives to invest and reduce commitment of some

parts of the private sector to the program. Liberalization of the trade

regime could cause various inefficient import-substituting industries to

suffer losses and perhaps ultimately fail. Finally, the public enterprise

reform would reduce the political decision-making power of those ministers who

also act as board chairmen. While it is clear that the overall cost of not
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undertaking the required economic adjustments would be greater in terms of

slower growth and continued maladjustment of the economy in the long run than

the individual losses of the program, that may not be apparent or even

acceptable to those suffering losses. While some of these losses must be

absorbed, it remains important to minimize the negative short-term impact on

the poorest groups and to assure the continued compliance of other adversely

affected groups.

37. The policies and actions which comprise the adjustment program

constitute a far-reaching program of structural adjustment and reform in the

political economy. The Bank is supporting this program through a series of

Sector policy loans in conjunction with its regular project loans, the IMF

operates through Stand-bys, and the Government acts through such legislative

and administrative vehicles as it has at its disposal, principal among them is

the annual Loi de Finances. To aid the analysis of policy reforms, the Bank

and the Government are jointly developing an economy-wide multisectoral model

that can be used to test the impact of various policy options and help assure

the consistency of policy measures in different sectors and supporting

different elements of the strategy.

X. Monitoring of Policies and Program Risks

Monitoring of Action Programs

38. Monitoring of the stabilization and adjustment program will require

continued supervision by the IMF and Bank. This work will have to be shared
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in function of the respective programs, with appropriate sensitivity to the

interests of each institution. Monitoring will focus on the implementation of

the action programs in the various areas. Results will also have to be

monitored to be sure the policies are having their desired impacts. Where

this is not the case, analysis will have to determine whether there were other

mitigating factors, or whether the intended policies were not as effective as

supposed. In the latter case, other policies will have to be defined and

agreed with the Government. This may delay achieving some objectives, and

provisions will have to be made either to adjust targets, or identify

additional resources. This is why some insurance against short-term variation

in results is important. Perhaps some IMF resources should be reserved for

this purpose after the current Stand-by is completed. Because of the

continued involvement of the Paris and London Clubs, they also will have to be

apprised of the results of the supervision, and will have to concur in the

results to continue their rescheduling and new financing operations.

Risks

39. This reform program is not without serious risks however. There is

very little buffer built into it. Any serious deterioration in the external

environment would adversely :rt eut the recovery. Further short-term

adjustments would be requir-d, a:s the economy simply cannot afford more debt

than assumed, except on highly corcessional terms. Additional austerity might

exceed the limits of political acceptability and erode support for the

medium-term reform program. Even without adverse external developments, the

political opposition to adjustment policies may succeed in stopping or
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reversing parts or all of the program. If serious enough, this might lead to

a reduction of capital inflows, which could further weaken the adjustment.

The opposition, however, does not have a viable economic alternative,

particularly if large capital inflows are not available, and a considerable

economic crisis could result from a rejection of the adjustment program.

Fortunately, the commitment of the Government and its stability give reason to

believe that the opposition can be contained. Ultimately, if the King senses

a danger to the economy from a loss of international support, he should act to

give more support to the adjustment program. These risks are also mitigated

by the fact that the alternative to the adjustment program is a serious

economic crisis and depression from which it will take a long time to emerge.

Both the Government and the international community want to avoid that.

40. As is widely known, Morocco has been engaged in a military action in

the Western Sahara to retain territories claimed for historical reasons.

Without commitment to any viewpoint, it is clear that the action is highly

political, and a precipitously unfavorable outcome would be a fundamental

political blow to the stability of the regime and through that, probably to

the prospects for coherent economic policy in the short term. Therefore, a

major reduction or outright cessation of expenditures on military activities

or supporting economic infrastructure in the Sahara would not be an acceptable

policy option for the Government. Unfortunately, those expenditures are a

major weight on the Government budget and have seriously aggravated resource

mobilization problems. While evidence indicates that expenditures on the

Sahara have not been lavish or excssive, they have been large. Any recovery
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program would have to take the expenditures on the Sahara into account and be

assured that they are held under control. Morocco would also have to continue

its peace efforts to the utmost.

XI. Financing Requirements

41. Because of the profile of debt repayments, action will also be

necessary to smooth the flow of repayments and give Morocco a less irregular

repayment profile. This would allow the adjustment programs to respond to the

real needs of adjustment, rather than forcing elements of the adjustment to

meet varying financial constraints to the detriment of the economic recovery.

In this regard, Morocco would greatly benefit from a multi-year debt

consolidation to smooth the debt servicing profile. Such a consolidation

would minimize the need for additional capital and maximize the potential for

a sound and lasting recovery. The consolidation should also provide an

insurance factor (perhaps through IMF drawings) to dampen the impact of short

run variations in exchange earnings on interim targets in order to allow a

more rational adjustment process. Needless to say, such a consolidation and

insurance program would have to be closely monitored, particularly with regard

to the policy inputs to ensure that they were in line with the strategy.

42. With a program such as described above, the total MLT debt burden

(DOD) will rise from the current (1985) level of $11.5 billion to

$15.1 billion in 1990, and decline slightly thereafter. The mix will evolve

approximately as follows:
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TABLE 3
Shares of total debt (%)

1985 1990 1995

Official 64.7 59.6 57.1

of which World Bank 11.5 20.5 23.9

Private 35.3 37.4 39.9

Supplementary Sources
of Financing 0 3.0 3.0
Memo:

Use of IMF credit'
(levels in $ million) 1098 165 n.a.

1/ Assumes no further IMF disbursements beyond the current Standby.

The World Bank share rises as it plays its role as lender of last resort and

helps Morocco adjust and lengthen its external debt profile as well as reform

its economic policies. The Bank's proposed lending program to support this

strategy is shown in Annex II. It is currently being reviewed in the context

of a CPP which will shortly be presented for management review. It is heavily

weighted in the initial years toward sector policy adjustment loans to support

the policy reforms discussed above. Because of the large fast disbursing

element, this program will provide an additional inflow of foreign resources

during the adjustment period. This will significantly increase World Bank

exposure, but within tolerable limits so long as the policy reform program

stays in place. The commercial banks' exposure will also increase under these

assumptions, which implies some additional money as well as rescheduling. The

relative decline in other official debt is due to the relative lack of quick

disbursing aid in this category and to the slow disbursements on project aid

due to Moroccan budget constraints. However, a significant increase in

concessional aid from official sources other than the IFI's to support the

adjustment program would be a telling factor in promoting growth and

adjustment, and it should be encouraged.
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43. The major constraint on the economy through the adjustment period are

the availability of foreign exchange and the debt service burden. Without

rescheduling the debt service ratio would be 56% of exports in 1985 and 45% by

19881/ under our base case assumption about recovery. Such a burden would

not be sustainable and would force such severe austerity measures on the

country that production augmenting structural adjustments would not be

feasible, if indeed the socio-political fabric could sustain such measures.

Thus, continued rescheduling is essential to permit the adjustment process to

take place at all. The proposed strategy with rescheduling through 1990

implies a debt service ratio of 36% in 1990 and 23% in 1995. The interest

service ratio will decline from 12% in 1990 to 6% in 1995. During this

period, medium and long term debt as a percentage of exports will fall from

378% in 1985 to 217% in 1990, and as a percentage of GDP it will fall from 93%

to 82%. If Morocco can sustain its policy framework in place and the reform

has the expected results, it should be sufficiently creditworthy to roll over

its debt outstanding without further rescheduling. However, policy must

continue to be cautious as there is little scope for substantial balance of

payments deficits for some time.

1/ Including IMF debt service, it would be 62% of exports in 1985 and 48% by

1988.



I. ECONOMIC PERFORMANCE IN RECENT YEARS

Table A.]: Historic Data

1978 1979 1980 1981 1982 1983 1984 1985*

Real GDP Growth Rate
per Annum (%) 2.2 4.8 3.6 -1.3 6.8 2.2 2.4 4.3

Debt to Export Ratio 1/ 2.37 2.29 2.17 2.59 3.05 3.16 3.39 3.78

interest Payments
to Export Ratio (%) 2/ 3/ 11.7 15.2 18.8 20.6 19.6 17.0 17.9 16.6

Total Debt to GNP (1) l/ 36.9 39.0 39.9 53.8 60.5 71.0 85.2 93.2

Intvrest Payment to GDP (l 3 1,9 2.b 3.4 4.3 3.9 3.8 4.5 4.1

Det ser vice RAti , 18.7 21.8 27.3 30.6 34.7 28.6 30.1 24.8

Of Irt 1 95.5 105.4 100.0 92.8 87.5 88.6 87.3 82.3

-t 1i Rate of Iuppu t. ' ) 7/ 17.4 3.3 -9.8 2.0 3.7 -11.9 3.2 -4.2
and Exportt, (X) 3.3 0.9 3.6 0.2 5.5 7.3 3.6 6.1

Curreit Account Balance
(US$ million) -1,348 -1,530 -1,420 -1,861 -1,899 -873 -964 -735

of which: Interest Payments 3/ 253 412 614 634 581 510 548 506

Net Capital Inflow (+)
/Outflow (-) (in uS$ Million) 8/ 637 605 518 781 896 -138 -91 575

* Estimate

1 Total medium- and long-term debt/export of goods and NFS
2/ Interest payments on medium- and long-term debt/exports of goods and NFS
3/ After debt relief
4/ Total medium- and long-term debt/DGP
5/ Interest payments on medium and long term debt/GDP
6/ Debt service on total medium and long-term debt (excluding IMF repurchases)/export of goods and services
7/ Goods and non factor services
8/ Disbursements on medium- and long-term debt less amortization and interest (after debt relief); grants

included except 1978-79

42328



TabLe-A2: Key Indicators

1985 1986 1987 1988 1989 1990 / 1991 1992 1993 1994 1995

GDP Growth Rate (Target) B 4.4% 2.4% 2.5% 2.8% 2.8% 2.9% 3.6% 4.2% 5.0% 5.7% 5.7%

H 4.4% 3.2% 3.8% 3.9% 4.1% 4.1% 4.2% 4.2% 5.1% 5.7% 6.2%

GNP/capita B 1.7% -0.5% -0.3% -0.4% 0.2% 0.5% 1.4% 1.9% 2.7% 3.4% 3.3%
H 1.7% 0.2% 0.8% 1.5% 1.4% 1.3% 1.5% 1.9% 2.8% 3.4% 3.8%

D/X (Target) B 3.78 3.59 3.26 2.85 2.42 2.06 1.80 1.53 1.31 1.12 0.97
H 3.78 3.59 3.32 2.97 2.56 2.17 1.88 1.59 1.33 1.11 0.94

Total DOD 1/ B 11513 12739 13674 14231 14307 14124 13689 12926 12186 11611 11201

H 11513 12747 13947 14811 15084 15120 14692 13972 13108 12347 11706

D/GDP B 0.93 1.01 1.07 1.00 0.91 0.81 0.72 0.62 0.53 0.46 0.40

H 0.93 1.00 1.07 1.01 0.92 0.82 0.73 0.63 0.54 0.46 0.39

Int Payments/GDP B 0.04 0.05 0.06 0.07 0.06 0.06 0.05 0.04 0.04 0.03 0.03

H 0.04 0.05 0.06 0.05 0.05 0.05 0.05 0.05 0.04 0.03 0.03

DS/X B 30.8 33.3 31.9 33.6 34.5 35.8 40.3 36.0 31.2 27.1 23.2
H 30.8 33.4 31.8 44.3 44.4 40.1 39.5 34.5 28.4 24.0 20.5

--6ross-tnvestfnt~' B 24.6 23.7 23.5 24.2 24.8 25.6 28.3 29.8 31.7 33.6 36.3

H 24.6 25.3 26.3 27.4 28.7 29.9 31.1 32.4 34.2 36.3 38.5

Gross Investment/GDP B 20.6% 19.4% 18.7% 18.7% 18.7% 18.7% 20.0% 20.2% 20.5% 20.6% 21.0%

H 20.6% 20.5% 20.5% 20.6% 20.7% 20.7% 20.7% 20.7% 20.8% 20.8% 20.9%

-P4e-+westmerrt B 6.5 6.8 7.4 8.0 8.7 9.5 10.3 10.9 11.6 12.7 13.7

H 6.5 6.8 7.8 8.8 9.8 10.6 11.5 12.0 12.9 13.6 14.5

Public Investment/GDP B 5.4% 5.6% 5.9% 6.2% 6.6% 7.0% 7.3% 7.4% 7.5% 7.8% 7.9%
H 5.4% 5.5% 6.1% 6.6% 7.1% 7.3% 7.7% 7.6% 7.8% 7.8% 7.8%

aP. VdLTnvestment B 18.1 16.9 16.1 16.2 16.1 16.1 18.0 18.9 20.1 20.9 22.6
H 18.1 18.5 18.5 18.6 18.9 19.3 19.6 20.5 21.3 22.6 24.1

Private Investment/GDP B 15.2% 13.8% 12.8% 12.5% 12.2% 11.8% 12.7% 12.8% 13.0% 12.8% 13.1%
H 15.2% 15.0% 14.5% 13.9% 13.7% 13.4% 13.1% 13.1% 13.0% 13.0% 13.0%

b1I4-c f f t B -0.8 1.9 3.9 6.1 8.6 11.5 13.6 14.6 15.2 15.6 15.5
H -0.8 1.3 3.0 5.4 7.8 9.8 11.6 12.7 14.6 16.7 18.3



Public Savin4gGDP B -0.7% 1.5% 3.1% 4.7% 6.5% .4% 9.6% 9.9% 9.8% 9.5% 9.0%

H -0.7% 1.1% 2.3% 4.1% 5.6% 6.8% - 7.7% 8.1% 8.9% 9.6% 9.9%

.-P-' S 8 12.6 10.7 10.2 10.1 9.6 8.2 8.9 9.2 9.5 9.2 10.0

H 12.6 12.6 12.7 12.0 11.3 10.9 10.9 11.7 12.1 11.8 12.0

Private Savings/GDP B 10.6% 8.7% 8.1% 7.8% 7.2% 6.0% 6.3% 6.2% 6.1% 5.6% 5.8%
H 10.6% 10.2% 9.9% 9.0% 8.2% 7.5% 7.2% 7.5% 7.3% 6.8% 6.5%

Exports Growth Rate B 6.1% 8.1% 7.8% 8.2% 7.5% 5.6% 5.2% 5.2% 5.3% 5.4% 5.4%
H 6.1% 8.1% 7.8% 8.2% 7.5% 7.0% 6.6% 6.7% 6.8% 6.6% 6.7%

Exports/GDP B 0.20 0.21 0.22 0.23 0.24 0.25 \) 0.25 0.26 0.26 0.26 0.25

H 0.20 0.21 0.22 0.23 0.23 0.24 0.24 0.25 0.25 0.26 0.26

Imports Growth Rate B -3.5% 1.8% 1.9% 3.4% 3.3% 3.0% 4.6% 5.0% 6.5% 8.0% 7.9%
H -3.5% 2.3% 4.2% 4.9% 5.3% 4.8% 4.4% 4.5% 5.1% 6.1% 6.6%

Imports/GDP B 23.7% 23.6% 23.4% 23.6% 23.7% 23.7% 23.9% 24.1% 24.5% 25.0% 25.5%
H 23.7% 23.5% 23.6% 23.8% 24.1% 24.2% 24.3% 24.4% 24.4% 24.4% 24.6%

Consumption/Capita Growth Rate B 1.1% -0.6% -1.1% -1.2% -1.1% -0.6% -0.5% 1.4% 2.7% 4.2% 3.7%

H 1.1% -0.9% 0.2% 0.4% 0.7% 0.9% 1.0% 0.9% 1.9% 3.0% 3.6%

GNP Growth Rate B 4.0% 2.0% 2.2% 2.1% 2.8% 3.1% 3.9% 4.3% 5.2% 5.9% 5.9%

H 4.0% 2.8% 3.4% 4.1% 4.0% 3.9% 4.0% 4.4% 5.3% 5.9% 6.3%

1/ Excludes IMF l abilities (see Table C)



Table B: Financing Requirements and Sources

BASE HIGH

1985 1986 1987 1988 1989 1990 I 1985 1986 1987 1988 1989 1990
World Bank

Commitments 405 380 325 350 400 275 405 480 475 450 425 400
Disbursements . 264 425 442 390 362 291 264 450 535 529 504 488
Amortization -105 -123 -145 -151 -168 -187 -105 -123 -145 -151 -168 -187
Net Flows 159 302 297 239 194 104 159 327 390 379 336 301

Multilateral (OPEC,DAC)

Commitments 200 208 224 241 259 279 I 200 208 224 241 259 279

Disbursements 302 305 290 238 232 247 302 305 290 238 232 247

Amortization -67 -83 -91 -163 -217 -215 I -67 -83 -91 -163 -217 -215

Net Flows 235 222 200 75 15 32 I 235 222 200 75 15 32

IMF

Commitments 214 150 35 0 0 0 214 150 35 0 0 0
Disbursements 214 150 35 0 0 0 214 150 35 0 0 0
Amortization -143 -274 -244 -169 -216 -205 -143 -274 -244 -169 -216 -205
Net Flows 71 -124 -209 -169 -216 -205 71 -124 -209 -169 -216 -205

Bilateral

Commitments 135 142 149 156 164 172 I 135 142 149 156 164 172
Disbursements 121 136 143 154 161 172 121 136 143 154 161 172
Amortization -46 -49 -50 -131 -448 -699 I -46 -49 -50 -131 -448 -699
Net Flows 75 88 93 23 -286 -528 75 88 93 23 -286 -528

Official Exp Credit

Commitments 60 63 67 70 75 79 60 63 67 70 75 79

* Disbursements 85 82 72 70 68 72 85 82 72 70 68 72
Amortization -98 -97 -101 -349 -376 -380 I -98 -97 -101 -349 -376 -380
Net Flows -13 -15 -30 -279 -308 -308 -13 -15 -30 -279 -308 -308

Suppliers' Credit

Commitments 15 16 17 18 20 22 I 15 16 17 18 20 22
Disbursements 19 18 17 18 19 21 j 19 18 17 18 19 21
Amortization -37 -36 -34 -34 -32 -34 I -37 -36 -34 -34 -32 -34
Net Flows -17 -18 -17 -17 -12 -12 -17 -18 -17 -17 -12 -12

Commercial Banks

Commitments 100 155 266 983 1182 1123 100 155 266 289 515 743
Disbursements 335 164 204 986 1159 1090 335 164 204 292 492 710
Amortization -131 -137 -183 -700 -636 -504 I -131 -137 -183 -248 -111 -174
Net Flows 204 27 21 286 523 586 I 204 27 21 44 381 536

Net Direct Foreign Inv 56 62 68 75 82 91 56 62 68 75 82 91

Other

Comitments 0 206 28 0 57 5 0 193 232 309 254 267

Disbursements 0 206 28 0 57 5 0 193 232 309 254 267

Amortization 0 0 0 0 0 0 0 0 0 0 -2 -8

Net Flows 0 206 28 0 57 5 0 193 232 309 252 259

TOTAL NET FLOWS 769 749 451 234 48 -235 769 761 748 440 244 166

of which quick disbsi 158 102 52 145 291 321 240 168 145

Impact of Rescheduling on Amortization

Official 716 1187 820 230 0 0 716 1187 820 682 525 330

Private 391 445 269 0 0 0I 391 445 269 0 0 0

Net Flows (%GDP) 6.2% 5.9% 3.5% 1.6% 0.3% -1.3% I 6.2% 6.0% 5.7% 3.0% 1.5% 0.9%



Table C: Debt Outstanding and Disbursed by Source

1985 1986 1987 1988 1989 1990

World Bank B 1324 1677 1973 2212 2406 2510

H 1324 1691 2080 2459 2795 3096

Multilateral (OPEC,DAC) B 3371 3636 3874 3998 4068 4166

and Bilateral Concessionat H 3371 3636 3874 3998 4068 4166

IMF B 1098 964 755 586 370 165

H 1098 964 755 586 370 165

Official Exp. Credit and B 2756 3055 3343 3269 2618 1716

Bilat Non-concessional 1/ H 2756 3055 3343 3269 2618 1716

Supplier's Credit B 4062 4165 4249 4519 5030 5604

and Commercial Banks H 4062 4165 4249 4486 5053 5691

Other Additional Sources B 0 206 234 234 184 127

H 0 200 400 600 550 450

TOTAL B 12611 13703 14429 14817 14677 14289

H 12611 13711 14702 15397 15454 15285

1/ Including non-guaranteed



TABLE D: Government Budget Projections

Level Growth Level

1980 1980/84 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

(Billions of current DH) j (In billions of constant 1985 DH)

Current Revenue H 15.2 11.5% 23.5 27.7 29.8 32.3 35.6 38.8 41.8 44.5 46.7 49.8 53.5 57.1
L 27.7 30.4 32.8 35.6 38.7 42.2 45.2 47.5 49.9 52.5 54.9

