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Foreword

The new World Bank Country Economic Memorandum on Morocco, Emerging
by Investing in Intangible Capital, is remarkable for at least three reasons:

e It is primarily a prospective report. Considering, like Fernand Braudel, that
“the future cannot be predicted, but has to be prepared,” this Memorandum
proposes ways to build Morocco in 2040, and favors convergence with the
countries of Southern Europe, a scenario dear to IPEMED since its project
“Mediterranean 2030.” And the stakes are high, since the per capita GDP of
Morocco could reach 45 percent of that of Southern Europeans in 2040,
versus 22 percent currently. It is the scenario of an emerging, politically stable
country that wants to and can play the cards of youth, progress, and modernity
by valuing its assets and reducing its weaknesses. This scenario is optimistic,
but the projections of the World Bank rely on a realistic diagnosis of Morocco
in 2016.

® Moreover, this report has the merit of favoring only one strategic variable: the
accumulation of intangible capital. Gone are the complex scenarios and plan-
ning in which the variables (labor, capital, foreign trade, laws, regulations, and
so on) multiply and interfere, leaving policymakers to face difficult choices.
This report contains one single directive: to promote a sustainable increase in
the productivity of the Moroccan economy through a greater accumulation of
intangible capital. The phase of physical capital accumulation, initiated in par-
ticular by the “Plan Emergence,” needs to be complemented by a phase of
intangible capital accumulation. For Morocco, action must be taken to improve
the quality of jobs (through education and training), strengthen market sup-
port structures, transform public institutions and services, and nurture social
capital (parity between men and women, modernization of the law, and so on).
In short, we must not only continue creating new things, but also improve the
quality of those things that already exist, so that present and future generations
benefit from the conditions conducive to higher, sustainable, and inclusive job-
creating growth. According to His Majesty the King, in a speech in July 2014,
this policy of improving the intangible could become “the fundamental crite-
rion for the elaboration of public policies.” This is in line with the foundations
of the economy already spelled out by Jean Bodin: “There is neither wealth nor
strength but men.”
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Foreword

® Finally, this Memorandum projects Morocco into the industrial revolution of

the 21st century, that of the digital and collaborative economy. In the age of
the Internet, the world in which young people evolve promotes the digitaliza-
tion of exchanges, the sharing of objects and functions, and the emergence
of new economic paradigms (collaborative economics, short supply chains,
and so on). These are the parameters of the economy of the future. It is the
transition from the economy of having to the economy of being. I recall, when
I was a young professor in the 1970s and 1980s, the remarks made by a presi-
dent of the Economic and Social Council in Paris: “Soon the divide will no
longer be between those who have and those who don’t but between those
who know and those who don’t know.”

By placing youth, education, health, and training at the heart of Morocco’s

development model for years to come, the World Bank Memorandum also calls
for a renewal of the “rules of the game.” Let’s hope that the Kingdom partners,
starting with Europe, anticipate these major changes in order to better prepare

for them.

I enjoyed reading this report. I hope you will do the same.

Jean-Louis Guigou
President of the IPEMED

|

i

o )

IPEMED
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Preface

Ten years after the publication of the last World Bank Country Economic
Memorandum for Morocco, the 2017 book, Morocco 2040: Emerging by Investing
in Intangible Capital, documents the major economic and social strides made by
Morocco in recent decades and analyzes the obstacles that the country must
overcome to ensure that the economic catch-up process underway in the coun-
try can be accelerated and will pave the way for sustainable economic conver-
gence and the improved well-being of the entire population. With these
accomplishments under its belt, Morocco has set its sights on achieving
the legitimate goal of accelerating its economic convergence with developed
countries in the decades ahead and becoming the first non—oil-producing North
African country to attain emerging country status.

To examine the possible pathways to achieving this convergence, this
Memorandum first assesses Morocco’s economic and social performance over
the past 15 years, before looking ahead to 2040 (that is, the next generation), and
analyzing the economic scenarios that could double Morocco’s current rate of
convergence with Southern European countries (France, Italy, Portugal, and
Spain). A virtuous yet realistic scenario suggests that Morocco’s per capita GDP
(in purchasing power parity) could reach almost 45 percent of that of a southern
European country such as Spain by 2040; the rate currently stands at a mere
22 percent.

The Memorandum then presents the economic policies and political economy
conditions that could contribute to this virtuous scenario of accelerated eco-
nomic convergence. This scenario is based on sustained increased productivity of
the Moroccan economy through greater accumulation of intangible capital,
which relates to the quality of the institutional, human, and social capital of
countries. To that end, the Memorandum also seeks to provide ways to address
the issue raised by His Majesty, King Mohammed VI, in his Throne Speech of
July 2014 regarding the manner in which intangible capital could become the
“fundamental criterion in the development of public policies so that all
Moroccans may benefit from their country’s wealth.”
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Overview

Morocco has made undeniable progress over the past fifteen years not only in the
economic and social spheres, but also in the areas of personal freedoms and civil
and political rights. These achievements are evident in the country’s economic
growth performance, increase in wealth, improvements in the population’s aver-
age standard of living, the eradication of extreme poverty, universal access to
primary education, the overall improved access to basic public services, and sig-
nificant public infrastructure development. These achievements have enabled the
Kingdom to launch a process of economic convergence with Southern European
countries (France, Italy, Portugal, and Spain).

While many economic indicators are on the right track, one continues to lag:
the integration of young people into the society. With roughly only one in two
young people between the ages of 25 and 35 years employed in a job that is often
informal and insecure, youth employment poses a daunting challenge. Morocco
must also contend with the need to meet a less immediate demand that is none-
theless as pressing as the demand for jobs: the desire of young people to quickly
attain a standard of living similar to that enjoyed in more developed countries.
However, the economic convergence process set in motion since the early 2000s
has been slow, particularly compared to the process in other emerging countries
that have managed to significantly bridge the gap. Although Morocco’s political
situation has improved since 2011, the aspirations of Morocco’s youth for a
better future are ever-present.

In this context, what economic and political economy conditions would enable
Morocco to improve growth significantly and sustainably, with a view to creating
quality jobs for the greatest number of people and converging more rapidly, over
the course of a single generation, toward income and wealth levels in the most
advanced countries? This is the question that Morocco 2040: Emerging by Investing
in Intangible Capital seeks to answer, by beginning with an assessment of
Morocco’s recent economic performance and its prospects for 2040, and then
outlining the economic reforms that could facilitate the achievement of an ambi-
tious, albeit realistic, scenario to double Morocco’s current rate of convergence
with Southern European countries.
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In 2016, the following stylized facts characterized the Moroccan economy:

e The economic and social progress made over the past decade cannot be taken
for granted. On the supply side, the major investment effort—primarily made
by the central government and state-owned enterprises—has not yet generated
significant productivity gains and can hardly be replicated in the coming years
without endangering macroeconomic stability. On the demand side, growth
has been mainly driven by domestic consumption against a backdrop of
increased public, corporate, and household debts.

e Morocco’s process of structural transformation reveals three basic trends:
difficulty allocating unskilled labor owing to weak industrialization dynamics
overall, despite resounding successes in a number of emerging sectors (e.g., auto-
motive, aeronautics, and renewable energies); difficulty allocating skilled labor
owing to the slow upgrading of productive structures and, in particular, demand
for middle and senior management; and difficulty allocating talent resulting in
weak entrepreneurial drive. Poorly structured, small, and largely domestic in
nature, Moroccan businesses are not very enterprising or innovative.

Morocco in 2040. Attaining and maintaining a high level of inclusive economic
growth and quality job creation over a 25-year period is one of the major politi-
cal and economic challenges facing Morocco. A review of possible scenarios raises
the following salient points:

® Demographic transition, the urbanization of society in the context of decen-
tralization (“advanced regionalization”), and higher levels of education are three
structural trends currently at work in society that provide a unique window of
opportunity for catch-up growth. In particular, the low dependency ratio
(share of under-15s and over-65s in the total population) projected through
2040 is a real demographic windfall.

e However, these structural trends are not enough to trigger a sustainable upturn
in growth. To avoid the “middle-income trap,” Morocco would need to achieve
and, more importantly, sustain for at least one generation higher productivity
gains than in the past.

e The scenario that extrapolates the trends observed over the 2000-15 period
(strong fixed capital accumulation, modest job creations, and low productivity
gains) is based on a capital accumulation dynamic that is hard to sustain from
a macroeconomic standpoint: the investment rate cannot continue to grow
indefinitely. Without an upturn in productivity gains, growth can only slow.
The sluggish economic growth in recent years could be interpreted as a harbin-
ger of this slow convergence scenario.

¢ Productivity gains are the cornerstone of a robust growth that is viable in the
long run and able to improve the well-being and prosperity of Moroccans
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while strengthening peace and social stability. The accelerated economic con-
vergence scenario assumes a 2 percent increase in total factor productivity per
year and an increase in the employment rate of the working age population
from 45 percent in 2015 to 55 percent in 2040, driven mainly by an increase
in the current persistently and extremely low female employment rate of
roughly 23 percent. The cumulative effect of higher productivity and employ-
ment rates would be a stronger, sustainable trend growth of at least 4.5 percent
per year through 2040.

¢ Doubling productivity gains to 2 percent per year for several decades is a major
challenge as it assumes an overhaul of production structures and substantial
efficiency gains. Additional productivity gains will not come solely from new
produced capital, but from a greater effort to accumulate more intangible
assets, that is, human, institutional, and social capital. Growth in productivity
and intangible capital are largely linked and the Moroccan economy’s growth
path and the people’s increased well-being by 2040 will be determined on the
basis of these two key variables.

¢ In refocusing its public policy priorities on the development of its intangible
capital, Morocco would naturally adjust its development strategy and improve
the governance of its sectoral policies.

What pathways must Morocco take to achieve economic emergence? A sus-
tainable scale-up of total factor productivity cannot come from a single reform,
however ambitious it may be. In other words, building Morocco’s intangible capital
will necessarily take different forms. It must seek to advance a social contract
aimed at strengthening institutions, refocusing government action on its sovereign
functions, developing human capital, and strengthening social capital with a view
to promoting an open society.

Investing in market support institutions:

e Allocate capital more competitively. Important efficiency gains could be
achieved by the removal of existing economic distortions. Morocco could act
in the following three strategic areas to unlock innovative drive: strengthen
competition and tackle rent seeking; better inform and further involve eco-
nomic players, especially local actors, in the decisions that concern them; and
promote a culture change in business and innovation.

e Allocate labor more efficiently and inclusively. Estimates suggest that
overhauling the labor code would significantly raise economic participa-
tion and employment, especially formal employment for young people
and women, and reduce unemployment without jeopardizing wages. The
reform could seek to significantly relax labor regulations, improve income
security for workers, and strengthen the effectiveness of active labor mar-
ket policies.
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¢ Increase integration into the global economy and global value chains. Greater

integration of Morocco into the global economy would entail an end to the
“anti-export bias” that continues to be endemic to the institutions and policies
governing Morocco’s exchange system, including a more flexible exchange
rate regime, the liberalization of capital controls, lower tariff and nontariff
barriers to trade, better trade facilitation, and an improved investment regime.
The prospect of an ambitious deep and comprehensive free trade agreement
(DCFTA) with the European Union and its embedded potential for modern-
izing Morocco’s rules and regulations constitutes a strategic objective with a
strong transformational potential for the Moroccan economy.

Investing in public institutions and services:

o Strengthen the rule of law and justice. Morocco should act to implement the

new rights enshrined in the 2011 Constitution and the Justice System Reform
Charter and introduce the necessary additional relevant provisions to quickly
send a strong signal of real change, with a view to improved security of persons
and property and improved contract certainty.

Modernize the civil service. The reform pathways for the civil service gener-
ally taken around the world seek to decentralize human resource manage-
ment responsibilities, empower administrators, increase the flexibility of the
recruitment and career development policies, encourage individual and col-
lective performance, and, more generally, streamline the administration.
Morocco’s priorities would be to decentralize government, reform the civil
service by effectively introducing the notions of performance and results
into human resources management, reduce the administration’s operating
costs through a tighter rein on staffing levels and the wage bill, and engage in
more general strategic thinking on the very notion of the civil service in the
21st century.

Improve public service governance. Strengthening public service governance
entails putting the user at the center of the system as beneficiary and regulator
and, in particular, giving more voice to users, systematically informing and
reporting to the public, simplifying and bringing decisions closer to the users,
and testing and evaluating new approaches to public service.

Investing in human capital:

¢ Place education at the heart of development. For the education reform to be

effective, it will have to be realistic and selective. It should tackle major
constraints in a “shock therapy” approach designed to trigger an “educational
miracle,” that is, a huge improvement in the Moroccan students’ level of
education. This would require a complete overhaul of the education system,
improved teacher recruitment and training, the adoption of a new brand of

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

Overview XXix

public school governance, the development of alternative educational options
(charter schools, school vouchers, and home schooling), and the promotion of
21st century skills, in particular through greater use of information and com-
munications technologies in schools.

¢ Invest in health for better economic health. In support of the government’s
strategy and with a view to strengthening the other key dimension of human
capital, the reform’s priority areas should seek to extend medical coverage and
adapt health care services, mobilize and improve the allocative efficiency of
health care spending for primary health care, and, at the same time, significantly
improve health system governance to guarantee the efficiency of the new
resources by holding all actors more accountable, remobilizing health care staff,
and introducing an integrated health information and management system.

* Develop early childhood care and education. Whether from the point of view
of human rights, equal opportunities, or economic efficiency, an effort must be
made to ensure that all Moroccan children benefit from improved care and
development during early childhood. This calls for major public information
activities and awareness-raising campaigns on the importance of early child-
hood development, improved coordination of government support policies
and programs, additional quality investments in pre-primary education, and
the provision of more information to parents on responsible parenting, espe-
cially with respect to fathers.

Investing in social capital:

* Achieve gender equality. Morocco has a long way to go to improve access to
economic opportunities and empowerment for women. Public policies can be
designed to both combat gender inequalities and promote economic growth.
They could be based on three major pillars: open up economic opportunities
for women; encourage women’s empowerment, agency, and autonomy; and
systematically mainstream gender equality into public policies and continue
the process of modernizing the law.

¢ Encourage greater interpersonal trust. A country has a fairly small range of
means available to build its social capital as no one can dictate the general level
of trust among people, any more than they can dictate the way people live,
relate to one another, and work together. Social capital is a by-product of per-
petual or inherited structural factors that are hard to change (geography, history,
and culture). Nevertheless, studies have shown that it is possible to raise the
level of social capital by ensuring greater respect for and improved application
of the rule of law, promoting a sense of civic duty and exemplarity in all deci-
sion-making spheres, encouraging engagement in associations and the develop-
ment of civil society, and supporting a change in attitudes and sociocultural
norms through targeted information campaigns.
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In its epilogue, the book discusses the political economy conditions that could
bring about a new, ambitious reform process. The question discussed is no longer
“what should be done” but rather “how it should be done.” How can the identified
reforms be implemented in ways that significantly improve the social well-being
of Moroccans? What are the forces that can foster a superior economic equilib-
rium and improve social well-being? This generally requires enhancing the under-
standing and application of “the rules of the game” or adopting and implementing
new rules where necessary:

¢ The book speculates that, even in the absence of changes to “the rules of the
game” strictly speaking, informing the actors (enterprises, households, and
citizens) of the causes and consequences of the public policies adopted, shar-
ing new concepts and ideas, and discussing the existing rules of the game may
shift the equilibrium among the various components of the society and thus
engender the desired change in the actors’ positions (such as education reform).
Increasing the level of knowledge, scaling up accountability and transparency,
and encouraging policy evaluation are three mechanisms that enable players to
constantly revise their positions.

e Where an improved understanding of the rules of the game is not enough to
alter the actors’ positions and the equilibrium, the book speculates that two
exceptional circumstances would be able to change the rules of the game and
promote Morocco’s accelerated transition toward a more open society: the
swift and thorough implementation of the spirit and principles of the 2011
Constitution and the equally swift and thorough implementation of an ambi-
tious deep and comprehensive free trade agreement (DCFTA) with the
European Union.

Table O.1 summarizes the main economic and institutional policy areas that
could pave the way for Morocco’s economic emergence, based on the analysis in
the book. These policies are separated into short-term policies (those that can
be immediately executed) and longer-term policies (those that require more
preparation or cannot be immediately executed). These recommendations are
generically formulated, in accordance with the book’s objective, to map out
the broad economic policies in the various areas related to intangible capital.
To achieve their objectives, the recommendations must also necessarily be
refined and deepened through adequate sectoral dialogue.
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Table O.1 The Pathways to Emergence

Short-term policies Long-term policies

Strengthen market support institutions

Capital allocation: Capital allocation:

- Eliminate government and public enterprise pay- - Promote and ensure the strict separation of public
ment arrears and take the necessary steps to and private interests to combat conflicts of inter-
ensure that payment times comply with the leg- est and ensure the good governance of a mod-
islation to avoid penalizing business cash flow. ern State.

- Speed up value-added tax (VAT) credit refunds to - Strengthen fair competition and tackle rent seeking

reinstate the economic neutrality of VAT. by increasing the regulatory authorities’ auton-
omy and powers and reducing visible rents (land,
approvals, licenses, authorizations, etc.) and
invisible rents (regulatory loopholes).

- Strengthen institutional public policy making
and monitoring and evaluation mechanisms,
especially for sector policies, for systematic
evaluation of the economic relevance of the -Improve the cost of and access to industrial property
different incentives, subsidies, and other tax by clarifying, streamlining, and improving the
expenditure. transparency of the regulations and providing a

o . . planned, less expensive supply.
- Strengthen public-private dialogue to better inform

and involve economic players upstream in the - Step up promotion of a business culture change by

decisions that concern them by including local
and regional government representatives and
the entire private sector (large corporations,
small and medium enterprises, very small enter-
prises, and unincorporated entrepreneurs). In
particular, use the decentralization process
underway to more effectively include local pub-
licand private playersin a regionalized approach
to economic development.

- Refocus government actions strictly in the public
sphere and reconsider its interventions aimed at
promoting investment (investment agree-
ments, tax and other incentives, free zones, etc.),
and the role and governance of the key public
actors financing the economy (Caisse de dépot
et de gestion, Hassan Il Fund, etc.).

Labor allocation:

-Improve the governance, effectiveness, and effi-
ciency of the employment and skills promotion
policies with the adoption of output-based
monitoring and evaluation systems; the out-
sourcing of employment and training services
on program contracts; and the inclusion of the
unskilled population in the active labor market
policies according to demand and the current
and foreseeable needs of the private sector.

- Introduce minimum wage plans suited to regional
and sector particularities in order to attract low-
productivity workers to the formal sector and
provide them with social security coverage.

promoting a culture of entrepreneurship and inno-
vation in national education and the administra-
tion so that private sector development reforms
are understood, sustained, and owned.

- Encourage the development of the Casablanca stock

exchange as an alternative business finance
instrument to the banking system. Assist the
modernization of business accounting and the
development of popular shareholding.

Labor allocation:
- Increase labor market flexibility by adapting the

labor code to the needs of a changing economy,
including hiring and firing conditions, working
hours, remuneration of overtime, etc.

-Improve social security financing transparency

and efficiency to free up fiscal space to be able
to finance a universal unemployment benefit
system, improve worker protection, and facilitate
the mobility of labor.

table continues next page
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Table 0.1 The Pathways to Emergence (continued)

Overview

Short-term policies

Long-term policies

International integration:
- Adopt aflexible exchange rate system to enable the
dirham to achieve its market-clearing price.

- Lower tariff and nontariff trade barriers by launch-
ing a new plan to reduce and bind most-favored
nation tariffs, by reducing the number of tariff
lines for which the applied rates continue to
exceed Morocco’s bound rates, and by gradually
aligning customs duties for all partners.

- Facilitate trade by improving commercial import-
export logistics, clarifying and automating proce-
dures, and improving regional connectivity,
especially for maritime freight.

- Reform the investment regime by phasing out cer-
tain restrictions on foreign ownership of capital in
some sectors (transport services, insurance, pro-
fessional services, etc.) while ensuring that the
incentives used to attract foreign investors do not
prevent local integration.

Strengthen institutions and public services

Rule of law and justice:

- Fully implement the new rights provided for by
the Constitution and the Justice System Reform
Charter.

- Guarantee the protection of contracts, particularly
by streamlining performance procedures and
processes, including improving the settlement
of disputes with the administration (redress and
judgment lead time and enforcement time) and
encouragement to go to arbitration.

Public administration:

- Reform the administration’s human resources man-
agement by effectively introducing the notions
of competence, performance, and outcomes as
core elements in the central and local govern-
ment employee hiring, management, and pro-
motion process.

- Embark upon the advanced regionalization process
by systematically deconcentrating decisions
and organizing a real, gradual transfer of deci-
sion-making powers and resources and means
corresponding to the appropriate local and
regional levels (subsidiary principle).

International integration:

- Continue to relax currency controls to guarantee
the dirham’s full convertibility and increase
Morocco’s attractiveness to investors and inter-
national operators.

- Gradually liberalize agricultural trade, which
remains protected behind quotas and high cus-
toms duties, and rationalize nontariff measures
and their related procedures.

- Negotiate an ambitious deep and comprehensive
free trade agreement (DCFTA) with the European
Union to promote greater freedom of movement
of goods, services, capital, and persons and
hence better position Morocco on the European
Single Market and in worldwide competition,
including by means of improving the integration
of Morocco into the global value chains.

Rule of law and justice:

- Improve the justice system, in particular to guaran-
tee procedural fairness (individuals’ fundamental
rights and security of person) and fair criminal
justice (impartiality and corruption control).

- Improve security of private property by passing a single
property law, encouraging the registration of land
transactions with the land registry, guaranteeing
the protection of land rights, and clarifying the
expropriation system, including its transparency.

Public administration:

- Reduce operating costs and improve the administra-
tion’s efficiency (“value-for-money”) with the
diligent implementation of the new Budget
Framework Law (LOLF) to control staffing levels
and the wage bill, assign line ministries the man-
agement of their personnel appropriations, and
redeploy administrative staff under the advanced
regionalization process in keeping with local
staffing needs.

- Adapt the civil service regulations to the standards of
good management and governance practices, in
the context of across-the-board modernization
of the administration based on advanced region-
alization and the redefinition of the different
government levels’ strategic missions, the devel-
opment of delegated management services in
partnership with the private sector, and shared
cross-cutting administrative services.

table continues next page
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Table O.1 The Pathways to Emergence (continued)

Short-term policies

Long-term policies

Public service governance:

- Improve civil participation in public management
by implementing new constitutional rights
(petitions, legislative motions, public consulta-
tions, etc.) and introducing a full user grievance
filing and management system.

- Improve the administration’s internal and external
local and national transparency and accountabil-
ity, with the effective implementation of the
access to information reform, the new perfor-
mance-based budgetary reform, the develop-
ment of e-administration, and anticorruption
measures.

Strengthen human capital
Education:

- Revise the curriculums and teaching methods for
the school to convey positive, open values,
guarantee the learning of basic skills, and
encourage vocational training with real employ-
ment prospects.

- Improve teacher recruitment, training, motivation,
and assessment in order to attract competent
applicants with strong potential to the teaching
profession and develop suitable evaluation and
coaching systems to improve the performance
of working teachers.

- Continue to develop the use of information and
communications technologies (ICTs) at school to
facilitate and evaluate the learning of basic
skills, aid teacher training, and support the
sound management of establishments.

Health:

-Improve health system governance, and put
patient needs back at the heart of the system, by
giving responsibilities to all players, ensuring
compliance with the rule of law and discipline in
health establishments, remotivating health per-
sonnel, and creating an integrated health infor-
mation and management system.

- Extend and harmonize universal medical coverage
and adapt health care services in the context of a
coherent overall vision to facilitate access to basic
care for all, avoiding having to deal with the cata-
strophic financial consequences of diseases.

Public service governance:

- Effectively implement the decentralization/decon-
centration process as part of advanced regionaliza-
tion, by transferring new competencies under
contract, overhauling the transfer and equaliza-
tion system, deploying the necessary technical
and human resources, and setting up a local ser-
vice performance monitoring and evaluation
system.

Education:

- Adopt a new brand of public school governance by
refocusing it on providing better service to stu-
dents, mainly with (i) a review of all the education
system players’ roles, responsibilities, and regula-
tions governing their positions; (i) learning evalua-
tions and the dissemination of these evaluations
for greater player responsibility and the promotion
of quality; and (iii) the involvement of students’par-
ents, especially fathers, in school life.

- Develop alternative educational options entirely
consistent with the government’s mission to pro-
vide quality education for all children while pro-
moting freedom of choice and innovation
(charter schools, school vouchers, etc.).