Current Expenditures H 15.3 11.4% 23.4 I 28.5 28.5 29.4 30.2 31.0 32.1 32.9 34.0 35.2 36.8 38.8

L 28.5 28.5 28.9 29.6 30.2 30.7 31.7 32.9 34.7 36.9 39.4
Governent Savings H -0.1 0.1 -0.8 1.3 3.0 5.4 7.8 9.8 11.6 12.7 14.6 16.7' 18.3

L -0.8 1.9 3.9 6.1 8.6 11.5 13.6 14.6 15.2 15.6 15.5
Capital Expenditures H 8.6 7.0 j 6.5 6.8 7.8 8.8 9.8 10.6 11.5 12.0 12.9 13.6 14.5

L 6.5 6.8 7.4 8.0 8.7 9.5 10.3 10.9 11.6 12.7 13.7
Overall Budget Deficit H -8.7 -6.9 -7.3 -5.5 -4.8 -3.4 -2.0 -0.8 0.1 0.8 1.7 3.1 3.8

L -7.3 -4.9 -3.5 -1.9 -0.1 2.0 3.3 3.7 3.6 2.9 1.8
GDP H 70.2 10.8% 105.8 119.6 123.4 128.1 133.1 138.6 144.3 150.3 156.6 164.6 174.0 184.8

L 119.6 122.5 125.5 129.0 132.7 136.5 141.4 147.4 154.7 163.5 172.9
(Deficit XGDP) H -12.4% -6.5% -6.1% -4.4% -3.8% -2.5% -1.5% -0.6% 0.1% 0.5% 1.1% 1.8% 2.1%

L -6.1% -4.0% -2.8% -1.5% -0.1% 1.5% 2.3% 2.5% 2.3% 1.8% 1.0%
Investient Growth Rate H 2.7% 4.0% 4.0% 5.0% 4.0% 4.2% 4.2% 5.5% 5.9% 6.3%

L -3.8% -0.8% 2.8% 2.8% 2.9% 10.5% 5.4% 6.4% 6.1% 8.0%
Gov Inv(% Total I-v H 58.1% 29.1% 26.4% 26.9% 29.6% 32.2% 34.1% 35.5% 36.9% 36.9% 37.7% 37.6% 37.6%

L 26.4% 28.7% 31.5% 33.1% 35.0% 37.1% 36.4% 36.6% 36.6% 37.8% 37.7%
Elasticities 2/

Cur Rev/GDP H 1.06 2.4 2.2 2.6 2.2 1.9 1.5 1.2 1.3 1.3 1.1
L 4.0 3.2 3.1 3.1 3.1 2.0 1.2 1.0 0.9 0.8

Cur Exp/GDP H 1.06 0 0.8 0.7 0.7 0.8 0.6 0.8 0.7 0.8 0.9
L 0 0.5 0.9 0.7 0.6 0.9 0.9 1.1 1.1 1.2

Current Balance (US$ nillions)H -1421 -964 -1000 -672 -595 -398 -136 -44 8 142 278 368 444
L I -1000 -672 -342 -225 5 223 318 380 367 293 142

Current Balance (%GCP) H -8.4% -6.0% -5.6% -3.6% -1.2% -0.4% 0.1% 1.1% 2.0% 2.5% 2.9%
L j -8.4% -6.0% -3.3% -2.1% .0% 2.0% 2.7% 3.1% 2.9% 2.2% 1.0%

Gross National Savinis (BnDH) H 10.3 15.0 | 14.6 16.0 17.1 19.2 20.6 21.7 23.2 25.6 28.3 30.8 33.1
L 14.6 14.6 15.5 16.3 18.3 20.2 23.6 25.4 26.8 27.4 28.5

Gross Domestic Savings (BnDH) H 8.1 12.1 11.8 14.0 15.7 17.4 19.1 20.7 22.5 24.5 26.7 28.5 30.4
L 12.1 11.8 12.6 14.1 16.1 18.2 19.8 22.4 23.8 24.7 24.8 25.4

GOS (%GDP) H j 9.9% 11.3% 12.3% 13.1% 13.8% 14.3% 15.0% 15.6% 16.2% 16.4% 16.4%
L I 9.9% 10.3% 11.2% 12.5% 13.7% 14.5% 15.9% 16.2% 16.0% 15.1% 14.7%

Consumption (OH billions) H 107.8 109.5 112.4 115.7 119.5 123.6 127.8 132.2 137.9 145.5 154.4
L I 107.8 109.9 111.4 112.9 114.5 116.8 119.0 123.5 130.0 138.8 147.4

1/ Growth rates taken fr:m base and high RMSM runs respectively;

1985 assumes inflation rate of 8 percent
2/ Average elasticity 19F5/90 equal to average growth rate of revenue/average growth rate of GDP
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MOROCCO: POLICY MATRIX AND FIVE-YEAR ACTION PROGRAM

Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed Timing
1986 87 88 89 90

A Trade & Exchangaj
policies

1. Exchange Maintain in agreement Adopted a more flexible foreign
Rate Policy with IMF, a flexible exchange rate policy which has so

exchange rate policy far resulted in a devaluation of
13% since Janury 1984 (real
effective rate) (IMF)

2. Reform of Progressively reduce Reduced the maximum nominal Reducing the maximum tariff to 45%
the System distortions in the tariff rate to 60% and the and the SIT to 5%
of prices and incentives Special Import Tax to 7.5% (ITPA Improving allocation of agricultural
Protection structure to foster I, II) inputs and beginning rationalization

competition, improve Liberalized about 50% of the of the sugar sector (Large Irrigation
the efficiency of imports and nearly all exports Project, ASL)
investment and raise subject to controls (ITPA I, II, Liberalizing most of the remaining
labor productivity ASL) controls on imports (ITPA II)

Reduction of total tariff protection
to 25%
Introduction of automatic adjustment
of prices in the public secor by
national economic criteria

3. Price Improve resource Eliminated price controls on many Reducing food and agricultural
Liberalizati allocation by goods previously subject to such subsidies another 20-30% and
on eliminating all price controls (ITPA I, II, ASL) implementing a program to eliminate

controls, setting Reduced subsidies to agricultural them entirely before 1990 (IMF, ASL)
orices of public inputs (ASL) Further raising agricultural
itilities and/or Raised agricultural procurement procurement prices and improving
rionopolies to reflect prices (ASL) procurement procedures (ASL)
costs of production, Eliminating more price controls as
and liberalizing domestic monopolies are countered by
producer prices in liberalized imports (ITPA II)
agriculture Rationalization of price structures

in agriculture
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Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed Timing
1986 87 88 89 90

4. Export Increase exports in Facilitated exports through Reform of role of OCE in exports of
Promotion order to generate the extended temporary import schemes fresh fruits and vegetables (ITPA II)

foreign exchange and export credit (ITPA I, II) Implementation of measures to
necessary to meet the Created a committee to streamline streamline port transit time by more
needs of the economy foreign trade procedures (ITPA than half (ITPA II)
and service external II) Full automatization of ort clearance
debt obligations, Eliminated export monopoly of OCE procedures
develop new on processed agricultural exports Reduction of internal constraints on
industrial activities (ITPA I) trade and transport such as shipping
and create a Installed a computerized system and licensing requirements, "fair
significant source of to monitor trade and speed the trade" practices
employment issuance of remaining licenses
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Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed Timing
1986 87 88 89 90

B. Banking &
Financial Ser'Lqr

1. Interest Increase domestic Raised interest rates about 2% Continued monitoring of interest
Rate Policy resource mobilization points to a positive real level rates to assure they are generating

and ensure that the (IMF, ITPA II) sufficient private savings (ITPA II,
cost of capital IMF)
reflects its true Elimination of interest rebates (ITPA
scarcity value II)

Development of capital and financial * A *

markets to facilitate privatization
of larger public enterprises
Extension of access to the Bond
market to public entrprises (ITPA II)

2. Selective Reduce distortions in Reducing the role of government in
Credit the financial sector setting rates in the financial sector
Policies and and enhance and encouraging greater competition
Sectoral efficiency of from specialized institutions in
Financial financial collecting deposits (ITPA II)
Reform intermediation Elimination of Government

administration of interest rates and
bank fees

3. Financial Develop the workings Begun development of a
Instruments of capital markets functioning money market (ITPA

and improve the II)
allocation of
financial resources

4. Regulatory Further competiLion Introduced reforms to increase
Policy in the sector by incentives for financial

liberalizing institutions to collect deposits
regulatory framework (ITPA II, IMF)
and rationalizing
government
intervention



Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed Timing
1986 87 88 89 90

C. Publi Sectgr

1. Public Rationalize the Strengthened its tax collection Introduction of a fiscal reform
Finance structure of the effort and raised some new taxes replacing sales tax with Value Added

Government budget and (IMF, ASL) Tax and other measures (IMF)
augment public Reduced overall consumer Further consumer subsidy reductions
savings subsidies by 20 30% (IMF, ITPA and increased Public Enterprise

II) self-financing (IMF, PERL, sector
Raised tariffs for electricity, loans)
water, transport, petroleum Reduction and elimination of
products, communications etc. Government and public enterprise
(IMF, ITPA I, II, PERL) arrears (PERL, IMF)
Increased irrigation water Reform of the direct tax structure to
charges (ASL) increase its contribution to revenues
Reduced capital subsidies to (now 10); an interim measure could
Public Enterprises (IMF, ITPA II) be to increase the PSN

Completion of consumer subsidy
elimination program

2. Public Improv the Eliminated past investment budget Further reorganization and * A

Investment efficiency of overhangs and reevaluated improvement of planning and budgeting
resource utilization remaining projects (Investment (ITPA II)
in the public sector Review) Introduction of more improvements in * A

by rationalizing Improved project evaluation planning and budgeting procedures and
public investment and capacity (ITPA II, Vocational systematic evaluation of public
increasing their Training, ASL) investment by economic criteria prior
return Elimination of interest rebates to being included in the Plan (ITPA

(ITPA II) II)
Begun a program to computerize Reduction in bureaucratic delays *
investment budget monitoring relating to investment approvals,

particularly for foreign investors

3. Public Raise the performance Established a ministerial Price increases to cover costs in a
Enterprises efficiency of public committee to reduce number of public enterprises (PERL,

enterprises and inefficiencies in the public ASAL)
ensure adequate enterprises (PERL) Streamlining supervision of public a *
Enterprise autonomy Begun clarification and enterprises with greater delegation
by limiting the rationalization of agricultural of responsibility to the public
etent of Government offices and transfer to private enterprises themselves (PERL)
intervention in sector of commercial activities Introduction of improved management A

productive sectors of (ASL) tools in public enterprises (e.g.
the economy Begun creation of autonomous standard accounting and audits, MIS,

market oriented enterprises to etc) (PERL, ASL)
replace Government agencies in Development of restructuring * A

telecoinunications and ports financial mechanism for industries
(Telecom.I, Ports I) affected by liberalization or export
Rationalized agricultural promotion measures (ITPA II, export
research, extension and promotion)
procurement (ASL) Restructuring of key public a

enterprises
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Area Policy objectives Actions Taken by Government Further Measures Reconmended Proposed Timing
1986 87 88 89 90

Further privatization of conmercial *
public enterprises (PERL)
Continued reform of agricultural
offices (ASL)
Transfer of agricultural procurement
to private sector (ASL)
Reform of structure of Regies to
increase efficiency
Reformulation of Public Enterprise
objectives and changes in government
control systems to promote efficient
management and divestiture of some
enterprises
Reform of controls on domestic
transport and elimination of ONT
monopoly
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Area Policy objectives Actions Taken by Government Further Measures Recommended Proposed Timing
1986 87 88 89 90

D. Human Resource
Development

1. Educatioi Increase the Instituted a major shift toward Extension of basic education from 65%
and efficiency of the basic education (particularly in to 95% of primary age children (ESL)
Vocational education sector rural areas and for females) and Further restructuring of secondary
Training toward vocational training and at and higher education to place more

the secondary level to reduce the emphasis on vocational training and
output of traditional education, reduce the growth of unversity
which was producing too many enrollment (ESL)
unemployed graduates (Voc. Implementation of rural health
Training) services in selected provinces
Restricted entry into free public (Health I)
university education to Creation of specialized training
correspond to needs and resources courses and certificates for high
(ESL) priority areas, e.g. accountants
Increased teacher hours (ESL) (PERL)
Increase training of government Completion of educational sector-
officers in project evaluation reform
(Voc. Training) Establishment of a coherent manpower

plan to guide the reforms in higher
education and vocational training

2. Health and Improve access of Increased provision of rural Implementation of universal food
Nutrition rural and lower health centers and family security program as subsidies are

income groups to planning programs (Health I) phased out (IMF, WB)
health care
facilities

Enhance national food Instituted food security measures Extension of rural health services A * A

security through Promotion Nationale and including family health and
Education Nationale and other preventive care nationwide
programs

4308B



ANNEX II

World Bank Lending Program, Morocco

FY86 Million USS

CNCA VI (Agricultural Credit)** 
100.0

Large Scale Irrigation Rehabilitation- 
39

Education Sector Loan* 1S0

Telecommunications 90

B-Loan ITPA II* 25

Port Rehabilitation and Reform* 27

Water Supply IV
TOTAL 471

FY87

Agricultural Sector Loan II* 150

Family Health II* 30

Public Enterprise Sector Adjustment Loan* 200

Export Development Finance- 
50

Power Sector 1** 60

TOTAL 490

FY88

CNCA VII** 100

Agricultural Extension Research- 
30

Education Sector Loan II* 150

Housing Finance II s0

Public Enterprise Sector Adjustment Loan II 150

Water Sector Loan* 10

TOTAL 520

FY89

Agricultural Sector Loan III 100

Family Health III* 60

Urban Sector Loan 75

Export Development Finance- 
75

Power Sector Loan II 50

Energy Efficiency" 
25

Transport Sector Loan-A
TOTAL 465

FY90

Small and Medium Scale Irrigation 60

Forestry II-* 50
Vocational Training II so

Village Infrastructure FEC II- so

Public Enterprise Sector Adjustment Loan III* 150

Water Sector II- 60

TOTAL 420

Sector Policy Adjustment Loan

Operation with significant sector policy and adjustment content

429SB



ANNEX III

SECTORAL ISSUES

Industry

The manufacturing sector will play a predominant role in the

transformation of the Moroccan economy from its orientation to domestic

markets and consequent reliance on import-substituting industrial activity to

an outward orientation more encouraging of exports. The sector as a whole has

contributed to the disequilibrium in the balance of trade, with imports of

intermediate and capital goods growing faster than locally produced import

substitutes.

The Bank's assistance strategy to trade and industry is designed

essentially to support policy reforms in tariff protection and investment

incentives, as well as emphasizing export promotion, essentially through

policy-based lending. It is intended that our policy work in the financial,

trade and industrial sectors focus on the following issues; finding a balance

between reductions in quantitative restrictions and tariffs; further reforms

in the financial sector to mobilize resources and increase the efficiency of

financial intermediation; and further liberalization of interest rates and

bank commissions, combined with a larger intervention of the Treasury and

other financial intermediates on both monetary and capital markets. The

implementation of the investment codes reform designed under ITPA II to

eliminate rebates on interest rates will be needed. In this context, the Bank

and IFC should assess prospects and means for the development of long-term

financing and capital markets.

Apart from policy reform support, Bank strategy should be to direct funds

to institutions which respond to the incentives expected from the ITPA

program. Trade Liberalization policies will inevitably increase competition

from imports, so that many local enterprises willing to respond to the new

trade environment 11 will need to improve efficiency and would require funds

for expansion and/or restructuring. This would entail support to DFCs or

other financial intermediaries. An industrial export development project is

being prepared to provide initial financial and technical support for a

comprehensive program to promote exports. Policy areas to be addressed will

include further refinements to the customs duty regime as well as building up

the Moroccan export insurance and guarantee schemes (with USAID, UNDP). It is

not yet clear whether the remaining policy issues to be addressed would

require support through a policy-based operation similar to the first two [TPA
operations. Much will depend on Government choices of products and industries

to be affected by the reform and on the evolution of the domestic and

international economy. We shall also need to assess carefully likely supply

responses to the new trade regime and the financial needs of likely

beneficiaries. Judgments on the packaging of such operations should await

full supervision of ITPA II as well as further preparation of the export

project. We think it desirable to retain flexibility in programming and have

therefore provided for an industrial sector loan as a reserve for FY88, with

smaller export projects being retained in the regular program.

1/ e.g. in agro-industries, textiles, handicrafts, engineering.
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Agriculture

The decline in the relative importance of agriculture over the past

twenty years - in terms of value added, employment and exports - has

contributed to Morocco's economic difficulties. Domestic production has

failed to keep up with consumption, so that agricultural imports account for

one-quarter of total imports; exports (particularly citrus fruits, vegetables,

canned fish and wine) have been stagnant for more than a decade. The
divergence of domestic consumption and production, and between imports and

exports, combined with stagnation in production could, if continued,

jeopardize Morocco's adjustment effort. It is therefore important that

Moroccan Government and Bank efforts be directed at the institition of reforms
aimed at restructuring the sector, whose importance to the economy is

evidenced through its contribution to GDP, its provision of 40% of all

employment and generation of about one-third of all exports.

The Bank's lending strategy is to ensure that investments are

directed towards quick-yielding, low cost projects. An important start has

been made under the First Agricultural Sector Loan, under which the public

investment program was recast to emphasize faster growth in rainfed areas,
increased efficiency in irrigated farming and increase the production of land
use - all while minimizing budgetary financing, and improving cost recovery.
An optimal role for the public sector is being defined and its interventions

rationalized to permit increased emphasis on policy planning and analysis, and
the enhancement of the delivery of key agricultural services (eg. research and

extension) which must continue to be provided by the Government. Through

investments in the rehabilitation of irrigation works, the re-organization of

the ORMVAs is being effected to strengthen planning, monitoring and evaluation
functions, as well as to increase the efficiency of field operations.

Contract plans will be executed between the Ministry of Agriculture and the

ORMVAs to define these roles. There are commercial services in agriculture
(eg. credit), which we are encouraging be transferred to the private sector to
the extent feasible. The reform program is broad-ranging and a critical
element of Morocco's adjustment effort. As such, additional sector adjustment

loans will be necessary. In the next phase, reforms in the pricing and

incentive systems in agriculture will be introduced based on Bank sector

work. Past Government's policies aimed at promoting agricultural productivity

while supplying (mainly urban) communes with basic foodstuffs at low prices

(and insulating both producers and consumers from fluctuations in world market

prices) have resulted in unsustainable burdens on the budget. Completion of

the Agricultural Pricing and Incentives Study will provide the framework for a

program of eliminating food subsidies within a maximum of five-year, as agreed
with the IMF. In addition to sector policy loans, self-standing projects
which strengthen agricultural support services (e.g. research and extension)
would be justified. Further support for CNCA, the premier agricultural credit
institution is warranted, inter alia, to maximize non-budgetary financing and
increase institutional credit penetration, particularly in rainfed areas, and
mobilize savings. Both sector loans and agricultural credit operations are
proven vehicles for attracting co-financing.
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Public Enterprises (PES)

The Government is full- or part-owner of nearly 600 PEs in Morocco.

Activities of the PEs span all aspects of economic activity. Organizations

range in type from those that provide public services essentially through

extensions of Government departments (eg. Regional Agricultural Development

Agencies or ORMAVAS); the typology includes enterprises which produce public

goods and services in a fully protected environment (eg. the public

utilities), and commercial enterprises with no public service obligations,

which compete domestically and internationally, and finally, holding companies

through which public participations are effected (eg. BRPM)

The PE sector has grown rapidly in Morocco and its enterprises

performed an important role in the economy in that, after independence, while

the private sector was developing, public sector institutions were the main

vehicles for the promotion of economic development. Initially PE investments

were financed by a combination of borrowing, retained earnings and Government

transfers. In the early 1980s, the low domestic saving ratio (brought about

by low interest rates) decreased the availability of commercial financing for

PEs, and budgetary transfers became more important as a source of financing.

After 1983, as Morocco's declining creditworthiness, coupled with fiscal

restraint under successful IMF programs, caused Government to delay budget

subventions to PEs, as well as payments for PE outputs. The result was a

sharp build-up in arrears to PEs. Liquidity problems in these PEs caused

them, in turn, to delay payments to other PEs and to the private sector. The

arrears rapidly built up, reaching over DH 6 billion in 1984, or nearly 20% of

the total Moroccan budget for that year- . These arrears have complicated

macroeconomic management and accentuated the need for a close examination of

all Government decisions relating to PEs. Many Moroccan PEs, while

financially exposed on account of the arrears problems, are technically

strong, and would be able to develop and grow independently of State support

if permitted to do so. But they face common, inter-related problems such as:

(i) Ministers chair Board of Directors which tends to politicize

decision-making in all aspects of resource deployment and use, - including

investment decision-making and input and output pricing - with consequential

adverse impact on financial performance and greater dependence on state

resources; (ii) the lack ot accounting and management information systems

makes it difficult to assess the costs of enterprise activity and to judge the

impact of decisions within a PE and on the economy at large; (iii) lack of

freedom to set enterprise idministrative policy adversely effects management's

capacity to deploy its own resouirces and has deleterious effects on staff and

worker morale and productivity.