- Develop “21st century skills” in education (collabora-
tion, communication, social and cultural dexterity, a
sense of civic duty, and ICTs) and develop creativity,
critical thinking, and adaptability.

Health:

- Improve allocative efficiency by investing specifi-
cally in primary health care establishments, suc-
cessfully reforming results-based programmatic
budgeting, developing prevention and early
detection programs for noncommunicable
diseases, and developing mobile health services,
in particular for disadvantaged and isolated
populations.

table continues next page
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Table 0.1 The Pathways to Emergence (continued)

Overview

Short-term policies

Long-term policies

Early childhood:

- Conduct public information and awareness cam-
paigns on the importance of early childhood
development, and address early childhood care
as an important public health issue (postnatal
care, immunization, nutrition, etc.).

- Establish a central body in charge of early childhood
development matters, which will be tasked with
defining the country’s vision and objectives,
developing a strategy to meet these objectives,
and evaluating progress made.

Strengthen social capital

Gender equality:

- Grant women precisely the same civil rights as men
in matters of inheritance, marriage (with non-
Muslims), descent, divorce, and other civil code
provisions.

- Systematically mainstream gender in all public
policy making and implementation to effec-
tively achieve gender equality on the ground.

Interpersonal trust:

- Improve respect for the rule of law and promote a
sense of civic duty and exemplary behavior in all
spheres of government, including increasing
sanctions for deviant, illegal, or uncivil behavior
in order to strengthen the values of integrity,
honesty, and justice in society.

- Put in place suitable public policies to encourage all
forms of civic and civil engagement, especially in
associations, and refrain from taking measures
liable to hinder voluntary engagement in civil
society (social networks, associations, media).

Early childhood:

- Involve parents and families, especially fathers, and
raise their awareness of the importance of their
active, positive participation in early childhood
development and care, by means of parental stim-
ulation and attention, among others.

- Scale up quality public early childhood policies and
investment in association with the private sector
as service provider for the implementation of cer-
tain policies (e.g., preschool education, immuni-
zation campaigns, etc.).

Gender equality:

- Open up economic opportunities for women by lift-
ing the obstacles to their labor market participa-
tion and supporting female entrepreneurship.

- Encourage women’s empowerment and autonomy
with awareness-raising campaigns to reduce the
gender gap in terms of voice and agency in the
household and society in general and encourage
greater political participation by women.

- Continue modernizing the laws and encouraging a
shift in attitudes and sociocultural norms, with a
view to bringing about real gender equality in
the society.

Interpersonal trust:

- Launch awareness-raising campaigns to encourage
a shift in attitudes and sociocultural norms toward
values of freedom, collaboration, mutual respect,
and a sense of civic and civil duty, and teach
these values in the school curriculum.
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A Youth in Search of Opportunities

ny socie at does not succeed in tapping into the energy and creativity of its you
“Any that d t d in t g into th 2y and creat ts youth

will be left behind.”
— Kofi Annan

Morocco has made undeniable progress over the past 15 years not only in the
economic and social spheres but also in the areas of personal freedoms and
civil and political rights. Since the late 1990s, Morocco has increased its growth
rate after two decades of relatively weak growth, virtually doubling its per
capita gross domestic product (GDP) and initiating the process to narrow the
standard-of-living gap with Southern European countries. The resulting eco-
nomic growth has also led to an increase in the country’s total wealth and to
major social achievements, with the eradication of extreme poverty, a sharp
decline in the national poverty rate, increased life expectancy, and greater access
to basic public services, including universal access to primary education and
significant public infrastructure development (water, electricity, and transport).
Based on these improvements, Morocco’s per capita income grew at a more
rapid pace in the early 2000s, after the implementation of several major insti-
tutional reforms aimed at opening up the society.

With respect to personal freedoms and civil and political rights, constitutional
amendments in 1992 and 1996 initiated a process to democratize and modernize
public institutions by establishing more representative institutions, while recog-
nizing new economic freedoms such as freedom of enterprise. After these consti-
tutional amendments and the fillip given to the reforms by His Majesty King
Mohammed VI upon his accession to the throne in 1999, bold reforms and new
laws were adopted to gradually liberalize and open up the economy, privatize a
number of public enterprises, restructure the financial system, strengthen public
governance and the rule of law, and guarantee a growing number of fundamental
human rights. With the creation of the Equity and Reconciliation Commission in
2004, transitional justice became the instrument for establishing truth and
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providing redress for past injustices and human rights violations. Women'’s rights
were significantly strengthened with the widely hailed revision of the Family
Code (Moudawana) in 2004. These changes reflect numerous lessons and hold
great promise, in view of the institutional changes made after the constitutional
amendments in 2011.

With these accomplishments made, Morocco aims at achieving the status of
upper-middle income country in the not too distant future and accelerating its
economic convergence with developed countries. To that end, major infrastruc-
ture projects have been and are being executed, including the Tanger-Med port,
the highway network, and a series of ambitious sectoral strategies covering all
sectors of the economy: agriculture and fishing, energy and mining, construction
and public works, manufacturing industries, and services, in particular tourism
and information and communications technologies. An ecosystem network com-
prising integrated industrial projects is emerging around the development of
phosphate mining, agribusiness, and the pharmaceutical, automotive and aero-
nautical industries, and other new global business lines in Morocco. Morocco’s
automotive industry and the Renault Group assembled close to 345,000 cars in
2016, with the next target set at 400,000 cars. In early 2016, Morocco opened
the world’s largest thermodynamic solar plant and has set a target of generating
more than 52 percent of its energy from renewable sources by 2030. Morocco
will open the first high-speed train line on the African continent in 2017 and, in
2018, the Tanger-Med port will become the largest maritime transit hub in the
Mediterranean and Africa once expansion works have been completed. The
ongoing establishment of the Peugeot-Citroén auto manufacturer is expected to
result in the production of 90,000 engines and vehicles by 2019 before reaching
the ultimate target of 200,000, thereby strengthening Morocco’s position in the
global automobile manufacturing industry. Morocco’s goal is to rank among the
world’s top 20 tourist destinations with 20 million visitors by 2020. Other
examples of impressive success stories and ambitious projects can be cited. In
sum, Morocco has been in many respects an outlier over the past 15 years in a
region of the world beset by extremely difficult political, economic, and social
problems.

As these, and other, impressive success stories illustrate, many economic indi-
cators are on the right track; however, one important indicator—the integration
of young people into the society—has remained a major source of concern. The
opportunities provided to young people, as well as their participation in their
country’s economic and social life, are one of the best indicators for evaluating
the level of social cohesion in a country. In Morocco, the issue of youth employ-
ment has a quantitative dimension in the short term and a more qualitative
dimension in the medium term:!

¢ In Morocco where roughly only one in two young persons between the ages of
25 and 35 has a job that is often informal and insecure, youth employment
poses a daunting, short-term challenge to the future of the society. Indeed,
employment conditions the achievement of other essential economic and
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social goals in the country: to reduce poverty and inequalities; boost individual
well-being; increase the size of the middle class; promote gender equality; pro-
vide sustainable financing of community support mechanisms; and strengthen
social peace.

e Morocco must also contend with the need to meet a less immediate demand
that is nonetheless as pressing as the demand for jobs: the desire of young
people to secure better quality jobs to enable them to attain a standard of liv-
ing that can more quickly approximate the standard enjoyed in more devel-
oped countries. Even where their material circumstances have improved,
young people may experience feelings of deprivation and injustice whenever
they compare themselves with other reference groups or whenever public
policies, particularly with respect to employment, are not in line with their
expectations (Serajuddin and Verme 2012). Although Morocco’s political situ-
ation has evolved greatly since 2011, the aspirations of Morocco’s youth for a
better future are ever-present.

Beyond these concerns—and the technical reforms needed to address them—
lies the core issue of strengthening Morocco’s social contract. How can the often
proactive public policies translate into a much larger number of jobs that are
better paying and more equitably distributed? The country’s future lies in the
hands of its youth—a youth that is more skilled, urbanized, and connected to the
rest of the world. However, beyond the undeniable progress achieved in Morocco
in recent years, in particular relative to the other countries in the region, do
Moroccan youth possess the necessary skills, particularly with respect to training,
to meet the challenges of the knowledge economy in an increasingly globalized
society? Education is generally viewed as the top priority to be addressed for the
development of Morocco (see figure 1.1). Looking forward, some of Morocco’s
youth feel a sense of hopelessness, and many young people seek opportunities
abroad to join the roughly 4.5 million Moroccans officially residing in other
countries. The 2012-14 Arab Barometer showed that more than 28 percent of
the Moroccan men and women surveyed are considering emigrating, primarily
for economic reasons.

In view of Morocco’s economic goals, international experience shows that
countries rarely transition from middle-income to high-income country status,
and those that have achieved this goal have often done so with tremendous effort
and sacrifice.2 The report issued by the Commission on Growth and Development
noted that only 13 countries have achieved and were able to maintain an annual
growth rate of 7 percent or more over a period of more than 25 years since 1950
(Commission on Growth and Development 2008).2 Following a generally encour-
aging phase of rapid development and modernization of basic infrastructure,
growth in scores of developing countries has now hit a “glass ceiling”; in other
words, they are contending with development limitations that are largely invisi-
ble and relate to intangible assets. Thus, despite often considerable effort, public
policies struggle to create adequate conditions conducive to economic conver-
gence. Undeniable success in industry cannot obscure the difficulty of providing
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Figure 1.1 What Are Morocco’s General Issues and Development Priorities?
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Source: World Bank 2014.

greater opportunities for young people. An overly slow structural transformation
of the economy is preventing this sector from absorbing the more rapid increase
in college graduates. The society’s institutions and organization are not evolving
at a sufficiently rapid pace to create new incentives to drive sustainable develop-
ment and create wealth. Urbanization is progressing without creating industrial
sectors or high value-added services, a process that has been dubbed “moderniza-
tion without development” (Fukuyama 2014).

In light of these international experiences, what obstacles must Morocco
overcome to ensure that the groundwork laid for the economic convergence
process underway in the country paves the way for sustainable accelerated eco-
nomic convergence? What economic and political economy conditions would
enable Morocco to significantly and sustainably increase growth, create quality
jobs for the greatest number of people, and more quickly achieve the income
and wealth levels of the most advanced countries? In order to identify the pos-
sible pathways for this option, Morocco 2040: Investing in Intangible Capital to
Accelerate Economic Emergence is divided into two parts.

Part 1 assesses Morocco’s economic and social performance over the past
15 years before looking ahead to 2040, that is, the next generation. It examines
the conditions that could double Morocco’s current rate of convergence with
Southern European (France, Italy, Portugal, and Spain) and upper-middle-income
countries (mainly the emerging economies in Southeast Asia, Africa, and Latin
America).# It aims to answer such key questions as the following: Has economic
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growth in Morocco over the past 15 years created national wealth, or has it
occurred to the detriment of the environment? Has it led to a reduction in
poverty and inequalities? What has been the rate of convergence with developed
countries in terms of economic and social indicators? Is the development model
that has been followed over this period sustainable or is it beginning to sputter?
Is this a model adapted to spurring a rapid structural transformation in a period
marked by globalization markets, economic liberalization, and increased technol-
ogy transfers? What main economic challenges must be tackled by 2040 in order
to meet the expectations of Moroccan youth, particularly with respect to jobs
and well-being? During this process, can Morocco benefit from windfall effects
and opportunities, owing in particular to its demographic transition? What
would be the economic characteristics of an accelerated convergence scenario
and the implications of this scenario for the development model currently being
followed by Morocco?

Part II examines the economic policies that would help make the virtuous
scenario of accelerated economic convergence by 2040 a reality. As will be dis-
cussed later, this scenario requires a sustained increase in productivity in
Morocco through greater accumulation of its intangible capital, which relates to
the quality of the institutions, the development of human capital, and the quality
of social capital in countries. World Bank reports on the wealth of nations note
that economic growth that is sustainable and environmentally friendly is first
and foremost composed of intangible capital accumulation (World Bank 2006,
2011). The “glass ceiling” hindering progress in nations would primarily be com-
posed of intangible capital that is largely invisible and not easily quantifiable,
such as governance, knowledge, or trust. Looking at ways to grow Morocco’s
intangible capital, the second part of the book seeks to answer the following
questions: What measures should Morocco adopt to enable institutions support-
ing the market to allocate jobs and capital in a more efficient manner and ensure
a more effective integration of the country into the global economy? What con-
ditions are required to ensure that more efficient institutions and public services
will help strengthen justice and the rule of law, boost the government’s produc-
tivity, and improve access to and the quality of public services? How can the
education and health systems and early childhood care be reformed to promote
a significant boost in human capital? And lastly, how can Morocco’s social capital
(which underpins growth in all the other areas) be strengthened as a result of
greater gender equality, increased interpersonal trust, and a stronger sense of
civic duty and general interest within the society? The book therefore seeks to
provide ways to address the question raised by His Majesty King Mohammed VI,
in his Throne Speech of July 2014, regarding the manner in which intangible
capital could become the “fundamental criterion in the development of public
policies so that all Moroccans may benefit from their country’s wealth.”

It is important to call attention to the statistics on access by youth to jobs
and economic opportunities prior to undertaking this analysis. At present,
there are approximately 600,000 Moroccans aged 20 years. Close to 400,000
persons, or two thirds of this age group, have not passed the baccalaureate
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exam and will be low-skilled, with no great prospects for securing a decent job.
It is projected that of the 200,000 young people with a high school diploma,
only 50,000 will receive adequate training to secure a job in line with their
expectations, while roughly 140,000 will acquire skills that have little value in
the labor market. A mere 10,000 young people—less than 2 percent of the age
group—will earn highly skilled degrees, thus guaranteeing attractive job and
salary prospects.

In light of these statistics and the theme of this book on the economic emer-
gence of Morocco, particular attention must be paid to the specific constraints
facing four groups of young people in realizing their potential and thus making
a significant contribution to efforts to boost the country’s productivity. These
young people have been grouped according to their qualifications and are
represented through the stories of four typical individuals: Amine (young and
unskilled), Nisrine (young and low-skilled), Kawtar (young and skilled), and
Réda (young and highly skilled).? In the case of each group, there are, of course,
countless other young Moroccan men and women who, irrespective of their
level of education, excel in their respective field, realizing their full potential
and making a major contribution to the country’s value added through their
work, creativity, entrepreneurial spirit, and so forth. Numerous other young
people are nevertheless wrestling with major constraints and challenges in
securing a job and living up to their potential to contribute to the country’s
economic development. These young people are the subject of this book.
Understanding the source of their challenges, as well as their aspirations and
frustrations, will be the first step toward finding possible solutions. This is the
starting point for this book.

Amine: Young and Unskilled

Amine was born in Bouarfa, a small city in eastern Morocco, in one of the coun-
try’s poorest provinces. He is the sixth child of a family of small farmers. Raised
in his grandparents’ house, without access to running water and latrines—the
case of more than 60 percent and 15 percent, respectively, of the homes in rural
areas—Amine’s brothers and sisters taught him, from a very early age, the daily
chores to be done to help his family, both at home and in the field.

Amine was one of the beneficiaries of the universal education policy imple-
mented in the 1990s. Through the Tayssir program, he attended the local public
school (five kilometers away). However, Amine was not really able to acquire a
basic foundation in either written Arabic or French. His teacher, a young gradu-
ate who had just come from Oujda (a big city in northeastern Morocco), had no
experience or training in adapted pedagogy and almost immediately found it
difficult to perform his job of teaching Arabic, French, and math to students at
two different scholastic levels who were put in the same class. As was the case
with his brothers and sisters, Amine had no hope of overcoming the deficiencies
of the public school through academic help at home, as his parents and grand-
parents were illiterate—a situation that applies to almost one-half of the
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Moroccan rural population. In fact, no one in Amine’s milieu was really interested
in his education. Once his primary education ended, Amine attended secondary
school in the nearby village, but the time spent traveling back and forth each day,
which was even longer, combined with a feeling of failure, led him to drop out
after the first year. Amine therefore joined the ranks of the 250,000 Moroccan
youth who drop out of school every year without obtaining the baccalaureate.

Pushed by his parents to find a job, Amine first worked in seasonal farming
and transporting merchandise at markets. However, scarce and low-paying agri-
cultural jobs in the Bouarfa area prompted him to seek employment in Oujda
and, in so doing, to join Morocco’s rural exodus. Expecting to find formal
employment in a factory (Amine had, for several years, heard about the country’s
industrial development), the young man clung to the hope of finally having a
stable income and was thinking of starting a family. However, Amine soon real-
ized that industrial companies were few and far between, did little hiring, and
when they did hire, the workers were generally qualified, having obtained a bac-
calaureate. What Amine did not know was that industry jobs, which have never
existed in large numbers in Morocco, have been on the decline for several
decades and that the odds of someone with his background becoming a non-
agricultural employee were a mere 1.9 percent. Amine therefore settled for odd
jobs in the service industry (street vendor, parking attendant, etc.), as do more
than 25 percent of the unskilled workers in urban areas. After four years of eking
out a living, Amine now works on a construction site. Like the other workers, he
lives on the site and manages to save some money. Discussions with his cowork-
ers have led him to buy into the dream of a better life on the other side of the
Mediterranean and he yearns to move to Europe.

Nisrine: Young and Low-Skilled

Nisrine was born in Beni-Mellal, a city with close to 500,000 residents located
between the Middle Atlas and the Tadla Plain, along the highway to the imperial
cities of Fez and Marrakesh. She lives with her four brothers and sisters in a
working class neighborhood where her parents are clerical workers. Because she
is the oldest child, Nisrine’s parents have had high hopes for her since she was
very young and dream of her becoming the first in the family to pursue higher
education studies and then join the civil service. Knowing that the quality of
instruction in the neighborhood public school was substandard, they had for
some time considered enrolling Nisrine in a private school with a better reputa-
tion. In this regard, they are similar to a large number of Moroccan parents who
have lost confidence in the public school system. However, without financial
assistance, her parents could not continue to pay for her schooling. They none-
theless decided to pay for the private tutoring strongly recommended by her
teachers. Nisrine did not pursue any extracurricular activities—neither in sports
nor in the artistic or cultural fields—and there were no prominent Moroccan
personalities to nurture the dreams of this young girl. After passing her baccalau-
reate at the makeup exam, Nisrine automatically enrolled in the law faculty of

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

A Youth in Search of Opportunities

the university, along with hundreds of others who had passed this exam. Nisrine
had randomly chosen this faculty as she had never met with an academic
adviser—as was the case with 60 percent of Moroccan high school students—to
help her develop her program of study. She nonetheless completed her univer-
sity studies, unlike two thirds of the students at Moroccan universities who drop
out before obtaining their degree.

Although she is hard-working and diligent, Nisrine acquired few skills dur-
ing her lengthy course of studies. She lacks sound mastery of both Arabic and
French, in particular. In the French placement test administered by the faculty,
she obtained a beginner’s score (based on the European language standard),
although she had received weekly instruction in this language for 10 years as
part of her formal education curriculum. Her performance was comparable to
that of 70 percent of her university peers who obtain a similar or lower score.
Her linguistic deficiencies pose a major obstacle to her future professional life.
Nisrine’s dream of joining the civil service and moving up the social ladder
relative to her parents was shattered when she found that the doors of the labor
market were closed. Unemployed, Nisrine joined the ranks of the 300,000
university graduates in the country seeking jobs. After an unsuccessful three-
year job search, Nisrine came to realize that her university degree by itself had
little value. While helping her younger brothers and sisters with their home-
work, she was alarmed to see that the quality of instruction had further deterio-
rated over time.

Nisrine decided to pay for additional training in office management and, as a
result, was able to obtain a small job in a stationery shop where she works in
customer relations. As is the case with four in five Moroccan workers, she has no
health insurance. She has not, however, abandoned her goal of joining the civil
service and has registered for a number of entrance examinations. To her, the
private sector is synonymous with uncertainty, insecurity, and social instability.
In fact, only the civil service offers a job for life, automatic promotions, health
insurance, a pension, and access to housing loans. If she fails the entrance exam,
she will likely drop out of the labor force and join the roughly 85 percent of
urban women who are inactive.

Kawtar: Young and Skilled

Kawtar was born in Rabat, the capital of Morocco, into an upper-middle-class
family. The daughter of two civil servants, she is the youngest of three children.
Her college-educated, bilingual, and open-minded parents have always made it
a priority to give their children the best possible future. Beginning with kinder-
garten, they chose the private school route to ensure that their three children
could receive an excellent education. To afford this, Kawtar’s parents made great
financial sacrifices. They are members of the Moroccan middle class who find it
very difficult to move ahead and who assume some debt because of deficient
public services. Their sacrifices were not limited to the academic realm.
Convinced that their children’s future also depends on their physical, emotional,
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and interpersonal development, they enrolled Kawtar, at a very young age, in the
swimming center, the music school, and the American cultural center. When
Kawtar passed her baccalaureate examination with distinction, she was fluent in
French and Arabic. She was also quite mature and responsible. Kawtar would
have liked to pursue higher education management studies in Europe or the
United States, but she knew that this dream was not immediately attainable. She
did, however, pass the admission exam to study at a competitive, prestigious
business school in Morocco, where instruction is bilingual. At the end of her
highly successful course of studies, Kawtar was awarded a Master’s degree in
strategic marketing. She is among the 10 percent of her peers who have no
reason to be concerned about the future, as the employment rate among gradu-
ates from competitive, prestigious Moroccan universities stands at 80 percent.

Talented, skilled, and passionate about her specialty, Kawtar expected to find
a job easily, particularly given the number of foreign companies operating in
Morocco. Unfortunately, despite having many job interviews, nothing panned
out, although she was fairly satisfied with her performance. She was told either
that she was overqualified or that she did not have experience. Very few manage-
rial staff are hired in Morocco (roughly seven percent of total employment) and,
unlike in other emerging countries, demand in this area is not increasing rapidly
in Morocco. As she was having trouble finding a job commensurate with her
education, Kawtar started to be plagued by doubt. Even though she could get a
job in the civil service, that has never been her aspiration. Kawtar enjoys being
challenged, using her creativity, and working in a team environment. While wait-
ing for a better position, she decided to start a career as a customer adviser at a
call center. Although she felt that she was overqualified for the call center posi-
tion, Kawtar took the job because she felt obligated to her parents. She yearned
to be successful in order to make sure that their sacrifices paid off. After spending
a year at the call center, she finally landed a job as a teacher at a private, fairly
well-regarded management school.

Réda: Young and Highly Skilled

Réda was born in Casablanca into an affluent, Moroccan bourgeois family.
His father is a businessman and his mother, a physician. Réda grew up with his
younger sister in a comfortable and supportive family environment and benefited
from the nurturing provided by his parents and their significant financial
resources. Réda’s instruction—from kindergarten to the time he obtained his
baccalaureate—was in a foreign education system. When he successfully com-
pleted this portion of his education, Réda was completely fluent in French,
English, and Arabic and had acquired a solid skill set, from both an academic and
social standpoint. While pursuing his studies, Réda played tennis, his favorite
sport, with his friends, and was involved in many other activities. Réda and his
friends lived a life that was very different from the vast majority of young
Moroccans. They lived in a sort of parallel world. For example, Réda has never
used public transportation, nor has he ever gone to a public hospital. As is the
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case with most Moroccan students who hold a foreign baccalaureate, Réda pur-
sued his higher education studies outside Morocco. In his case, his family paid for
his engineering studies in France at a competitive, prestigious university.

After obtaining his degree, Réda was immediately hired by a French chemical
multinational company to conduct research in its research and development
(R&D) department. With five years of international professional experience under
his belt, Réda decided to return to Morocco to use the expertise he had gained
abroad to benefit his country (Hamdouch and Wahba 2012). Given his profile
and his country’s needs, Réda naturally thought that he could make the biggest
contribution at a university or in the R&D department of a major Moroccan com-
pany (Gibson and McKenzie 2011). Unfortunately, his plans did not come to frui-
tion as academic research programs and structures are not attractive. On the
enterprise side, Réda quickly realized that R&D and innovative functions were
underdeveloped in major Moroccan companies. Only 300 patent applications
are filed in Morocco every year—fewer than 10 patents per one million residents,
with barely 50 being filed by private enterprises. By way of comparison, five to six
times more patent applications per capita are filed in Romania and Turkey.

Réda then decided to start his own business with a foreign partner. He then
faced another problem, the scope of which was unknown to him—a difficult
bureaucracy and business environment. Despite the progress made by Morocco
in improving a number of business environment indicators, the situation on the
ground seemed to him to be quite different in terms of starting a business—
obtaining authorizations, securing loans, and, in general, interacting with a
government that did not seem supportive of start-ups. After abandoning the idea
of becoming an entrepreneur, Réda joined his fellow graduates at a major
Moroccan public consortium where he is well paid, has a job for life, and enjoys
other benefits provided to public servants and employees.