1/ By way of comparaison, Morocco's capital budget in 1984 was
DH 7 billion.
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The sector contributes about 20% to value added in the economy. On

the other hand, PEs as a group are net recipients of Government funds.

Budgetary flows to PEs have been as high as DH 3.2 billion in some years.

Budgetary transfers accounted for over 43% of PE financing in 1981 and 46% in

1982. The direct subsidy element of PE financing rose from 25% in 1973-77 to

39% in 1982. Net budget transfers have constituted 12% of the overall budget

deficit over the past five years. In recognition that this drain on the

economy could not persist, the Government conducted an exhaustive survey (the

Jouahri Report, 1979-82) of the problems facing PEs. There were several
outcomes of this exercise. An Interministerial Committee under the Prime

Minister was constituted which, together with a Committee de Vigilance

established under thie Ministry of Equipment, would recommend improvements in

PE management and operations and monitor the arrears situation. In six

sectors 142 measures were proposed and adopted. These measure were ad hoc in

nature and did not resolve PE's problems. The Government realized that an

overall framework and strategy were needed for PE reform; consequently, in a

reversal of a previous position of not having the Bank involved in PE

rationalization, the Government asked the Bank in early 1985 to mount a

mission to assist in resolving the arrears question and in evolving a series

of measures designed to rationalize the sector so as to ensure that the

arrears do not re-emerge. The Bank conducted a sector review in May 1985.

Its results were accepted by the Government and the Bank was asked to help the

Government to formulate a program of PE reform to be suported by a loan.

The Bank's overall objectives in the PE sector are to help establish

an environment conducive to the development of efficient, self-sustaining

enterprises so as to decrease their dependence on public finance. Bank

lending operations will be designed to support the Government's medium-term

program of policy reform and enterprise restructuring. This will be combined

with the transfer to Morocco of resources needed for the financial

rehabilitation of the sector. The dual approach of introducing general reform

in conjunction with restructuring actions is necessitated by long-standing

Government interventions in both PE policy-making and enterprise management

which has adversely affected the efficiency of key enterprises operative in

important economic sectors. In view of the complexity of the sector,

accentuated somewhat by limited Government administrative capacity,

selectivity will be needed in the choice both of policy issues to be addressed

and enterprises to be restructured. Selectivity will be based, inter-alia, on

the enterprises' contribution to value-added, the arrears situation, its

dependence on the budget, ind its willingness to accept reforms.

Policy and institutionaL changes will be needed in both Government

departments and PEs to evolve i satisfactory balance between the need for

improved supervisory controls by Government on the one hand, and strong,

professional enterprise management on the other. To this end, Bank lending

would be tied to a program of specific reforms to be introduced by Government

in selected PEs (changes in investment planning practices and pricing

policies, and in Government/PEs -ontrol mechanisms through a contracts plan or

other similar devices which detine r- spective roles and responsibilities). At

the enterprise level, reforms wili onsist of introducing revised accounting,

information and management svst-ms, rational investment planning systems and
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methods. In specific, identified cases and in organizations appraised by the

Bank (eg. ONE, ONCF, ONEP), loan funds will be needed for individual

enterprises which are willing and able to implement organizational physical

and financial restructuring programs to be agreed with the Bank.

Restructuring programs for each PE would review appropriate options for

privatization, liquidation and transfers, so as to raise resources. The

financial autonomy and self-sufficiency of PEs would thus be promoted,

relieving the State of the need to provide budgetary funds for capital and

operating expenditures. Thus, the role of the State vis-a-vis PEs would be

substantially redefined. In line with Morocco's needs and macroeconomic

situation and prospects, it is proposed that operations financing PE reform

through FY89 be quick - disbursing (against Technical Assistance and Training,

against urgently needed imports for replacement, maintenance and

rehablitation, and for operation - e.g. fuel). In summary, each PERL would

contain a) reforms affecting all or most PEs to be introduced by the

Government; b) enterprise level reforms to be introduced in about 30 PEs; c)

restructuring programs in 2-4 appraised PEs. Substantial technical assistance

would be needed by both Government and PEs to prepare for the implementation

of the reform program.
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Education

Expenditures on Education in Morocco have grown exceedingly rapidly

over the past decade. During a time when budget expenditures as a whole were

growing faster than the economy could afford, the Ministry of Education's

budget increased from 12.5% of the Central Government Budget in 1975 to 21.5%

in 1985. These expenditures were not being used effectively in meeting basic

educational needs and producing manpower consonant with Morocco's evolving

development needs and priorities. Expenditures on higher education were

disproportionately high, with enrollments growing at 17.3% per annum, while

those in primary and secondary schooling were growing at annual average rates

of 4.4% and 8.0% respectively. During the late 1970s, construction of new

university facilities absorbed as much as 50% of the Ministry's budget. In

the early 1980s, the combination of an emergence of skill constraints in

manufacturing, particularly in the private sector, and of unemployment of

university graduates within an environment requiring severe fiscal restraint,

caused the Government to re-think its education strategy. It has begun a

fundamental education reform program aimed at (i) restructuring education

expenditures and reallocating resources from higher towards primary and

secondary grades; (ii) enhancing efficiency in terms of improved student

flows; (iii) containing public expenditures through a reduction in unit costs,

the introduction of cost recovery measures and encouragement of private sector

participation; and (iv) improving the employment orientation of schooling at

all levels. While the number of students entering primary schools will be

expanded, entry thereafter into vocational training will be encouraged,

admission to university facilities will be reduced sharply relative to

historical trends and will be concentrated in those specializations needed for

the development of the economy.

The reform will render the education system more equitable by

increasing access of the population, especially the rural population, to

education services. It will take about ten years to implement. Given that it

is expected to make a significant contribution to a reduction in the rate of

growth of budget expenditures, and increase the efficiency of the education

system, it is appropriate for the Bank to support it in its critical phases.

Two sector loans are proposed. Meeting vocational training needs in Morocco

will be of paramount importance during the reform period. Most of the

vocational training needs are proposed to be contained within the sector

operations. However, provision has been made for a self-standing vocational

training project in the later years of the program, so as to ensure the

necessary flexibility in responding to evolving needs.
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Energy

The principal problem facing the energy sector in Morocco is the

country's dependence on imported oil. In 1984, imported oil accounted for

over 85% of gross energy consumption and equalled nearly half of total export

earnings. Although oil exploration is continuing, no major discoveries have

been made in recent years; while it was thought in the early 1980s that

Morocco's gas reserves could be large, subsequent drilling results have been

disappointing. Morocco's immense reserves of oil shale are unexploitable

given current technology and oil prices. The most prospective of Morocco's

coal reserves at Jerada are being developed with Bank assistance.

In recent years the rate of growth of energy consumption has slowed

as a result, inter alia, of policy decisions to increase energy prices and

adopt energy conservation measures. The energy demand elasticity to GDP

growth has dropped from 1.12 during 1974-80 to 0.67 during 1981-84. Domestic

retail prices for most petroleum products and for coal are at or above

international levels.

Energy planning has been deficient, there being no overall Government

strategy for allocating investment resources among energy alternatives and

ranking energy projects according to economic criteria. While strides have

been made to reduce energy demand, a consistent set of demand management

policies are needed, particularly with respect to curbing fuelwood consumption.

The Bank has supported Morocco's objective of reducing the burden of

energy imports, while also ensuring that resources are allocated to the energy

sector efficiently. Loans have been made for the expansion of generation

capacity in the power sector and for the exploration and appraisal of

?etroleum and oil shale resources. However, a change in investment priorities

's needed in view of Morocco's tight resource position. It will be

cost-effective to concentrate on achieving greater efficiency in energy

conservation and end use. This does not mean that energy supply issues can be

ignored. Rather, since Morocco has done well (with Bank assistance) in

promoting private company oil investment, the Bank should continue to

encourage promotion of private sector involvement in increasing energy

supplies.

The main component of the Bank's assistance to Morocco's energy

sector will be operations in the power sub-sector which will aim at

organizational and financial restructuring of the public enterprises which are

responsible for power generation, transmission and distribution. The Office

National de l'Electricite (ONE) is one of the largest and best-managed

institutions in Morocco. It is responsible for power generation and some

distribution, and is under the tutelage of the Ministry of Energy and Mines.

The Regies (municipally owned public enterprises) also distribute electricity,

as well as potable water, but are under the Ministry of the Interior.

Co-ordination problems hinder efficient grid interconnections and subsequent

operations and inhibit rational investment planning. It may, on balance, be

disadvancageous for the Regies to continue to be responsible for the

distribution of both power and water. The financial position of ONE and the
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Regies is threatened by the arrears problem (see PE section, para. 44),

insufficient tariff increases and an inappropriate tariff structure. The

accounting systems of the Regies are deficient. To rectify shortcomings

within the power subsector, Bank operations should aim at (i) a clear

definition of the roles of each participant in the power sector, the

improvement of coordination among them and the evolution of an optimal

allocation of responsibilities for the distribution of power (the studies and

actions required to achieve this would parallel those in the Water Supply and

Sewerage sector where similar problems exists (see below para );

(ii) a program of financial restructuring of ONE and the Regies; (iii) the

development of new forms of governmental control of the utilities in line with

the objectives of PERL (see above para ); (iv) tariff reform;

(v) the preparation of an integrated least cost electricity investment

program; and (vi) operational improvements to reduce losses, particularly in

transmission and distribution, and the implementation of load management

measures.

Within the petroleum sector four companies handle exploration and

promotion , refining l- and distribution . Their efficiency has

been tampered by the build-up of Government arrears and by the absence of an

automatic mechanism to adjust prices to the costs of oil procurement and

distribution. Constrained by shrinking financial bases, the enterprises can

no longer meet all investment and operating costs. Although on average,

domestic petroleum product prices are 50% above international prices, their

structure does not reflect border prices.

Bank lending for the energy sector will take two forms. First, a

package of structural reforms for selected enterprises will be developed as

part of PERL. The organizations selected for the initial PERL operation will

be the principal agencies in the sector - ONE, and the petroleum refining and

cistribution companies. In parallel, possible power sector loans would be

formulated which support a core of mainly rehabilitation works for electricity

distribution facilities in which there has been underinvestment in the past.

rhe sector program would contain detailed action plans for implementing the

institutional, financial and pricing reforms agreed under PERL. Possible

investments in energy efficiency should also be supported if they can be shown

to hiave high returns and quick pay-offs. Finally, contracts plans will be

developed for ONAREP and Charbonnages du Maroc (both Bank clients) in order to

better define their objectives and relations with the Government.

1/ Office National pour les Recherches Patrolieres (ONAREP)

2/ Two refineries: Societ6 Anonyme Marocaine de l'Industrie du

Raffinage (SAMIR) et Soci6t6 Ch6rifienne de Petrole (SCP).

3/ Societ6 Nationale des Produits Petroliers (SNPP).
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Transport

Morocco has a well-developed transport system. There is evidence of
overinvestment in road and rail transport. Demand for these transport modes
is easily met by the existing networks. However, sector performance is
hampered by overregulation by the Government. Also the sector is a major
recipient of public investment funds and is heavily subsidized. The principal
challenges facing the Ministry of Transport will be to rationalize investment
planning and co-ordination, so as to permit a selection of least cost ways of
providing transport services. At the same time, access to the transport
market needs to be streamlined and liberalized to determine the allocation and
use of transport resources. Domestic resource mobilization must be promoted
through the setting of tariffs to reflect the economic costs of services
provided and the efficient use of existing transport capital stock.

The institutional framework within the sector has not been conducive
to its efficient development. It is appropriate therefore for the Bank's
program to concentrate on improvements in the management of the public
enterprises which operate in the sector, particularly ports and railways.
There are a number of key areas which will need special attention. A National
Transportation Plan needs to be formulated in order to define optimal
intermodal distribution of the principal traffic flows. Expertise needs to be
built up in the Ministry and concerned public enterprises within the sector to
evaluate investments in accordance with economic principles. Modern
management tools, particularly analytical accounting methods need to be
introduced so as to permit an adequate analysis of costs and the establishment
of appropriate tariffs. Access to the transport market needs to be
facilitated by a concerted effort to deregulate entry. Tariff policy must be
used to raise resources and allow for an optimal distribution of traffic among
mcdes.

Many of the policy changes (regulation, pricing/subsidies) and
institutional reforms needed for the sector are essentially those that affect
many public enterprises in Morocco and so it is intended to address them as
part of PERL. Supplementing the institutional changes begun under the
Casaolanca Ports Project, the Office National de Daveloppement des Ports will
benefit from the institution of a contract plan under PERL. Also, ONCF will

be che subject of restructuring and reorganization. Under PERL a unified

policy framework to taxation and tariffs, and a better understanding of

traffic demand patterns will be developed. The principal short-term financial

requirements in the sector are for rehabilitation and maintenance of the
railroads. Thus, an allocation of about US$35 million to ONCF is proposed for
inclusion in PERL I. For later years, it will be necessary to Bank operations
to focus on the optimal coordination of intermodal transport activities.
Sector loans will provide for continuing rehabilitation of the road and rail
networks. It cannot be excluded that, resulting from the elaboration of an
integrated National Transport Plan mentioned above, some investments may be
needed, in the years of the program, especially to facilitate
commodity distribution in the rural areas. .
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Mining

Within the context of our work on Public Enterprises, there is scope

and need for a thorough review of the Bureau de Recherche et de Participation

Miniere (BRPM) a parastatal holding company in the mining sector. Our last

mining sector review (1982) -- which pointed to difficulties in the management

and structure of BRPM -- was not favourably received, but this reticence has

changed given the Government's acceptance of the need for overall public

enterprise reform. BRPM's structure and functions were briefly reviewed in

September 1985. As a result, a study of BRPM's role in the Moroccan mining

sector will be undertaken as part of PERL I. It will assess the possibility

of closing down non-viable operations, strengthening of the agency by

separating technical functions and portfolio management functions, and

spinning off operations appropriate for the private sector.

Bank involvement in the Moroccan mining sector should gradually

develop to include the phosphate sector, which is a dominant sector of the

economy with exports of phosphate rock representing in (1984 84%) of exports

of mineral and quarrying products and phosphate products (rock, acid and

fertilizer) representing 87% of total merchandise exports. The Bank has at

present little direct contact with the Office Charifien des Phosphates (OCP),

the state-owned enterprise responsible for the phosphate industry. OCP is

headed by the Prime Minister himself, which gives OCP a special status that

will complicate our involvement. The financial performance of this large and

powerful parastatal is crucial to Morocco's stabilization and adjustment

process, since it is a substantial net contribution to the Government budget.

Yet it is not clear whether OCP is a cost efficient operation, nor what is the

net contribution of the phosphate industry to the Government, given the

indirect resource drain via construction and use of ports, railroads, power,

and other infrastructure. Among the problems facing OCP is the cost and

availability of sulfur for the production of fertilizers. While recently

discovered deposits of iron sulfides (containing 30-40% sulfur) do not appear

promising at this point, the ongoing exploration work by BRPM will be followed

by Bank technical staff in connection with other activities in Morocco.

4303B
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FHE W'R[ NK INTE4NATT[ANAL HNANC 4 [lCOPORATION

DFFICE MEMORANDUM
December 13, 1985

Mr. Armeane Choksi, Division Chief, CPDTA

M R.P. Brigish, Acting Divisio hief, EM2DB

XTN',I-N 3-2423

Sut 4 Morocco: Outline for Paper Regarding Baker Initiative

1. Pursuant to last week's discussions, please find attached an outline
of a paper which would be the basis of possible inclusion of Morocco as a
candidate for the Baker initiative. The outline follows your format quite
closely, and has been prepared in some detail to facilitate subsequent
drafting of the final paper, due by January 5, 1986.

2. We believe it important to highlight the social costs inherent in the
stabilization-cum-adjustment program and intend to do so along the lines of
section VIII of the attached outline. Once the reforms begin to take effect,
political opposition, particularly in urban areas, will increase pari passu.
Considerable efforts will have to be made by the Government to mitigate these
social costs in order to maintain the necessary political constituency to
carry these reforms forward.

3. Please let us have your comments on this outline as soon as possible.

cc: Messrs. Stoutjesdijk, Asfour, Shilling o/r, Mathieu, Hari Prasad

JPorter/jb
4232B
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MOROCCO: Baker Proposal Outline

I. Initial Conditions

A. Historic Economic Parameters: 1978-1985
1. Growth rates (GDP, X, M)
2. Financial ratios (interest payments, debt, debt service)
3. Terms of Trade

4. Current account balance

B. Recent Economic Performance (brief description)
1. Macro-economic stabilization
2. Structural adjustment

II. Overall Medium-term Economic Objectives

A. GDP Growth Targets
1. 1986-1990
2. 1991-1996

B. Creditworthiness Indicators (e.g. debt service ratio)
1. 1986-1990
2. 1994-1995

III. Ongoing Stabilization Policies

A. IMF Standby in effect through early 1987 (brief description of policy
prescriptions and overall performance targets)

B. Post 1987 Stabilization
1. Role of the IMF
2. Role of the World Bank

IV. Assumptions Underlying Growth and Creditworthiness Targets

A. Investment

1. Overall growth rates
2. Share in GDP

a. public (including relationship to past trends and link to
ongoing stabilization)

b. private

B. Savings

1. Overall growth rates

2. Share in GDP
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a. public (significant increase in order to finance higher levels
of public investment)

b. private (increase to supplant lower net capital inflows)

C. Exports
1. Transition from inward-looking important substitution strategy to

one of outward-oriented export expansion
2. Resultant increase in overall growth rates
3. Resultant increase in share of GDP

V. Necessary Policies and Institutions

A. Trade and Incentives Structure
1. Exchange rate policy
2. Export promotion

a. customs regimes
i. temporary admissions scheme
ii. decentralization of customs clearance
iii. liberalization of guarantee schemes
iv. reductions in customs clearance time
v. improvement in discrimination of information (i.e.

customs code and tariff list)
b. administrative procedures

i. elimination of export licensing
ii. creation of a committee for the simplification of foreign

trade procedures
c. Agricultural food products

i. elimination of OCE export monopoly of processed food and
fresh produce

d. Other export incentives

i. liberalize foreign exchange allocation for exporters
ii. elimination of export taxes
iii. preparatin of Export Code emcompassing fiscal and other

incentives granted to exporters
3. Reform of the system of protection

a. Tariff policy: reduce overall level of protection to 25
percent

i. elimination of special import tax, stamp duty
ii. reduction of customs duty rates

b. Import liberalization

i. elimination of the prohibited list of imports
ii. elimination of all quantitative restrictions

c. Customs nomenclature and rationalization of tariff structure
i. preparation of international harmonized customs

nomenclature

ii. reducing dispersion in nominal rates and implementation
of a "cascading" tariff
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d. Price liberalization

i. elimination of all price controls
ii. regulation of public utility and/or monopoly prices to

reflect costs of production
iii. liberalization of producer prices in agriculture

B. Banking and Financial Sector
1. Interest rate policy

a. liberalization of interest rates to reflect cost of funds,
risks, exchange premium, maturity, intermediation costs

b. introduction of variable rates on medium- to long-term lending
2. Regulatory and institutional measures

a. adjustment of reserve requirements in function of the term
structure of bank liabilities

b. reduce placement requirements of Banks in low-yield Treasury
securities

c. strengthen legal structure pertaining to checking accounts
d. modify regulations to enhance the networth of the banking

sector

e. allocation of credit ceilings on the basis of deposit
mobilization

f. promulgate incentives for banks to open branch offices in
rural areas

g. gradual deregulation of the banking sector in order to
stimulate competitin, including more liberal interpretation of
the right of exit and entry

3. Development of capital markets
a. issuance of bonds by the Treasury and enterprises both public

and private

b. modification of tax and regulatory provisions to encourage
private equity holdings and term savings

c. improvement of legal structure to protect investors
d. incentives to expand the involvement of insurance companies in

the capital market
4. Selective credit policies and sectoral financial reform

a. gradual reduction on effective interest rate differential
between preferential and non-preferential credits

b. increasing share of foreign exchange risk borne by borrower
c. liberalization of signature requirements for rediscounting of

medium-term loans
d. extension of deposit mobilization possibilities to specific

financial institutions

e. rationalization of mortgage financing for home ownership
f. development of the banking sector's capacity to appraise and

monitor medium-term lending operatons, export credits, loans
to small and medium-sized enterprises, and mortgage financing

g. adoption of measures to enable the revaluation of assets
without rising fiscal liabilities in the form of wealth tapes

h. assessment of export-related financing
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C. Public Sector
1. Public finance

a. rationalization of budgetary subsidies and transfers
i. elimination of operating subsidies to public enterprises
ii. reduction in investment subsidies and capital grants
iii. phasing out of consumer subsidies on foodstuffs and

energy attendant on implementation of food security
program

iv. elimination of subsidies on agricultural inputs
v. adoption of measures to restrain Government consumption