Amine, Nisrine, Kawtar, and Réda

Taking into account their socioeconomic backgrounds and personal and family
histories, the future will, without a doubt, be different for Amine, Nisrine, Kawtar,
and Réda. Their experiences are representative of those of many of their peers and
illustrate the multidimensional nature of Morocco’s social disparities. While they
will not know each other, they nonetheless face the same reality—problems find-
ing a job commensurate with their potential and aspirations and, more generally,
achieving upward mobility in society based on their work and merit. The factors
underlying these challenges are clearly not the same for Amine, an unskilled
young man, and Réda, a highly skilled young man. In fact, as will be discussed in
detail below, the difficulties faced by many young people in securing a job illus-
trate the major obstacles to more rapid economic development in Morocco:

e The small industrial base and its inability to offer opportunities to unskilled
young people from rural areas, hundreds of thousands of whom are pouring
into the labor market every year.
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e The poor quality of instruction, in particular inadequate mastery of languages,
limited reasoning skills and independent decision-making capacity, and degrees
that are not aligned with the needs of the labor market.

e Weak business demand for expertise and relatively slow pace of structural
change in Moroccan industries, which is preventing this sector from absorbing
the more rapid increase in university graduates.

e A system of incentives that stifles a vast pool of business talent, knowledge
transfer, and wealth creation and thus stymies the improvement of the
Moroccan economy.

There is the risk that a significant share of Morocco’s youth may feel
excluded from the current social contract. They are plagued by a sense of
hopelessness, which is primarily reflected in the desire to leave Morocco and
try their luck abroad. According to a European Training Foundation survey,
59 percent of young Moroccans between the ages of 18 and 29 would like to
leave Morocco, with a large percentage of this group wanting to do so perma-
nently. The job prospects for Amine, Nisrine, Kawtar, and Réda, as well as the
numerous other challenges faced by the four groups of young people they
represent, are directly tied to the Moroccan society’s ability to come up with
robust, relevant, and long-term solutions to these problems. The book is
aimed at contributing to this process of reflection by proposing a framework
for ambitious but realistic policies that allow for the participation of young
Moroccan men and women who are currently faced with the risks of an insuf-
ficiently productive future to participate more fully in the development of
their country.

Notes

1. For an in-depth analysis of the challenges facing young Moroccan men and women in
the labor market and in their civic life, see the World Bank report (2012) titled
“Kingdom of Morocco: Promoting Youth Opportunities and Participation.”

2. For example, Landes (1998) believes that one aspect of the edifying success story
of Japan’s rapid industrialization in the post — World War II era that has received
little attention from historians is the pain and labor that made it possible. The
Japanese economic miracle was not primarily due to the efforts of the powerful
Ministry of International Trade and Industry (MITI); it was the result of a work
ethic, personal values, and the collective virtues of a society with abundant social
capital.

3. These economies are Botswana; Brazil; China; Hong Kong SAR, China; Indonesia;
Japan; the Republic of Korea; Malaysia; Malta; Oman; Singapore; Taiwan, China;
and Thailand. Two other countries—India and Vietnam—were on track to join
this group.

4. These two groups of comparator countries will be used throughout the book.

5. These profiles are based on various workshops, focus groups, and other consultations
conducted by the World Bank with youth and women and in regions over the past
few years.
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PART 1

Morocco Today and
Tomorrow

“The past resembles the future more than one drop of water another.”
— Ibn Khaldoun

“The transition from the closed to the open society can be described as

one of the deepest revolutions through which mankind has passed.”
— Karl R. Popper
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CHAPTER 1

Morocco in 2016

“One of the great mistakes is to judge policies and programs by their intentions rather
g Juag g
than their results.”
— Milton Friedman

Following the “lost” decade of the 1990s, Morocco embarked upon a relatively
resilient economic catch-up process in the early 2000s. This brought an upturn in
economic growth, a significant rise in income and wealth per capita, and a marked
reduction in poverty. However, aside from Morocco’s position in the Middle
East and North Africa region, the Moroccan economy’s convergence toward the
Southern European countries and high-income emerging countries has remained
largely incomplete in terms of both economic achievements and social progress.
Moreover, the growth slowdown of recent years raises the question as to the
viability of the growth model of the 2000s. Despite the government’s
efforts, especially in investment, in 2015 Morocco’s structural transformation
remained weak.

The Start of Economic and Social Convergence

Morocco has made considerable progress with economic and social develop-
ment over the past 15 years. This progress set in motion a process of economic
transformation, making Morocco one of the leading reforming countries in the
Middle East and North Africa region. Morocco has the advantage of its strategic
position: located between the European Union and Sub-Saharan Africa, it has
Mediterranean roots and a long Atlantic coastline and is firmly embedded in the
Arab world. Successive governments have engaged in relatively sound macro-
economic management, gradually opened up trade with regional and global
partners, and launched an ambitious legal, political, and institutional moderniza-
tion process with substantial political, economic, and social dimensions. Higher
steady growth rates have significantly increased the country’s wealth, reduced
absolute poverty, and considerably improved public infrastructures (for exam-
ple, water, electricity, and roads) and access to education services and other basic
public services.
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Faster Economic Growth

A country can only converge toward richer countries if it maintains relatively
higher economic growth over a long period. From 1980 to 2000, Morocco’s per
capita gross domestic product (GDP) grew an average 2 percent per year, a
performance similar to European countries. Yet, as Morocco’s starting point was
well below the European ones, this did not close the economic gap between the
two, and Morocco tended to diverge from its European neighbors’ situation.
The 2000s marked a break as the sharp increase in growth drove the start of
Morocco’s convergence process.

The structural reforms conducted in the early 1990s improved Morocco’s
growth rate, after two decades of relatively weak growth (1980-2000). Sustained
by a favorable international economic environment, until 2008, the per capita
GDP growth rate stood at 3.3 percent over the 200015 period (see figure 1.1,
panel a), narrowing the standard-of-living gap with Europe (also facilitated by the
prolonged European recession that began in 2008). Inflation was brought under
control, remaining at below 2 percent on average over the period. With this
growth and macroeconomic stability, by 2015 Morocco had virtually doubled its
per capita GDP compared to 2005 to the equivalent of US$7,360 in constant
2011 purchasing power parity (PPP) US dollars (see figure 1.1, panel b).

Faster economic growth initiated an economic convergence process toward
neighboring Southern European countries (France, Italy, Portugal, and Spain).
Although the average purchasing power of a Moroccan citizen (measured by
per capita purchasing power parity GDP) had tended to stagnate or even
regress relative to the rate in Southern European countries during the 1990s, a
convergence process was under way during the 2000s (see figure 1.2). As a
result, Morocco narrowed its per capita income gap by 8 to 10 percentage
points with Spain and Portugal between 2000 and 2015. The gap with the other

Figure 1.1 Morocco: Per Capita GDP

a. Per capita GDP growth rate, 1980-2015 (percent)
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Source: High Commission for Planning 2016.
Note: GDP = gross domestic product.

figure continues next page
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Figure 1.1 Morocco: Per Capita GDP (continued)

b. Per capita GDP, 1990-2015 (PPP, constant 2011 USS)
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Figure 1.2 Economic Convergence of Morocco with Southern Europe
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Southern European countries was also reduced in a similar manner, suggesting
that this performance was due to Morocco’s efforts and not to a poor relative
performance of the comparator countries.

This growth upturn was underpinned by relatively sound, prudent macro-
economic management during the period. Controlled inflation and the
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gradual consolidation of Morocco’s public finances gave the country a current
account surplus in the mid-2000s. In response to the international financial
crisis in 2008, Morocco launched a countercyclical policy designed to help
the sectors and social groups hit hardest by the crisis. The cost of the stimulus
package, coupled with costs associated with the equalization fund, made a
large hole in the budget balance, which lurched from a surplus of 0.4 percent
of GDP in 2008 to a deficit of 7.3 percent of GDP in 2012. The level of
public debt rose 18 percentage points of GDP in the space of six years
(2008-14) to reach 64 percent of GDP. Since 2013, the government has
implemented substantial macroeconomic stabilization efforts to reduce the
twin deficits, keep inflation low, and rebuild the foreign exchange reserves.
The International Monetary Fund has supported these efforts with two bien-
nial agreements for the precautionary and liquidity line (International
Monetary Fund 2015).

Scaled-up structural reforms, starting in the late 1990s, also stimulated
growth, alongside good macroeconomic management. Morocco’s per capita
income picked up and grew at a more rapid pace in the early 2000s, following
the implementation of several major institutional reforms to open up the
economy and the society. Constitutional amendments in 1992 and 1996 initi-
ated a process to democratize and modernize public institutions through the
establishment of more representative institutions—especially the creation of a
second parliamentary house elected by the municipal councils, chambers of
commerce, and trade unions—while recognizing new economic freedoms such
as freedom of enterprise. Following these constitutional amendments and the
fillip given to the reforms by His Majesty King Mohammed VI upon his
accession to the throne in 1999, bold reforms and new laws were adopted to
gradually liberalize and open up the economy; privatize a number of public
enterprises; restructure the financial system; strengthen public governance and
the rule of law; improve access to essential public services, such as electricity,
water, and education; and guarantee a growing number of fundamental human
rights. These changes are rich in lessons and hold great promise, especially in
view of the further constitutional changes made following the Constitutional
amendment of 2011 (see chapter 2).

In a changing global environment, Morocco has embarked upon a fast-track
modernization process driven by major sectoral infrastructure projects. The
strategies launched in recent years have injected new momentum into strategic
sectors such as agriculture, mining, energy, and industry. The implementation of
the Green Morocco Plan (2008-20) has started to have tangible effects on
Moroccan agriculture’s restructuring and modernization. Over the 2008-15
period, the agricultural sector’s growth rate hovered around 8.9 percent on
average compared with 3.4 percent for the national economy. The implementa-
tion of the integrated Halieutis strategy has positioned the fisheries sector
among the high export potential sectors. The mining sector development
strategy, based on the modernization of the National Phosphate Company
(OCP), has placed the company among the world leaders in its sector.
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The country is on its way to reach the target of raising the share of renewable
energies (water, solar, and wind power) to 42 percent of total energy capacity
by 2020. The firm establishment of the industrial sector in the global value
chains has driven the emergence of new, higher value-added industrial special-
izations such as automobiles, aeronautics, and offshoring. By way of example,
the establishment of Renault in Tangier has made Morocco the number two
vehicle manufacturer on the continent behind South Africa, and Morocco’s
positioning in the sector is expected to strengthen in the coming years with the
impending opening of a Peugeot-Citroén group factory (Ministry of Economy
and Finance 2015a). The prospect of establishing high-performance ecosystems
to integrate the value chains and consolidate local relations between large cor-
porations and small and medium enterprises (SMEs) is an integral part of the
industrial acceleration plan, which was launched in 2014 and is set to create
half a million industrial jobs by 2020.

Over the past decade, Morocco has undertaken a raft of reforms aimed at
ensuring its successful integration into the global economy in general, and the
African economy in particular, in a bid to diversify and boost its competitive
export potential. Thanks to its geographic position, it has begun to strategically
position itself as an economic and financial hub between Europe and the African
continent. Morocco has set in motion a new strategic South-South partnership
built on co-development and closer South-South cooperation to make the most
of its geographical location and its historical relations with its European,
American, Gulf and Mediterranean trade partners. While trade between
Morocco and the African continent is still low in absolute terms, it has quadru-
pled over the past decade to reach US$4.4 billion in 2014 (Ministry of Economy
and Finance 2015b). And there is still considerable potential to be tapped, given
that Africa accounts for a mere 6.5 percent of Morocco’s total trade volume
(Berahab 2016). “National champions” have set up operations in many Central
and West African countries in the banking sector (Attijariwafa Bank, BMCE,
Bank of Africa, and Banque Populaire), telecommunications (Morocco Telecom),
insurance, energy, the food industry, and real estate, as well as in East Africa
(Ethiopia, Madagascar, and Tanzania) with recently agreed megaprojects. The
financial platform Casablanca Finance City Authority is currently in place to
attract international investors and provide them with an infrastructure and
suitable conditions for their activities in North Africa, West Africa, and Central
Africa. Moroccan foreign direct investment in Sub-Saharan Africa is also boom-
ing (Amadeus Institute 2015).

A decade of macroeconomic stability, gradual reforms, and relatively good
economic performance has also made Morocco more resilient to external shocks.
Morocco suffered like other emerging countries from the 2008 global financial
crisis, even though the country’s limited financial integration on international
financial markets cushioned the direct contagion effects. More serious were the
impacts of the food and oil crisis that followed. With the price of crude oil
(Brent) at more than US$110 per barrel on average in 2011 and 2012 and no
national oil production, Morocco was confronted with a major deterioration in
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its terms of trade. This deterioration was exacerbated by a significant rise in the
food import bill made necessary by severe drought in the country at the very
moment that food prices were soaring, especially the price of wheat. With its
large exposure to European Union trade, Morocco was negatively affected by the
shockwaves of the eurozone crisis, especially the sovereign debt crises in Italy,
Spain, and other countries in the region and the ensuing slowdown in economic
growth. Morocco nonetheless took up these challenges without falling into eco-
nomic recession or financial destabilization.

Increase in National Wealth

GDP growth over the past 15 years alone does not reveal the complete picture of
Morocco’s economic progress. Growth in the country’s national wealth also needs
to be taken into consideration. First, GDP growth does not account for the net
creation of wealth and its sustainability. When a new output is produced at the
environment’s expense or on the back of unsustainable debt accumulation, the
growth in wealth measured by GDP may be simply illusory. Production may well
increase, but it also destroys existing natural resources, is environmentally damag-
ing, and increases financial liability, none of which are considerations included in
the calculation of GDP. Second, GDP growth reveals nothing about a country’s
capacity to convert growth into well-being, especially economic, social, and envi-
ronmental welfare. For example, although the growing number of road traffic
accidents drives up GDP owing to the medical care and car repairs they necessi-
tate, these accidents obviously do not improve the population’s quality of life or
well-being. Conversely, GDP does not take into account nonmarket productive
activities for charity, self-help, and solidarity purposes or domestic production.
More generally, GDP does not factor in important aspects of human development
and the quality of life such as life expectancy, level of knowledge and education,
participation in economic and political life and governance, and the level of equity
in the distribution of wealth (see box 1.1). This makes the GDP concept inade-
quate as an instrument to measure development (and therefore an incomplete
instrument for guiding economic policy making). This limitation is especially

Box 1.1 From the Concept of GDP to the Notion of Wealth

The debate on the relevance of GDP as a measurement of economic development is noth-
ing new. The Stiglitz-Sen-Fitoussi Commission (Stiglitz, Sen, and Fitoussi 2009) reported
that it was time for statistical systems to focus more on measuring the population’s well-
being than economic production and that these measurements of well-being should be
reported on in a context of sustainability (Stiglitz, Sen, and Fitoussi 2009). In particular, one
of the Commission’s key recommendations is to consider the wealth of nations, that is,
growth in assets and liabilities, jointly with income and consumption: “Income and con-
sumption are crucial for assessing living standards, but in the end they can only be gauged

box continues next page
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Box 1.1 From the Concept of GDP to the Notion of Wealth (continued)

in conjunction with information on wealth. A household that spends its wealth on
consumption goods increases its current well-being but at the expense of its future well-
being. The consequences of such behavior would be captured in a household’s balance
sheet, and the same holds for other sectors of the economy, and for the economy as a
whole. To construct balance sheets, we need comprehensive accounts of assets and liabili-
ties. Balance sheets for countries are not novel in concept, but their availability is still limited
and their construction should be promoted. Measures of wealth are central to measuring
sustainability. What is carried over into the future necessarily has to be expressed as
stocks—of physical, natural, human, and social capital. The right valuation of these stocks
plays a crucial role, and is often problematic”’

conspicuous because the level of development attained already satisfies basic
material needs.

Development is fundamentally a process of net wealth accumulation—the
produced, natural, and intangible capital that is the source of income and
well-being of populations. Measuring changes in comprehensive wealth there-
fore points to whether policy, broadly conceived, is producing increases in
well-being—what economists would term social welfare (see box 1.2). Empirical
studies on growth in the wealth of nations in the 1970-2013 period find that it
is not the more tangible assets in the form of natural or produced capital that
dominate the wealth of countries, but their intangible assets—the accumulation
of institutional, human, and social capital (World Bank 2011, 2016). In addition,
experience shows that intangible capital tends to increase as a share of total
wealth as countries climb the development ladder. Among the member coun-
tries of the Organisation for Economic Co-operation and Development
(OECD), for example, intangible capital reportedly accounts for more than
80 percent of national wealth. In the less developed and middle-income coun-
tries like Morocco, the share of intangible capital is believed to be between
50 and 70 percent. In other words, rich countries appear to be largely wealthy
because of the quality of their public institutions, human capital, and of the
social contract and trust within societies. This observation forms the backbone
of this book and the main framework for understanding the Moroccan economy
in 2016, its outlook for 2040, and the main reforms to be conducted in the
medium term (see part 2).

In line with GDP growth, Morocco’s total wealth also expanded rapidly dur-
ing the 2000s. Total wealth per capita (in constant dollars) reportedly rose
nearly 2.8 percent per year on average from 1999 to 2013, increasing from
US$28,663 to US$43,535. With few natural resources (with the exception
of possessing the world’s largest phosphate reserves), Morocco’s wealth accu-
mulation was dominated by an increase in produced and intangible capital. It is
estimated that the stock of fixed capital (machinery, equipment, structures, and
urban land) rose more than 80 percent while the stock of intangible capital
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Box 1.2 The Total Wealth of Nations and Its Components

In 2006, the World Bank published a report titled Where Is the Wealth of Nations? Measuring
Capital for the 21st Century on calculating wealth in more than 120 countries at the turn of
the millennium. Methodologically, intangible capital is calculated as a residual, as the
difference between the country’s total wealth—itself the discounted value of the country’s
sustainable future consumption—and the sum of the other three components of wealth,
thatis, (i) produced capital corresponding to the estimated value of machinery, equipment,
and structures in addition to urban land; (ii) natural capital made up of natural energy
resources (for example, oil, gas, or coal), mining resources (for example, gold, silver, copper,
or phosphate), farmland and pastureland, timber and other forest resources, and natural
protected areas; and (iii) the country’s net foreign assets (see figure B.1.2.1). This first report
from the World Bank was updated in 2011, and the new edition is expected in 2017, show-
ing the growth in the wealth of nations from 1970 to 2013.

In addition to these reports, the World Bank launched a global partnership in 2010 to
promote a multipurpose conceptual framework to understand the interactions between
economy and environment and to describe the stocks of environmental assets and their
variations. This partnership, known by its English acronym of WAVES (Wealth Accounting and
Valuation of Ecosystem Services), covers a broad coalition of United Nations specialized
agencies, member states, and nongovernmental organizations and academics who work
together to develop natural capital accounting and methodologies to measure the value of
the services provided by a country’s many ecosystems. The ultimate aim of this partnership
is to promote sustainable development by ensuring that natural resources are mainstreamed
into economic planning and national economic accounts.

Figure B.1.2.1 The Components of the Wealth of Nations
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Sources: World Bank 2006. See also Hamilton and Clemens 1999; Dasgupta and Maler 2000; Asheim and
Weitzman 2001; Ferreira and Vincent 2005; Ferreira, Hamilton, and Vincent 2008.
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Figure 1.3 Morocco: Growth in Total Wealth per Capita and Components,
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Source: World Bank data set on the wealth of nations.

increased 33 percent, a trend that confirms the priority placed on fixed capital
accumulation during the period (see figure 1.3). A recent joint study by the
Economic, Social, and Environmental Council (CESE) and the Bank Al-Maghrib
(2015) confirms this growth estimate (see box 1.3).1

The ongoing accumulation of intangible capital indicates, however, a major
social capital deficit in Morocco (see figure 1.4). An analysis of the breakdown of
intangible capital into its three main subcomponents (human capital, institutional
capital, and social capital) is not an exact science. Various methodological
approaches, all highly imperfect, can be developed to understand the nature and
composition of the intangible capital of nations. On the basis of the assumption
that intangible capital is made up of human capital, institutional capital for the
good governance and smooth running of public institutions and market support
institutions, and a more permanent effect corresponding to each country’s social
capital, Morocco’s social capital, like all developing countries, is found to be
largely negative, at around US$60,000 per capita (see box 1.3). In other words,
the developing countries’ low level of intangible capital? may well be due to a lack
of human and institutional capital as measured by the standard education and
governance indicators, but is probably due mainly to a social environment ham-
pering the realization of potential. Chapter 6 examines this major conclusion.

This social capital shortfall has profound implications for the impacts of the
different development policies. It explains why the impact of reforms that
appear to be effective in one situation fall short of expectations in another situ-
ation. In the case of Morocco, it suggests that the country’s intangible capital
could be significantly developed by improving the education system’s effective-
ness and the quality of the health system, improving the rule of law and justice,
improving the business climate, and increasing economic freedoms, but that the
effects of these policies could be increased tenfold if these improvements were
accompanied by an increase in social capital (see box 1.4). However, social
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Box 1.3 Growth in Morocco’s Wealth and Its Components, 1999-2013

The contributions of the different categories of assets (natural, produced, intangible, and
their many subcomponents) to Morocco’s total wealth in the 1999-2013 period were evalu-
ated by Bank Al-Maghrib with the technical assistance of the World Bank (Economic, Social,
and Environmental Council and Bank Al-Maghrib 2015). Bank Al-Maghrib’s analysis drew
on the methodology developed by the World Bank in its Wealth of Nations publications
(World Bank 2006, 2011), but tailored and extended it to cover some important Moroccan
characteristics, including the existence of sizeable fishery resources.

The measure of total wealth is built upon the intuitive notion that with no new income,
an individual or a country could only sustain future consumption by drawing down its out-
standing wealth. Accordingly, and in line with economic theory, total wealth is estimated
as the present value of future consumption. Future consumption is calculated on the basis
of current sustainable consumption; in other words, it is adjusted by a level of saving that
is adequate to offset the depreciation of produced capital, investments in human capital
(such as education expenditures); depletion of mineral, energy, and forest resources; and
damage from local and global air pollutants. Total wealth calculation thus takes the coun-
try’s adjusted net savings (ANS) or genuine savings into account. In the case of Morocco,
the ANS was extended to include the potential overexploitation of fishery resources.

Measuring tangible capital stocks—produced and natural—is a complex task. Produced
capital is an estimate of the stocks of machinery, equipment and structures (including infra-
structure), and urban land. These stocks are derived from historical investment data using the
perpetual inventory model: the sum of gross investments minus the depreciation of produced
capital. In contrast to produced capital, natural resources are special economic goods because
they are not produced but yield economic profits—rents. Morocco's natural capital stocks are
calculated as the net present value of the rents they are able to produce over time on the basis
of existing physical stocks, world prices, and local costs. This is the maximum an investor would
be willing to pay for the stocks. Physical natural stocks cover energy resources, mineral
resources (bauxite, copper, gold, iron, lead, nickel, phosphate, silver, tin, and zinc), timber
resources, nontimber forest resources, crop land, pastureland, and protected areas.

Intangible capital includes estimates of human, social, and institutional capital that cannot
be directly measured. It is calculated as a residual, that is, the difference between total wealth
on one hand and the sum total of produced capital stocks, natural resources, and net foreign
assets on the other. By construction, it captures all those assets that are unaccounted for in
the estimates of produced and natural capital and net financial assets. Intuitively, it covers
human capital (that is, the skills, knowledge, and health embodied in the labor force), institu-
tional capital (the rule of law, property regime, and other elements of governance), and social
capital (the trust among people in a society and their ability to work together for a common
purpose). Social capital can be interpreted as a more permanent capital embodied in a nation’s
history, geography, and culture.
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Figure 1.4 Breakdown of Middle-Income Countries’ Intangible Capital, 2005-11
(constant 2010 USS$)
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capital, embodied as it is in a country’s history, geography, and culture, is hard to
change. It is impossible to dictate an increase in interpersonal trust or civic coop-
eration in society. Yet, even though it is hard for the usual economic policies to
encompass social capital, it can actually be improved. This theme will be revis-
ited at the end of this book.