(e.g. electricity, water, telephone)
vi. rationalize the structure of current expenditures (e.g.

education)

vii. elimination of payment arrears and adoption of measures
to prevent their recurrence

b. prepare and implement global fiscal reform
i. introduce value-added tax
ii. review and rationalize exemptions granted under

investment codes
iii. effect major reforms in the structure of direct taxation

c. improve rate of cost recovery for Government
i. strengthen tax collection efforts
ii. enhance recovery of Government goods and services (ew.g.

water charges in irrigation, dams utilized by public
enterprises)

d. ensure returns on Government equity holdings via dividends
and/or capital gains

2. Public investment

a. rationalization of public investment program in function of
realistic assessments of available budgetary resources and
sectoral imperatives

b. selection of investment projects on the basis of agreed upon
criteria (i.e. economic returns, lead-time to realize project
benefits, binding supply constraints, foreign exchange
requirements, etc.)

c. strengthening Government ability to plan, program, monitor,
and review public investment programs (e.g. technical
assistance for investment review provided to the Planning
Ministry, computerization of the budgetary system in the
Ministry of Finance)

d. de-emphasis on large infrastructure projects with hign
imported content

e. enhance coordination among donors to respect economic
priorities in investment

f. improve profitability of existing investments by ensuring
adequate operation and maintenance

g. proceed with reform of the education sector
t. increase productivity by actively promoting foreign direct

investment



-5-

3. Public Enterprises

a. redefine the role of the State in economic activities
b. identify public service activity which is properly the domain

of Government and ensure that its extent is commensurate with
budgetary resources

c. improve institutional control of Government over the public
enterprises while enhancing managerial autonomy of the latter

d. establish management information, cost accounting, and control
systems in public enterprises and related ministries

e. prepare national accounting plan
f. strengthen auditing of public enterprises and tighten

regulatory framework of the accounting profession
g. develop Government strategy and program for overall

restructuring of public enteprise sector including
privatization and liquidation of holdings

a. begin financial and/or organize restructuring of selected
public enterprises

i. increase productivity of public enterprise resources so as to
augment public savings effort

VI. Relative Improtance of Policy Priorities and Likeliness of Implementation

A. High Priority Measures Critical for Adjustment
1. Reduce imbalances in the structure of public finance implying:

a. raise public resource mobilization through increasing current
revenues

a. reduce current expenditures and subsidies
c. rationalize public enterprise sector

2. Remove distortions in the price and incentive structures
a. eliminate QRs and reduce tariff protection
b. abolisn input subsidies and interest rebates
c. liberalize price controls
d. pursue a flexible policy of exchange rate management

3. Effect deep institutional reforms to:
a. strengthen project preparation evaluation, selection, and

monitoring

b. enhance coordination between investment planning and budget
programming

c. streamline administrative procedures governing foreign trade

B. Probability of Implementation of Priority Measures
1. Public finance: most sensitive area of reform, dependent on

evolutionof defense expenditures, political will to overhaul
fiscal system, and a general recognition of a more detached
regulatory role of Government; hiring and wage policy constitutes
a potential stumbling block in public enterprise reform
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2. Prices and incentives: "easy" phase of liberalization

accomplished with looming opposition from industrialists serving
to frustrate attempts to carry the reform to its conclusion;
Government is still not totally convinced of the need for price
liberalizoation and a flexible exchange rate policy

3. Institutional reforms: Government is aware of the need for
massive institution-building efforts and has made a significant
start to this effect; however, human resource development is by
nature a protracted process and will bear fruit in the medium- to
long-term if sustained efforts continue

VII. Annual Action programs

A. Annual action programs will be derived by super-imposing a five-year

ime framework on the detailed list of measures which comprise the
policy matrix

B. Current or imminent operations which lay the basis for the annual
action programs

1. ITPA II: 1986 - prices and incentives, institutional reform
2. ASAL: 1986 - prices and incentives, institutional reform
3. PERL: 1986-87 - public finance, institutional reform
4. Education Sector Loan: 1986-87 - institutional reform, public

finance

VIII.Political Economy Aspects of Structural Adjustment

A. Beneficiaries

1. Relative increase in factor return to labor and land
a. agriculture (particularly rainfed)
b. export sector

c. small- and medium-scale industries
2. Higher employment absorption capacity in the medium-term as bias

in favor of capital-intensive activites is removed
3. Social sector reforms (education, health, will bring about more

equitable access to social services

B. Disadvantaged

1. Failures of various capital-intensive import-subsitution,
industries

2. Increase in public enterprise tariffs and the prices of basic

staples will initially depress domestic demand, increased
unemployment, and some decline in real incomes, particularly

regarding the urban population, Government employees, and workers
in less competitive industries (short-term costs)

3. Public enterprise reform will reduce political decision-making
power of those ministers who also act as chief executives
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IX. Medium-Term Economic Projections

A. Underlying Assumptions Common to both Scenarios

B. Presentation of Alternative Adjustment Scenarios
1. Base Case: estimate of economic aggregates under the current

policy environment

2. High Case; implementation of policy prescriptions presented in
five-year action program

C. Implications
1. Growth
2. Savings/Investment

3. Creditworthiness

D. Sensitivity of the Projections

1. World aggregate demand
2. Interest rates
3. Commodity prices

X. Monitoring of Policies and Program Risks

A. Monitoring of Action Programs
1. Respective roles of major actors

a. IAF Stand-by program and mico-economic stabilization

b. World Bank lending operations and structural adjustment
c. Involvement of the Paris and London Club

2. Compliance with conditionality
3. Ensuring that conditions engender desired results
4. Review of the appropriateness of policy measures

B. Risks
1. Sensitivity of the adjustment program to the external environment

(market access, terms of trade, etc.)
2. Political constraints on prolonged austerity and implications on

medium-term reform program
3. Link between political opposition to furthre reforms and access

to external capital flows
4. Effect of the Sahara conflict on stabilization and adjustment

XI. Stabilization and the role of the IMF

A. Current Stand-by Operation
1. Objectives
2. Results obtained thus far

3. Prospectives for meeting performance criteria

4. Possible inconsistencies/conflicts with Bank program

a. trade taxes

b. public investment
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B3. Moroccan Level of Indebtedness to IMF and Implications for Fund
presence in the future

C. Post-1987 Stabilization

XII. Financing Requirements

A. Rescheduling of Payments Due

1. Commercial banks through 1987

2. Official creditors until early 1990s

B. New External Capital Inflows to Smooth Debt Service Profile

1. Commercial banks

2. Official creditors
3. World Bank

4. IMF - critical presence to dampen short-run variations in

exchange targets on interim targets

C. Implications for Bank exposure

D. Evolution of Morocco's creditworthiness

1. Ability to service future debt service

2. Need for concessional assistance

XIII. Policy Matrix

XIV. Description of Necessary Sectoral Policies



Lettre No. 3

ROYAUME DU MAROC

Banque Internationale pour la
Reconstruction et le D~veloppement
1818 Rue H, N.W.
Waslington, D.D. 20433
Etats-Unis d'Amnrique

Ref: Prt No. MOR
(Projet d'Am&lioration de la Grande Irrigation)
Ex4cution du Projet et Organisation des ORMVA

Messieurs:

Nous rdf~rant t I'Accord de Pret en date de ce jour entre le Royaume
du Maroc (l'Emprunteur) et la Banque Internationale pour la Reconstruction et
le D6veloppement (la Banque), nous avons l'honneur de vous confirmer les
points suivants:

a) Aux fins de la Section 3.01 (b) de l'Accord de Prit, l'Emprunteur
met, conformment i ladite section, les montants du Prrt spdcifids
dans l'Annexe 1 t la prdsente lettre k la disposition des ORMVA.

b) Aux fins de la Section 3.03 de l'Accord de Prrt, et de la Section II
de l'Annexe 4 audit Accord de Prit, les consultants e employer par
I'Emprunteur et les ORMVA comprendront ceux visas dans l'Annexe 2 e
la prdsente lettre.

c) Aux fins de la Section 5.01 de l'Accord de Pret, les principes devant
&tre appliqu6s par l'Emprunteur en 6tablissant I'organisation des
ORMVA comprendront notamment ceux ddcrits dans l'Annexe 3 de la
pr6sente lettre.

d) Le programme de mesures visdes dans la partie G (1) (a) de l'Annexe 5
1 l'Accord de Prit comprendra notamment la pr6paration et la
conclusion au plus tard le 31 ddcembre 1986 d'arrangements approprids
entre le MARA, en tant que repr6sentant des ORMVAs, et le Ministere



U



Towards Sustained Economic Growth in Heavily Indebted Countries

Morocco: A Country Study

Background

1. Morocco achieved rapid economic growth during the greater part of the

1970s, in the framework of a succession of development plans. Shortly after

the first oil price shock, phosphates, the largest export, enjoyed a price

boom that saw prices increase more than five fold between 1973 and 1975, so

that phosphates proceeds began to make up over half of Morocco's total exports

by value, instead of about a quarter or less as previously. Phosphate prices

fell precipitately in the latter half of the seventies, revived somewhat in

1981-82, fell again, but have recovered a little in 1984-85. The mid-

seventies phosphate boom, though short-lived, set a pattern of economic

behavior that would lead to the present difficulties.

2. Massive increases in public spending raised effective demand, and the

current account deficit has been substantially negative in every year ever

since. Morocco was able to mobilize considerable amounts of official capital

from abroad, often on concessional terms, as well as tap Euro-market sources

and the commercial banks. This external inflow of resources allowed the

Government to maintain a high level of public consumption and undertake wide-

ranging investments. The investment program was not always rational or

efficient, as it emphasized capital-intensive projects, import substitution

and relatively unproductive infrastructure.
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3. As the external imbalance worsened, the Government response was to

heighten import protection and increase restrictions throughout the economy.

Export competitiveness was increasingly eroded by biased incentives and an

over-valued exchange rate. Not enough attention was paid to domestic resource

mobilization, and the rapid expansion of public sector outlays were a major

factor in depressing domestic savings. Throughout the seventies, the rate of

growth of consumption was well in excess of GDP growth.

4. In 1977, in relation to the gross domestic product, gross investment

was running at 32% (of GDP), domestic savings at only 12%, the resource gap

was 20%, and the Government's overall budget deficit was 16% of GDP. By 1977,

external debt (outstanding and disbursed) had risen to $7.1 billion (about 40%

of GDP) and the debt service ratio had become 27%. Morocco had resorted to

foreign financing on a scale far greater than required to offset the impact of

external shocks, and its economic problems were largely rooted in faulty

domestic policies.

5. Growth averaged 4.5% a year in real terms between 1977 and 1980, but

decelerated later to below the average growth of population, with wide

variations occurring from year to year due to the impact of droughts on

agriculture. In the period 1980-84, the primary sector (agriculture and

mining) actually declined, secondary industry realized only sluggish growth,

but the main engine of growth was -the rapid expansion of the public sector

which rose from 15% of GDP in 1980 to 20% in 1984, and this gave vent to a

continued rise in the share of services in GDP. In Morocco, public

enterprises have proliferated, generating now about a fifth of GPD, operating

in utilities, manufacturing, mining, transport, wholesale trade, services and
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tourism. With various degrees of efficiency, these enterprises have pursued

besides their primary functions, social goals, including price stabilization

and employment creation, and in the process have become a drain on the budget.

6. During the period 1980-84 (with the exception of 1983) financing of

the Treasury deficit relied heavily on foreign sources, largely in the form of

long-term borrowing, though short-term borrowing has rapidly increased in

recent years. In the same period, the balance of payments current account

deficit aggregated $7.6 billion. Servicing the external debt became a heavy

burden, and debt relief had to be arranged.

Morocco: Service on External Debt
1980-84

1980 1981 1982 1983 1984
--------- (US$ Million)------ (prov.)

Net investment income 562 703 741 807 927
(before rescheduling)

Amortization 557 614 949 963 1316

Total debt service 1,119 1,317 1,690 1,770 2,243

Source: IMF (SM/85/113); converted from data in SDRs.

After 1982 a sharp decline in gross capital inflows set in, which further

undermined the net inflows. The increase of amortization further eroded the

net inflow, as can be seen from the next table.
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Morocco: Balance of Payments Capital Account
1980-84

1980 1981 1982 1983 1984
------ (US$ Million)--- ----- (prov.)

Current Account Deficit -1,420 -1,862 -1,989 1,060 1,279

Capital account (net) 1,171 1,599 1,344 384 -315
Gross disbursements 1,747 1,853 1,786 1,349 957
Amortization -557 -614 -949 -963 -1,316
Other (including private) -18 361 406 -2 44

SDR allocations 21 19 - - -

Debt Relief - - - 422 1,366
Overall deficit -250 -199 -646 -255 -228

Outstanding Ext. Pub. Debt 9,483 9,994 12,156 12,452 12,942

Source: IMF (SM/85/113); converted from data in SDRs.

7. Beginning in 1978 sporadic efforts were made to slow down the growth

of effective demand, largely through public investment cutbacks. These

efforts lacked cohesion and sustenance, and little was done to address the

economy's structural problems. The Moroccan problems were compounded by the

severe droughts of the early eighties and the further deterioration of

phosphates prices. In 1983, as the last table shows, Morocco's access to

international financial markets was sharply reduced, and concessional aid

failed to materialize on anything like the scale required to help Morocco out

of its economic difficulties. In that year a package of stabilization and

structural adjustment policies was put together with the help of both the IMF

and the Bank and substantial debt relief (as depicted in the table) was

obtained from official creditors and the commercial banks. Against this

background, Morocco embarked on a major drive to control its external gap and

fiscal deficits and while these remain substantial they have tended to

decline. Morocco's medium-term prospects will remain difficult even if world
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economic environment reasonably improves, and determined stabilization efforts

will still be required for some time, and these will have to be coordinated

with a carefully designed restructuring measures seeking to liberalize trade,

encourage exports, relax administrative controls, and replace several public

sector endeavors by properly motivated private enterprises, responding to

market signals.

8. The growth of external demand which will result from trade

liberalization and export promotion policies will be the major dynamic factor

in the economy, enabling it to deal with the enormous debt problem. An

intense savings effort will also be required, particularly in the public

sector. Imports will grow, but modestly and domestic investment will also

have to be constrained for a time. However, because of heavy debt service

payments, Morocco's gross public long-term capital requirements will continue

to be very large, averaging close to $205 billion a year (?) in 1985-90. The

debt service ratio will remain high, and even with a substantial adjustment

effort, Morocco's debt position is likely to remain delicate for at least the

next decade.
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MOROCCO

SUMMARY OF FIVE YEAR RECOVERY STRATEGY
AND REQUIREMENTS FOR SUPPORT

Economic disequilibria and distress have been brewing in the Moroccan

economy for a number of years. The government had been borrowing heavily
abroad to finance an extremely ambitious investment program when the crisis
became acute and corrective action unavoidable in 1983. The external debt
servicing requirements vastly exceeded the country's ability to repay, and the
budget and balance of payments deficits were unsustainably large. A new

Government was appointed to respond to the problems, which were recognized as
severe, and to begin such economic adjustment and reform as would be required
to restore economic health. In 1982, the budget deficit had reached 12.3% of

GDP while the current account deficit was 13% of GDP. Domestic savings were

only 10% of GDP while investment was 23%. Growth averaged only 2.7% per annum
since 1980, in part due to prolonged drought.

In the face of this crisis, the Government has worked with the Fund
and the Bank to develop an economic stabilization and recovery strategy and to
implement the necessary measures. The first phase of the strategy was
immediate stabilization aimed at reducing budget and balance of payments
deficits through expenditure reductions in both the current and capital
budgets, controls on credit expansion, price increases, and other austerity
measures. That part of the strategy has been largely carried out with the
IMF. The Bank has contributed to this effort by helping set priorities and
reduce the public investment budget, by helping reduce the growth of current
expenditures in the Education sector (which account for nearly a third of the
budget), and by helping to increase their cost effectiveness in other sectors
(e.g. Health). Mobilization of additionaF external financing was also a
necessary part of the stabilization program, and these were raised through
special appeals to donors and rescheduling of the public and private external
debt.

The Bank, the Fund, and the Government also set out to develop a
medium-term recovery program that addressed the medium-term adjustment and
production argumenting (supply response) issues within the framework of the
short-term stabilization and demand management measures. The Morocco
Consultative Group was reconvened in Jahuary 1985, and the Government first
presented its medium-term strategy and perspectives for structural adjustment
-and recovery.!' The objectives of these programs are to raise the growth

Another Consultative Group meeting is scheduled for June 1986.
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rate of the economy to acceptable levels of 4-5% p.a, while restoring the
financial equilibria to the economy. That will involve reversing the negative
levels of public saving, generating enough public public saving to finance

half to two thirds of the public investment program, and mobilizing additional

external resources for several years. Private savings will have to be

encouraged as well so that on balance, the economy will make no net demands on

foreign savings after the adjustment is complete; the current account will

have to be in balance if not in a modest surplus. The accumulation of foreign
debt will be stopped and the level gradually reduced. A necessary

concommitant of these adjustments will be a sharp increase in the share of

exports in GDP from 20% to 25%, while the share of imports is held constant at

25%. If such adjustments can be achieved, the fundamental equilibria of the

economy will have been re-established, it will have become open and

compet tive in world markets, and satisfactory growth without recourse to

exceptional assistance will be sustainable. At that point, Morocco's
creditworthiness will have been restored, and it will enjoy independent access

to commercial capital markets on a normal basis.

Morocco's overall economic structure is relatively underdeveloped and

its human resource base limited, as one would expect for a lower middle income
country still largely dependent on a few primary exports and still

predominantly rural. The extent of the subsistance economy and strong

informal support system have meant that the country has not suffered

significant real income declines, but that same economic structure is not very

flexible in the short to medium term, so a sharp turn around and recovery is
not to be expected either. Structural adjustment will take longer than in a
more developed country because the modern sector must be expanded in addition

to reforming what is in place..

It was initially believed that recovery would be completed and

equilibrium would be achieved by about 1988 (a 3 - 4 year recovery period),
and that sustained economic growth could be maintained thereafter with no

further exceptional assistance. In the meantime, external circumstances have
proved less favorable than initially expected, the extent of reform more

extensive, and the Government's rate of policy action slower than hoped. It
has become clear that recovery will take at least five years. Even at this
slower pace, it will require continued policy action on the part of the

Government and support from the world community, particularly the public and

private international financial institutions, to assure a full recovery.

Structural Adjustment Requirements:

Fundamental shifts in approach to political economy in Morocco are

required in a number of areas. The basic tenents of economic policy will have
to shift from dirigiste to liberal (in the classical sense) with greater

emphasis on individual responsibility. Past policies of controlling prices,
imports, availability of inputs and investments, and output decisions to

achieve desired results have produced an economic structure that is

inflexible, inefficient, inward oriented, and highly dependent on continued

Government protection and largesse. The country can no longer afford this
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approach, but it will take time to restructure the physical plant that is in

place, implement the necessary policies, and change expectations to support
more liberal economic policy.

This Dirigiste economic policy has been complemented by an
administrative system that is highly bureaucratic and interventionist. The
Government's role must now be shifted away from one of prior controls and
numerous specific interventions to a more detacted regulatory one of

establishing and enforcing general rules and guidelines in a market oriented
environment. The existing system introduces large elements of delay,

uncertainty, and capriciousness into the implementation of any policy; and

that aggravates the inefficiencies and inflexibility of the economy.
Initiative is stifled and decision-making is distorted. The country cannot

successfully implement its economic reform program without simultaneously
reforming its administrative philosophy and practices.

The overall reform effort is as much one of psychological adjustment

as of economic adjustment to rapidly changing circumstances and to the
underlying forces modernizing the economy. The traditional mind-set in

Morocco derives from a combination of the legacy of the colonial period,

highly centralized decision-making in the Palace, and the accumulated vested

interests in the public and private sectors and in the administration. These

interests continue to benefit from the system and are unwilling to permit
change that might diminish their power. The balance is now shifting in favor
of modernization and liberalization, but it is a slow and painful transition.
The current Government is working hard to accelerate the transition within the
limits of the possible.

The Monarchy plays a dual role in this transition. On the one hand,

it is often identified with the interests who fear they will lose in the

course of change and resist it. On the other hand, it is a powerful unifying
force within the country that can support and legitimize many of the proposed
reforms in the popular eye. But the political balances are delicate, and the

King does still intervene in economic policy making in less than optional ways
(e.g. the prolonged exoneration of agricultural incomes from taxation) to

shore up his policital base.

The strongest opposition to the Monarchy is from the Left, which is

not sympathetic to the economic reforms being undertaken. The Left would not

change the inefficient economic and administrative system so much as it would

change the ruling elite who control and benefit from it. Support is growing
in the Government and sections of the- business community for the reform

program, but it has no popular constituency to speak of at this time.