Poverty Reduction and Social Progress

With annual per capita GDP growth of 3.3 percent from 2000 to 2015, Morocco
started to share the benefits of growth and significantly reduced its poverty level.
According to the 2014 household survey data, extreme poverty has been eradi-
cated in Morocco (see table 1.1). Between 2001 and 2014, the percentage of the
population living below the national poverty line (US$2.15 per day in PPP) fell
significantly from 15.3 percent to roughly 4.8 percent. However, poverty remains
endemic in rural areas, where it posted a marginal downturn since 2011. The
population’s vulnerability (people living just above the poverty line) also
decreased nationally, but remains high in rural areas at nearly 19.4 percent of the
population. Over the period under consideration, the well-being of the bottom
40 percent of Moroccans grew both in absolute terms (the well-being of the
poor improved) and relative terms (the well-being of the poor improved relative
to that of the nonpoor), pointing to an increase in shared prosperity.2 In addition
to a reduction in monetary poverty, growth was reflected in a reduction in
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Box 1.4 Modeling the Components of Intangible Capital

The exercise consists of modeling the respective contributions of human capital, institutional
capital (governance and economic freedom), and social capital to a nation’s intangible capital.
IC, denotes intangible capital per capita in country i for year t.

« The human capital indicator is calculated on the basis of the method put forward in the
World Bank report entitled The Changing Wealth of Nations (World Bank 2011). This indicator
captures both the effectiveness of the education system and the quality of the health
system in the country concerned.

« The governance indicator is also based on the World Bank approach (2011) and uses
the Kaufmann, Kraay, and Mastruzzi indices (2009). This indicator measures the quality of
contract enforcement, and the police and courts, including judicial independence and the
incidence of crime.

+ The economic freedom indicator is the one built by the Heritage Foundation and the Wall
Street Journal. This indicator is designed to capture the effect of business regulatory effi-
ciency by ranking nations using ten economic freedom criteria.

After studying the correlation® between the explanatory variables, a composite index
called the “composite index of human and institutional capital,’denoted ISCHI, ,

basis of the three aforementioned standardized indicators. The general model is then written
as follows:

is built on the

IC,,= o + %+ﬂISCHIM+ & @)

o;and y reflect the fixed effects and the time dummies respectively.

The sample of per capita intangible capital data and the composite index built is used
to model 95 countries over a seven-year period (2005-11). Two approaches are taken to
estimate equation (1): (i) a pooled model with an income dummy variable, ignoring the
panel nature of the data; and (ii) a panel model with fixed effects with the introduction of
time dummies.

For the first model, the estimation suggests that a unit increase in the composite human
and institutional capital index is associated with a US$50,723 increase in intangible capital per
capita (see table B.1.4.1). Moreover, the dummy variable coefficient is positive, which confirms
the high level of intangible capital in high-income countries. For the second model, the esti-
mation suggests that the unitincrease in the composite index raises per capita intangible capi-
tal by US$7,269. The time coefficient is sizeable (approximately US$3,857) and could be
considered as a proxy measure of technological progress (World Bank 2011). The estimation
therefore confirms a positive relationship between a nation’s technological change and an
increase in the value of intangible capital.

The differences in estimates and marginal effects depending on the estimation structure
chosen (pooled model or fixed-effects model) can be explained by the introduction of
characteristics specific to each country in the estimation of the fixed-effects model. In other
words, an isolated improvement in human and institutional capital may fail to generate all

box continues next page
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Box 1.4 Modeling the Components of Intangible Capital (continued)

the potential beneficial impacts on intangible capital, especially in the case of developing
countries. This improvement needs to go hand in hand with an increase in social capital;
capital that is reflected in the panel model’s fixed effects. Therefore, in addition to low levels of
human and institutional capital, the lack of social capital is found to put a sharp brake on
the convergence of developing countries with developed countries.

The use of principal component analysis to construct the composite index enables
us to deduct the effects of variation in the different standardized indicators that have
contributed to factor composition (see table B1.4.2). The three components play an impor-
tant role in the growth in per capita intangible capital. One additional unit of human capi-
tal and good governance is found to increase per capita intangible capital by US$2,694
and US$2,692, respectively. A unit increase in economic freedom is also found to have a
positive effect on intangible capital of approximately US$2,730 per capita.

Table B1.4.1 Estimation of the Constituents of Per Capita Intangible Capital

Variable Pooled model Fixed-effects model
Composite index of human

and institutional capital 50,723 7,269
Income dummy 134,670 Not applicable
Time Not applicable 3,857

Note: Number of observations: 665; All coefficients are significant at the 5 percent level; the time dummy
variable is for 2011 relative to 2005; the income dummy variable concerns the high-income group.

Table B1.4.2 Effects of the Increase of the Constituents of Per Capita
Intangible Capital

Variables Coefficients
Human capital 2,694
Governance 2,692
Economic freedom 2,731

a. At this stage, a Cronbach alpha (Cronbach -1951) coefficient analysis was conducted along with a principal component
analysis for factor construction.

multidimensional poverty, that is, a more general improvement in living condi-
tions (Ezzrari and Verme 2012).

Access to basic infrastructure services has increased considerably over the past
15 years. Nearly 98 percent of households now have access to the electricity grid.
In 2014, thousands of villages had standpipes, supplying 94.5 percent of the
population with clean drinking water (compared with 61 percent in 2004).
The rate of connection to the sewerage system is estimated at approximately
88 percent in the big cities. The mobile telephone penetration rate has risen
considerably, from 73 percent in 2008 to 122 percent in 2013. A remarkable
upturn has been posted in access to education, with the universal primary
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Table 1.1 Morocco: Main Poverty and Inequality Indicators, 2001-14

2001 2007 2011 2014
Poverty at PPP US$1.00 2.0 0.6 03 0.0
Urban 0.3 0.1 0.1 0.0
Rural 4.0 1.2 0.5 0.0
Poverty at PPP US$2.00 20.2 8.2 5.7 13
Urban 8.7 36 25 0.3
Rural 342 14.3 84 29
Poverty at PPP US$2.15 (national poverty line) 153 8.9 6.2 48
Urban 76 4.9 35 1.6
Rural 25.1 144 10.0 9.5
Multidimensional poverty? - 25.1 9.8 6.1
Urban - 9.1 23 12
Rural - 43.6 20.2 13.5
Vulnerability 22.8 174 133 125
Urban 16.6 12.7 9.4 79
Rural 30.5 236 18.7 19.4
Subjective poverty? - 418 - 45.1
Urban - 38.6 - 40.3
Rural - 47.2 - 543
Gini 40.6 40.7 - 39.5
Urban 39.1 41.1 - 38.8
Rural 319 331 - 31.7

Source: High Commission for Planning 2001, 2007, 2014 household surveys and 2015 UNDP Human Development Report.
Note: PPP = purchasing power parity; — = N/A.

a. The multidimensional poverty index is a composite index of well-being that captures the deprivations faced by
households with respect to health, education, and living standards. The figures provided under the year 2007

correspond to the figures for 2004.

b. The subjective poverty index measures households'perception of how comfortably they are living, as well as the

ease or difficulty with which they cover their consumption expenses.

education Millennium Development Goal (MDG) on its way to being reached
by the end of 2015. Net primary enrolment ratios rose from 75 percent to 96
percent between 2000 and 2011, and similar improvements were posted at sec-
ondary education level (UNESCO 2016). The immunization of one-year-old
children is virtually universal and the average life expectancy and maternal and
child mortality indicators have all improved in the past ten years.#

Morocco has made significant progress in terms of the Human Development
Index in recent decades, even though there remains a great deal of room for
improvement. From 1980 to 2014, Morocco’s Human Development Index score
rose almost 60 percent from 0.4 to 0.63, representing average annual growth of
approximately 1.3 percent. Life expectancy at birth has lengthened by 16.4
years, the average length of schooling has increased 3.2 years, and gross national
income per capita has virtually doubled in the space of 34 years (see table 1.2).
Given Morocco’s very poor initial situation in the early 1980s, human develop-
ment improvements were nonetheless more spectacular in the first half of the
period than they have been in the past 15 years.
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Table 1.2 Morocco: Human Development Index, 1980-2014

Life expectancy  Expected years ~ Mean yearsof ~ GNI per capita Human Development

Year at birth of schooling schooling (2011 PPP USS) Index score
1980 576 59 1.2 3,490 0.399
1990 64.8 6.5 2.2 3,899 0.457
2000 68.2 84 34 4,276 0.528
2010 70.2 1.1 4.4 6,256 0.611
2014 74.0 11.6 4.4 6,850 0.628

Source: UNDP 2015.
Note: GNI = gross national income; PPP = purchasing power parity.

A Slow and Incomplete Convergence Process

Despite the accomplishments of the past 15 years, the Moroccan economy is
converging slowly with neighboring Southern European economies (France, Italy,
Portugal, and Spain) and high-income emerging countries (for example, Chile,
Republic of Korea, Malaysia, and Turkey). Southern European income per capita
remains more than four times Morocco’s in PPP (see figure 1.5).2 Morocco’s cur-
rent level of economic development is similar to that of Europe in the 1960s.

In Terms of Economic Convergence...

Although barely 15 kilometers separate Morocco and Spain, the average
Moroccan’s purchasing power (as measured by per capita purchasing power par-
ity GDP) stands at just 22 percent of its immediate European neighbor. Even
Greece, whose economy is in severe crisis, has triple Morocco’s per capita
income. Historically speaking, it is interesting to note that the French were post-
ing the Moroccans’ current standard of living in 1950, the Italians in 1955, the
Spanish in 1960, and the Portuguese in 1965.6 The current economic gap
between Morocco and Europe could therefore be estimated at approximately a
half a century. Morocco aspires to economic emergence, yet still has a long way
to go, not only to join the rich countries, but also to catch up with the fast-
growing emerging countries. The Moroccan people’s purchasing power stands at
just around 40 percent of average purchasing power in countries such as Brazil,
Malaysia, Mexico, Romania, and Turkey.

To appreciate the limitations of the convergence process that started in the
early 2000s, it is useful to compare the Moroccan experience with other coun-
tries that have had successful economic takeoffs. The historical analysis shows
that the economic takeoff phases in these economies—whether in Asia (China;
Malaysia; Republic of Korea; Taiwan, China; and Thailand), Europe (Italy,
Portugal, and Spain), or Latin America (Chile)—have always featured a per
capita GDP growth rate sustained at over 4 percent per year for two to three
decades (see figure 1.6). For example, from 1960 to 1990, the per capita growth
rate stood at 4.5 percent in Portugal, 4.6 percent in Spain, and 3.7 percent in
Italy. Taking the eight best years of the 2000-07 boom cycle, Morocco’s per
capita growth rate stood at 3.5 percent. However, this rate was stimulated by
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Figure 1.5 Morocco: Per Capita GDP in 2015, International Comparison
(2011 USS PPP)

France
Korea, Rep.
Italy

Spain
Portugal
Malaysia
Chile
Turkey
Mexico
Thailand
Brazil

China
Colombia
South Africa
Morocco
Philippines
India
Bangladesh

T T
0 5,000 10,000 15000 20,000 25000 30,000 35000 40,000

Source: WDI, World Bank.
Note: GDP = gross domestic product; PPP = purchasing power parity.

Figure 1.6 The Economic Miracles’ 30-Year Boom Periods
(per capita GDP growth rate)
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particularly favorable cyclical factors (global growth, credit boom, and develop-
ment of public spending) and was unsustainable following the turning point in
the cycle in 2008-09. Taking into account the entire 2000-14 period covering a
full economic cycle (expansion/contraction), the structural trend of per capita
growth in Morocco can currently be estimated at around 3 percent. Thus, com-
pared with the long-term trend of 2.5 percent, the 2000s benefited from a
structural growth gain of approximately 0.5 percentage points per year. At this
new rate, Morocco can expect to double its per capita income every 25 years
instead of every 30 years as previously projected.

On average, Morocco’s growth performances explain its slower rate of
convergence toward Southern Europe than observed among dynamic
emerging countries. The decade of the 2000s has been one of economic con-
vergence for all developing countries. Low-income countries and upper-
middle-income countries (for example, Chile, Republic of Korea, Malaysia,
and Turkey) have tended, on average, to grow more quickly and thus converge
more rapidly toward high-income countries than Morocco. Morocco’s growth
path is more similar to that of the lower-middle-income countries than of the
upper-middle-income countries (see figure 1.7). The catch-up process has
been weaker than in other emerging markets in the region, such as Turkey, or
countries that started with the same initial conditions in 1960, such as the
Republic of Korea (see figure 1.8).

Morocco lags farther behind the dynamic emerging countries when total per
capita wealth is taken into account instead of per capita GDP. Although
Morocco’s per capita GDP currently stands at approximately 60 percent of the
upper-middle-income countries, its total per capita wealth represents barely

Figure 1.7 Per Capita GDP in Morocco and Middle-Income Countries, 1990-2015
(constant PPP 2011 USS)
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Figure 1.8 Per Capita GDP in Morocco, the Republic of Korea, and Turkey, 1990-2015
(constant PPP 2011 USS)
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40 percent of these countries’ per capita wealth. Morocco’s per capita wealth
grew at the same average rate as the emerging countries over the 2000-2011
period, but started from a smaller base. So although Morocco’s per capita wealth
increased by some US$10,000 from 2000 to 2011, the uppermiddle-income
countries’ per capita wealth grew by approximately US$25,000 (see figure 1.9).

At the regional level, Morocco’s per capita wealth is similar to the Arab
Republic of Egypt, somewhat lower than Algeria, and much lower than Tunisia
and Jordan. Yet the most striking and illuminating feature for each of these coun-
tries is not so much the current level of wealth as its composition. Whereas
Jordan, Morocco, and Tunisia had more or less the same level of fixed capital per
capita in 2011, Morocco’s per capita intangible capital was less than 40 percent
and 60 percent of Jordan’s and Tunisia’s intangible capital, respectively. Algeria
paints quite the opposite picture. With negative intangible capital, Algeria is
actually in an extremely difficult situation since a large proportion of the coun-
try’s natural capital (essentially hydrocarbons) is not reinvested in human, insti-
tutional, or social capital, but is invested in poorly profitable fixed capital or
simply consumed (see figure 1.10).

An international comparison of growth in intangible capital turns up a
wealth of information for Morocco. With relatively limited natural resources
and little produced capital, over 70 percent of Morocco’s total wealth was made
up of intangible capital in the early 2000s, placing the country well ahead of the
other middle-income countries in terms of the proportion of intangible capital
in total wealth (see figure 1.11). However, the share of intangible capital fol-
lowed a downward trend from 2000 to 2011 as the country ramped up its fixed
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Figure 1.9 Per Capita Wealth Growth and Composition, 2000 vs. 2011
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Figure 1.10 Morocco: Per Capita Wealth Growth and Composition, 2011
(constant 2010 USS)

100,000 A
80,000

60,000 -

20000 - I
20,000 -
T T

-20,000 T T T T |
Algeria  Egypt, ArabRep.  Jordan Morocco Tunisia

H Intangible capital Produced capital
I Natural capital O Net foreign assets

Source: World Bank data set on the wealth of nations.

capital investment effort. By 2011, Morocco’s intangible capital had fallen to
just 65 percent of total wealth, on a par with upper-middle-income countries.
If Morocco is to converge with the wealth of the more developed countries, it
will need to halt this downturn and increase its relative effort to accumulate
more intangible assets in the form of institutional, human, and social capital. The
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Figure 1.11 Share of Intangible Capital in Total Wealth, 2000-11
(percent)
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dip observed in 2007, just as other middle-income countries were embarking
on an upward trend, is an important stylized fact from the point of view of the
country’s economic prospects (see chapter 2).

Three major conclusions can be drawn from the elements presented earlier:
(i) Morocco still has a huge economic gap to close with the developed and
emerging countries; (i) the rate of convergence in terms of economic growth
may well have accelerated recently, but remains slow in relation to rapid eco-
nomic catch-up experiences; and (iii) the convergence process appears to be
particularly slow in terms of wealth accumulation, especially intangible capital
accumulation.

And in Terms of Social Convergence

Analysis of microeconomic survey data finds that the economic divide between
Morocco and the European countries, estimated at half a century, can also be
found in terms of relative living conditions. In the area of health, for example,
the child mortality rate measured in Morocco in 2015 stood at the same level
as in the European countries in 1960, at approximately 24 deaths per 1,000
births (see figure 1.12). Despite substantial progress made to improve the
health system and notwithstanding imports of advanced technological and
medical treatments, which furthered the Moroccan people’s access to much
better quality goods and services than those provided to Europeans 50 years ago,
the performance of the Moroccan health system as captured by the child mor-
tality indicator is some 50 years behind European health systems. This social
development divide can also be seen in terms of mobility and transport. Indeed,
the car ownership rate in Morocco is lower than the rate observed in certain
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Figure 1.12 Child Mortality in 2015
(per 1,000 births)
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Southern European countries half a century ago. Just 18 percent of Moroccan
households own a car today as opposed to 30 percent of French households in
1960. This low rate of car ownership has a huge impact on the Moroccan popu-
lation’s well-being as it combines with growing urban spread and a poor public
transport system. Microeconomic consumer surveys can be used to measure the
Moroccan standard of living. They find that the current structure of consumer
spending by Moroccan households is similar to Europe in the 1950s and 1960s.
In particular, the share of food expenditure in the budget remains very high,
demonstrating families’ low purchasing power and the predominance of essen-
tial expenditure. Moroccans spend 40 percent of their budget on food products,
compared with 35 percent for French households in 1960 and just 20 percent
today (see figure 1.13).

International comparisons aside, Morocco’s slow economic convergence is
also evident in the considerable differences in well-being within the Moroccan
population itself. Economic poverty and vulnerability remain extremely wide-
spread as one-quarter of the rural population—approximately 3.5 million
people—lives in poverty or under constant threat of falling back into poverty.
Poverty is associated with harsh geographical conditions, particularly in moun-
tainous areas, and the poor state of infrastructures, low level of access to basic
services, and scant employment possibilities in the formal sector. Participants in
the 2013 consultations held in Taounate province in the context of the strategic
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Figure 1.13 Share of Food in the Household Budget, 2010
(percent)
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partnership between Morocco and the World Bank confirmed the veracity of
these problems with, for example, long distances to be covered, a lack of ade-
quate means of transport, and large outlays by households on access to schools
and health infrastructures. It was noted that children in this region set out for
school before daybreak and return home after nightfall, often on foot (World
Bank 2013). It was also revealed that learning inequalities were manifestly
greater among Moroccan students than in other countries with, for example, a
2.5 difference in the reading scores of the top- and low-performing students,
compared with under 1.5 in Southern European countries (see figure 1.14).
Despite significant economic performances and a narrowing of income
inequalities in recent years, Morocco’s inclusive social and human development
outcomes still fail to meet the expectations of the population, well aware of
multispeed development in Morocco. The implementation of the National
Human Development Initiative (INDH), launched in 2005 to improve rural
quality of life and tackle social exclusion in urban areas and insecurity, has
resulted in significant progress for the target rural populations.Z The Gini coef-
ficient for Morocco reflects high levels of income inequality, although these
appear to have fallen since 2007 (see figure 1.15). Following an upturn in the
2000s, inequalities reportedly returned to their late 1990s’ level in 2014, accord-
ing to the High Commission for Planning (HCP). Disparities in poverty rates
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Figure 1.14 Reading Literacy Inequalities
(comparison between the score for the 9th decile and the 1st decile)
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Figure 1.15 Morocco: Gini Coefficient, 1985-2014
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Source: World Development Indicators and High-Commission for Planning 2001, 2007, and 2014
household surveys.
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across regions continue, however, to provide one measure of spatial inequalities.
These regional inequalities are also striking with respect to access to human
rights (Ministry of Economy and Finance 2015c¢). The partial narrowing of the
rural-urban income gap (following regional development efforts, particularly in
northern Morocco) has not eradicated the disparities: 80 percent of poverty in
Morocco continues to be in rural areas, and in 2014, the urban poverty rate was
1.6 percent as opposed to 9.5 percent in rural areas. Over 19 percent of
Moroccans living in rural areas are vulnerable and at risk of falling back into
poverty (as opposed to less than 8 percent of persons living in urban areas).
Although Morocco’s cities generate nearly 75 percent of GDP, they also contain
stubborn pockets of poverty and high unemployment rates. In fact, although liv-
ing standards improved and poverty and vulnerability levels both declined
between 2007 and 2014 in Morocco, subjective poverty, that is, one’s own per-
ception of poverty, increased from 42 percent to 45 percent across the country
during this period, affecting more than 54 percent of the rural population (see
table 1.1). The largest increases in subjective poverty were noted among under-
25 urban youths and over-60 rural residents.

Despite major advances with access to basic infrastructure, progress overall
has been uneven and certain rural and periurban regions, along with some
medium-sized and small cities, still do not have access to certain infrastructure.
Close to a quarter of rural households have no direct access to a road and live at
least 10 kilometers away from basic health services. The share of births attended
by skilled health personnel averages 63 percent in rural areas, compared with
92 percent in urban areas (World Bank, WDI). While 90 percent of urban house-
holds are connected to the drinking water network (faucet in the dwelling) and
the public drainage system, rural connection rates did not even reach 40 percent
in the case of drinking water and 3 percent for sanitation, with even lower rates
in certain remote regions such as the Mediterranean mountainous region (HCP
2015b). Telecommunications coverage is also problematic in rural areas and the
reliability, maintenance, and financial sustainability of these services remain a
persistent challenge, especially at the local level. These factors combine to reduce
the quality of life, productivity, and prospects of rural households.

As will be subsequently explained in more detail (see chapter 5), Morocco’s
human capital is struggling to develop. Illiteracy rates and disparities in access
to secondary education remain high. Both education quality and learning out-
comes lag far behind other countries with similar or lower income levels (see
figure 1.16). Child and maternal mortality levels remain high, especially relative
to the improvements in many other countries, and are falling short of MDG
targets. Morocco is ranked 126th worldwide (out of 188 countries) on the
Human Development Index—a composite measure of the average level of key
human development components as calculated by the United Nations—behind
several Middle East and North Africa countries, including Turkey (72nd), Jordan
(80th), Algeria (83rd), Tunisia (96th), and Egypt (108th) (UNDP 2015).

In addition to these indicators of material and human well-being, economic
gaps also give rise to “happiness gaps.” “Happiness” is a subjective notion used
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Figure 1.16 Ten-Year-Old Students (Grade 4) with Basic Literacy Skills
(percent)
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by economists and measured by the degree of satisfaction with life as expressed
by the people interviewed. A population’s well-being is obviously a complex,
multidimensional notion that cannot be reduced to a mere macroeconomic
indicator. The World Happiness Report published annually by the United Nations
has identified complementary determinants such as interpersonal trust, social
support, perceived freedom, and health. Nevertheless, the analyses conducted
for this book find a close correlation between a country’s material wealth and
its inhabitants’ fulfillment: the higher a country’s per capita GDP, the more
people interviewed say they are satisfied with their life. So what about Morocco?
Income deviations between Morocco and wealthier countries are fully reflected
in the inhabitants’ happiness. When the population’s perceived well-being is
taken into account, Morocco ranks 84th, between Montenegro and Azerbaijan,
out of the 155 countries covered by the World Happiness Report 2017 (see
figure 1.17) (United Nations 2017). This ranking is consistent with Morocco’s
place in the per capita GDP ranking. International data are borne out by a
national well-being survey conducted by the High Commission for Planning in
2012, which confirmed that a high proportion of Moroccans are dissatisfied
with their living conditions: 45 percent are not very or not at all satisfied with
their life, 24 percent are fairly satisfied, and barely 30 percent are satisfied.
Disposable income is a major determinant of the degree of satisfaction in the
sample: the most well-off Moroccans are those who say they are the happiest
and the poorest tend to consider themselves unhappy.

The lack of economic opportunities in Morocco hinders the possibility of
further reducing the poverty rates and is holding back the emergence of a larger

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4

39


http://dx.doi.org/10.1596/978-1-4648-1066-4

40

Morocco in 2016

Figure 1.17 World Happiness Index Country Rankings, 2017
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middle class. There is disagreement in the economic literature over the method-
ology to be used to measure the middle class. However, a household is considered
middle class if it has a per capita income of US$10 per day in 2011 PPP, which
is US$1,200 per month for a family of four (Pew Research Center 2015). Taking
the PPP conversion factor of 0.45 for Morocco, the middle class threshold would
be approximately DH 5,500 per month for a Moroccan household (see box 1.5).
This means that the middle class could currently account for around 25 percent
of the Moroccan population, and appears to be growing.® In 2001, this figure
stood at just 16 percent. This progress notwithstanding, Morocco’s middle class
is still small relative to that of other emerging countries, where the middle and
upper classes account for 44 percent of the population on average: 40 percent in
Mexico and Thailand, 50 percent in Brazil and Turkey, and 70 percent in Malaysia
and Poland (see figure 1.18).