The Adjustment Strategy:

Immediate actions were taken to stem the short-term crisis and

prevent a financial collapse in 1983-84. The IMF Convened a Special Donors

meeting in November 1983 to raise an additional $500 million in exceptional

aid to complement debt rescheduling and its own Stand-by program. This IMF

program contained measures to make appropriate adjustments in the exchange
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rate, to reduce the budget deficit to 8.7% of GDP in 1983 and 6% in 1984, to

control credit to the economy, to increase certain controlled prices and
reduce subsidies, and to restrain demand in other ways in order to reduce the

current account deficit to 9% of GDP in 1983 and 6.6% in 1984. These targets
had to be adjusted due to the impact of external factors, such as the
continued drought and adverse terms of trade, and the levels were revised to a
budget deficit target of 7.8% of GDP and current a account deficits of 7.3% of
GDP in 1984. Actuals were a budget deficit of 8.1% of GDP and a current

account deficit of 11.8% due to the effects of the drought. The 1985 targets
are to reduce the budget deficit to 6.12 of GDP and hold the current account
deficit to 7.1% of GDP. There has been some slippage on these targets.

Two reschedulings have been agreed through the Paris Club, the first

covering September 1983 to December 1984 and the second running from January
1985 to February 1987, the period of the current IMF Standby Program. The

commercial debt falling due in 1983-84 has been rescheduled, although with

considerable difficulty and delay in reaching a final agreement, and
negotiations for debt falling due in 1985-86 have been initiated. These
reschedulings have provided for relief of about 90% of principal repayments,
but continued interest payments. The Bank's Industrial and Trade Policy
Adjustment loan, approved in March 1984, supported recovery program by

introducing measures to reduce distortions in the economy and promoting

exports within the framework of short-term stabilization provided by the IMF
program.

It has been recognized that stabilization by itself is not

sufficient, and important adjustment measures are also needed to support

structural change in the economy and promote production. The Bank's
intervention has been primarily concentrated through a series of sector

adjustment loans. This approach was adopted after it proved impossible to

reach agreement on a comprehensive program for a SAL in 1981 because of the

difficulties of dealing with many sectors simultaneously in a single operation

without a powerful central economic ministry to deal with. The sector

adjustment loan approach has permitted the Bank to address a larger number of

fundamental issues more deeply in each sector covered. So long as the

macro-economic situation has remained under control through the IMF programs
and key condition in the sector loans, the sector approach has proved to be

more effective in achieving structural change, particularly given the extent

of real structural change needed. Attacking sectors separately has also

considerably simplified the preparation of policy adjustment loans and speeded

up processing.

The key objectives of the recovery strategy over the next 5 - 10

years are to:
i) Restore an acceptable and sustainable rate of economic growth,

targets are 5-6% per year, or 2-3% per year per capita by early 1990s;

ii) Assure adequate distribution of benefits and income so that the

situation of the poorest classes improve;

iii) Maintain political stability and continuity.
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These objectives imply corollary objectives of:

iv) Transforming the economy into an efficient producer of goods and

services that is open and competitive in a world market;

v) Developing a more modern and flexible administrative structure that

responds to the needs of the rapidly evolving modern economy.

The strategy to achieve these objectives must address issues on a

number of fronts more or less simultaneously and still retain sufficient

support within the Government, the Palace, and the larger business community.

It must also be strong enough to receive the continued support of the
international financial community over a prolonged period of time. The key

elements of the strategy are:

a) Reducing the economic distortions in the economy, including pricing

policy, exchange rate policies, trade flows (liberalization), input
subsidies, preferential interest rates.

b) Improving resource mobilization and allocation, including reform of

the tax structure and consumer subsidies, improvement in planning and

investment procedures in the Government and public enterprises,

rationalization of interest rate structures, modernization of the

financial sector-and its resource mobilization instruments.

c) Reducing bureaucratic and administrative inefficiencies in the

J Qgovernment and public sector, including improved project evaluation,
elimination of unnecessary administrative interference in the

economic activities, reductions in bureaucratic delays,

decentralization of control and regulation, restructuring the role of

the government in Public Enterprises.

d) Improving human resource development in the country, including
educational reform to adapt the output of the education system to the

needs of the economy, improvement of vocational and professional
training programs, health and food security measures.

These broad areas of strategy obviously overlap, but provide useful
guidelines for presenting the action programs to achieve the objectives set

out above. Their aim is to increase savings, production, and trade while

constraining investment and imports. Within this framework the highest

priority policy measures are those to.raise public resource mobilization

through increasing current revenues, reducing'expenditures and subsidies, and

rationalizing the Public Enterprise Sector. These measures will directly

contribute to reaching a budgetary and balance of payments equilibrium and

reestablishing the soundness of the country's financial structure. Next

priority is to eliminate price distortions caused by tariffs, price controls,

input subsidies, etc. Significant delays or failures in these policies will

seriously impair, if not completely undermine, the whole adjustment program.

These policy actions must be accompanied by institutional reforms to

strengthen planning, budget priority setting and implementation, trade
procedures and project evaluation.
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Implementation of the Strategy and Policy Measures:

All the major elements of this strategy have been discussed with the

Government and programs initiated in each area. The rate at which these
programs can be implemented depends on the commitment and administrative
capacity of different agencies of the Government, the degree of change
involved, the resources available, and the timing in relation to other
measures. Actions supporting each of the major elements of the strategy are
often dependent on other measures in other sectors, and close coordination is
required between the different elements of the strategy.

Together these policies and actions constitute a far-reaching program
of structural adjustment and reform in the political economy. The Bank is
supporting this program through a series of Sector policy loans in conjunction
with its regular project loans, the IMF operates through Stand-bys, and the
Government acts through such legislative and administrative vehicles as it has
at its disposal, principal among them is the annual Loi de Finances. To aid
the analysis of policy reforms, the Bank and the Government are jointly
developing an economy-wide multisectoral model that can be used to test the
impact of varinu policy o1tins and help assure the consistency of policy
measures in different sectors and supporting different elements of the
strategy.

The key policies that have been undertaken, that have been agreed and
will be implemented soon, and that still need to be agreed in order to
complete the economic reform are presented below. Where the action is
supported by a Bank operation or the IMF, that is shown in parentheses. More
detail is available in the project documents (including for projects under
preparation) and underlying economic and sector work. Within each category,

the highest priority actions are noted with a **, the measures to be

undertaken in 1986-87 constitute our agreed action program with the
Government, and the future proposals will be rETfined into an action program in
the course of our ongoing policy dialogue.

Reducing Economic Distortions: The Government has already

** Eliminated price controls on many goods previously subject to such

controls (ITPA I, II, ASL);

** Adopted a more flexible foreign exchange rate policy which has so far

resulted in a devaluation of 13% since January 1984 (Real effective
rate) (IMF),

** Reduced the maximum nominal tariff rate to 60% and the Special Import

Tax to 7.5% (ITPA I, II),

** Liberalized about 50% of the imports and nearly all of exports
subject to controls (ITPA I, II, ASL);

** Facilitated exports through extended temporary import schemes and
export credit (ITPA I, II);



-7-

** Reduced subsidies to agricultural inputs (ASL);

- Raised agricultural procurement prices (ASL);

The Government has agreed to an action program of measures for
1986-87 consisting of

** Reducing the maximum tariff to 45% and the SIT to 5%;

** Reducing food and agricultural subsisides another 20-30% and
implement a program to eliminate them entirely before 1990 (IMF, ASL);

** Liberalizing most of the remaining controls on imports (ITPA II);

** Contining export promotion measures (ITPA II);

** Improving allocation of agricultural inputs and beginning
rationalization of the sugar sector (Large Irrigation Project, ASL);

** Further raising agricultural procurement prices and improve
procurement procedures (ASL);

- Eliminating more price controls as domestic monopolies are countered
by liberalized imports (ITPA II);

- Reducing the role of government in setting rates in the financial
sector and encourage greater competition from specialized
Institutions in collecting deposits (ITPA II); and

This component of the strategy remains to be completed by further

measures through the rest of the decade. In addition to continuing policy
action of the exchange rate, interest rates, agricultural prices, etc further
specific policy action will be required. Many of these additional measures
have been discussed with the Government, others will have to be developed over

the coming months into a continuation of the action program defined above.
Principal among these are:

** Reduction of total tariff protection to 25%;

** Introduction of automatic adjustment of prices in the public sector
by national economic criteria;

- Reduction of internal constraints on' trade and transport such as

shipping and licensing requirements, "fair trade" practices;

- Elimination of Government administration of interest rates and bank

fees;

- Rationalization of price structures in agriculture;
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Improving Resource Mobilization and Allocation: The Government has already:

** Strengthened its tax collection effort and raised some new taxes
(IMF, ASL);

** Reduced the overall consumer subsidies by 20-30% (IMF, ITPA II);

** Raised tariffs for electricity, water, transport, petroleum products,
communications etc. (IMF, ITPA I, II, PERL);

** Raised interest rates about 2% points to a positive real level (IMF,
ITPA II);

** Eliminated past investment budget overhangs and reevaluated remaining
projects (Investment Review).

** Increased irrigation water charges (ASL);

** Privitization of commercial services in agriculture (ASL);

- Reduced capital subsidies to Public Enterprises (IMF, ITPA II);

- Improved project evaluation capacity (ITPA II, Vocational Training,
ASL);

- Introduced reforms to increase incentives for financial institutions
to collect deposits (ITPA II, IMF);

- Begun development of a functioning money market (ITPA II);

The Government has agreed to an action program to strengthen resource
mobilization in 1986-87, including:

** Introduction of a fiscal reform replacing sales tax with Value Added
Tax and other measures (IMF);

** Further consumer subsidy reductions and increased Public Enterprise
self-financing (IMF, PERL, sector loans);

** Price increases to cover costs in a number of public enterprises
(PERL, ASL);

** Reduction and eliminatation of Government and public enterprise
arrears (PERL, IMF);

- Elimination of interest rebates (ITPA II);

- Introduction of more improvements in planning and budgeting
procedures and systematic evaluation of public investment by economic
criteria prior to being included in the Plan (ITPA II).



-9-

- Continued monitoring of interest rates to assure they are generating
sufficient private savings (ITPA II, IMF);

- Extension of access to the Bond market to public enterprises
(ITPA II);

- Development of restructuring financial mechanism for industries
affected by liberalization or export promotion measures (ITPA II,
export promotion);

Additional measures which remain to be refined into a continuation of

the action program for this component of the strategy are:

** Reform of the direct tax structure to increase its contribution to
revenues (now 10%), an interim measure could be to increase the PSN;

** Completion of consumer subsidy elimination program;

- Development of capital and financial markets to facilitate

privatization of larger public enterprises;

Reducing Bureaucratic and Administrative Inefficiencies: The Government has

already:

** Created a committee to streamline foreign trade procedures (ITPA II);

** Established a ministerial committee to reduce inefficiencies into

public enterprises (PERL);

** Eliminated export monopoly of OCE on processed agricultural exports
(ITPA I);

** Begun a program to computerize investment budget monitoring;

** Begun clarification and rationalization of agricultural offices and
transfer to private sector of commercial activities (ASL);

- Installed a computerized system to monitor trade and speed the
issuance of remaining licenses;

- Begun creation of autonomous market oriented enterprises to replace

Government agencies in telecommunications and ports (Telecom.I,
Ports I);

- Rationalized agricultural research, extension and procurement (ASL).

Further measures of the action program for implementation during

1986-87 include:

** Further reorganization and improvement of planning and budgeting

(ITPA II);
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** Streamlining supervision of public enterprises with greater

delegation of responsibility to the public enterprises themselves

(PERL);

** Introduction of improved management tools in public enterprises (e.g.

standard accounting and audits, MIS, etc) (PERL, ASL);

** Reform of role of OCE in exports of fresh fruits and vegetables

(ITPA II);

** Restructuring of key public enterprises.

- Implementation of measures to streamline port transit time by more

than half (ITPA II);

- Further privatization of commercial public enterprises (PERL);

- Continued reform of agricultural offices (ASL);

- Transfer of agricultural procurement to private sector (ASL).

Additional measures will still need to be implemented, and they will

be added to the action program after further discussion:

** Full automatization of port clearance procedures;

** Reform of structure of Regies to increase efficiency;

** Reformulation of Public Enterprise objectives and changes in

government control systems to promote efficient management and divert

some enterprises.

- Reduction in bureaucratic delays relating to investment approvals,

particularly for foreign investors;

- Reform of controls on domestic transport and elimination of ONT

monopoly;

Improving Human Resource Development: The Government has already:

** Instituted a major shift toward basic education-' (particularly in

rural areas and for females). and toward vocational training and at a

secondary level to reduce the output of traditional education, which

was producing too many unemployed graduates (Voc. Training);

** Restricted entry into free public university education to correspond

to needs and resources (ESL);

** Increased teacher hours (ESL);
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** Increased provision of rural health centers and family planning

programs (Health I);

- Instituted food security measures through Promotion Nationale and
Entionale Nationale, and other programs;

- Increase training of government officers in project evaluation (Voc.
Training).

Further measures for implementation in the 1986-87 action program

include:

** Extension of basic education from 65% to 95% of primary age children

(ESL);

** Further restructuring of secondary and higher education to place more
emphasis on vocational training and reduce the growth of university
enrollment (ESL);

** Implementation of rural health services in selected provinces
(Health I);

** Implementation of universal food security program as subsidies are

phased out (IMF, WB);

** Creation of specialized training courses and certificates for high
priority areas, e.g. accountants (PERL).

Additional measures still need to be reviewed and agreed with the

Government to add to the action program, include:

** Completion of educational sector reform;

** Establishment of a coherent manpower plan to guide the reforms in
higher education and vocational training;

** Extension of rural health services including family health and
preventive care nationwide.

The implementation of measures in different elements of the strategy
must be coordinated. For example, the food security measures will be phased
in with the reduction of food subsidies. And the latter will be timed to
requirements of budget deficit reductions and to improvements in domestic
grain purchase programs and grain marketing rules. The further reduction in
tariffs will have to be coordinated both with measures to help restructure

This also has a major budgetary impact as it will significantly reduce

the growth of expenditures for education, which had been the fastest
growing major category of expenditures.
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affected domestic industries and domestic marketing practices and with budget
deficit reductions. Increased financial sector flexibility will increase
access to the sector, but must be accompanied by improvements in money markets
and banking regulations. Measures which have more resource requirements such
as further tariff reductions and health sector reform will be easier to
implement once fiscal reforms increasing revenue generation are in place.

The requirement for coordination and the extensive change that is
occuring in such a diverse number of sectors has a significant influence on
the pace of implementation of the overall program. Measures in some areas can
only proceed if complementary measures are in place elsewhere. Overall
progress has been quite satisfactory on such an ambitious program, though
there have been delays. The complexity of the whole strategy indicates that
continued monitoring by both the Bank and the Government will be required. It
will. take several years for the results of the adjustment to become widely
apparent.

Prospects and Time Frame for Adjustment:

The time frame for the adjustment was initially foreseen to be about
4 years, 1984-88. However the adjustments now being implemented are more
extensive than originally envisaged, and the benefit stream has been slowed by
less favorable than expected exogenous factors (e.g. adverse terms of trade,
poor rainfall) and delays in implementation of some key policies, such as the
fiscal reform Y'. In view of this, our projections indicate that with
average climatic conditions, the Government's continued pursuit of the

adjustment strategy as outlined above, and the level of external support
assumed in the presentation to the Consultative Group; Morocco will only be
able to maintain a growth rate of 2.7% per annum - essentially stagnation per
capita - for the rest of the decade, if it is to bring its external account
into equilibrium and achieving a sustainable balance of investment,
consumption, and external borrowing by 1988. This is slightly less optimistic
than the projections discussed at the Consultative Group in terms of growth.

The prospects of stagnation for the rest of the decade, after
essentially no growth since 1980, may be politically unacceptable, and the
slow growth clearly retards the adjustment process. Our analysis shows that
if the external constraints can be relaxed somewhat, the economy can recover
faster. It could add about 1% point per year to its growth rate for the rest
of the decade and maintain the same rate of growth as previously projected
thereafter. To achieve this would require an extension of rescheduling
through 1990 and the disbursement of $200-300 million per year of additional
capital inflows in the period 1988-93. This level of additional debt, coupled
with the additional rescheduling for Paris Club, would be bearable in terms of
the debt burden on the economy. The debt service ratio would be 23% in 1995,

1/ It should be noted that an elective parliament was seated in 1984 after
several years of ministerial Government. The process of educating and
convincing parliament about the program has delayed some reform.
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compared to 21% in the slower growth scenario, and GDP would be 6% higher.

Export and industrial growth would be higher in this case, and the domestic

adjustment and recovery would be accomplished faster.

As Table I (page 14) indicates, achieving this more satisfying result
will imply significant adjustments in the economy, particularly concerning
export performance and domestic savings improvement. Investment will rise

from 17% of GDP in 1985 to 20% in 1990, and gross domestic savings will rise
from 10% to 19% of GDP in the same period, while consumption decreases from

87% to 84% of GDP. The sharper rise in saving is a reflection of the changes

in the external sector, where imports will remain constant at 24-25% of GDP

while exports rise from 20% to 25%. This change is necessary to eliminate net

foreign borrowing and to place the economy in a position to begin to reduce

debt and debt service to sustainaible levels. The export performance depends

on the continued recovery of agricultural exports and rapid expansion of
non-traditional manufactured exports. Phosphates, which now account for 50%

of exports and are a source of considerable variability, will decline in
relative importance.

Growth during this period is not so much dependent on raising the

level of investment, though a minimum amount is necessary, as on the policy

reforms to improve efficiency in the economy and on the availability of
resources to service debt and provide inputs into the economy to undertake
restructuring, expand production, and sustain export promotion. Short-falls

in external resources will primarily have adverse effects on the rate of

implementation of policy reform and structural recovery, which will slow

growth. On the other hand, major increases in capital availability beyond
what is proposed would not be desirable, even if it were forthcoming, because

the economy would not be able to use it effectively until the reforms have
taken hold, and any further increment in borrowing risks increasing the
long-term debt burden to unsustainable levels.

The scenario described above is feasible. The basic elements of the
strategy are in place, most of the key policy actions have been taken or

begun, but further measures along the lines described above will be required.

The adjustment effort required by the Government is extensive, despite the
continued relatively modest growth projections. More efforts on resource

mobilization and institutional reform would be beneficial and possible with

the full support of the Government and King. However for a number of

structural adjustments, the rate of change probably cannot be accelerated too
much. It takes time to build export capacity, train labor, develop products

and exploit markets abroad. And Morocco' is only. beginning to move in these
areas.

Further incentives at this point are not so important as assured

continuity of the policy environment to build the confidence of the private
sector and reduce perceived risks of sharp policy changes. It will take
several years for the full set of measures to be implemented and for the

results to be fully recorded. Preliminary returns, however, are encouraging.
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TABLE I
High growth (H) and low growth (L) projections

1983 1984 1985 1987 1990 1995
Low High Low High Low High

GDP growth 2.2 2.4 4.4 2.6 3.8 2.9 4.0 4.9 4.2

(as shares of GDP)

Investment 17.5 18.4 16.8 15.2 17.3 15.2 19.8 20.5 19.8
(Public) (8.3) (6.7) (5.6) - - (6.9) (8.3) - -

Savings 9.5 10.5 10.5 11.9 13.6 15.5 18.7 19.4 20.3
(Public) (-0.5) (0.1) (-0.7) - - (6.2) (6.9) -

Exports 19.3 19.6 19.8 22.0 - 24.9 - 25.4 -

Imports 25.4 25.7 23.5 23.4 - 23.7 24.2 25.5 24.4

DSR 1/2/3/ 31.4 33.5 30.8 31.8 - 39.2 34.2 20.5 23.0

l/ In percent of goods and services (including workers remittances).
2/ Includes debt service on IMF transactions.
3/ Includes impact on the existing 85-87 rescheduling agreement and, in case of the

high scenario, further rescheduling in 1988-90 (1.8 billion civilian debt).

4065B
11/27/85
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Exports of non-phosphate related manufacturers are up 20% in 8 months of 1985

over 1984, and exports of processed agricultural products are up 35% in the

same period in nominal dirham terms. Bank deposits are up and the Government
has mobilized over 2 billion DH in bond issues.

External Support for Adjustment:

The success of the higher scenario described above depends on a

number of measures of support from the international community as well as the

domestic policy reform. Most important among these are:

- Continued access of Morocco to markets in the EEC and North America;

- Continued assistance from the international institutions;

- Absence of excessive variation in external factors such as terms of
trade, interest rates, etc.;

- Continued debt relief through 1990;

- Additional capital of $200-300 million per year through 1990;

- Continued technical assistance

Because of the profile of debt repayments, action will also be

necessary to smooth the flow of repayments and give Morocco a less irregular
repayment profile. This would allow the adjustment programs to respond to theii
real needs of adjustment, rather than forcing elements of the adjustment to

meet financial constraints to the detriment of the economic recovery. In this'
regard, Morocco would greatly benefit from a multi year debt consolidation to

smooth the debt servicing profile. Such a consolidation would minimize the
need for additional capital and maximize the potential for a sound and lasting

recovery. The consolidation should also provide an insurance factor (perhaps

through IMF drawings) to dampen the impact of short run variations in exchange
earnings on interim targets, in order to allow a more rational adjustment
process. Needless to say, such a consolidation and insurance program would
have to be closely monitored, particularly with regard to the policy inputs to

assure that they were. in line with the strategy.