Nevertheless, the hypothesis of the emergence of a middle class representing
25 percent of the Moroccan population is to be treated with caution, mainly owing
to the high cost of living and the quality of public services. An alternative measure-
ment of the middle class, taking into account the public services being provided to
the population, would significantly raise the middle-class threshold. It seems
reasonable to consider that a household is middle class when it satisfies three social
markers: (i) the capacity to purchase housing that is not public housing;
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Box 1.5 What Is the Middle-Class Income Threshold?

Although all economists agree that it is important for the middle class to grow in the devel-
opment process, there is no real agreement over the method to be used to measure the
middle class.

One of the approaches available is to measure the middle class in relative terms on the
basis of the observed income distribution. This was the approach adopted by the High
Commission for Planning (HCP 2009) in a study on the middle class on the basis of data
collected by the latest available standard of living survey. Middle-class households are those
with a monthly income of between 0.75 times the median income (DH 2,800) and 2.5 times
the median income (DH 6,736). Households that are below the lower bound are considered to
be “lower class” and those above the upper bound are defined as “upper-class” households.
The study’s main finding is that the middle class is believed to make up 53 percent of the
population, the lower class is believed to make up 34 percent of the population, and the upper
class is believed to make up 13 percent of the population. This statistical method has certain
advantages, especially in terms of neutrality, but it cannot evaluate social progress made dur-
ing the development process. All countries, irrespective of their level of development, can say
they have a large middle class on the basis of this method. In the specific case of Morocco, the
bounds chosen are particularly low and include in the “middle class” socioprofessional cate-
gories considered lower-class groups by global standards. For example, a couple of unskilled
employees earning the legal minimum wage (approximately DH 2,000 net wage per month)
are statistically defined as middle class and could even, with a little seniority, become “upper
middle class”

An alternative approach can be taken to solve this problem, whereby an absolute middle-
class threshold is defined in monetary units. A study published by the Pew Research Center in
2015 considers that a household attains middle-class status with an income of US$10 per per-
son per day (2011 PPP), or US$1,200 per month for a family of four (Pew Research Center
2015). This threshold is borne out by many other studies of developing countries (Kharas
2010). In the case of Morocco, this would correspond to a monthly income per household of
5,500 current 2014 dirhams (the 2014 census finds that the average Moroccan household has
4.2 people). On the basis of this criterion, the study estimates that 25 percent of the Moroccan
population had an income higher than the middle-class threshold in 2011. In other words,
75 percent of the Moroccan population was poor or low income. This proportion rose sharply
with the economic growth of the 2000s. In 2001, only 16 percent of Moroccans could claim to
be middle or upper class.

Source: High Commission for Planning 2009.

(i) the capacity to buy a low-end car; and (iii) the capacity to send children to a
private school, in view of the negative view of the public school system. The simu-
lations that are based on these three items of expenditure calculate a minimum
budget of DH 10,000 per month for a family of four to be middle class.2 The fact
that the middle-class threshold is higher in Morocco than in the other emerging
countries is due to public service shortcomings resulting in additional costs being
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Figure 1.18 Share of the Middle and Upper Class in the Population
(household income >USS1,200 PPP, 2011)
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Source: Pew Research Center 2015.
Note: PPP = purchasing power parity.

borne by households: urban planning (high cost of land), education policy (high
cost of private schooling for children), transport policy (poor quality public trans-
port), and health policy (poor quality of the public health system). Studies by
Moroccan analysts using a similar method produced similar findings to this thresh-
old (Revue Economia 2009).

All of these elements point to the idea that the level set to attain middle-class
status in Morocco is relatively high compared with international standards. The
threshold of DH 10,000 per month for a family of four would place just
15 percent of Moroccan households in the middle and upper classes, that is,
5 million inhabitants for a total population of some 34 million (2014 census).
It is interesting to note in this respect that approximately 25 percent of public
administration employees earn a net monthly wage of DH 10,000 or more
(Ministry of Economy and Finance 2015d). This would make the proportion of
government employees in the middle class much higher than that of the other
population categories (even without taking into account situations where two
household members work).

This analysis of social convergence yields three lessons for Morocco: (i) the
economic gap between Morocco and emerging and developed countries has
concrete impacts on Moroccan well-being; (ii) despite the progress made in
recent years, Moroccans’ living conditions still generate a great deal of inequali-
ties and dissatisfaction within the population; and (iii) the growth upturn
observed in the 2000s expanded the middle class, which nevertheless remains
small mainly owing to public service shortcomings.
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The Flagging Development Model

Morocco successfully initiated a convergence process in the early 2000s, but is
this convergence process sustainable? The following sections attempt to answer
this question by analyzing the imbalances and vulnerabilities of the Moroccan
growth model, looking at both supply and demand.

From the Unsustainable Supply...

Morocco risks quickly finding itself having to contend with the limitations of
growth based on fixed capital accumulation. Morocco’s growth has been ana-
lyzed on many occasions, including in previous World Bank Country Economic
Memoranda and in a recent African Development Bank report, and this work
has produced a clear diagnosis: Morocco’s growth is primarily driven by physi-
cal capital accumulation. Morocco’s economy posted an average growth rate
of 4.3 percent between 2000 and 2014. According to simple growth account-
ing methods (see box 1.6), physical capital accumulation contributed
60 percent of this growth, labor contributed 15 percent, and total factor pro-
ductivity (TFP) contributed 25 percent. If the agricultural sector is taken out
of the equation, the breakdown of contributions to nonfarm GDP growth is
even more enlightening: the contribution of capital is estimated at 68 percent,
that of labor at 25 percent, and that of TFP at only 7 percent. Compared to
the 1990s, the role of TFP has increased substantially (TFP made a negative
contribution to growth in the 1990s), while the contribution of labor has
decreased sharply. However, the dominance of capital in the growth dynamic
has been fairly steady since the early 1970s. Productivity gains in agriculture
have been higher than in industry as investment in irrigated agriculture has
paid off. However, this has occurred at the cost of increasing overexploitation
of groundwater in a country that suffers from a high level of water stress,
despite steps taken to strengthen the water conservation policy implemented
in 2008 under the Green Morocco Plan and the National Irrigation
Water Conservation Program, particularly with respect to microirrigation.
The following sections discuss each of the various factors of production—
labor, physical capital, productivity, and degradation of the environment, in
particular of “water” capital—in turn.

Small Contribution of the Labor Factor

Despite favorable demographic trends, the labor factor has contributed little to
Morocco’s recent growth. Morocco is enjoying a demographic dividend, with
strong growth of the working age population, which increased at an average rate
of some 2 percent from 2000 to 2015. However, this growth rate shows a dimin-
ishing trend: it fell from 2.5 percent in 2000 to 1.5 percent in 2015. Despite this
demographic dividend, job creation has been relatively limited, which means
that labor makes a small contribution to growth. The average growth of employ-
ment stood at 1 percent between 2000 and 2015, which is slower than the
growth rate of the population over the age of 15. Under the circumstances,
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Box 1.6 Growth Accounting

Economists usually distinguish three sources of economic growth: labor, capital, and techno-
logical progress. The third factor, which may also be called total factor productivity (TFP), mea-
sures productivity gains stemming from improvements in institutional capital, human capital,
and social capital. Technological progress is calculated as growth that cannot be attributed to
labor or capital. It is a statistical residual. It is similar to intangible capital in the literature on the
wealth of nations, which is also calculated as a statistical residual.

Growth accounting basics were laid out in the work of Solow (Solow 1957), Kendrick
(Kendrick 1961), and Denison (Denison 1962). The basic Solow growth model is a production
function with the two main factors of production, capital and labor, along with a parameter
that measures technological progress. It is a production function of the Cobb-Douglas type
with constant returns to scale:

Y=A.K% |1 M

where Y is real GDP, K is real capital stock, L is the number of workers employed, and A is
technological progress or TFP. The parameter a denotes the share of capital in national income
and (1—a) represents the share attributable to the labor factor.

The total solution of the differential equation (1) can be used to analyze the TFP growth rate
as a function of the growth rates of GDP, capital, and labor:

A=Y-aK-(1-a)L (2)

where the caret symbol (7) represents the growth rate of the variables concerned and a the
share of capital in national income.

As is the case in many developing countries, Morocco’s statistics system (HCP) does not
measure capital stock. For the purposes of this exercise, the perpetual inventory method is
used to estimate the capital stock over the period from 1980 to 2014. Capital stock at time t is
written as follows:

K=K_(1-8)+], 3)

where [ is annual real gross investment and § is the capital depreciation rate, which is assumed
to be constant at 5 percent over time. The capital measurement requires an investment flows
series for the whole period covered by the exercise. The 1998 base investment series is avail-
able only for the period from 1980 to 2014. Chain-linking was used to combine the data with
the former 1980 base series for the period from 1960 to 1980 in order to complete the series.

the employment rate, which is the ratio of the active workforce and the working
age population (15-65 years), has shown a declining trend, falling from more
than 48 percent in 2000 to under 43 percent in 2015 (see figure 1.19). In other
words, less than half of Morocco’s working age population is contributing to
wealth creation.
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Figure 1.19 Morocco: Employment Rate, 2000-15
(percent)
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Morocco’s employment rate of 42.8 percent is fairly low compared with
other emerging or developed countries, where the average is 60 percent. More
specifically, Morocco’s economy shows a weak capacity to employ its young
people between the ages of 25 and 35. The employment rate for this group
stands at only 48 percent, compared with an average of 65 percent for emerging
countries (60 percent in Turkey, 70 percent in Mexico and the Republic of
Korea, and 73 percent in Chile). Morocco’s labor market also stands out for its
very low female participation rate—a mere 23 percent for the country as a
whole and 13 percent in urban areas (see figure 1.20). In other emerging coun-
tries, 45 percent of working-age women have jobs. Even in countries with a
tradition of low female employment, economic growth has been accompanied
by an increase in the female employment rate. In Turkey, for example, the female
employment rate rose from 20 percent in 2000 to 30 percent in 2014. However,
Morocco has shown no real signs of women making a greater contribution to
economic growth.

In aggregate, Morocco’s growth has been hampered by the difficulty the
economy faces in mobilizing the available human resources, particularly young
people and women, and in reallocating labor across sectors rapidly to improve
efficiency. Employment in rural areas has contracted with the attrition of agricul-
tural workers and rural depopulation, but at a fairly slower pace compared with
advanced or emerging countries when they were at Morocco’s current stage of
development. In France, for example, the farming population shrank from more
than 30 percent of the workforce in the 1950s to some 10 percent in the early
1970s and 2.5 percent in 2013. In Southeast Asia and Southern Europe, the
farming workforce has declined at an average annual rate of 2 percent since 1960.
In Morocco, the annual decline in farming employment has been much slower,
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Figure 1.20 Employment Rate for Persons Ages 15-65 Years, 2015
(percent)
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at around 0.5 percent. In the future, job shedding in rural areas is expected to
continue, and even pick up speed, as has been the case in every country that has
undergone development. This means that job growth needs to increase in urban
areas to offer opportunities for young people, women, and rural populations, and
to enhance Morocco’s long-term growth potential.

Large Contribution of the Capital Factor

Unlike labor, capital accumulation has made a large contribution to growth, as a
result in particular of one of the highest investment rates in the world over the
past decade. Over the period from 2000 to 2014, investment stood at 31 percent
of GDP, as opposed to 25 percent in the 1990s. In international comparisons,
Morocco stands out for its particularly high investment rate. In a selection of 30
emerging countries, Morocco ranks third behind China (43 percent) and the
Republic of Korea (31 percent), and ahead of Indonesia (26 percent), Romania
(28 percent), Malaysia (23 percent), and Turkey (20 percent) (see figure 1.21). In
historical terms, Morocco’s current level of investment is equivalent to that seen
in countries that achieved “economic miracles.” Investment rates in the countries
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Figure 1.21 Investment (Gross Fixed Capital Formation), 2000-14
(percentage of GDP)
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Figure 1.22 Investment Rates in Countries That Achieved Economic “Miracles”
(percentage of GDP)
China (1980-2010)
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Sources: WDI, World Bank.
Note: GDP = gross domestic product.

referred to as the “Asian dragons” averaged 30 percent between 1960 and 1980.
In Southern European countries, investment rates stood at 25 percent during the
economic catch-up period (see figure 1.22). The main lesson to be learned from
this analysis is that Morocco’s investment from a quantitative standpoint has
been sufficient to achieve rapid convergence.

Weak Productivity Gains

Morocco’s investment effort nevertheless failed to generate productivity gains
and faster growth. The growth achieved in the 2000s seems relatively modest
compared with the faster pace of capital accumulation. Several emerging coun-
tries, such as Turkey and Colombia, achieved growth that is very similar to
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Morocco’s growth rate of 4.3 percent, but with much lower investment rates
(20 percent). Other countries, such as Malaysia and the Philippines, posted
growth of more than 5 percent, with maximum investment rates of 25 percent
of GDP. Morocco’s growth model consumes a great deal of capital to generate
small productivity gains. This means that Morocco has been unable to make any
significant efficiency gains, despite its structural reforms, economic openness,
improved business environment, imported technologies, and increase in school
enrolment rates.

International experience has clearly shown that the decisive factor for sustain-
ing successful economic convergence is the ability to achieve productivity gains
(Easterly and Levine 2001). Emerging countries cannot rely solely on capital
accumulation to catch up with more advanced countries. This would require
ever-increasing investment and savings rates that would ultimately be
unsustainable. History has shown that the countries that manage to maintain
strong and sustainable growth, without falling into the middle-income trap, are
those that achieved the greatest productivity gains (figure 1.23). For example, in
the countries of Southern Europe, TFP averaged 2.2 percent from 1960 to 1980
(2.1 percent in Portugal, 2.2 percent in Italy, and 2.4 percent in Spain). In the
case of the Republic of Korea and Taiwan, China, growth accounting shows that
productivity gains stood at some 1.7 percent per year,1? despite very high invest-
ment rates. More recently during the 2000s, it is interesting to note that the high-
est productivity gains (other than China’s gain of 3 percent) were achieved by
the Eastern European countries that undertook major economic restructuring as
part of the process of convergence with the advanced European countries (Czech
Republic, 1.5 percent; Poland, 2 percent; and Romania, 2.5 percent). In contrast,
all of the middle-income countries that posted weak growth showed no

Figure 1.23 Total Factor Productivity
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Figure 1.23 Total Factor Productivity (continued)
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productivity gains or negative productivity growth in the long term. This was the
case for Turkey (0.1 percent) and Mexico (0.2 percent) between 1960 and
2011. In economies where growth was primarily driven by commodities or bur-
geoning credit, productivity gains were weak as well (0.3 percent in Brazil and
-0.9 percent in Chile).

Insufficiently high productivity gains in the Moroccan economy raise ques-
tions about the ability to sustain the growth levels achieved in recent years and
thus the country’s development model. It appears that in the long term, during
the 1970-2011 period, the Moroccan economy did not post any TFP gains (see
figure 1.23b). The efficiency level measured in 2011 was apparently the same as
the level observed in 1965. In other words, even though the quantity of labor and
capital in the Moroccan economy had certainly increased greatly since 1965,
there was no concomitant change in efficiency in labor and capital allocation.
The market institutions that are supposed to ensure efficient allocation of factors
of production do not seem to have fulfilled their role in the long run. An analysis
of Morocco’s output performance by decade gives a glimpse of an improvement
in the 2000s, with a return to positive productivity gains of about 1.2 percent
(see figure 1.24). However, these gains have not been enough to sustain current
growth (see box 1.7).

The low returns to capital accumulation in Morocco could be explained by
the fact that the main investment effort comes from the public sector. Between
1998 and 2013, the share of investment made through the central government
budget and public enterprises (the highway, train, water and sewage, and phos-
phates companies) is estimated to have increased from 8 percent to 14 percent
of GDP, whereas private sector investment is believed to have remained stable at
around 17 percent of GDP, with the exception of some upswings stemming from
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Figure 1.24 Morocco: Contribution of Capital, Labor, and Total Factor Productivity to Growth
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Box 1.7 A Brief History of Productivity in the Moroccan Economy, 1960-2015

An analysis of the contribution of total factor productivity (TFP) to growth by decade high-
lights the importance of government policies and structural reforms carried out over time.

In the 1960s, the large contribution of TFP to growth stems primarily from a relatively
efficient allocation of resources under the first development plans that Morocco drafted
after gaining independence. Allocation of limited financial resources to clearly defined pri-
orities to meet the country’s most urgent development needs meant that the economy
derived maximum benefit from these resources. The result was a significant improvement in
overall productivity. The completion of these plans set in place the infrastructure needed to
overcome bottlenecks that hampered the modernization of the economy and promoted
the mechanization process involving all business sectors, particularly the light processing
industry and the agricultural sector. The development plans also made it possible to main-
tain a stable and sustainable macroeconomic framework over the period and limit internal
and external imbalances.

The highly expansionary economic policies in the 1970s were exacerbated by two oil
shocks in 1974 and 1979, which explain much of the negative contribution that TFP made
during this period. More specifically, the Economic and Social Development Plan (1973-77)
featured large volumes of public investment expenditure (growing by an average of 18 per-
cent) that was completely disconnected from the country’s financial and structural absorp-
tion capabilities. This plan was based on the assumption that the financial windfall from
rising commodity prices, stemming from the country’s main mineral export, phosphate, was
likely to last. The subsequent plan (1978-1980) was based on the same assumption, despite

box continues next page
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Box 1.7 A Brief History of Productivity in the Moroccan Economy (1960-2015) (continued)

the downward trend of phosphate prices to their pre-1974 levels. Greater use of external
financing was required to pay for the completion of the government investment program
included in the plans. The import substitution policy only exacerbated the economic
situation further over the period, by reducing the availability of the inputs needed by the
productive sector and by pushing up production costs, which, as a consequence, increased
inflation. Furthermore, this period coincided with the “Moroccanization” policy affecting
foreign-owned enterprises, which constituted the core of Morocco’s production system. The
unfortunate result of this policy was a significant reduction in the productivity of these
enterprises over several years because of the lack of managerial and technical skills available
to run them with the same efficiency as before. These policies deepened internal and exter-
nal imbalances and exhausted the fiscal and external space, making the macroeconomic
situation unsustainable and resulting in the financial crisis of the early 1980s.

Macroeconomic and sectoral reforms undertaken as part of the Structural Adjustment
Program signed with the International Monetary Fund and the World Bank (1983) helped sta-
bilize and strengthen the macroeconomic situation in the 1980s. The main objective of the
reforms was to help improve macroeconomic and fiscal management. The program strength-
ened the resource allocation framework and rationalized government expenditure in general,
and investment expenditure in particular. The program also modernized and enhanced the
efficiency of the budgetary system. As a consequence, the productivity of government capital
increased greatly, generating a larger contribution from TFP to GDP growth in the 1980s. It
should be noted that the Structural Adjustment Program ended the way development plans
used to be drawn up in rigid terms, marked by exaggerated voluntarism that was discon-
nected from the country’s actual capacities.

The “lost” decade of the 1990s saw reforms slow down, following the positive results
achieved under the Structural Adjustment Program in the previous decade. The policies car-
ried out fell short of deepening and expanding the scope of structural adjustment reforms and
building on the economic dynamic that started in the second half of the 1980s. With no formal
framework for ensuring the consistency and relevance of government policies, sectoral pro-
grams turned out to be off the mark because they failed to make a clear contribution to the
main development goals at that time: catching up economically, opening the economy up
more to international trade, and increasing the role of the private sector in economic activity.
Furthermore, such programs were often ineffective because the tools for assessing infrastruc-
ture projects were inadequate or even nonexistent. The project selection process was not
based on rigorous analysis of the economic, social, and financial relevance of the programs.
The objectives of the programs were often overly ambitious given the context and the coun-
try’s capacities and they sometimes contradicted each other. Productivity remained weak or
even negative during this period because the project selection process resulted in inefficient
allocation of resources.

Over the past 15 years, Morocco has undertaken an extensive economic and politi-
cal modernization process. Morocco has managed to improve management of macro-
economic and sectoral policies by introducing more competition to the political
sphere. This means both that the main political parties’ programs for economic and

box continues next page
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Box 1.7 A Brief History of Productivity in the Moroccan Economy (1960-2015) (continued)

social development are more pragmatic, focusing on reform proposals, and that strate-
gies are more relevant and more feasible to overcome the main challenges facing the
country. This management, which is more likely to conceive and implement more
appropriate reforms and policies, has led to a rapid increase in productive investment,
particularly from foreign investment, and, more important, to a vast improvement in
resource allocation. This has brought about gradual improvements in the economy’s
efficiency and in TFP. However, major rigidities have persisted, with incentives that still
distort the economy and channel investment to inefficient sectors and with labor laws
that impede optimum allocation and use of human resources. This explains why the
contribution of TFP to growth, while positive, is still relatively weak.

Figure 1.25 Morocco: Composition of Investment, 1998-2014
(percentage of GDP)
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the property boom between 2005 and 2008 (see figure 1.25).11 In 2000, private
sector investment accounted for approximately two thirds of gross fixed capital
formation in Morocco and public sector investment accounted for the remaining
third. Since 2005, the Government has undertaken many infrastructure and
facilities projects that have increased the share of public sector investment to
approximately 50 percent of total investment in Morocco. This means that the
faster capital accumulation seen in Morocco in the 2000s stems almost entirely
from a public sector investment effort.

The incentives and decision-making process for public sector investment
choices are not the same as for the allocation of private sector capital. Although
all private sector investment choices are supposed to consider return and profit-
ability, social and land-use considerations, as well as noneconomic considerations,
often motivate public sector investment choices. State-owned enterprises are
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subject to soft budgetary constraints (Kornai 1986). This is hardly surprising,
given that the public and private sectors implement different decision-making
processes that produce equally different outcomes. On the one hand, profit seek-
ing tends to generate innovation and a quest for efficiency, in terms of both
output and resource management. On the other hand, public choice theorists
(Buchanan and Tullock 1962) have shown that public policy makers may
actually be motivated by public interest (or at least their perception of the public
interest), as well as by self-interest or by bureaucratic interests that are some-
times at odds with proper management and good governance of public funds.
Furthermore, as will be discussed in greater detail in chapter 3, government
policies may distort the economics of private sector investment choices (for
example, through sectoral incentives, subsidies, and other types of government
intervention). These distortions may impede optimum allocation of factors of
production and, ultimately, slow productivity gains.

Distortions in the allocation of capital across sectors could also help explain
Morocco’s weak aggregate productivity growth. Not all economic sectors are
equal in terms of innovation and productivity gains. The tradables sector, which
faces international competition, often has to innovate to win markets or even just
to ensure its own survival. In contrast, the nontradables sector (for example,
administration, construction, and domestic services) is protected from interna-
tional competition and generally produces little in the way of productivity gains.
The differences in the economic efficiency of these sectors can be seen in the
measurements of apparent labor productivity in the sectors, defined as the ratio
between the value added of a sector and the number of persons employed in that
sector. For the Moroccan economy as a whole, apparent labor productivity
improved by 3.7 percent per year between 2000 and 2012. In keeping with
economic theory, the biggest gains were in the agricultural sector (7.5 percent),
transport and communications sectors (4.5 percent), and in the other tradable
goods sectors. The weakest performances were seen in the construction sector
(1 percent), the hotel and catering sector (0.5 percent), and other nontradables
sectors. The industrial and trade sectors occupied the middle ground, with gains
of 2.5 percent and 2 percent, respectively, depending on their openness to trade
(see figure 1.26).

These sector trends elucidate the aggregate productivity trend. It seems that
job creation in the 2000s was concentrated in sectors with low productivity gains.
Between 2000 and 2014, Morocco’s economy generated some 1.1 million non-
farm jobs. Only two sectors account for more than half of these new jobs
(570,000): construction and catering and hotels (see figure 1.27). Not only do
these two sectors show a low level of value added per capita, with value added
per worker in the construction sector standing at only 80 percent of the figure
for the economy as a whole, and just 60 percent of the figure for the nonfarm
economy, but they also show much lower productivity gains than other sectors.
The allocation of labor by sector, which partially reflects government policy
objectives, tended therefore to hamper productivity gains for Morocco’s econ-
omy as a whole.
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Figure 1.26 Morocco: Apparent Labor Productivity Growth Rate, by Sector, 2000-12
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Figure 1.27 Morocco: Net Job Creation, by Sector, 2000-12

Construction
Wholesale and retail

Transport, warehouses, and communications

Banking, insurance, real-estate, and
corporate services

Social services for the community
Catering and hotel services
Personal and household services
Manufacturing industry

Repairs

Electricity, gas, water

General administration

Activities not adequately defined
Extractive industry

Agriculture, forestry, and fishery

Source: High Commission for Planning.

=25

-15 -5 5 15 25
Percentage of total job creation

o

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

Morocco in 2016

Depletion of “Environmental” Capital

Morocco’s growth has been accompanied by environmental degradation, result-
ing in a wide range of costs to society (World Bank 2016). Owing to its arid and
semiarid climate with limited water resources and extremely high spatiotemporal
rainfall variability, Morocco is a high water stress country. Air pollution causes the
accumulation of fine particles suspended in the air indoors and outdoors. Soil
degradation is affecting farmland (erosion of dry cropland and the salinization of
irrigated cropland) and rangeland (clearings, desertification, and degradation).
Forest areas are also under strong anthropogenic pressure (clearings, fires, and
other forms of overexploitation), as the current rate of reforestation is not high
enough to reverse the observed degradation trend. The concentration of tourist,
port, and fishing activities in certain coastal areas is exerting pressure on the living
ecosystems and landscapes. The estimated cost of the various forms of environ-
mental degradation to Moroccan society was approximately 3.3 percent of GDP
in 2014 (see figure 1.28). This cost represents the net present value of the conse-
quences of environmental degradation in 2014 over the next 25 years. This cost
was assessed at three levels: social, through morbidity and mortality caused by air
and water pollution; economic, through forest and rangeland production losses
owing to land clearings; and environmental, through groundwater depletion and
the reduced recreational value of beaches as a result of coastal degradation. The
cost of environmental degradation to the Moroccan society would, however, be
lower relative to the estimated 3.7 percent of GDP provided in 2000.

More specifically, the alarming depletion of water resources shows that,
despite significant strides in the area of groundwater governance since the enact-
ment of water law and the establishment of water basin agencies, weaknesses and
deficiencies persist. Potential mobilizable water resources are estimated at
22 billion m? on average, of which 18 billion m? are surface water resources

Figure 1.28 Morocco: Cost of Environmental Degradation
(percentage of GDP)
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Figure 1.29 Morocco: Annual Water Supply, 1946-2010
(billions of cubic meters)
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(stored in 140 dams) and four billion m? are groundwater resources that are
renewable and exploitable under acceptable technical and economic conditions
(see figure 1.29).12 Given the need to supply a population of close to 34 million
inhabitants, Morocco’s water potential is roughly 650 m?3 per capita, placing
Morocco among high water stress countries. It has been officially recognized that
Morocco could experience water shortages by 2020 or 2030, regardless of the
scenario selected 13

Despite high water stress, Morocco has made intensive agriculture a key sector
for its economic and social development. Irrigation and, more specifically, surface
water irrigation relying on large-scale water works has historically been the keystone
of this policy. In the years following Morocco’s independence, the government
concentrated its action (for example, investment, exemptions, subsidies, and tariff
barriers) on developing irrigated agriculture to cope with a large rural population
whose main source of employment and income is agriculture and to ensure mini-
mum food security for the country. Starting in the 1990s, agricultural policy focused
more on intensive farming, which could only increase the demand for water.
Paradoxically, this was the time when the first Water Law was passed to rationalize
use of Morocco’s limited water resources. In addition, this policy provided incen-
tives for more fruit farms, more intensive dairy farming, and expansion of vegetable
growing under glass. This led to heavy use of groundwater, which had been largely
conserved up until then (Kuper, Hammani, Chohin, Garin, and Saaf 2012).

In addition to the development of modern boring techniques and lower costs,
the central government played a major direct and indirect role in the use of
groundwater. With a view to conserving this resource, the National Irrigation
Water Conservation Program helped increase the total area equipped for local-
ized irrigation (microirrigation) to 450,000 hectares by the end of 201514
However, after several years of drought in a row, the government suspended
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restrictions on boring wells and even subsidized new wells and their equipment,
including electric pumps. With the advent of the Green Morocco Plan, addi-
tional large subsidies were granted to localized irrigation projects.t> In addition
to direct aid and subsidies, the central government contributed indirectly to
groundwater irrigation development by subsidizing the consumption of butane,
thereby reducing pumping costs, at the risk of seeing an expansion of the
“tomato model,” an intensive, export-oriented model heavily reliant on polluting
inputs and wasteful of scarce resources such as water (Akesbi 2014).

The extraordinary expansion of agriculture under this sustained irrigation
policy inevitably had negative consequences for Morocco’s “water” capital.
As the National Water Strategy (SNE) shows, the deterioration of the water
supply and overexploitation of groundwater resources have become urgent con-
cernsforthe governmentauthoritiesin charge of the water sector. Overexploitation
has reached alarming levels and we are now seeing depletion of all water tables
by more than 860 million cubic meters per year (see figure 1.30). This obviously
raises questions about the efficiency and viability of some agricultural produc-
tion (Wijnen, Augeard, Hiller, Ward, and Huntjens 2012). Several measures were
adopted under the SNE to improve water resource management, the outcomes
of which will be evident only in the medium and long term. In 2016, for exam-
ple, a new law aimed at strengthening governance in the water sector and devel-
oping nontraditional sources of water was adopted. This law seeks, inter alia,

Figure 1.30 Morocco: Overexploitation of Groundwater Resources, 2011
(renewable volumes minus volumes pumped, by basin, in millions of cubic meters)
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to streamline procedures and strengthen the legal framework for the exploita-
tion of stormwater and wastewater, the implementation of a legal framework to
desalinate seawater, and mechanisms to protect water resources against extreme
climate change phenomena.

An assessment of the economic contribution that water makes to Moroccan
agriculture shows that overexploitation of groundwater provides only a mod-
est contribution to increasing agricultural value added (Doukkali and Grijsen
2015). In other words, the opportunity cost of marginal agricultural produc-
tion is very high. At the very most, overexploitation of aquifers produces only
0.5 percent of additional GDP (see box 1.8). Groundwater resources in many
basins are being depleted without producing any significant increase in
wealth in exchange. In the case of Souss-Massa, which is most often cited as
a major hub for Morocco’s agriculture, substantial groundwater overexploita-
tion produces only 2.8 percent of the region’s agricultural value added. Better
water management would prevent overexploitation of aquifers and ensure
the sustainability of groundwater resources to meet the needs of the popula-
tion and ensure harmonious development of the different sectors of the
economy. Better water management would require, inter alia, alignment of

Box 1.8 Economic Contribution of Overexploitation of Groundwater in Morocco

The most striking aspect of a review of the economic literature on the deterioration of the
water supply and overexploitation of groundwater in Morocco is the paucity of published eco-
nomic papers and research that deal with these issues. Notable exceptions are Allali (2003),
Arrifi (2012), and the World Bank (2003, 2016). This is even more striking when we realize
that Morocco is undertaking costly programs and projects to remedy or reduce pressure on
water resources.

The idea of thinking of water as economic capital is now broadly accepted, and substantial
methodological work has been carried out at the international level to attribute a monetary
value to this capital (Dickson, Levy, and Head 2014). The System of Environmental-Economic
Accounting for Water (SEEA-Water) provides a fairly comprehensive description of these
methods (UNSTATS 2013). It must be stressed, however, as the SEEA-Water shows, that these
methods make sense and can be applied only for water used in production processes, beyond
the amounts needed for basic human needs and survival. These basic survival amounts have
infinite value and do not obey economic allocation rules.

A recent economic assessment of overexploitation of groundwater in Morocco suggests
that overexploitation contributes only 0.53 percent to the country’s aggregate GDP (Doukkali
and Grijsen 2015). In the Tensift region, the total contribution is estimated at 1.13 percent of
the aggregate regional value added. In the Souss-Massa region, the contribution of overex-
ploitation of groundwater is estimated to represent 2.8 percent of the regional value added
(see table B1.8.1). In every case, the contribution is relatively modest compared with the rapid
depletion of water resources.

box continues next page
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Box 1.8 Economic Contribution of Overexploitation of Groundwater in Morocco (continued)

Table B1.8.1 Morocco: Value-Added Generated by Overexploitation of Groundwater

Unit Morocco  Souss-Massa  Tensift

Use of groundwater in agriculture Millions of m3 3,766 606 708

Contribution of groundwater to irrigated crops
valued added Billions of Dh 14.2 29 17

Groundwater overexploitation

% 23% 46% 33%
Direct value added generated by groundwater
overexploitation
- Total Billions of Dh 3.25 1.32 0.58
-Bym? Dh/m3 3.8 4.8 24
Multiplier 13 1.3 13
Total value added generated by groundwater
overexploitation
- Total Billions of Dh 4.23 1.72 0.75
-Bym3 Dh/m3 49 6.2 3.1
Contribution to national GDP and to regional
total valued added
- Direct value added generated by
groundwater overexploitation % 0.40% 2.16% 0.87%
- Total value added generated by
groundwater overexploitation % 0.53% 2.80% 1.13%

In light of these developments, Morocco has undertaken a massive program to remedy
the situation (Ministry of Water and the Environment 2011). The main components of this pro-
gram are artificial refilling of aquifers; recycling wastewater; incentives to convert from gravity
irrigation systems to drip systems, which are supposed to use less water; transfers of water
from basins with surpluses to basins with deficits; and seawater desalination. In addition to
these investment programs, Morocco has undertaken a program to improve groundwater
governance that is primarily based on the determination to give the basin agencies a stronger
role and to involve groundwater users through aquifer contracts.

water prices with the average cost of supplying it, which ranges between
DH 2 and DH 6 per cubic meter (DH/m?) for dams, between DH 10 and
DH 20 per cubic meter for seawater desalination, and more than DH 3.5 per
cubic meter for water transferred between basins (Economic, Social, and
Environmental Council 2014).

Cognizant of the myriad sectoral challenges associated with water manage-
ment, the Government developed a series of strategies for climate change adap-
tation and water conservation. In the context of the National Environmental
and Sustainable Development Charter, the National Water Plan and the reform
of the water law aim to promote governance in the sector by streamlining pro-
cedures and strengthening the legal framework for the exploitation of stormwa-
ter and wastewater, the implementation of a legal framework to desalinate
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seawater, and strengthening of the legal framework and mechanisms to protect
water resources, including holding the relevant players accountable through
“aquifer contracts,” with a view to reducing overexploitation of groundwater
resources. As is the case in many other Middle East and North Africa countries,
management of the triad of water, energy, and food security will continue to
play a key role in the coming decades (Keulertz and Woertz 2016).

To the Unsustainable Demand

Morocco’s growth in the 2000s was mainly stimulated by rapidly expanding
domestic demand and debt (see figure 1.31). This model has now run up against
three constraints that jeopardize its long-term viability: (i) the need to stabilize
public debt; (ii) the need to control the development of private debt; and (iii) the
need to keep external accounts close to balance. Maintaining macroeconomic
stability is a prerequisite for achieving all of Morocco’s other medium-term eco-
nomic and social objectives. Without a stable macroeconomic environment,
economic agents face much greater uncertainty, which stymies risk taking on
their part and reduces their related investments and productivity gain
opportunities.

Central government expenditure has expanded rapidly over the past 15 years,
rising from 25 percent of GDP in 2000 to 34 percent of GDP in 2012. Most of
the expansion during 2008-12 stemmed from the policy of subsidizing staple
goods and petroleum prices to cope with soaring international prices. The cost
of the compensation fund to the central government budget peaked at 6 percent
of GDP in 2012. While this policy of protection of households’ purchasing

Figure 1.31 Morocco: Contribution of Demand Components to Growth, 2008-15
(contribution to annual growth, %)
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power helped underpin the growth of domestic demand, it contributed to a
substantial deepening of the fiscal deficit, which reached 6.8 percent of GDP in
2012.The reform of the compensation fund initiated in 2013 did help ease pres-
sure on government expenditure, which decreased to 28 percent of GDP in
2016, while at the same time improving the targeting and distribution of subsi-
dies to the benefits of the poor (Verme and El-Massnaoui 2015). The fiscal defi-
cit was further reduced to an estimated 3.9 percent of GDP in 2016, a level that
allows the stabilization of the central government debt-to-GDP ratio at the
current economic growth rate.

Morocco’s public debt has played an important countercyclical role over
time. Following a long period of fiscal consolidation that started in the 1990s, the
government debt ratio had fallen substantially, to a low of 47 percent of GDP in
2008. As the fiscal deficits accumulated following the 2008 global financial cri-
sis, the central government debt-to-GDP ratio rose by 19 percentage points of
GDP in the space of 8 years to reach 66 percent in 2016. Taking into account
the debt and public guarantees of all government entities and state-owned enter-
prises, the overall public debt amounted to 82 percent of GDP in 2016. Despite
this rapid deterioration, Morocco managed to maintain the confidence of its
investors and creditors. It obtained and maintained an investment grade rating
from the main rating agencies. This confidence stemmed mainly from the struc-
ture of Morocco’s debt, which is primarily financed on the domestic market,
despite the recent increase in external financing, and from the Moroccan
Government’s reputation for fiscal discipline, which was underpinned by the
successful reform of the compensation fund.

Although it is difficult to determine a critical threshold for government
debt, several indicators suggest that the current level of Morocco’s government
debt is hindering long-term growth driven by public demand. First, a compari-
son with other countries shows that Morocco’s debt ratio is much higher than
the average for emerging countries, which stood at approximately 40 percent
of GDP in 2014. For example, the debt-to-GDP ratio is 33 percent in Turkey,
40 percent in Romania, 47 percent in Thailand, and 50 percent in Mexico.
Furthermore, the medium-term and long-term prospects point to further fiscal
pressures, related primarily to the ageing population. The implied debt of
Morocco’s retirement system is estimated at approximately 100 percent of
GDP, with half of that debt owed by the civil service retirement plan (Audit
Office 2013). The pension reform adopted in 2016 is expected to help keep
the Moroccan Retirement Fund (Caisse Marocaine des Retraites) afloat in the
short term, which, without any parametric pension reform, is projected to
exhaust its reserves by 2022. History shows that even where the context of
financialization of economies differs, it bears noting that countries where the
economy successfully took off had very little debt when they were at Morocco’s
current level of development. In Southern European countries such as Italy,
Portugal, and Spain, the debt ratio was under 30 percent between 1960
and 1980. With its initial level of government debt so high and massive implied
debt, Morocco does not have the same fiscal space that these countries enjoyed
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to stimulate their convergence. Solely by refocusing government action on its
sovereign functions, continuing fiscal consolidation, and modernizing the
administration can significant fiscal space be recreated.

Growing private sector debt significantly boosted recent growth, but this
source of growth may also have reached its limits. One of the sectors that made
the largest contribution to Morocco’s growth over the past decade is property.
This sector alone accounted for 40 percent of job creations between 2000 and
2014. The sector’s growth was galvanized by a huge expansion of bank credit.
The credit-to-GDP ratio rose from 43 percent in 2004 to 72 percent in 2012,
before sharply declining starting in 2013 (see figure 1.32). Most of the growth
occurred in the second half of the 2000s, when a credit boom regularly saw
annual lending growth rates of more than 20 percent, with a peak of 30-percent
growth in 2008. The credit boom stemmed from a combination of several favor-
able factors, such as lower interest rates, increased income, and the development
of the financial sector. The breakdown by sector shows that the most dynamic
component is property loans. The outstanding amount of such loans rose from
6.8 percent of GDP in 2000 to 26 percent of GDP in 2014. In other words, the
bulk of the financial deepening in Morocco during the 2000s stemmed from the
property boom. In 2014, nearly 58 percent of urban households owned their
own homes, compared with 52 percent 10 years earlier.

In many countries, credit booms led to financial instability, banking crises, or
credit crunches. In Morocco, after the preliminary boom, credit growth had a soft
landing, which did not trigger major financial instability. Nevertheless, the build-up
of risk during the boom phase did lead to an increase in bad debts a few years later.

Figure 1.32 Morocco: Bank Lending to the Private Sector, 2001-15
(percentage of GDP)
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Source: World Development Indicators, World Bank.
Note: GDP = gross domestic product.
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Nonperforming loans increased by 16 percent per year between 2011 and 2014,
raising the bad debt ratio to 6.3 percent in 2014, compared with 4.8 percent in
2010. As the credit quality of banks’ loan books declines, economic growth slows,
and debts are repaid, the pace of credit growth is now slower than that of GDP
growth. Credit is unlikely to play the same driving role in the future as it did in the
2000s. Morocco’s private sector debt, standing at approximately 70 percent of
GDP, is relatively high compared with the average ratio of around 50 percent in
emerging countries (see figure 1.33). There are other factors behind the credit
boom that are not reproducible: a sharp drop in interest rates, an extension of loan
terms to 25 years, and the availability of unbanked savings. Morocco coped rela-
tively well with the impact of the credit boom on financial stability, owing to the
soundness of its banking system and close oversight of its bank regulator. However,
other countries’ experience has shown that the repetition of such episodes of mas-
sive debt accumulation significantly increases the likelihood of a financial crisis
(Gourichas and Obstfeld 2011).

The combination of growing central government debt and household debt has
resulted in structurally weak external accounts. The growing imbalance between
public and private sector savings and investment has led to a deterioration of
the domestic savings-investment balance, and thus to a large current account
imbalance. Between 2008 and 2013, the current account deficit averaged
6.7 percent of GDP. The decline in oil prices since mid-2014 made it possible to
reduce the current account deficit, which stood at around 6 percent of GDP in
2014 and 2 percent of GDP in 2015. However, this reduction is largely the result
of cyclical factors and does not necessarily point to a structural improvement.

Figure 1.33 Bank Lending to the Private Sector, 2015
(percentage of GDP)
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Indeed, in 2016, the current account deficit bounced back to an estimated 4
percent of GDP. In addition to a dramatic decrease in commodity prices,
Morocco’s current account “benefited” from slower economic growth in the
country, which led to a sharp drop in the demand for imports other than energy
(capital goods, semi-finished products, and, more recently, consumer goods). A
further worsening of the current account deficit can therefore be expected as
economic recovery causes imports to take off again. Furthermore, the Gulf coun-
tries provide Morocco with assistance equivalent to approximately 1 percent of
GDP each year. This assistance is expected to continue for a few years. Taken
together, these circumstances point to a larger structural current account deficit
for Morocco than today’s observed deficit. Even with a positive scenario of
renewed growth in Europe, which would stimulate exports and transfers,
Morocco’s external imbalance is likely to persist at a high level.

The trade balance clearly shows the fragility of Morocco’s external accounts.
In 2000, the import coverage ratio stood at 64 percent. After more than a decade
of growth that was largely driven by domestic demand (consumption and invest-
ment), the import coverage ratio showed a declining trend and stood at
54.8 percent in 2016. Morocco’s trade deficit is now equivalent to 20 percent of
GDP, compared with 11 percent in 2000. While soaring commodity prices are
partly responsible for this trend, the nonenergy trade balance is the primary cause.
The import coverage ratio excluding energy imports fell from 75 percent to
66 percent between 2000 and 2014. Considering the fact that soaring commod-
ity prices also boosted Morocco’s exports, such as phosphates, the deepening of
the trade deficit over this period appeared to be even more marked. Tourist earn-
ings and transfers from Moroccans residing in other countries, which are two
major sources of income for Morocco, have stopped being large enough to offset
the trade balance since 2008.

Morocco’s structurally large external current account deficit is a major source
of vulnerability that raises the issue of its viability. Morocco’s balance of pay-
ments is one of the most fragile among emerging countries. From 2010 to 2014,
the average emerging country’s current account deficit stood at 1.5 percent of
GDP, compared with 7 percent for Morocco. In a group of 25 non—oil-producing
emerging countries, Morocco ranked third for the size of its current account defi-
cit, after Jordan and Mauritius. Cumulative current account deficits are financed
by growing external debt, in the form of loans or foreign direct investment (FDI).
A more open and attractive Moroccan economy increased FDI flows to an aver-
age of 2.5 percent of GDP between 2000 and 2016, bringing the country into
line with the other emerging countries, where FDI flows average 2.7 percent of
GDP.1 However, FDI may also create financial vulnerabilities. This is because
the FDI received is in proportion to future external financial commitments to
repatriate profits. FDI is important for the economy because of potential tech-
nology and know-how transfers, but it also entails future financial implications
that must not be underestimated.

As a consequence of the deepening current account deficit, Morocco’s net
international investment position, which measures the difference between the
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country’s external financial assets and liabilities, worsened over the past decade,
increasing from the equivalent of 38 percent of GDP in 2002 to 61 percent in
2015. This is a worrying development for the country’s macroeconomic stability.
It is generally agreed that the critical threshold for a country’s external debt,
as measured by the net international investment position, stands at around
50 percent of GDP. The likelihood of a crisis becomes very strong above this
threshold (Catao and Gian 2013). Morocco is approaching the critical thresh-
old, with a net liability position that is relatively worse than the average of
approximately 30 percent of GDP seen in the emerging countries. However, the
risk of a crisis is somewhat attenuated by the structure of Morocco’s external
debt, which is dominated by FDI and official bilateral and multilateral loans,
which constitute a relatively stable and low-risk source of financing. If Morocco
is to maintain its macroeconomic stability in the medium term, it must restruc-
ture its current account in an orderly fashion, which means avoiding sudden
swings in an unstable context. Orderly adjustment will require rebalancing the
growth model, with a greater role for external demand and faster development
of the tradable goods sector.

In sum, in addition to showing vulnerabilities relating to supply (poor produc-
tivity gains and job creation), Morocco’s growth model is also fragile in terms of
demand. A model relying mainly on domestic demand, stimulated by credit and
government spending, cannot be sustainable in the long term. To ensure sounder
growth, Morocco needs more balanced, export-led growth generating less debt.
The worsening, volatile, and uncertain state of the regional and international
environment means that Morocco cannot reasonably rely on a spontaneous
increase in external demand in its traditional markets. Europe is mired in myriad
crises, including managing Brexit, and the European domestic market, even if it
is still the largest in the world, will not in all likelihood expand rapidly in the
coming years. Morocco’s strategic opening up to Sub-Saharan Africa is promising,
in light of Africa’s growth and development prospects (Lo 2016). However,
African markets, particularly in Francophone Africa, remain small for the time
being. Excluding Cameroon, Céte d’Ivoire, and Gabon, the cumulative GDP of
the other 11 West and Central African countries that belong to the franc zone
does not exceed Morocco’s GDP. Given Nigeria’s economic clout, the current
opening up toward this country and East Africa provides significant economic
opportunities. Morocco therefore essentially needs to continue relying on its own
strengths to create the right conditions for steadier external demand, by continu-
ing to implement its strategy to diversify target markets and promote exports.
This strategy will require a faster pace of structural change in the economy.

The Challenges of a Slow Structural Transformation

The countries that are achieving or have achieved major productivity gains
are the ones that have consistently managed to reallocate labor and capital
to the most productive sectors and activities (McMillan and Rodrik 2011). This
leads to structural transformation of the economy, as some sectors contract
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and others emerge. In the upper-middle-income countries, for example, the
share of agriculture in the country’s aggregate value added declined by an aver-
age of 20 percentage points of GDP over the past 50 years to stand at less than
10 percent of GDP in 2014. The share of industry, however, initially increased
to reach approximately 30 percent of GDP in the early 1980s, before dropping
off sharply in subsequent decades. In Morocco, this “structural transformation”
or “creative destruction” process has been less active (Atiyas 2015). Unlike
upper-middle-income countries, the share of agriculture in Morocco’s GDP has
declined only slightly over the past 35 years. The shares of manufacturing and
services have also remained relatively stable compared with the changes seen
in comparable countries (see figure 1.34).

The relative intersectoral structural stability of Morocco’s economy partly
obscures a more dynamic transformation in terms of intrasectoral spatialization
and diversification. But this trend was not strong enough to boost the country’s
aggregate growth. Under the Green Morocco Plan, for example, the structural
policies started to change the country’s agriculture, generating real buoyancy in
the sector as a result of sustained increases in agricultural investment, which was
1.7 times higher in 2014 than in 2008. The first signs of structural transformation
are now perceptible with the remarkable rise in the sector’s value added.
Similarly, Moroccan manufacturing was highly concentrated in traditional spe-
cializations up until the end of the 1990s. The modernization process that
started in 2005 revealed the duality between traditional industries that were
flagging, such as the textiles and clothing industry as it sought to reposition itself
on the markets, and emerging specializations, such as the automotive and aero-
nautics industries, the food industry, metallurgy, and pharmaceuticals. Positive
dynamics within these sectors were underpinned by proactive public policies
(tax incentives, subsidies, investments, and other incentives) and produced such

Figure 1.34 Morocco’s Transformation Relative to Upper-Middle-Income Countries, by Sector, 1980-2014

a. Morocco b. Upper-middle-income countries
60 - 60 -

e —

\\—“\

Percentage of GDP
- N w ey w
o o o o o o

Percentage of GDP
—_ N w Y w1
o o o o o o

T
O oV o 00 6D O 5V o™ O B O
DR D P DD DD D DL
NSNS N EC KRN

1 T
> 9 ) ol 60 D o SV P 0.5 O G P 0 P 1 o

M X

NSRRI o) Y9 020 QO
NSNS ENIANAN NI NN INENENIN TSI ST SR SIS
—— Services == Manufacturing industry Agriculture

Source: World Development Indicators, World Bank.
Note: GDP = gross domestic product.