Creditworthiness

With a program such as described above, the total MLT debt burden

(DOD) will rise from the current (1985) level of $11.5 billion to $14.0
billion in 1990, and decline slightly thereafter. The mix will evolve
approximately as follows:
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TABLE II
Shares of total debt

1985 1990 1995

Official 64.7 60.9 57.1
of which World Bank 11.1 17.6 23.9

Private 35.3 40.0 42.9
Memo:

Use of IMF credit"'
(levels in $ million) 1073 174 n.a.

The World Bank share rises as it plays its role as lenders of last resort and

helps Morocco adjust its external debt profile as well as its economic

policies. The Bank's proposed lending program to support this strategy is

shown in Table III. It is currently being reviewed in the context of a CPP

which will shortly be presented for management review. It is heavily weighted

toward Sector policy adjustment loans to support the policy reforms discussed

above. Because of the large fast disbursing element, this program will

provide an additional inflow of foreign resources during the adjustment

period. This will significantly increase World Bank exposure, but within
tolerable limits so long as the policy reform program stays in place. The

commercial banks' exposure will also increase under these assumptions, which
implies some additional money as well as rescheduling. The relative decline

in other official debt is due to the relative lack of quick disbursing aid in

this category, and to the slow disbursements on project aid due to budget

constraints.

The major constraint on the economy through the adjustment period is

the debt service burden. Without rescheduling the debt service ratio would be
56% of exports in 1985 and 45% by 19882/ under our assumption about
recovery. Such a burden would not be sustainable and would force such severe
austerity measures on the country that production augmenting structural

adjustments would not be feasible, if indeed the socio-political fabric could

sustain such measures. Thus continued rescheduling is essential to permit the
adjustment process to take place at all. The proposed strategy with
rescheduling through 1990 implies a debt service ratio of 34% in 1990 and 26%

in 1995. The interest service ratio will decline from 9% in 1990 to 7% in

1995. During this period, medium and long term debt as a percentage of
exports will fall from 289% in 1985 to 175% in 1990, and as a percentage of

GDP it will fall from 93% to 80%. If Morocco can sustain its policy framework
in place and the reform has the expected results, it should be sufficiently

creditworthy to roll over its debt outstanding without further

rescheduling. However, policy must continue to be cautious as there is

little scope for substantial balance of payments deficits for some time.

1/ Assumes no further IMF disbursements beyond the current Standby.
2/ including IMF debt service, it would be 62% of exports in 1985 and 48% by

1988.
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TABLE III
World Bank Lending Program, Morocco

FY86 Million US$

CNCA VI (Agricultural Credit)** 100.0

Large Scale Irrigation Rehabilitation** 39

Education Sector Loan* 150

Telecommunications 90
B-Loan ITPA 11* 25

Port Rehabilitation an Reform* 27

Water Supply IV 40
TOTAL 471

FY87

Agricultural Sector Loan 11* 150

Family Health II** 30

Public Enterprise Sector Adjustment Loan* 200

Export Development Finance** 50

Power Sector I** 60

TOTAL 490

FY87

Agricultural Sector Loan 11* 150

Family Health II** 30

Public Enterprise Sector Adjustment Loan* 200

Export Development Finance** 50

Power Sector I** 60

TOTAL 490

FY88

CNCA VII** 100

Agricultural Extension-Research** 30

Education Sector Loan 11* 150

Housing Finance II 50

Public Enterprise Sector Adjustment Loan 11* 150

Water Sector Loan** 40
TOTAL 520

FY89

Agricultural Sector Loan III 100
Family Health III** 60

Urban Sector Loan ** 75

Export Development Finance** 75

?ower Sector Loan II** 50
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Energy Efficiency** 25

Transport Sector Loan** 80
TOTAL 465

FY90

Small and Medium Scale Irrigation 60

Forestry II** 50

Vocational Training II 50
Village Infrastructure - FEC II** 50

Public Enterprise Sector Adjustment Loan 111* 150

Water Sector II** 60
TOTAL 420

* Sector Policy Adjustment Loan
** Operation with significant sector policy and adjustment content

Bank-Fund Relations

The stabilization and adjustment programs of the Fund and the Bank

,have been largely complementary and.mutually reinforcing. The working

arrangement between the Bank and the Fund has been that the IMF programs will

address the issues of the exchange rate, fiscal policy, monetary policy,

consumer subsidy reduction, and external debt management. The Fund programs
in these areas provide the necessary macroeconomic framework for the execution

of the Bank's sectoral adjustment programs that address issues of promoting

exports and production, reducing allocative distortions in the economy, and

initiating institutional change needed for medium-term adjustment and

recovery. The Bank is also interested in a number of policy areas covered by
the IMF and has included conditions in its loans supporting the objectives of

the IMF programs, particularly concerning resource mobilization and the

exchange rate. Interest rate and financial sector reforms have also been

explicitely part of Bank operations (ITPA II), and the Bank has taken a major

?art in designing the program- to reduce consumer subsidies. The Bank is now

preparing a major Public Enterprise reform that will support a number of IMF

objectives in price, arrears, and subsidity policies in the public enterprises.

However, there have been occasional tensions between the measures and

targets of the two programs. Although' reduction of the external deficit was a

primordial target of the stabilization program, the IMF adjusted its program
to allow for the trade liberalization program to be started under the Bank's

guidance, and the Bank has adjusted its rate of Special Import Tax (SIT)

reduction to accomodate IMF budget targets. These differences, however, are
becoming more acute.

The proposed IMF program for 1986 aims at reducing the government budget

deficit to 3.5% of GDP and at building external reserves to $300 million from

the current level of $100 million. Based on the IMF's current estimates of
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revenues and expenditures, this implies that Government investment

expenditures will be cut to 4 billion dirham, much less than the level

attained in 1985 and below what the Bank believes is the minimum necessary to
sustain growth and lay the basis for the recovery. The IMF program also

assumes that the reduction of the SIT from 7.5% to 5% will not take place in

January as agreed. While the Bank is willing to accommodate the IMF program

to some extent on the SIT, it cannot allow the public investment program to be

reduced so low, as that would severely cut into the priority investments that

the Bank has defined with the Government.

The Bank's proposed operation to restructure the Public Enterprises will

require some adjustments of the IMF limits on credit to the economy in order

to allow the arrears reduction program that is essential to any restructuring
and rationalization of the Public Enterprises. Since the arrears are on past

current bills of the PEs to the Government for services delivered (utilities),
it is appropriate to use domestic as well as foreign borrowing to pay the

arrears. The informal and involuntary credit of Public Enterprises to the

Government would be converted into formal, medium-term debt, but that requires

adjustment of the IMF targets, which the Fund is unwilling to consider at this

point.

We are currently discussing these issues with the IMF and hope to be

able to work out some mutually satisfactory solution. Despite the current

-Standby, the IMF is reducing its exposure in Morocco by $100-200 million per

year. Just maintaining its current exposure would considerably ease the

foreign exchange constraint. Overall, however, cooperation is close and

consultation frequent. We follow each others programs closely to assure that

they are coherent and to identify differences and resolve them before trying

to reach agreements with the Moroccan Government on our respective programs.

With a modified recovery program such as described above, cooperation

with the IMF would have to be intensified beyond its already high level. Key

to this would be greater balance of objectives between the short-run

stabilization and the medium-term adjustment, with increasing favor toward the

latter. This reweighting of objectives would be facilitated by the additional

rescheduling and capital flows mentioned above. To the extent this is done,

some variance on output targets could be permitted where they are due to

exogenous factors. Such a program would also require a clear prior

understanding and agreement on the overall strategy among the official donors,

the Government and the commercial banks. In effect, the Consultative Group,

the Paris Club, and the London Club would have to coordinate more closely, if

not coalesce.

Pro ram Risks and Monitoring

This reform program is not without serious risks however. There is

very little buffer built into it. Any serious deterioration in the external

environment would adversely affect the recovery. Further short-term

adjustments would be required, as the economy simply cannot afford more debt

than assumed, except on highly concessional terms. Additional austerity might
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exceed the limits of political acceptability and erode support 
for the

medium-term reform program. Even without adverse external developments, the

political opposition to adjustment policies may succeed in stopping 
or

reversing parts or all of the program. If serious enough, this might lead to

a reduction of capital inflows, which could further weaken the adjustment.

The opposition does not have a viable economic alternative, particularly if

large capital inflows are not available, and a considerable 
economic crises

could result. Fortunately, the commitment of the Government and its stability

give reason to believe that the opposition can be contained. Ultimately, if

the King senses a danger to the economy from a loss of international support,

he should act to give more support to the adjustment program. These risks are

also mitigated by the fact that the alternative to the adjustment program 
is a

serious economic crisis and depression from which it will take a long time 
to

emerge. Both the Government and the international community want 
to avoid

that.

Monitoring of the stabilization and adjustment program will require

continued-supervisio by the IMF and Bank. This work will have to be shared

as a function of the respective programs, with appropriate sensitivity to 
the

interests of each institution. The major items to be monitored will be the

implementation of the action programs in the various areas. 
Results will also

have to be monitored to be sure the policies are having their desired

impacts. eetermine whether

terewere other mitigating factors, or whether the intended policies were 
not

as effective as supposed. In that case, other policies will have to be

defined and agreed with the Government. They may delay achievement of some of

the targets, and provision will have to be made either in adjusting the

targets, or finding additional resources. This is why some insurance against

short-term variation in results is important. Perhaps some IMF resources

should te reserved ~for this purpose after the curent Stand-by is completed.

Because of the continued involvement of the Paris and London Clubs, they will

also.have to appraised of the results of the supervision, and will have to

concur in the results to continue their rescheduling operations.

As is widely known, Morocco has been engaged in a military action in

the Western Sahara to retain territories claimed for historical reasons.

Without commitment to any viewpoint, it is clear that the action is highly

political and a precipitously unfavorable outcome would 
be a fundamental

political blow to the stability of the regime and through that, 
probably to

the prospects for coherent economic policy in the short 
term. Therefore

outright cessation of expenditures on military activities or supporting

economic infrastructure in the Sahara. would not be an acceptable policy option

for the Government. Unfortunately, those exp'enditures are a major weight on

the Government budget and have seriously aggravated resource mobilization

problems. While evidence indicates that expenditures on the Sahara 
have not

been lavish or excessive, they have been large. Any recovery program would

have to take the expenditures on the Sahara into account and be assured that

they are held under control. Morocco would also have to continue its peace

efforts to the utmost.



Low Growth Scenario

MOROCCO: GROSS CAPITAL REQUIREMENTS
(millions of US Dollars)

125 128l i8 12U& 1111 J22m Jill

Total Canital Reauirements

Trade Balance -1531 -1382 -1323 -1255 -1163 -1093 -2540
Net NFS " 284 414 565 728 1146 1349 2251
Net Factor Service Income ' 824 876 922 958 980 1006 1181
Net Current Transfers ... .2_ -.l _.i .22k

Total Current Balance (excl. interest) -359 -23 239 512 1050 1356 1012
Total Debt Service -2263 -3057 -2653 -2725 -3129 -3246 -2634

MLT 3/ (-2021) (-2684) (-2320) (-2472) (-2862) -3011 -2581
IMF (-242) (-373) (-333) (-253) (-267) (-229) (-8)
Gap -)-)-)-)() (-6) (-45)

Change in Reserves -91 61 ---. I _2A ---1.1 -Uh dli

Total -2813 -3149 -2450 -2185 -2170 -2026 -1738

Total Financina

Gross Disbursements 1779 1332 1203 1857 2002 1893 1437
MLT (1265) (1182) (1168) (1857) (2002) (1893) (1437)
IMF (214) (150) (35) (-) (-) (-) (-)
Grants (300) (-) (-) (-) (-) (-) (-)

Other Capital (net) -284 -11 -23 23 29 37 81
OFI 56 62 68 75 82 91 146
Debt Relief 1261 1766 1202 230 - - -

MLT (1031) (1536) (972) (-) (-) (-) C-)
Military Debt (230) (230) (230) (230) (-) (-) (-)

Financing Gap - - - - 7._. _. .21

Total 2812 3149 2450 2185 2170 2026 1737

J/ Before rescheduling of military debt.
2/ Excluding MLT and IMF Interest Payments.

/ Before debt relief.

11/13/85 (40868:elp)
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MOROCCO

SUMMARY OF FIVE YEAR RECOVERY STRATEGY AND REQUIREMENTS FOR SUPPORT

Economic disequilibria and distress has been brewing in the Moroccan

economy for a number of years. The government had been borrowing heavily

abroad to finance an extremely ambitious investment program when the crisis

became acute and action unavoidable in 1983. The external debt repayment

requirements vastly exceeded the country's ability to repay and the budget and

balance of payments deficits were unsustainably large. A new Government was

appointed to respond to the problems which had become recognized as severe and

to begin such economic adjustment and reform as would be required to restore

economic health. Once immediate actions were taken to stem the short-term -

crisis and prevent a financial collapse, the Bank, the Fund and the Government

set out to develop a medium-term recovery program that addressed both the

short-term stabilization and demand management issues and the medium-term

adjustment and production augmenting (supply response) issues. Two

reschedulings have been agreed through the Paris Club, the first-

covering 4A 1..1983 to .t 1985and the second running.througla

February 1987, the end of the current IMF Standby. The commercial debt

falling due in 1983-84 has been rescheduled, although with considerable

difficulty and delay in reaching a final agreement, and negotiations for debt

falling due in 1985-86 have been initiated. These reschedulings have provided
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for relief of about 90% of principal repayments, but continued interest

payments. The Morocco Consultative Group was reconvened in January 1985, and

the Government first presented its medium-term strategy and perspectives for

structural adjustment and recovery. Another Consultative Group is scheduled

for June 1986.

It was initially believed that recovery would be completed and

equilibrium would be achieved by about 1988 (a 3 - 4 year recovery period),

and that sustained economic growth could be maintained thereafter with no

further exceptional assistance. In the meantime, external circumstances have

proved less favorable than initially expected, the extent of reform more

extensive, and the Government's rate of policy action slower than hoped. It

has become clear that recovery will take five to ten years. Even at this

slower pace it will require continued policy action on the part of the

Government and support F'rom the world community, particularly the public and

private international financial institutions to assure a full recovery.

Structural Adjustment Requirements:

Fundamental shifts in approach to political economy are required in a

number of areas. The basic approach to economic policy has to shift from

dirigiste to liberal (in the classical sense) with greater emphasis on

individual responsibility. Past policies of controlling prices, imports,

availability of inputs and investments, and output decisions to achieve

desired results has produced in an economic structure that is inflexible,

inefficient, inward oriented, and highly dependent on continued Government
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protection and largesse. The country can no longer afford this approach, but

it will take time to restructure the physical plant that is in place,

implement the necessary policies, and change expectations to support a more

liberal economic policy.

This dirigiste economic policy was complemented by an administrative

system that was highly bureaucratic and interventionist. Government action

must now be shifted away from one of prior controls and numerous specific

interventions to j'regulatory ne of establishing and enforcing general

guidelines. The existing system introduces large elements of delay,

uncertainty, and capriciousness into the implementation of any policy, and

that aggravates the inefficiencies and inflexibility. Initiative is stifled

and decision-making is distorted. The country cannot successfully implement

its economic reform program without simultaneously reforming its

administrative philosophy and practices.

Morocco's overall economic structure is still relatively

underdeveloped and its human resource base limited, as one would expect for a

lower middle income country still largely dependent on a few primary exports

and still predominantly rural. While this has meant that the country has not

suffered significant real income declines, it also means that its economic

structure is not very flexible in the short to medium term. In this case,

structural adjustment will take longer than in a more developed country

because the modern sector must be built up as well as reforming what is in

place.
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The overall reform effort is as much one of psychological adjustment

as of economic adjustment to rapidly changing circumstances and to the basic

needs of modernizing the economy. The traditional mind-set in Morocco derives

from a combination of the legacy of the colonial period, highly centralized

decision-making in the Palace, and the accumulated vested interests in the

public and private sectors and in the administration. These interests

continue to benefit from the system and are unwilling to permit change that

might diminish their power. The balance is now shifting in favor of

modernization and liberalization, but it is a slow and painful transition.

The current Government is working hard to accelerate the transition within the

limits of the possible.

The Monarchy plays a dual role in this transition. On the one hand,

it is often identified with the interests who fear they will lose in the

change and resist it. On the other hand, it is a powerful unifying force

within the country that can support and legitimize many of the proposed

reforms in the popular eye. But the political balances are delicate, and the

King does still intervene in economic policy making in less than optional

ways, (e.g. the prolonged exoneration of agricultural incomes from taxation),

to shore up his policital base. The strongest opposition to the monarchy is

from the Left, which is not sympathetic to the economic reforms being

undertaken. The left would not change the inefficient economic and

administrative system so much as the ruling elite who control and benefit from

it. Support is growing in the Government and sections of the business

community for the reform program, but it has no popular constituency to speak

at this time.
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The Adjustment Strategy:.

Within this environment, the Government has worked with the Bank and

Fund to develop an economic recovery strategy and implement the necessary

measures. The first phase of the strategy was immediate stabilization aimed

at reducing budget and balance of payments deficits through expenditure

reductions in both the current and capital budgets, controls on credit

expansion, price increases, and other austerity measures. That_part of the

strategy has been largely carried out with the IMF. The Bank has contributed

to setting priorities, revising the investment budget, and reviewing current

expenditures in the Education sector (which account for nearly a third of the

budget) and in other sectors in order to increase their cost effectiveness

(e.g. Health). Mobilization of additional external financing was also a

necessary part of this program and additional resources were raised through

special appeals to donors and rescheduling of the public and private external

debt.

It was recognized that stabilization by itself was not sufficient,

and important adjustment measures were also needed to support structural

change in the economy and promote production. The Bank's intervention has

been primarily concentrated through a series of sector adjustment loans. This

approach was adopted after it proved impossible to reach agreement on a SAL in

1981 because of the difficulties of dealing with many sectors simultaneously

in a single operation. The sector adjustment loan approach has permitted the

Bank to address a larger number of fundamental issues more deeply in each

sector. So long as the macro-economic situation has remained under control
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through the IMF programs, the sector approach has proved to be more effective

in achieving structural change, particularly given the extent of real

structural change needed. Attaching sectors separately has also considerably

simplified the preparation of adjustment loans and speeded up processing. The

stabilization and adjustment programs of the Fund and the Bank have been

largely complementary and mutually reinforcing. However, there have been

occasional tensions between the measures and targets of the two programs, and

compromises have been worked out. Although reduction of the external deficit

was a primordial target of the stabilization program, the IMF adjusted its

program to allow for the trade liberalization program to be started under the

Bank's guidanc3. This program reduced protection as part of a series of

measures aimed at reducing distortions within the economy and promoting

exports. Appropriate fiscal, monetary, and exchange rate policies were

introduced to assure that there was no adverse impact on the balance of

payments. This approach has been largely successful so far.

The key objectives of the recovery strategy over the next 5 - 10

years are to

i) Restore an acceptable and sustainable rate of economic growth,

targets are 5-6% per year, or 2-3% per year per capita by early 1990s.

ii) Assure adequate distribution of benefits and income so that the

situation of the poorest improves.

iii) Maintain political stability and continuity.
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These objectives imply correlary objectives of

iv) Transforming the economy into an efficient producer of goods and

services that is open and competitive in a world market.

v) Developing a more modern and flexible administrative structure that

responds to the needs of the rapidly evolving modern economy.

The strategy to achieve these objectives must address issues on a

number of fronts more or less simultaneously and still retain sufficient

support within the Government, the Palace, and the larger business community.

It must also be strong enough to receive the continued support of the

international financial community over a prolonged period of time. The key

elements of the strategy are

a) Reducing the economic distortions in the economy, including pricing

policy, exchange rate policies, trade flows (liberalization),

subsidies, preferential interest rates and allocations.

b) Improving resource mobilization and allocation, including reform of

the tax structure and subsidies, pricing policy and investment

procedures in public enterprises, interest rates structures, capital

subsidies, financial sector and its resource mobilization instruments.

c) Reducing bureaucratic and administrative inefficiencies in the

government and public sector, including reform of the planning and

budgeting processes, improved project evaluation, elimination of

unnecessary administrative interference in the economic activities,

reductions in bureaucratic delays, decentralization of control and

A-
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regulation, restructuring the role of the government in Public

Enterprises.

d) Improving human resource development in the country, including

educational reform to adapt the output of the education system to the

needs of the economy, and strengthen appropriate special professional

training programs, extensive health and food security measures.