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

Morocco in 2016

achievements as the Renault project that raised national automotive production
to close to 345,000 vehicles in 2016 and created 7,100 direct jobs. However,
they lack the strength and numbers to have a macroeconomic impact on growth.

Three key trends emerge when the allocation of resources is used to analyze
the structural dynamics of Morocco’s economy: (i) difficulty allocating unskilled
labor owing to weak industrialization; (ii) difficulty allocating skilled labor owing
to the slow upgrading of Morocco’s economy; and (iii) difficulty allocating talent
resulting in weak entrepreneurial drive. This brings us to the nub of the career
problems that Amine, Nisrine, Kawtar, and Réda face.

A Difficult Industrialization Process

The history of economic development has shown us that industrialization has
been a key step in most countries toward absorbing the unskilled workers leaving
the agricultural sector. With very few exceptions, every country started its devel-
opment process with a large rural population where most workers were
employed in the agricultural sector. In 1950, agricultural jobs accounted for
44 percent of employment in Spain and 47 percent in Italy. In 1963, they
accounted for 49 percent of employment in Taiwan, China; and 62 percent in the
Republic of Korea (see figure 1.35). Every economic takeoff has brought with it
an acceleration of rural depopulation and a major reduction in the number of
agricultural workers as many of them leave the countryside to seek jobs in the
city. Agricultural jobs now account for an average of only 4 percent of employ-
ment in the countries mentioned earlier. The case of Spain illustrates the scale of

Figure 1.35 Agriculture’s Share of Employment, 1950-2011
(percent)
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this transformation: Spain had four million agricultural workers in 1950, com-
pared with only 800,000 today. When these farm workers, who were usually
poorly educated, arrived in the city, they managed to find jobs in factories, which
were increasing their workforces rapidly. Jobs created in manufacturing offset the
loss of agricultural jobs. A tipping point is reached when the number of factory
workers exceeds the number of agricultural workers. Italy reached this point in
1966; Spain did so in 1972; Taiwan, China, in 1977; and the Republic of Korea
in 1985. After the tipping point has been reached, the manufacturing workforce
continues to grow until peak industrialization is achieved. At this peak, factories
employ more than a quarter of the active working population. This change con-
stitutes a stylized fact (see figure 1.36). After the peak, deindustrialization occurs
and there is a trend toward a smaller share of employment in manufacturing and
an increase in the share of employment in services.

When compared with these stylized facts, Morocco’s industrialization pro-
cess has been a difficult one. Over an extended period of time, the structural
transformation of the Moroccan economy can be described as slow (El Mokri
2016). There are 4.1 million agricultural workers in Morocco today. As was the
case in the advanced countries, the share of agriculture in total employment
tends to diminish as part of the urbanization process (see figure 1.37). It fell
from 47 percent in 2000 to 39 percent in 2014. If the trend continues in a lin-
ear fashion, agricultural jobs will account for less than 20 percent of employ-
ment by 2050. However, in contrast to the developed countries or
upper-middle-income countries, Morocco’s urbanization has been relatively

Figure 1.36 Manufacturing’s Share of Aggregate Employment, 1950-2011
(percent)
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Figure 1.37 Morocco: Sector Shares of Total Employment, 1999-2012
(percent)
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slow and is not backed up by an industrialization process. The manufacturing
share of total employment in Morocco has been declining since the late 1990s.
In 2000, approximately 12 percent of workers were employed in industry, com-
pared with only 10 percent in 2014. Manufacturing’s declining share of GDP in
Morocco started from a low peak of industrialization and affects many develop-
ing countries. In economic literature, this phenomenon is known as “premature
deindustrialization” (Rodrik 2015). This observation is manifestly reflected in
Morocco’s ranking on the Economic Complexity Indicator (ECI) in 2014: 78th
out of 124 countries (Hidalgo and Hausmann 2009).12 However, it bears noting
that the number of persons employed in the processing industries subsector
grew steadily at an average rate of 1.4 percent between 2000 and 2014, attesting
to a restructuring of the industrial landscape between the traditional sectors and
certain emerging processing sectors.

And yet, the Moroccan Government introduced assertive policies to boost
industrial development. The Industry Upgrade Plan and then the Emergence
Plan adopted in 2004 attest to Morocco’s determination to provide active sup-
port to high-potential export sectors where the country enjoys a comparative
advantage, such as the automobile industry, certain offshored activities, aero-
nautics, the food industry, and electronics. A wide range of measures were
adopted to attract foreign investors to “Morocco’s Global Business Lines.”
These measures include the development of modern industrial parks (“inte-
grated industrial platforms”), tax incentives, direct subsidies, cheap financing,

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

70

Morocco in 2016

and targeted training systems. The efforts continued with the adoption of an
“Industrial Acceleration Plan” in 2014, which enhanced the existing measures
by setting up an Industrial Development Fund and investments, with resources
equivalent to 2 percent of GDP for the period 2014-20 in order to provide
subsidies to different industries, a new incentives framework (Investment
Charter) to support industrial investment, and the implementation of indus-
trial ecosystems for the creation of a new dynamic and a new relationship
between major groups and SMEs.18

The impetus created by this industrial policy is starting to produce results,
particularly in the automotive and aeronautics industries. The opening of a mas-
sive plant in Tangier by Renault in 2011, with its output capacity of 400,000
vehicles per year, played a driving role in attracting a large number of auto parts
manufacturers. The industrial base is expected to be further strengthened with
the announcement in 2015 of a new plant for the Peugeot-Citroén group. There
have also been encouraging developments at the aeronautics hub located near
Casablanca, spearheaded by groups such as Bombardier, Safran, and Boeing.
These developments bring major benefits in terms of jobs (85,000 jobs in the
automotive industry and 11,000 jobs in aeronautics) and in terms of exports.
Since 2014, the automotive industry has been the leading export sector in
Morocco, accounting for 20 percent of the country’s total exports.

In view of these positive sectoral developments, we need to analyze why indus-
try as a whole continues to make such a feeble contribution to job creation at the
national level. In 2016, the industrial sector as a whole created 8,000 jobs.
However, between 2009 and 2014, more than 130,000 net industrial jobs were
cut (see figure 1.38). The encouraging developments in certain “modern” indus-
tries obscure a less satisfactory situation when industry is considered as a whole.
The changes underway in the industrial sector are creating jobs in new exporting
businesses, but, over time, more jobs are being shed on average in traditional labor-
intensive businesses. The negative net impact of these changes on employment is
even more marked for unskilled workers, since the new jobs require more skills (in
a cable manufacturing plant, for example, the average worker is a high school
graduate). The situation is likely to change more favorably in the future. The road-
map for the SME support program (Maroc PME) provides, for example, important
job creation targets, which are in line with the goals set forth in the Industrial
Acceleration Plan. Thus, close to 135,000 new jobs are expected, with investments
worth more than 2 percent of GDP. In the interim at the macro level, however,
Morocco is experiencing an “industrial reconfiguration” rather than true “reindus-
trialization.” In aggregate, deindustrialization is not the result of an “accounting
screen”; it is a real and lasting shift (Ministry of Economy and Finance 2015¢).

One of the reasons for this difficult reindustrialization is the simple fact that
Moroccan entrepreneurs are not interested enough in industry. As discussed ear-
lier, Morocco has a high investment rate, averaging more than 30 percent of GDP,
and positive business creation, with between 30,000 and 40,000 new businesses
each year. However, few Moroccan investors or entrepreneurs are interested
in industry. Even in the most buoyant sectors, such as the automotive and
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Figure 1.38 Morocco: Net Job Creation in Industry and Crafts (Excluding Construction),
2007-16
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aeronautics industries, there is limited local capital and most of the growth is
driven by foreign stakeholders. For example, in the case of Renault’s symbolic
plant in Tangier, less than 10 percent of the first-tier suppliers that do business
on a daily basis with the plant are Moroccan majority shareholders (Benabde;lil,
Lung, and Piveteau 2016).12 The local impacts relate mainly to service industries
(for example, security, transport, and maintenance) and indirect purchases (such
as oils and other consumables). However, the involvement of local businesses is
a core element of the 2014-2020 Industrial Acceleration Plan, aimed at develop-
ing local providers, in particular second-tier ones, and facilitating the skills devel-
opment of industrial enterprises.

Unlike other emerging countries, Morocco also has few joint ventures between
local and foreign firms in the industrial sector. Overall, Morocco’s large private
sector groups invest little in industry and have only minor interests in new
growth industries. In this area as well, the Industrial Acceleration Plan seeks to
promote industrial partnerships involving Moroccan businesses and major inter-
national groups by providing special benefits. By way of example, under the
Renault ecosystem the Industrial Acceleration Plan is supporting the execution
of a large-scale, joint venture industrial project involving a local parts manufac-
turer and one of the world’s leading automotive glass manufacturers. However,
without substantial local capital, a local, autonomous industrial process struggles
to get off the ground. Large domestic corporate groups have played a decisive
role in the diversification of output in emerging countries that have built up
sound industrial bases. The examples of Koc in Turkey, Samsung in the Republic
of Korea, and Tata in India show that conglomerates make an active contribution
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to the industrialization of their countries by forging joint ventures with multina-
tional groups, creating national brands, and investing in research and develop-
ment (R&D) to accelerate technological adaptation and move their products
upmarket. In contrast, as is the case in many emerging countries (see box 1.9),
long-standing industry players are divesting from industry in Morocco and mov-
ing into other businesses, such as property development. However, the current,
increasingly clear interest that major groups operating in various traditional
industries are showing in promising sectors such as the automotive sector augurs
well for the future.

Morocco’s industrialization deficit stems from the fact that industry is less
profitable than other business sectors. Incentives matter in economics. If Morocco’s

Box 1.9 Is Morocco the Only Country Concerned by Premature
Deindustrialization?

Premature deindustrialization has affected many emerging countries, and not just Morocco.
The forces hampering the expansion of Morocco'’s industrial sector are not related solely to
domestic price-competitiveness issues. Global forces are also at play. Industry accounts for a
shrinking share of employment almost everywhere in the world. Deindustrialization is a nor-
mal process in rich countries, but, in the last decade, it has also started affecting most of the
emerging countries, before they even have the opportunity to become industrialized.
Economists cite several factors to explain this change.

« In purely statistical terms, deindustrialization is in part more of an apparent phenomenon
than a real one, since industrial firms’in-house service activities are increasingly being out-
sourced and entrusted to specialized firms.

« In addition to the statistical aspect, the primary cause of premature deindustrialization is

thought to be the emergence of China, which, owing to its size and economies of scale, is

believed to have captured a very large share of global industrial output at the expense of
other developing countries.

Technology may provide another explanation. Production is increasingly automated and

robots are gradually replacing human workers. According to economists Erik Brynjolfsson

and Andrew McAfee in their book The Second Machine Age the robotics trend is just getting
under way and will lead to increasing replacement of human workers by machines, particu-

larly with the advent of 3D printing (Brynjolfsson and McAfee 2014).

« Last, the reorganization of world trade around value chains could also affect the industrial
dynamics of emerging countries. The production of industrial goods is now being split up

among several countries, with each producing the components for which it has a compara-
tive advantage. Under this new configuration, emerging countries face the risk of develop-
ing a lasting specialization in the segments with low value added, without being able to
move upmarket. This would ultimately limit their industrialization potential.

Morocco needs to accurately assess the global forces currently at play in order to set realis-
tic objectives for its industrialization policy.
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entrepreneurs and large corporate groups are shunning industry, it is because
industry is less financially profitable and involves higher risks than other sectors,
especially sectors that are protected from international competition. Since the
late 1990s, Moroccan manufacturers have faced falling prices as international
competition intensifies with the reduction of tariff barriers and China’s emer-
gence. At the same time, internal production costs for wages, services, land, etc.,
have increased, drastically squeezing profit margins. However, sectors that are not
exposed to international competition, such as property, services, or trade, have
increased their margins by raising prices, against the backdrop of rising domestic
demand and expanding credit. Some government programs have amplified this
movement by providing advantages and subsidies for certain sectors. More spe-
cifically, in the property market, tax incentives for developing public housing
have reached 1 percent of GDP, which attracted large numbers of investors to
the sector (Ministry of Economy and Finance 2015f).

The difference in profit margins between protected sectors and exposed sectors
can be seen in changes in value-added prices. The value-added price in the textile
and clothing sector did not increase between 1998 and 2012, whereas it rose by
50 percent in the construction sector and by 60 percent in the hotels and catering
sector (see figure 1.39). Under the circumstances, economic operators, particu-
larly many subcontractors, made the rational decision to move out of the
exposed economy toward the protected economy, thus accelerating the deindus-
trialization process.2® Consequently, Morocco’s industry faces a critical challenge,
which is to become attractive for local entrepreneurs and investors again.
The downturn in the property market since 2012 is a favorable development

Figure 1.39 Morocco: Sector Deflators, 1996-2012
(index 1998=100)
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from this perspective.2l Morocco can therefore build on the fairly strong FDI
flows to reverse the trend and create endogenous growth driven by Moroccan
players to ensure a lasting takeoff of the country’s industry.

Morocco’s weak industrialization takes a heavy toll on economic and social
development. First, it undermines the productivity of unskilled young people,
who account for two-thirds of the country’s young people. As noted earlier,
industry constitutes the main sector where unskilled workers can achieve
major productivity gains (Rodrik 2013). Yet, industry (including craft trades)
currently employs only 20 percent of unskilled young men residing in urban
areas. Furthermore, only 3.4 percent of these young men are employed in
industrial undertakings with more than 20 employees. Another perverse
effect of the lack of industrial growth is that it has a negative impact on
female labor force participation. Industry, particularly the textile and agrifood
industries, is the leading employer of unskilled women in urban areas. With
deindustrialization, women preferred to drop out of the labor force rather
than seek odd jobs. In 2010, 43 percent of unskilled urban women in employ-
ment worked in industry, as opposed to 50 percent in 2000. The lack of
industrial jobs means that unskilled young workers seek odd jobs in the trade
sector (30 percent) or in construction (17 percent). More than 90 percent of
these unskilled young people work in the informal sector. The launch of the
self-entrepreneur project that seeks to organize all informal activities into a
simple and attractive regulatory framework could therefore help unleash even

more private initiative.22

The Slow Upgrading of the Economy

The unemployment of young Moroccan graduates is often attributed to the poor
quality of education provided by schools and universities. Yet, many young uni-
versity-educated Moroccans are unemployed or underemployed. This means that
unemployment of young graduates cannot be explained solely by the alleged
poor quality of their skills; it is also linked to a lack of demand from employers
for their skills. The slow pace of structural change in Morocco’s industries is pre-
venting this sector from absorbing the growing numbers of young graduates. As
the authorities have noted, “the reallocation of labor from less productive sectors
to more productive ones has indeed led to a moderate increase in productivity
gains. However this process is still too relatively slow to have a major leveraging
effect on growth over the next decade” (Ministry of Economy and Finance
2015¢).

During the development process, economies undergo transformation and
traditional occupations are replaced by new, more sophisticated ones. This phe-
nomenon is occurring in developing and more advanced countries alike. In the
United States, for example, an estimated 20 percent of new jobs are in fields that
were nonexistent 20 years ago. By 2025, close to 50 percent of current occupa-
tions will be redundant as artificial intelligence and robotics continue to trans-
form businesses. These new technologies usually rely on more skilled workers
who do more intellectual work and fewer repetitive manual tasks. This
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structural transformation of employment can be seen in the growing numbers
of managers and office workers. In developed countries, the share of middle
managers (also referred to as “intermediary professions”—this category includes
skilled professionals such as nurses and specialized technicians) and senior
managers accounted on average for 10 percent of the employed population in
the 1950s, compared with an average of 40 percent today. In emerging countries,
such as Brazil, Poland, and Turkey, the proportion is currently around 20 percent
and appears to be rising rapidly (see figure 1.40). The growth in management
positions is very important as it provides opportunities for an increasingly skilled
labor force. In France, for example, the increase in the number of high school
graduates (more than 50 percent of labor force participants had at least a bac-
calaureate diploma in 2010, compared with 10 percent in 1960) was accompa-
nied by a sharp increase in the share of management jobs (43 percent in 2010,
versus 15 percent in 1960).

In Morocco, middle and senior management jobs accounted for only
7.6 percent of total employment in 2013 (14 percent in urban areas). This rate
is consistent with the proportion of labor force participants with a baccalaure-
ate or a higher degree (11 percent). However, the gap between the two per-
centages is likely to widen in the future. With mass extension of education, the
percentage of graduates in total employment has showed steady growth of
some 0.5 percentage points per year and could approach 25 percent by 2040.
However, the proportion of management jobs in total employment has
grown more slowly, at a rate of 0.1 percentage points per year, increasing from
6.1 percent in 2000 to 10 percent in 2010 before dipping to 7.4 percent in

Figure 1.40 Share of Middle and Senior Management Positions in Total
Employment, 2008
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Figure 1.41 Morocco: Share of Middle and Senior Management Positions in Total
Employment, 2000-14
(percent)
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2014 (see figure 1.41). These projections lead us to conclude that the demand
for management personnel is structurally insufficient to provide opportunities
for graduates entering the labor force. The slow upgrading of the economy is
the main reason for this situation.

Modern, high value-added services have also been slow to emerge. In
developed countries, the increase in management jobs paralleled a transfor-
mation of the structure of employment by sector. The main feature of this
change has been the growth of modern services: business services, health
care, and education. Many emerging countries also turn to their traditional
service sectors as well as their modern service sectors as a source of employ-
ment, including well-paid jobs (Dadush 2015). In many cases, productivity
in the services sector increases as quickly as, or more quickly than, in the
manufacturing sector, and information technologies have made many ser-
vices globally tradable, such as in the health sector, which is one of the main
sources of jobs for graduates. In advanced countries, the health sector
accounts for an average of 8 percent of employment, compared with 3 per-
cent in emerging countries and only 1 percent in Morocco. This means that
Morocco will need to triple employment in the health sector to attain a
similar structure to such countries as Turkey (3 percent) or Brazil (3 per-
cent). At the same time, one of the sectors with the fastest job growth dur-
ing the development process is business and finance services. This sector
accounts for an average of 12 percent of total employment in rich countries
and 6 percent in emerging countries. In Morocco, despite substantial growth,
this sector currently accounts for only 3 percent of total employment, com-
pared with 1.5 percent in 2000. The finance and insurance sector is one of
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the competitive strengths of Morocco’s economy, but employs only roughly
60,000 people and creates a net average of only 2,000 jobs per year. In the
knowledge economy, the education sector also drives the creation of skilled
jobs. This sector accounts for 7 percent of total employment in developed
countries, 5 percent in emerging economies, and 3 percent in Morocco (see
figure 1.42). The proportion of education professionals in total employment
seems to be particularly small because Morocco’s population is young and
enrollment rates are increasing.

The growth of modern services has been hampered by structural constraints.
As already noted, the first reason for the slow emergence of modern services is
the fact that Morocco started moving toward a service economy from a relatively
low level of per capita GDP, without first going through a major industrialization
phase. This atypical development pattern has profound consequences for the
potential growth of services. In the advanced economies, business services relied
on a broad industrial base for their growth. It is estimated that more than one-
third of jobs created stem from outsourcing of functions that industrial firms
used to perform in house, such as, for example, accounting, maintenance and
upkeep, engineering, research and development, and marketing (Berlingieri
2014). Input-output tables clearly show that industry is still the leading customer
for business services. The second reason for the slow development of modern
services is the weak purchasing power of Moroccan households. When the devel-
oped countries started moving toward a service economy, their per capita GDP
was twice that of Morocco today. Households’ purchasing power meant that
consumption could transition to superior goods, such as health care, education,

Figure 1.42 Share of Modern Services in Total Employment, 2012
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and recreation. Moroccan households still devote 40 percent of their budget to
food, which was the percentage seen in European countries between 1950 and
1960. This leaves very little room for spending on other types of consumption.

The question for Morocco is whether it is possible to develop a sizeable busi-
ness services sector, despite the narrow industrial base and households’ weak
purchasing power. Job market trends in recent years indicate that this will be a
difficult challenge. Under the circumstances, one of the most promising pros-
pects will be hosting offshored services (for example, call centers, subcontract-
ing, outsourcing), which makes it possible to overcome Morocco’s weak
industrial sector by attracting foreign firms. Today, some 70,000 people work in
this sector, primarily as call center employees. The objective of the Emergence
Plan was to increase the number of such employees to 100,000 by 2015. This
sector faces two challenges: hiring enough young employees who are fluent in
more than one language and upgrading to higher value-added services to cope
with keener international competition from low-cost countries.

The digital revolution makes employing young semi-skilled workers more
complicated. The dissemination of new information and communications tech-
nologies (ICTs) across business sectors means that increasingly higher skill
levels are required for most jobs. The “skill-biased” technologies require workers
with higher levels of human capital (Autor 2010). Digitization transforms
many jobs that were previously done by clerical workers (for example, data
entry, processing simple transactions) into routine tasks. This transformation of
jobs has led to sweeping changes on the labor market. Developed countries
have seen a polarization of the job market with a downward trend in jobs for
semi-skilled workers performing “routine tasks” in both industry and services.
However, highly skilled occupations have seen strong growth, as have local jobs
for low-skilled workers that would be difficult to automate (for example, sales
people, servers, and childcare workers).

In Morocco’s labor market, these changes pose major challenges with respect
to demand for middle managers. This new technological context means that the
emergence of a broad class of middle management employees could prove to be
a more difficult process for new emerging countries than for countries that saw
their economies take off in earlier decades. Many service jobs that were previ-
ously available to semi-skilled graduates are now disappearing and being replaced
by new, more highly skilled jobs. One of the most striking examples is secretarial
work, which significantly boosted female employment in this area in the 1960s
and 1970s in today’s advanced countries, accounting for up to 15 percent of
women’s jobs. In 2000, secretarial jobs accounted for 9.4 percent of urban female
employment in Morocco. Technological change, with the advent of mobile tele-
phones, word processing, and email, led to a sharp contraction in the number of
secretarial jobs, which accounted for only 6 percent of urban female employment
in 2010. This example illustrates a basic trend that affects a large number of cleri-
cal and middle-management jobs.

Digital technology is destroying semi-skilled jobs, but it is also creating new job
opportunities for highly skilled workers who can join the technological revolution
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now underway (for example, developers, designers, researchers, analysts, and
creators). However, as stressed earlier, these new jobs require high levels of human
capital and a significant share of low-skilled and semi-skilled young Moroccans
would be unable to fill them. We have sought to measure Moroccans’ participa-
tion in the global market for new skills in order to illustrate this phenomenon,
focusing on computer graphics designers, whose jobs are emblematic of the digital
economy. The resulting indicator (see figure 1.43) appears to confirm the fact that
Moroccans have derived relatively little benefit from the new opportunities pro-
vided by the digital economy. Technological transformation does give rise to new
high value-added job opportunities, but only in countries that have a sufficiently
well-trained workforce.

Weak Entrepreneurial Drive

Proper allocation of talent is critical for a country’s development. In a 1990
article that has remained famous, economist William Baumol argued that every
human society has entrepreneurs who are curious, driven people with a will to

Figure 1.43 Designers Registered on Dribbble.com
(per million inhabitants)
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succeed (Baumol 1990). The fundamental difference between advanced coun-
tries and developing countries lies in the nature of this entrepreneurship. Baumol
distinguishes between three types of entrepreneurship: productive, unproductive,
and destructive entrepreneurship. Prosperous countries are those that have suc-
cessfully established incentives that reward productive entrepreneurship, which
promotes the creation of value, knowledge, and innovation. In contrast, less
developed countries have an incentive structure that rewards unproductive and
destructive entrepreneurship (rent seeking, corruption, low productivity).
Recent academic research has provided empirical evidence that confirms the
decisive influence of the quality of institutions on entrepreneurial drive
(Acemoglu, Johnson, and Robinson 2004). Independent courts, a democratic
model, an open economy, and competitive markets are considered to be the
types of institutions that channel behaviors into productive entrepreneurship
(see chapter 3).