Implementation of the Strategy and Policy Measures:

All the major elements of this strategy have been discussed with the

Government and programs initiated in each area. Some have been supported by

Bank loans, some are implemented in the context of the IMF stand-by program,

and some have been undertaken at the Government's own initiative. The rate at

which these programs can be implemented depends on the commitment and

administrative capacity of different agencies of the Government, the degree of

change involved, the resources available, and the timing in relation to other

measures. Actions supporting each of the major elements of the strategy are

often dependent on other measures in other sectors, and close coordination is

required between the different elements of the strategy.

Together these policies and actions constitute a far reaching program

of structural adjustment and reform in the political economy. The Bank is

supporting this program through a series of Sector policy loans in conjunction

with its regular project loans, the IMF operates through Stand-bys, and the

Government acts through such legislative and administrative vehicles as it has

at its disposal, principal among them is the annual Loi de Finances. In
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addition to the close working coordination among staff at all levels, the Bank

is developing with the Government an economy wide multisectoral model that can

be used to test the impact of various policy options and help assure the

consistency of policy measures in different sectors and supporting different

elements of the strategy.

The key policies that have been undertaken, that have been agreed and

will be implemented soon, and that still need to be agreed in order to

complete the economic reform are presented below. Where the action is

X supported by a Bank operation or the IMF, that is shown in parenthes . More

detail is available in the project documents (including for projects under

preparation) and underlying economic and sector work.

Reducing Economic Distortions:

The Government has already

- eliminated price controls on many goods previously subject to such

controls (ITPA I, II, ASL);

- adopted a more flexible foreign exchange rate policy which has so far

resulted in a devaluation of 13% (Real effective rate) (IMF),

- reduced the maximum tariff to 60% and the Special Import Tax to 7.5%

(ITPA I, II),

- liberalized about 50% of the imports and nearly all of exports

subject to controls (ITPA I, II, ASL);

K A~L~r
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- facilitated exports through extended temporary import schemes and

export credit (ITPA I, II);

- reduced subsidies to food consumption and agricultural inputs (IMF,

ASL);

- raised agricultural procurement prices (ASL);

- raised interest rates to positive real levels and increased

flexibility in the financial sector (IMF, ITPA II); and

- increased the scrutiny applied to project selection (Investment

Review, Vocational Training, EMMI).

The Government has agreed to further measures over 1986-87 to

- elimintate more price controls as domestic monopolies are countered

by liberalized imports (ITPA II);

- reduce the maximum tariff to 45% and the SIT to 5%;

- reduce food and agricultural subsisides another 20-30% and implement

a program to eliminate them entirely before 1990 (IMF, ASL);

- liberalize most of the remaining controls on imports (ITPA II);

- continue export promotion measures (ITPA II);

- further raise agricultural procurement prices and improve procurement

procedures (ASL);

- improve allocation of agricultural production and begin

rationalization of the sugar sector (Large Irrigation Project, ASL);

- reduce the role of government in setting rates in the financial

sector and encourage greater competition from specialized

institutions in collecting deposits (ITPA II); and
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- introduce more improvements in planning and budgeting procedures such

as projects meeting specified economic evaluation criteria prior to

being included in the Plan (ITPA II).

This component of the strategy , efains to be completed by further

measures through the rest of the decade. In addition to continuing policy

action of the exchange rate, interest rates, agricultural prices, etc further

specific policy action will be required. Many of these additional measures

have been discussed with the Government, others will have to be developed over

the coming months. Principal among these are:

- Reduction of total tariff protection to 25%;

- Reduction of internal constraints on trade and transport such as

shipping and licensing requirements, "fair trade" practices;

- Elimination of Government administration of interest rates and bank

fees;

- Elimination of interest subsidies;

- Rationalization of price structures in agriculture;

- Introduction of economic prices in the public sector;

- Restructuring of key public enterprises. I7

The specific measures for these policy changes are being defined in

on-going sector work and loan preparation, including ASL II, PERL, and export

promotion operations.
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Improving Resource Mobilization:

The Government has already:

- Strengthened its tax collection effort and raised some new taxes

(IMF, ASL);

- Reduced the overall consumer level of subsidies by 20-30% (IMF, ITPA

II);

- Raised tariffs for electricity, water, transport, petroleum products,

communications etc. (IMF, ITPA I, II, PERL);

- Raised interest rates about 2% points to a positive real level (IMF,

ITPA II);

- Increased irrigation water charges (ASL);

- Privitization of commercial services in agriculture (ASL);

- Reduced capital subsidies to Public Enterprises (IMF, ITPA II);

- Improved project evaluation capacity (ITPA II, Vocational Training,

ASL);

- Introduced reforms to increase incentives for financial institutions

to collect deposits (ITPA II, IMF);

- Begun development of a functioning money market (ITPA II);

- Eliminated past investment budget overhangs and reevaluated remaining

projects (Investment Review).

The Government has agreed to further measures to strengthen resource

mobilization in 1986-87, including:
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- Introduction of a fiscal reform replacing sales tax with Value added

Tax and other measures (IMF);

- Further subsidy reductions and increased Public Enterprise

self-financing (IMF, PERL, sector loans);

- Systematic price setting in public enterprises based on economic cost

recovery criteria and productivity improvements (PERL, ASL);

- Systematic investment evaluation according to sound economic criteria

in Public Enterprises (PERL, ASL);

- Continued monitoring of interest rates to assure they are generating

sufficient private savings (ITPA II, IMF);

- Reduction and eliminatation of Government and public enterprise

arrears (PERL, IMF);

- Elimination of interest rebates (ITPA II);

- Extension of access to the Bond market to public enterprises (ITPA

II);

- Development of restructuring financial mechanism for industries

affected by liberalization or export promotion measures (ITPA .II,

export promotion);

- Privatization of suitable public enterprises (PERL).

Additional measures under discussion or to be introduced which remain

to be included to complete the component of the strategy are:

- Reform of the direct tax structure to increase its contribution to

revenues (now 10%), an interim measure could be to increase the PSN;

- Completion of subsidy elimination program;
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- Establishment of pricing policies which assure prices are determined

by market forces where feasible or by long term marginal cost without

frequent reference to Government approval;

- Development of capital and financial markets to facilitate

privatization of larger public enterprises;

Reducing Bureaucratic and Administrative Inefficiencies: The Government has

already:

- Begun a program to computerize investment budget monitoring;

- Installed a computerized system to monitor trade and speed the

issuance of remaining licenses;

- Created a committee to streamline foreign trade procedures (ITPA II);

- Established a ministerial committee to introduce efficiencies into

public enterprises (PERL);

- Eliminated export monopoly of OCE on processed agricultural exports

(ITPA I);

- Begun creation of autonomous market oriented enterprises to replace

Government agencies in telecommunications and ports (Telecom.I,

Ports I);

- Begun clarification and rationalization of agricultural offices and

transfer to private sector of commercial activities (ASL);

- Rationalization of agricultural research, extension and procurement

(ASL).
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Further measures under discussion for implementation during 1986-87

include:

- Further reorganization and improvement of planning and budgeting

(ITPA II);

- Implementation of measures to streamline port transit time by more

than half (ITPA II);

- Streamlining supervision of public enterprises with greater

delegation of responsibility to the public enterprises themselves

(PERL);

- Further privatization .f public enterprises (PERL);

- Introduction of improved management tools in public enterprises (e.g.

standard accounting and audits, MIS, etc) (PERL, ASL);

- Reform of role of OCE in exports of fresh fruits and vegetables

(ITPA II);

- Continued reform of ag -icultural offices (ASL);

- Transfer of agricultural procurement to private sector (ASL).

Additional measures will still need to be implemented. Some are

already under discussion with the Government. These additional measures

include:

- Implementation of stricter project evaluation criteria prior to

inclusion of projects into the Government's investment budget or

those of public enterprises;

- Full automatization of port clearance procedures;

- Reduction in bureaucratic delays relating to investment approvals,

particularly for foreign investors;
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- Reform of structure of Regies to increase efficiency;

- Reform of controls on domestic transport and elimination of ONT

monopoly;

- Reformulation of Public Enterprise objectives and changes in

government control systems to promote efficient management and sell

sufficient enterprises.

Improving Human Resource Development:

The Government has already:

- Instituted a major shift toward basic education (particularly in

rural areas and for females) and toward vocational training and at a

secondary level to reduce the output of traditional education, which

was producing too many unemployed graduates (Voc. Training);

- Restricted entry into free public university education to correspond

to needs and resources (ESL);

- Increased teacher hours (ESL);

- Increased provision of rural health centers and family planning

programs (Health I);

- Instituted food security measures through Promotion Nationale and

Entionale Nationale, and other programs;

- Increase training of government officers in project evaluation (Voc.

Training).
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Further measures under discussion for implementation in 1986-87

include:

- Extension of basic education from 65% to 95% of primary age children

(ESL);

- Further restructuring of secondary and higher education to place more

emphasis on vocational training and reduce the growth of university

education (ESL);

- Implementation of rural health services in selected provinces

(Health I);

- Implementation of universal food security program as subsidies are

phased out (IMF, WB);

- Creation of specialized training courses and certificates for high

priority areas, e.g. accountants (PERL).

Additional measures still need to be reviewed and agreed with the

Government to carry out this component of the strategy, including:

- Completion of educational sector reform;

- Establishment of a coherent manpower plan to guide the reforms in

higher education and vocational training;

- Extension of rural health services including family health and

preventive care nationwide.

Detailed descriptions of most measures for 1986-87 are available or

being developed in our ongoing policy dialogue and in projects under

preparation. The specifications for measures to be undertaken later are being
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developed in studies currently underway. The highest priority for the future

policy measures-are those to raise public resource mobilization through

increasing ----- 'reducing subsidies, and rationalizing the Public

Enterprise sector. These measures will directly contribute to reaching a

budgetary and Balance of Payments equilibrium and reestablishing the soundness

of the country's financial structure. Significant delays or failures in these

arears will seriously impair, if not completely undermine, the whole

adjustment program.

The impleientation of measures in different elements of the strategy

must be coordinated. For example, the food security measures will be phased

in with the reduction of food subsidies. And the latter will be timed to

requirements of budget deficit reductions and to improvements in domestic

grain purchase programs and grain marketing rules. The further reduction in

tariffs will have to be coordinated both with measures to help restructure

affected domestic industries and domestic marketing practices and with budget

deficit reductions. Increased financial sector flexibility will increase

access to the sector, but must be accompanied by improvements in money markets

and banking regulations. These interdependencies are closely monitored by

both the Bank and the Government. The requirement for coordination and the

extensive change that is occuring in such a diverse number of sectors has a

significant influence on the pace of implementation of the overall program.

Measures in some areas can only proceed if complementary measures are in place

elsewhere. Overall progress has been quite satisfactory on such an ambitious

program, though there have been a few delays. The complexity of the whole

strategy indicates that continued monitoring and support will be required.

A, ~ >~
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And it will take several years for.the results of the adjustment to become

widely apparent.

Prospects and Time Frame for Adjustment:

The time frame for the adjustment was initially foreseen to be

3-4 years, 1984-88. However the adjustment now being implemented is more

extensive than originally envisaged, and the benefit stream has been slowed by

less favorable than expected exogenous factors (e.g. adverse term of trade,

poor rainfall) and dela7s in implementation of some key policies, such as the

fiscal reform . In consequence, the adjustment process will probably take

until 1990 to complete. Our projections indicate that with at least average

climatic conditions, the Government's continued pursuit of the adjustment

strategy as outlined above, and continued support from the international

community, Morocco should be able to maintain about a 3% per annum growth rate

less than 1% per capita - for the rest of the decade while bringing its

external account into equilibrium and achieving a sustainable balance of

investment, consumption, and external borrowing by the end of the decade.

This is slightly less optimistic than the projections discussed at the

Consultative Group in terms of the adjustment period. Adverse terms of trade

account for poorer performance despite an assumed increase in the availability

of World Bank and other resources. As the accompanying tables indicate (see

CEM tables for the moment), achieving this result will imply significant

1/ It should be noted that an elective parliament was seated in 1984 after

several years of ministerial Government. The process of educating and

convincing parla about the program has delayed some reform.
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adjustments in the economy,. particularly concerning export performance and

domestic savings improvement. Investment will fall from 17% of GDP in 1985 to

15% in 1990, gross domestic savings will rise from 10% to 15% in the same

period, while consumption will decrease from 87% to 84%. The fall in

investment and rise in saving is a reflection of the changes in the external

sector where imports will remain constant at 24% of GDP while exports rise

from 20% to 25%. The export performance depends on the continued recovery of

agricultural exports and rapid expansion of non traditional manufactured

exports. Phosphates, which now account for 50% of exports and are a source of

considerable variability, will decline in relative importance. Growth during

this period is not so much dependent on raising the level of investment,

though a minimum level is necessary, as on the policy reforms and availability

of resources to service debt and provide inputs into the economy to undertake

restructuring and export promotions. Short falls in external resources will

primarily have adverse effects on the rate of implementation of policy reform

and structural recovery.

The major constraint on the economy through the adjustment period is

the debt service burden. Without rescheduling it would be 56% of exports in

1985 and 45% by 1988-' under our assumption about recovery. Such a burden

would not be sustainable and would force such severe austerity measures on

the country that the production augmenting structural adjustments would not be

feasible, if indeed the socio-political fabric could sustain such measures.

Thus continued rescheduling is essential to permit the adjustment process to

take place at all.

1/ including IMF debt service, it would be 62% of exports in 1985 and 48% by

1988.
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The scenario described above is feasible. The basic elements of the

strategy are in place and most of the key policy actions have been taken or

begun, and further measures along the lines described above will be required.

The adjustment effort required by the Government is extensive, despite the

continued relatively modest growth projections. It is not clear how much

further a more rapid adjustment is politically feasible or economically

desirable. Clearly more efforts on resource mobilization and institutional

reform would be beneficial and possible with the full support of the

Government and King. However for a number of structural adjustments, the rate

of change probably cannot be accelerated too much. It just takes time to

build export capacity, train labor, develop products and exploit markets

abroad. And Morocco is just beginning to move in these areas. Further

incentives are not so important as assured continuity of the policy

environment to build the confidence of the private sector and reduce perceived

risks of sharp policy changes. It will take several years for the full set of

measures to be implemented and for the results to be ful recorded.

Preliminary returns, however, are encouraging.

External Support for Adjustment:

This policy scenario depends on a number of measures of support from

the international community as well. Most important among these are:

- Continued access of Morocco to markets in the EEC and North America;

- Continued assistance from the international institutions at no less

than current levels;
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- Absence of excessive variation in external factors such as terms of

trade, interest rates, etc.;

- Continued debt relief through at least 1990;

- Additional capital of 200-400 million per year through 1990;

- Continued technical assistance.

The projections prepared in January 1985 indicated that Morocco

should have been able to manage with their expected flows. More recent

analysis indicates that less favorable external factors (e.g. declining

phosphate prices) and deeper adjustment will probably require the additional

capital flows noted above in order to finance the foreign exchange

requirements implied by the investment and growth targets, modest though these

targets are. Given the increases already supplied by the international

institutions and the high level of support already obtained from bilateral

donors, most of the increase will have to come from commercial sources.

Because of the profile of debt repayments (see table), action will also be

necessary to smooth the flow of repayments and-give Morocco a less irregular

repayment profile. This would allow the adjustment programs to respond to the

real needs of adjustment, rather than forcing elements of the adjustment to

meet financial constraints to the detriment of the economic recovery.

In this regard, Morocco would greatly benefit from a multi year debt

consolidation which would provide a smoother debt servicing profile, more

appropriate to the real adjustment process. Such a consolidation would

minimize the need for additional capital and maximize the potential for a

sound and lasting recovery. The consolidation should also provide an



- 23 -

insurance factor (perhaps through IMF drawings) to dampen the impact of short

run variations in exchange earnings on interim targets. This would also allow

a more rational adjustment process. Needless to say, such a consolidation and

insurance program would have to be closely monitored, particularly with regard

to the policy inputs to assure that they were in line with the strategy.

Cooperation with the IMF would have to be intensified beyond its already high

level. Key to this would be greater balance of objectives between the

short-run stabilization and the medium-term adjustment, with increasing favor

toward the latter. This reweighting of objectives would be facilitated by the

additional rescheduling and capital flows mentioned above. To the extent this

is done, some variance on output targets could be permitted where they are due

to exogenous factors. Such a program would also require a clear prior

understanding and agreement on the overall strategy among the official donors,

the Government and the commercial banks. In effect, the Consultative Group,

the Paris Club, and the London Club would have to coordinate closely, if not

coalesce. This should not be presented as an imposition on Moroccan

sovereignty, but rather as a group of equal partners dedicated to restoring a

sound and creditworthy economy in Morocco.

With a program such as described above, the total MLT debt burden

(DOD) will rise from the current (1985) level of $11.5 billion to $14.0

billion in 1990, and decline slightly thereafter. The mix will evolve

approximately as follows:
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% of total debt

1985 1990 1995

Official 64.7 60.9 57.1
of which World Bank 11.1 17.6 23.9

Private 35.3 40.0 42.9

IMF

with the World Bank share rising as it plays its role as lenders of last

resort and help Morocco adjust its external debt profile as well as its

economic policies. This will significantly increase World Bank exposure, but

within tolerable limits so long as the policy reform program stays in place.

The commercial banks' exposure will also increase under these assumptions. If

the reform program should falter, there would be scope to limit Bank exposure

because the large Bank lending program would have to be cut as well. During

this period, debt as a percentage of exports will fall from 289% in 1985 to

175% in 1990, and as a percentage of GDP it will fall from 93% to 80%. Once

Morocco can reach some normal balance on its debt service, it will be able to

increase its net borrowing abroad and increase investment and growth somewhat

more rapidly. However, policy must continue to be cautfous as there is little

scope for substantial balance of payments deficits for some time. This

strategy implies a debt service ratio of % in 1990 and ___% in 1995

if rescheduling continues through 1990 and if Morocco is able to return to the

capital markets thereafter to refinance the debt that is falling due. Little

new capital will be required after 1990, and the interest service ratio will

decline from % in 1990 to 7 % in 1995. If Morocco can sustain its

policy framework in place and the reform has the expected results, it should

be sufficiently creditworthy to roll over its debt outstanding without further

rescheduling and into the 1990s, continued success in the reform program would
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be the basis for some net new lending from commercial sources, as a function

of the size and growth of the economy.

This reform program is not without serious risks however. There is

very little buffer built into it. Any serious deterioration in the external

environment would adversely affect the recovery. Given the debt situation, it

is unlikely that the country could afford additional capital inflows in

relation to its long run solvency. Further short-term adjustments would be

required, which might exceed the limits of political acceptability and erode

support for the reform program. Even without adverse external developments,

the political opposition to adjustment policies may succeed in stopping or

reversing parts or all of the program. If serious enough, this might lead to

a reduction of capital inflows , he prar hich could

weaken still further the adjustment add so on.. Unfortunately the opposition

does not have a viable economic alternative, particularly if large capital

inflows are not available and a considerable economic crises could result.

Fortunately, the commitment of the Govedrnment and its strength give reason to

believe that the opposition can be contained. Ultimately if the King senses a

danger to the economy from a loss of international support, he will act to

give more support. to the adjustment program. These risks are also mitigated

by the fact that the alternative to the adjustment program e

is a serious economic crisis and depression from which it

will take a long time to emerge. So long as the Government is willing and

able to carry out the bulk of the reform, the spectre of the alternative

should be sufficient justification for continued support of the program, both

internally and externally. In brief, the alternatives at risk are economic
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chaos now without support for the program or the good chance of a recovery

with support for the program. The potential loss from support is much less

than the sure loss from non support.

As is widely known, Morocco has been engaged in a military action in

the Western Sahara to retain territories claimed for historical reasons.

Without commitment to any viewpoint, it is clear that the action is highly

political and a precipitously unfavorable outcome would be a fundamental

political blow to the stability of the regime and through that, probably to

the prospects for coherent economic policy in the short term. Therefore

outright cessation of expenditures on military activities or supporting

economic infrastructure in the Sahara would not be an acceptable policy option

for the Government. Unfortunately those expenditures are a major weight on

the Government budget and have seriously aggravated resource mobilization

problems. While evidence indicates that expenditures on the Sahara have not

been lavish or excessive, though they have been large. Any recovery program

would have to take the expenditures on the Sahara into account and be assured

that they are held under control. Morocco would also have to continue its

peace efforts to the utmost.
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Mr. Armeane Choksi

Armeane,

I attach a note by Sandra Hadler on Morocco.

As you will see, we consider Morocco a very risky case.

In our view, there should not be an expanded lending program

unless there is agreement with other donors including the

commercial banks on the basis of a financial workout scenario.

Koos

cc: Messrs. Shilling, Brigish
Rischard
Asanuma, Wood

Ms. Hadler



1,HE WR-1 HANK NTEI'NATIONAL F NANCE CORPORAT ION

OFFICE MEMORANDUM
December 10, 1985

Mr. C. J.A. Jansen

-Sandra Hadler

Morocco - Comments on Baker Paper

The HIC/Baker paper on Morocco clearly demonstrates the
impossibility now of turning the Moroccan economy around by 1988 as had
previously been agreed with government in the context of the IMF
stabilization program and the Bank medium-term adjustment program. Taking
into account the less favorable exogenous factors and the slower than
anticipated progress by Government in implementing its adjustment program,
the Region is now proposing to extend the stabilization/adjustment program
through 1990. This would require an extension of rescheduling through
1990 and the annual disbursement of $200-300 million of additional capital
inflows for the period 1988-93, but would permit 1% p.c.p.a. growth
through the rest of the decade and would imply a DSR of 26% in 1995
compared to 21% under the original program.

While the growth and debt indicators suggest the desirability of
the new stabilization with growth program, realization of program
objectives would seem remote. For instance, while the proposed increase
in investment (from 17% of GDP in 1985 to 20% in 1990) is reasonable, the
required increase in GDS from 10% in 1985 to 19% in 1990 is not. The
proposed program also requires that exports increase from 20% to 25% of
GDP in the same period. Given that this increase is to come from a
recovery of agricultural exports and growth in non-traditional exports,
the prospect seems unlikely.

Simultaneously, the prospect of Government being able to adhere to
a 5-year stabilization/adjustment program must be considered to be
slight. Already the country has endured several years of austerity.
Furthermore, the proposed program provides little leeway should external
factors deteriorate. Without debt rescheduling, the DSR is currently 62%
(including IMF but excluding military debt) and projected to fall to 48%
in 1988. With the proposed multi-year rescheduling proposed in this
paper, the DSR would fall to 34% in 1990. If a global downturn were to
occur (caused perhaps by an unsuccessful dollar devaluation, the "hard
landing" scenario)Morocco would be hard hit. Per capita incomes through
1990 might decline by 3-4% a year and the debt service ratio might

1/ Under the current stabilization program, there would be no growth in
per capita income.

P-1866
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continue in the high 60's,! and the debt/export ratio rise to almost
400%. In this situation, Morocco's creditworthiness would most likely

have to be rated IIIc.

Given these inherent difficulties and downside risks, serious

consideration needs to be given to the Bank's exposure in Morocco's DOD

and debt service. In the 1985 Creditworthiness Report, the Bank's share

in DOD and debt service was projected to increase to 16% and 12%,
respectively by 1990. However, under the high case scenario proposed in
this paper, the Bank would be accounting for a very high proportion of

disbursements--probably around 40%. As a result, the Bank's exposure in

DOD would rise to 23% by 1990. Assuming successful completion of the

proposed program by 1990 and a consequent increase in commercial bank
exposure, this high Bank exposure could be short-lived. Nonethless, given
the limited leeway to accomodate any deterioration in the external

environment, it has to be concluded that the proposed strategy poses a

serious financial risk to the Bank.

In view of the serious financial risks to the Bank and the slim
chance of success of the proposed strategy, an increased Bank lending
program should be approved only after it has been established that there
will be commensurate support from commercial and bilateral sources and
that the program would be subject to very close monitoring (for instance,

6 monthly reports to Senior Management ) of Government's progress in
adopting agreed policy measures, their impact on the economy and an
assessment as to whether the measures are effectively contributing to the
agreed longer-term goals. In view of the importance of the financial
scenario, it may be useful for Mr. Rischard's division in FPA to become
involved at this point in work-out arrangements with the commercial banks.

Finally, the paper indicates increasing tensions/conflicts between
the objectives of the IMF and Bank programs. The adoption of the

stabilization with growth program would clearly undermine the Fund's
position. It would be useful if the final draft could give some
indication as to how these differences could be productively resolved and
whether a continued role for the Fund through the rest of the decade is
anticipated.

P This from a base DSR of 42% rather than the 1985 figure of 62% used

in the draft Baker paper.



December 4, 1985

Mr. Stern:

Below, I have some brief observations for your consideration on the
Argentina and Morocco adjustment programs.

(i) It would be useful to have a very brief "initial conditions" of
these economies at the start. A table like that of Annex III
(Argentina) and a brief description is what I have in mind.

(ii) The objectives of the economic adjustment programs over the next
five years should follow. These objectives should be in terms
of a few key parameters such as growth rates (given in both
studies), debt/GDP; debt-service ratios; interest
payments/GDP. This should be followed by the implications for
public savings, private savings, public investment, private
investment and exports. The economic adjustment program and
policies could then be discussed in relation to each of these
areas.

(iii) The policy matrix presented in the Argentina case (Annex II?) is
a good idea. You might wish to encourage that approach in the
other studies. I believe most of the LAC studies will be doing
this. The "Policy Areas" could be standardized (to the extent
possible); most countries will probably have to focus on the
same set of policy areas, but with differing emphasis.

(iv) Within such a policy framework, priorities should be specified
much more than has been done in the case of Morocco. This
should fall out if annual action programs are carefully
specified.

(v) Neither program identifies the links between the policies. Will
undertaking Policy A make it easier to undertake Policy B?
Morocco does touch on this issue. In general, this will be
difficult to do, but it could provide a basis for identifying
priorities, the sequencing of reforms and annual action
programs.

(vi) The approach to the monitoring of reforms, the role of the IMF
and collaboration with the Bank in implementing and monitoring
the economic adjustment program, has not been spelled out in
Argentina. There is, however, some mention in the case of
Morocco.

(vii) The resource requirements, by amounts and source over the next
five years could be more explicitly discussed and usefully
presented in a tabular form in both cases.
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(viii) The Morocco study focuses too much in the text on the past; this
could be better done in the policy matrix as in Argentina. The
textual presentation "breaks up" an integrated adjustment
program.

(ix) It may also be useful to have a distinction drawn between what
is "necessary" to achieve the objectives specified in terms of
the key parameters, and what, in the judgment of the region, is
"likely" and why. This would be useful in formulating some
judgment about whether the countries will succeed in resuming
sustained growth and restoring their creditworthiness, and the
implications for the Bank's own lending program if what is
necessary is not undertaken.

(x) Finally, neither program, in my judgment, places adequate
emphasis on the importance of stabilization (and maintaining the
stabilization program in Argentina) as a precondition for the
success of the adjustment programs. This is also where the role
of the Fund could be woven in.

Hope you find some of these observations useful.

A ane

cc: Mr. Husain
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MOROCCO: BAKER INITIATIVE PAPER

A Proposed Agenda

Background

1. The paper outlines a stabilization-cum-adjustment program, supported by
the Fund and the Bank, which is already in progress. The adjustment program
will be further developed in time for the outer years along the same lines
already laid down. Owing to unfavorable external circumstances and a slowdown
in implementation, it would be realistic now to expect recovery to take longer
than previously thought. Instead of a three-to-four year period of adjustment,
ending around 1988, the Region expects that five to ten years will be needed,
extending well beyond 1990. The paper argues that because of Morocco's "under-
developed" economic structure (i.e. the importance in the economy of primary
production and subsistence activities) the recovery will be slower, and, in
addition, Morocco will have to receive active support from the world
community.

Government Commitment and Political Feasibility

2. A description is given of the modus operandi of the existing economic
system, dominated as it is by a dirigiste philosophy and pervasive adminis-
trative controls. The paper indicates opposition from vested interests which
could delay the transformation into a largely market-oriented economy. "Support
is growing in the Government and sections of the business community for the
reform program, but it has no popular constituency to speak of at this time"
(p. 3). An issue to be raised is whether there is enough commitment to such
reforms, and whether the prolonged period of adjustment, with what it entails
for constrained consumption, would make the program implementable against
opposition from the disadvantaged classes of society?

Absence of a Medium-Term Macro-Economic Program

3. The stabilization/adjustment program should be an integrated one where
stabilization has to be firmly established before structural change can take
root. The current IMF program is a two-year one, ending in February 1987.
Slippages have occurred in target observance (p. 4), and the Region may wish to
elaborate on these. The paper states that it proved impossible in 1981 to reach
agreement with Morocco on a comprehensive Structural Adjustment Program in the
absence of a "powerful central economic ministry" and that the sectoral
adjustment approach, adopted by the Bank since 1983, has proved better suited to
Morocco's conditions, enabling deeper sectoral adjustment than would otherwise
have been possible. The Fund program, it is argued, has provided the necessary
macroeconomic framework. A second issue is whether the demand management
approach of the shorter-term stabilization process can be an adequate substitute
for a medium-term program in which the various reforms are properly integrated
and carefully sequenced, with their supply response gauged. In view of this
renewed initiative, can a comprehensive SAL be attempted, particularly as the
paper recognizes (pp. 6 and 12) that "actions supporting each of the major
elements of the strategy are often dependent on other measures in other sectors,
and close coordination is required between the different elements of the
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strategy"? This issue is related to Government commitment to the reforms raised

in the previous paragraph.

4. The paper further indicates areas of possible conflict between the aims

of short-term stabilization and the longer-term adjustment and suggests (p. 19)

that cooperation between the Fund, the Bank, the commercial banks, bilateral

donors, and the Paris and London Clubs should be intensified. Clearly a medium-

term macro-economic program is needed, complete with the requisite level of

outside finance as well as its sources in order to get this initiative

started. Can this be formulated in time for the forthcoming June 1986

Consultative Group meeting?

Lack of Focus in Economic Management

5. A third issue worth raising is the absence in the broad program of

institutional and administrative reforms (already started or indicated for the

future) of any effort to set up a focal point in the administration that would

coordinate economic policy. Since this is the stated reason why a SAL could not

have been started, is it worth pursuing as part of the institutional reforms?

And would it not help implement as well as monitor the various strands of policy

covered under separate operations?

Are the Necessary Additional Resources Likely to Materialize?

6. It is now being envisaged that stagnation of per capita real incomes

until the end of the decade is inevitable for the adjustment (p. 12) unless

fresh reschedulings are undertaken of all debt maturities through 1990, in

addition to the disbursement of a further $200-300 million a year in the period

1988-93. If this extra-finance were to be forthcoming, an additional one

percentage point a year would be added to growth, and that would lessen the

burden of adjustment as well as improve the political chances of its success. A

fourth issue would be to assess the realism of such resources materializing, and

whether they are, as stated, essential for the policy reforms. Would the Region

clarify why it judges that higher investment would not be desirable, as argued

on p. 13?

Probability of the Assumed Exogenous Factors

7. The paper outlines the support measures that the international

community must provide in order for Morocco's adjustment to bear fruit. These

include the following three (p. 15):

a. "Continued access of Morocco to markets in the EEC and North
America";

b. "Continued assistance from international institutions";

c. "Absence of excessive variation in external factors such as terms

of trade, interest rates, etc."

Can some ranges be set on what is to be expected in these areas for the success

of the program, the probability of these occurring, and the impact on the

program's outcome if these assumptions are not fulfilled?
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TO Mr. A. D. Ouattara, Director, African Department IMF

FROM W. A. Wapenh ns, RVP, EMENA

EXTENSION 32676

SUBJECT MOROCCO: Stabilisation and Adjustment Objectives

1. Bank's Regional staff has worked very closely with your colleagues

in preparing the medium adjustment scenario for Morocco and has been

supportive of the current IMF standby program, which we consider essential

for the success of our efforts. However, on reviewing the IMF staff

proposals for 1986, we have serious reservations on two points: (i) the

size of the investment budget allowed by the budget deficit target and

(ii) the impact of the proposed targets for credit to the economy on

the arrears settlement scheme to be implemented under the Bank's proposed

Public Enterprise Restructuring Loan.

2. The Bank carried out an extensive review of the Investment Budget

in 1984 and identified an essential investment program of priority

projects to be completed. This program would require DH 6-8 billion a

year of expenditures, which we regard as an essential minimum to achieve

the medium-term growth and adjustment targets common to our programs. We

have just reviewed the investment budget for 1986 to determine minimum

requirements for a core program.l/ In terms consistent with the IMF's

current definition, this would require funds for capital expenditures

(exclusive of military debt service) of DH 9 billion, of which DH 6 billion

would be for the Government's essential public sector investment program

and DH 3 billion for other incompressible expenditures in this IMF line

catagory, including exchange risk provisions, transfers to local governments,

current military expenditures, etc. The DH 6 billion expenditures on the

core program represent payments due in the fiscal year against a contract

value for on-going investment projects of DH 10 billion. An external grant

of DH 3 billion is expected to be available for capital expenditure.

3. It is our view that the minimum investment program cited above is

necessary to sustain growth and support the structural adjustment that the

economy needs. Unfortunately the proposed IMF staff targets allow only

DH 4.6 billion of government resources for investment, which falls DH 1.4

billion short of requirements after account is taken of the external grant.

Cuts in the investment program envisaged by the IMF staff carry the distinct

prospect of delaying project completions, which will introduce severe

inefficiencies as well as reduce the flow of external resources already

committed against such projects. Even the new expenditures on the core

program proposed by the Bank staff amounts to a reduction in real terms

of about 20% compared to 1985. That core level of public investment

1/ We will make available to you a more detailed staff assessment of the

core investment program separately.
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spending would be about 4% of GDP in 1986. The IMF proposal would

imply a sharper reduction in the level of investment spending 
to 3%

of GDP. Furthermore, the IMF proposal would imply that the entire

reduction in the gross investment rate from 20.5% of GDP in 1985 to

18.0% in 1986 would fall on the investment spending in the Government

budget.

4. I would urge that the IMF program be revised to assure that

the minimum investment rate can be maintained. I would encourage the

Government to seek to raise additional revenues and would support some

relaxation in the IMF targets in the context of a medium-term framework

to assure that the minimum core investment program can be achieved. It

should be noted also that the revenue projections assume the special

Import Tax continuing at 7.5% after January 1986 rather than falling to

5% as agreed under ITPA II. I am prepared to consider such a modification

only in the light of a program of measure designed to safeguard 
the

essential objective of trade liberalisation and reform.

5. The program concerning reduction in Government arrears to Public

Enterprises assumes that in addition to its resources and other external

grants or long-term loan resources available, a substantial part of the

funds to repay the arrears will have to come from domestic sources.

Such a refinancing of the arrears would formalise what has been heretofore

an informal and involuntary credit to the Government by the Public

Enterprises rather than creation of new debt, and much of the newly

created debt could be expected to be retired immediately as recipients of

the arrears repayments would in turn retire their debt to banks. However,

this scheme would require some modification of the proposed credit targets

to accommodate the additional formalised credit and budgetary provision 
to

finance interest payments that will be due on the formalised debt. I do

not believe that we can proceed with the Public Sector Enterprise

Rationalisation operation unless there is in place a reliable program 
for

the settlement of arrears in a timely manner. As pointed out above, this

will have implications for the formal credit ceilings as well as for

budgetary outlays for interest payments due on the formalised 
credit.

These are critical requirements for our further evaluation of the Public

Sector Rationalisation program. I hope that the proposed IMF performance

targets will recognise these needs and thus allow a reconcilation 
of the

medium-term adjustment objectives and short-term stabilisation needs.

cc: Messrs Stern
Dubey
Stoutjesdijk
Hasan
Picciotto



MOROOD - Points for Discussion

1. 'The structural adjustment effort in Morocco is characterized by
continued government reluctance, bowing to the invitable in times of
crisis, but little interest in changes to get ahead of the problems,
frequent failures to meet targets and the absence of commitment to a
medium-term policy framework which would set the course for the economy.
In that context, the series of sector adjustment loans could be seen as a
soft-option. Even if there are arguments in favor of continuing this
approach, how are we to assure a macro-economic framework consistent with
fiscal stability and growth? Is the Region in a position to specify such
a framework?

2. The alternative scenarios presented in Table 1 suggest that in
the 10-year timeframe, there is little to choose betweeen them. The low
scenarios starts off more slowly but end up with a higher growth rate
than the high scenario-presumably this differential is sustainable. Is
only the temporal distribution of growth different in the two scenarios?
If so, and given Morocco's inequitable distribution of incane, can the
incremental policy efforts possible be seen as worthwhile by policy-makers
and vested interests? What are the reasons for the same export perfor-
mance relative to growth in both scenarios?

3. The alternative scenarios give no indication of change in savings
and investment behavior. Only the public investment is at 20% of GDP by
1995. Unless total investment is extraordinarily high, this suggest a
very high share of public investment in the total. What does this imply
in terms of structural change in the role of the goverment in the produc-
ing sectors. What are the assumptions on domestic savings and how are
these to be achieved? Other assumptions and sensitivities for Table 1
would also be useful. For instance, what are the alternative assumptions
about external capital, by source (banks, official, equity), under the low
and high scenarics? How sensitive is GDP growth to external capital
availability? The relation on imports to GDP does not change under either
scenario. Is this consistent with a structural change in the econamy.

4. What is the government's policy on the role of the public sector?
What productive functions will it be limited to? Is there a limit to its
share in total investments? What will be the commercial framework (price
setting, hiring, firing, salaries, credit access, taxes, etc)? On the
administrative side, what functions will be eliminated? procedures
streamlined? staff reduced?

5. Would the Region ccament further about the current issues with
the IMF. If current arrears are short-term liabilities of the government,
why is conversion to meditEi- ebt objectionable? How much reduction is
expected; when are arrears to be eliminated. If we are to"accmmodate"
the IMF, what is the expected impact on imports and production. What are
the alternative revenue measures proposed and rejected? Are we prepared
to accept the decline in revenue of eliminating the SIT? If a DM 4 bil-
lion investment program is inadequate, what is the minimum acceptable
level? What adjustments in the external capital supply and damestic
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sources and uses of funds is necessary fran Fund estimates? If the
investment program remains at unacceptable levels, which FY86/87
policy-based lending operations would be postponed?

6. Would the Region explain the distinction between a sector policy
adjustment loan and an operation with "significant sector policy and
adjustment content"?

7. What is the framework for private investment, domestic and for-
eign? What changes, if any, are necessary?
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Morocco: Some Comments

1. On an annual basis and for the next five years, stipulate GDP growth rates,

debt service ratios, savings and investments A tabular form will help.

2. Policy categories too broad and overlapping. Define categories that are

meaningful to resolving the debt problem.

3. Specifypolicy priorities. This should fall out of annual action programs

for each of five years.

4. Identify links between policies. Will undertaking Policy A make it easier

to undertake Policy B? This should provide basis for priorities and annual

action programs.

5. For each policy category separate out (a) what has been done and (b) what

needs to be done; so that (b) constitutes the economic adjustment program.

6. Spell out how monitoring will be undertaken. Policy actions will be

monitored. Will 4,alr outcomes also be monitored? What happens if

outcomes not realized? etc.

7. Highlight past role of IMF. Give examples. Discuss future role of IMF and

collaboration with the Bank in implementing and monitoring the economic

adjustment package (of which macroeconomic policies will be a part).

8. Specify (a) annual Bank lending over the next five years to support the

adjustment program and (b) other sources if possible. Discuss aggregate

external capital requirements and their terms.
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Back To Office Report - Paris Club Proceedings - Morocco and Panama,
September 17-19, 1985

Several issues worth highlighting were raised at the pre-Paris Club
meetings to which the Bank was invited for Morocco and Panama. In the case of
Morocco, the projections of both the Fund and 7 Paris CIb secretariat indi-
cate that even with 100rercent res 1 creditor principal
and interest, a balance of payments gap remains. The Fund assured that their
prroram would not proceed after the next review in November unless other
financing had been secured (probably from bilateral sources). However, it is
unusual for Paris Club to proceed in such a situation because an uncovered
position casts doubt on the ability of the debtor to clear arrears or make
earlier agreed upon payments. Nonetheless, it was agreed to restructure all
of Morocco's original principal and interest payments due to Paris Club
creditors through the end of 1986. The details are contained in the agreed
minutes.

In the case of Panama, the issues were different. This was the first
case in which one of the conditions for a previously negotiated private com-
mercial bank restructuring package was that the debtor country ask its
official Paris Club creditors for comparable treatment. The bank package
involves rescheduling of 100 percent of principal. It is common for the offi-
cial creditors to request comparable treatment, but their attitude when the
positions -'e reversed is less clear. The projections indicate that the
balance of payments could be cvered with far less official rescheduling given
the private rescheduling. A second concern was raised as to Panama's inten-
tions to approach its other official creditors, in particular, Mexico and
Venezuela with their oil financing facilities, to extend comparable treat-
ment. At the opening session, the Finance Minister described at great length
the complicated and difficult nature of the relationship with Venezuela. In
the end, the Paris Club creditors agreed to reschedule 50 percent of principal
due between September 15, 1985 and December 31, 1986, compared to the 100 per-/
cent requested. The details are contained in the agreed minutes.

cc: L. de Azcarate, CPD
V. Dubey, CPD
B. Kavalsky, CPD
N. Hope, EPD
J. Shilling, EM2
G. Koenig, LC1
M. Abd El Aty, LC1
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