Numerous entrepreneurs in Morocco establish themselves in sectors that
create little value and lack innovation, while accruing significant rents. Why
has the number of exporting firms been stagnant at only 5,300 since the early
2000s (see figure 1.44)? By way of comparison, Turkey now has 58,000 export-
ing firms (versus 30,200 in 2002), which is 4.7 times more than Morocco in
proportion to its population (see figure 1.45). If Morocco had the same entre-
preneurial drive as Turkey, it would have some 25,000 exporting firms. Why do
so few firms manage to hire more than 20 employees? Why is the diversification
of the industrial sector taking so long, even though Morocco attracts a great
deal of FDI that brings know-how and technology with it? All three of these

Figure 1.44 Number of Exporting Firms in Morocco and Turkey, 2002-13
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Figure 1.45 Number of Exportersin 2010
(per million of inhabitants)
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questions have the same answer: inadequate productive entrepreneurship.
A recent study on entrepreneurship in Morocco revealed that, with a 4.4 percent
entrepreneurship rate, the share of entrepreneurs is well below the average of
14.6 percent observed in similar economies (GEM 2015). Too few new busi-
nesses are being created each year to close the gap that has widened over time.
In addition, business and other types of retail trade account by far for the largest
proportion (60 percent) of nascent businesses, way ahead of industry and high
value-added services.

Even though the government has made significant efforts to promote entre-
preneurship through business climate reform and special financing programs for
SMEs, the response from entrepreneurs has fallen short of expectations.z
Entrepreneurs have the means to prosper without having to face competitive
pressure or the need to innovate and boost performance. Many operators are
protected from competition because of rents from properties, for example, or of
real dissuasive barriers to entry such as administrative authorizations, licenses,
and approvals. Public procurement execution is also a major source of potential
distortion of competition among players (Lipson, Benouniche, Keita, and Faridi
2014). According to the available survey data, a high proportion of firms resorts
to unlawful payments to win government contracts, despite the measures taken
by the Government to eliminate this phenomenon. Government contracts are
a source of potentially significant rents, since public procurement accounts for
17 percent of Morocco’s GDP.
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As is the case in many countries, property is a particularly lucrative area
for rent seeking. A 2012 report issued by the Audit Office notes that more
than 20 percent of the land in Casablanca has been urbanized by means of
waivers. More than 500 discretionary rulings between 2005 and 2009
granted privileges to certain property developers. The report on the tax
expenditure budget for 2016 reveals that the real estate sector receives the
highest number of tax waivers, accounting for 22.1 percent of total tax
expenditure (DH 7.1 billion). The constraints and problems posed by prop-
erty in terms of urban development, urban planning, and land management
pertain primarily to the complex nature of legal provisions, myriad property
regimes, the low number of registered properties, and the lack of updating of
the property map (World Bank 2008; Ghomija 2015). At the national con-
ference on the State’s land policy and its role in economic and social devel-
opment (2015), His Majesty King Mohammed VT called for the revision and
modernization of the legal provision governing public and private land, with
a view to ensuring the protection and development of land capital and pre-
venting speculation and its impact on prices.

The national conference on the State’s land policy provided an opportunity
to highlight the importance of significantly improving land governance in
order to combat speculation and rent seeking. In the agricultural sector, the
land situation is considered to be one of the main obstacles to the achievement
of the agricultural development objectives, most notably improvement of
agricultural productivity and increased private sector investments. In the
industrial sector, the conference noted the persistent speculation in industrial
land, a decrease in the supply of industrial land for investors in highly attrac-
tive economic areas, a deterioration of the infrastructure in a number of indus-
trial zones, an increase in the price of land in areas that are extremely attractive
and have strong investment demand, and the high cost of connecting industrial
zones to water, electricity, and sanitation networks. In light of the foregoing, it
is not surprising, indeed it is rational, that entrepreneurs shun the competitive
sector, exports, and industrial production in favor of better protected and
lucrative rent-seeking sectors.

The most talented Moroccans in their generation are not making their full
contribution to Morocco’s rapid growth. Even though its population has a rela-
tively lower level of education than the average level in the other emerging
countries, Morocco has a small group of highly skilled graduates from interna-
tionally renowned universities. Morocco has a major advantage in that the
members of this elite are attached to their home country and tend to return
home after receiving an education and starting their careers abroad. William
Baumol’s arguments lead us to question whether Morocco is taking full advan-
tage of its most talented citizens by channeling them into productive entrepre-
neurship. To answer this question, we have turned to Big Data using the online
professional directory, LinkedIn. We used the directory to see what has become
of young graduates of leading international universities who come from emerg-
ing countries once they return to their home countries. In most emerging
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countries, such as Turkey, Malaysia, and Brazil, when the “best of their genera-
tion” come home, the majority work in education and research, in engineering,
or as entrepreneurs (see figure 1.46). Morocco stands in stark contrast to this
global trend: when the “best Moroccans of their generation” come home, par-
ticularly engineers, they almost always avoid the education, engineering, and
research sectors. Figure 1.46 shows that the most talented Moroccan engineers
hardly ever work in engineering, unlike their classmates. Yet, their comparative
advantage lies in precisely those sectors, where their contribution could gener-
ate major positive externalities. Instead, most of them seek jobs in manage-
ment, administration, and finance. They are generally employed by large
corporations or government agencies and enterprises that offer far better sala-
ries and benefits than teaching or research, and without the risks inherent in
entrepreneurship.

The suboptimal use of Moroccan talent leads to weak entrepreneurial drive.
The main players in upgrading an economy are entrepreneurs, since they are the
ones who spot opportunities, take risks, and introduce new productive activities.

Figure 1.46 The Top 10 Career Choices of Graduates from Ecole Polytechnique and Harvard University
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Economists Ricardo Hausmann and Dani Rodrik argue that this “self-discovery”
process is what drives economic development. And yet, all of the available indi-
cators suggest that this entrepreneurial drive is weak in Morocco, not in terms of
the desire to start up one’s own business (which is not necessarily lower in
Morocco than elsewhere), but in terms of project implementation on the ground
(GEM 2015). The gap between intent and actual implementation appears to be
higher among Moroccan entrepreneurs than in other emerging countries (see
figure 1.47). Beyond the business environment and the state of entrepreneurial
spirit, the lack of risk management tools, including those relating to fiduciary
issues and personal responsibilities, is also believed to be a deterrent to business
start-ups.

The lack of entrepreneurial drive results in a limited capacity to offer new
products, particularly for export. Of a total of 6,000 products, Morocco exported
2,133 products in 2012 (using a filter of US$100,000 to eliminate insignificant
transactions), compared with 3,500 for Romania and 4,465 for Malaysia (see
figure 1.48). Over the past decade, Morocco has broadened its range of eco-
nomic activities and discovered an average of 50 new export products per year.
Nevertheless, this is a relatively slow pace for diversification. If this pace does not
increase in the years ahead, Morocco will be on par with Romania’s current
diversification pace by 2040. Moroccan firms therefore rarely make forays into
international markets and, consequently, do not face constant pressure to grow
their businesses. Employment data show that only 10 percent of labor force
participants are working in firms with more than 20 employees (17 percent in

Figure 1.47 Difference between Attempted Start-Ups and Actual Start-Ups in the Middle
East and North Africa Region
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Figure 1.48 Number of Products Exported, 2012
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urban areas). This small proportion shows that, despite public policies designed
to support and assist SMEs, in particular through the Maroc PME initiatives
(Moussanada and Imtiaz), Morocco’s productive sector has a small number of
structured SMEs that are capable of scaling up and increasing their workforce.2*
By way of comparison, 70 percent of labor force participants in the Organisation
for Economic Co-operation and Development countries work in firms with
more than 20 employees.

Morocco’s businesses are poorly structured, small, and largely domestic. They
are also not very innovative. Moroccan residents filed only 300 patents in 2014,
that is, fewer than 10 patents per million inhabitants, and barely 50 of them
were filed by businesses. In contrast, Brazil had 24 patents filed per million
inhabitants, Turkey had 65 patents, Poland had 124 patents, and China had
400 patents (see figure 1.49). In addition, unlike a number of other emerging
countries, the new Moroccan entrepreneurs are increasingly positioning them-
selves in markets where many firms are already offering similar products or
services. As a result, entrepreneurship is not making a substantial contribution
to innovation (GEM 2015). Yet, as mentioned earlier, Morocco has no less desire
to start up businesses than do other countries. The “creative” economy now plays
a larger role in terms of growth, jobs, territorial inclusion, and trade in goods and
services. Morocco’s industrial companies operating in the creative and cultural
economy have some 40,000 permanent employees, representing 7 percent of
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Figure 1.49 Patent Filings by Residents, 2013
(per million inhabitants)
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total permanent employment in processing industries (Ministry of Economy and
Finance 2016). The challenge in the future will be to channel more talented
workers into entrepreneurship and the most productive jobs where they have a
comparative advantage. To achieve this, it is critical to correct the existing distor-
tions that promote economic rent seeking and establish incentives that are more
favorable for the creative economy and innovation.

Notes
1. His Majesty King Mohammed V1. 2014. Throne Speech.

2. Bearing in mind that intangible capital represents approximately 80 percent of devel-
oped countries’ total wealth.

3. The well-being of the bottom 40 percent of Moroccans improved 3.3 percent over
the 2001-2007 period, compared with the per capita household consumption growth
rate of 3.2 percent over the same period.

4. Life expectancy rose from 71.7 years in 2004 to 74.3 years in 2014 (WDI), and
mortality rates fell more than 15 percent from 2000 to 2012 (UNDP 2012).

5. Based on the Maddison Project database managed by the University of Groningen.

6. The analysis developed in this book is based on historical series with their base year

in 1998. The recent revision of the Moroccan national accounts, which adjusted
Moroccan GDP by around 9 percent, only marginally alters the observed gaps.

7. The comparative analysis of the differences between 2008 and 2011 in socioeconomic
characteristics of households from two groups of communes and neighborhoods—the
first covered by the INDH while the second was not, but certainly comparable to the
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10.

11

12.
13.
14.

15

17.

18.

19

20.

21

former—revealed an increase in the average income of targeted rural households,
double the rate in nontargeted communes (ONDH 2013).

. An HCP study conducted in 2007 had put the middle class at 53 percent of the popu-

lation using a method that is based on the median for consumption.

. Based on the following—vehicle expenses: DH 2,500; monthly payments on a loan

for housing purchased at DH 600,000: DH 3,500; schooling for two children: DH
2,000; and other current expenditure: DH 2,000.

Figures derived from the University of Groningen database.

. In the absence of a gross fixed capital formation (GFCF) series from the public sector,

the public sector provided an estimate of total GFCF using annual reports on public
institutions and enterprises.

Ministry for Water and the Environment 20009.
Ministry for Energy, Mines, Water, and the Environment 2016.

This program will be pursued until 2030 and will help conserve an estimated
2.3 billion m? each year.

. Joint Order No. 3417-10 of December 28, 2010.
16.

Up until 2000, inward FDI for Morocco accounted for only 0.6 percent of GDP,
approximately.

According to this indicator, which assesses the productive know-how of an economy
by examining the level of sophistication and diversification of its export mix, Morocco
has an intermediate level of complexity. Although the Moroccan economy is more
complex, owing to a quasi-continuous trend since 2009, it is nonetheless very close to
the lower bound and ranks lower than many developing countries, including countries
in the Middle East and North Africa region (El Mokri 2016).

For more information on the Industrial Action Plan, visit the website of the Ministry
of Industry, Commerce, Investment, and Digital Economy. http://www.mcinet.gov
.ma/~mcinetgov/fr/content/plan-d%E2%80%99acc%C3%A91%C3%A9ration
-industrielle-2014-2020.

. The authors of this book also note that “in the absence of local suppliers or multina-

tional firms offering competitive prices, the Renault plant in Tangier is unique in that
it integrates preassembly of components or modules, typically outsourced in accor-
dance with international automotive industry standards. The preparation of the cock-
pit, and assembly of the seats, chassis, and exhaust system are therefore re-insourced
and handled by the French car manufacturer itself.”

In Morocco, outsourcing has always been the predominant business model in the
textiles and clothing industry. In order to strengthen this sector’s upstream phase,
steps were taken subsequent to the 2008 launch of the Emergence Industrial Strategy,
in particular in the finishing, printing, and dyeing segment to boost the value added
of the sector’s products. This repositioning was also strengthened under the Industrial
Acceleration Plan launched in 2014, aimed at promoting the development of driving
forces upstream in efficient textile ecosystems (spinning, weaving, knitting, finishing-
printing-dyeing, fading).

. Among other measures, the introduction of benchmark prices for property in several

cities in the country, the increase of the tax on property profits, and blocking of the
granting of town planning dispensations have helped to improve governance of the
property sector and, consequently, to reduce rents generated by this sector and limit
crowding out of productive sectors.
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22. This plan has many benefits, including the simplification of start-up and closing pro-
cedures, exemption from registration in the trade registry, online payment of specific
income taxes not subject to value-added tax (VAT) reduced taxation, social coverage,
and exemption from seizure of the primary domicile.

23. The Imtiaz, Moussadana, and Istitmar programs managed by the National Agency
for the Promotion of Small and Medium Enterprises (Maroc PME) seek to sup-
port investments to promote growth and employment and strengthen industrial
ecosystems while providing an investment subsidy to SMEs, very small enterprises,
and selected self-entrepreneurs.

24. The Imtiaz and Moussanada support and incentive programs designed to provide assis-
tance to SMEs were evaluated by the Audit Office (2014). This evaluation revealed a
number of dysfunctions pertaining to the inconsistency in the financing offered to
firms, the lack of monitoring of programs by Maroc PME, unwarranted delays in the
implementation of actions, and the absence of specific draft measures for SMEs.
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CHAPTER 2

Morocco in 2040

“Productivity isn't everything, but in the long run it is almost everything A country’s
ability to improve its standard of living over time depends almost entirely on its ability
to raise its output per worker.”

— Paul Krugman

The purpose of chapter 2 is to look ahead to 2040, that is, through to the next
generation. Morocco was able to restart the engines of growth in the late 1990s
after a decade of relatively disappointing economic and social performance. How
can Morocco further accelerate its growth rate and maintain a high level of
growth over the coming decades? As the previous chapter has shown, the search
for higher growth is not a goal in and of itself but a means of achieving ambitious
social objectives, improving the standard of living of the population, and making
the country wealthier in a sustainable, equitable, and environmentally friendly
way. This chapter therefore focuses on both the quantity and the quality of
growth and the accumulation of wealth that accompanies it.

Morocco has not yet fully embarked on the development path typically asso-
ciated with the “economic miracles” achieved by some countries in Southern
Europe, Southeast Asia, or Central and Eastern Europe. Finding the means to
achieve and maintain a higher level of inclusive economic growth that creates
jobs is therefore one of the biggest political and economic challenges facing
Morocco. This was underscored by the Economic, Social, and Environmental
Council (CESE) in a report that indicated that “the rapid implementation and
effective guidance of national policies intended to accelerate economic growth
are particularly important given that Morocco faces numerous social challenges”
(CESE 2013). Institutions and policies that promote economic growth generally
do not just lift people out of poverty but also on average increase the incomes of
the poor equiproportionally, thereby promoting shared prosperity (Dollar,
Kleineberg, and Kraay 2013).
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A Window of Opportunity

When looking ahead to the next generation, it is important to consider underly-
ing structural trends already at work in society that will help to forge the
Morocco of tomorrow. Moroccan society is characterized by three fundamental,
potentially positive trends, that will affect the country’s future: a demographic
dividend, urbanization of society, and higher levels of education. The combina-
tion of these three trends has been observed in all countries that have achieved
a successful economic takeoff in the past half century, both in Southern Europe
(Italy, Portugal, and Spain) and in Asia (Republic of Korea; Taiwan, China).
Morocco thus today appears to have all of the conditions needed to achieve its
own economic and social convergence. However, these favorable conditions also
entail risks: the risk of not being able to create enough jobs, the risk of not being
able to generate positive agglomeration effects (which would lead to negative
urban congestion effects), and the risk of not being able to offer Moroccan
youth a high-quality education. If these risks are not eliminated or at least
greatly mitigated by suitable public policies, Morocco could miss a unique
opportunity in its history.

A Demographic Dividend

Morocco is coming to the end of its demographic transition and today benefits
from a significant demographic dividend. The fertility rate has declined spectacu-
larly over the past half century: whereas Moroccan women had seven children
on average in 1960, they now have just 2.2 (see figure 2.1) (HCP 2015). This rate
is at the threshold required for replacement of the population and is close to the
rates observed in rich countries. It is interesting to note that this development is
occurring both in urban areas (where the rate is two children per woman) and in

Figure 2.1 Morocco: Composite Fertility Index, by Place of Residence, 1962-2014
(number of children per woman)
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Source: High Commission for Planning 2015.
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rural areas (with 2.6 children per woman). The propensity of women to have
fewer children reflects profound social changes. First, although a great deal
remains to be done in rural areas, the infant mortality rate has been lowered
significantly, from 145 per 1,000 births in 1960 to 24 per 1,000 births in 2015.
With a declining risk of losing a child, women are less likely to have large families.
Second, contraceptive methods are widely available, particularly through family
planning programs. Today, an estimated 67 percent of married women use con-
traceptive methods. Third, another profound social change is that couples are
delaying marriage. In 1960, men married at age 24 years on average and women
at age 17 years. In 2014, these ages have risen to 31.2 years and 25.8 years,
respectively. Last, as primary education has become universal for girls, mentalities
have changed and fertility has declined.

Declining fertility will lead to a moderation of Morocco’s population
growth and an inversion of the age pyramid. According to the 2014 census,
Morocco has 33.8 million inhabitants. The rate of growth of the population
was just 1.2 percent between 2004 and 2014 and is expected to continue to
slow in the coming decades. Projections suggest that by 2040 the Moroccan
population will reach 40 million (see figure 2.2). The additional population,
on the order of 350,000 per year at present, should trend downward to
165,000 per year by 2040, or less than half the average figure observed
between 1980 and 2010 (400,000 per year). As fertility has declined, the
base of the age pyramid has shrunk considerably. The share of young people
under the age of 15 has declined from 44 percent in 1960 to 25 percent in
2014 and will continue to decline to 18 percent by 2040. At the same time,
the proportion of persons of working age (15-59 years) is increasing, having
risen from 48 percent in 1960 to a peak of roughly 64 percent at present.
This proportion should stay above 60 percent until 2040 before declining
significantly thereafter, owing to the aging of the population.

Figure 2.2 Morocco: Total Population, 1960-2050
(millions)
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Source: High Commission for Planning 2015, based on the 2004 census.
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Morocco has entered a demographic dividend period with a dependency ratio
that will remain low until 2040. The life expectancy of Moroccans has increased
by almost 30 years in half a century, rising from 47 years in 1960 to 75 years
today. The proportion of persons older than 60 years of age will increase until
they constitute 24 percent of the total population by 2050, as against 10 percent
in 2010 and 7 percent in 1960. Morocco is thus currently experiencing a demo-
graphic dividend, with the size of the working-age population reaching a historic
high. The dependency ratio (the ratio between the young people and the elderly
and the working-age population) will remain low at around 50 percent over the
next 25 years and will not begin to rise until 2040 (see figure 2.3). Over the next
three decades, 550,000 young people will reach working age each year on
average. This flow was 400,000 in 1980 and reached an unprecedented 640,000
in 2014. It is expected to now begin to decline, to 500,000 by 2050.

The demographic dividend significantly increases Morocco’s growth potential.
Several studies have shown the existence of a close link between economic
growth and demographic trends. According to some economists, the demographic
dividend accounts for almost one-third of the economic growth achieved by the
“Asian dragons” (see figure 2.4) (Bloom, Canning, and Sevilla 2001). There are
three main channels for the transmission of this effect. First, from a purely
accounting standpoint, a greater proportion of working-age persons in the
population increases growth potential and automatically raises per capita gross
domestic product (GDP). Second, the decline in the dependency ratio eases
the expenditure constraints of households and leads to a higher savings rate at the
macroeconomic level, allowing for improvements in investment financing condi-
tions. Last, the declining fertility rate is generally accompanied by greater

Figure 2.3 International Comparison of Dependency Ratios, 1950-2100
(share of those younger than 15 years of age and those older than 65 years of age
in the working-age population)
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Source: World Development Indicators 2016, World Bank.
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Figure 2.4 Share of Persons Ages 15-64 Years in the Total Population, 1966-2015
(percent)
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participation of women in the labor market, which further increases the employ-
ment rate and growth potential.

However, the demographic dividend will materialize only if the economy is
able to generate jobs to absorb the labor supply, particularly for youth and gradu-
ates. Having a large working-age population is essential for growth, as long as that
population is indeed employable and employed. Unfortunately, as underscored
in the previous chapter, the employment rate is particularly low in Morocco: just
42.8 percent of the working-age population (15-65 years) has a job, with this rate
falling to 38 percent in urban areas. The fact that fewer than half of young urban-
ites between the ages of 25 and 34 have a job is an even more worrisome phe-
nomenon (see figure 2.5). This level of participation is low in comparison with
many other countries. In most of the emerging economies, more than 70 percent
of young people in this age bracket are employed (Brazil, Mexico, Poland). Even
in countries that have recently suffered major economic crises, like Greece
(56 percent in 2013) and Spain (63 percent in 2013), the youth employment
rate is higher than in Morocco, where the economy has been comparatively more
resilient.

The recent employment performance of the Moroccan economy is not
encouraging. Over the past decade, the working-age population (15 years and
older) has increased 1.6 percent per year on average, with trends diverging widely
between urban areas (2.1 percent) and rural areas (0.8 percent). Every year,
350,000 persons are added to the working-age population (approximately
280,000 in urban areas and 70,000 in rural areas), but the job creation rate has
not been sufficient to absorb these increases. At the national level, employment
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Figure 2.5 Morocco: Employment Rate among Young Persons Ages 15-34 Years, by Area,
Age, and Qualifications, 2015
(percent)
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Figure 2.6 Average Net Job Creation, 2010-14
(percentage of population of working-age individuals)
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has risen 1 percent per year (1.8 percent in urban areas; —0.3 percent in rural
areas). Between 2010 and 2015, as the economy has slowed, the net creation of
jobs in urban areas was just 61,000 positions. Relative to the size of its popula-
tion, Morocco created half the jobs created by the Arab Republic of Egypt and
one-third as many as those created by Malaysia (see figure 2.6).

To reach the employment rates observed in the emerging economies,
Morocco must maintain a higher rate of growth—close to 5 percent on average.
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In the coming years, the pressure on the labor market will tend to ease as the
growth of the working-age population slows. That population will increase by
just 200,000 persons per year over the next decade, as compared with 350,000
during the past decade. Alongside population change, economic growth, particu-
larly nonagricultural GDP, is another key variable in job creation. Given produc-
tivity gains, a growth rate above 2 percent is needed to instigate job creation and
a rate of at least 4 percent is needed to absorb new entrants into the labor
market.

Acceleration of Urbanization

The acceleration of urbanization is another opportunity for Morocco. On the
basis of the 2014 census, 60 percent of Moroccans live in urban areas today as
against 29 percent in 1960, 41 percent in 1980, and 55 percent in 2004 (see
figure 2.7). Over the past 10 years, urbanization has accelerated, with a 0.5
percentage point increase per year (compared with 0.4 during the previous
decade). At this pace, the urbanization rate could reach 72 percent by 2040,
which would bring Morocco up to the urbanization level already achieved in a
number of emerging and developed countries.

Until now, rural-to-urban migration has been accompanied by a relatively
slow decline in the number of farmers. Morocco has almost four million
farmers today, representing 38 percent of total employment in the country.
The number of farmers is declining, but at a slow rate, around 0.5 percent per
year. In countries more advanced than Morocco, the exit from agriculture has
taken place more rapidly, at a rate of approximately 3 percent per year (average
observed in France, Italy, Portugal, and Spain, and also in the “Asian dragons,”
Korea and Taiwan, China). The massive reduction in the number of agricultural

Figure 2.7 Morocco: Share of Urban Population in the Total Population, 1966-2015
(percent)
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sector workers is a general phenomenon that appears in all developed coun-
tries, without known exceptions. During its development process, Morocco
will probably follow the same path, even if the pace is different. As fewer
people work in agriculture, productivity will improve and family member
participation, which accounts for 45 percent of agricultural employment and
the contribution to production of which is relatively limited, will decline.
Rural-to-urban migration and the exit from agriculture will be strongly stimu-
lated by more widespread access to education in rural areas. International
experience shows that educated young people are significantly more inclined
to leave the countryside for the city. However, in the case of Morocco, this
urban push would be weaker. Estimates suggest that more educated household
members compared to less educated are less likely to migrate to urban areas
(Bouoiyour, Miftah, and Muller 2017).

Urbanization is potentially a source of productivity gains and is closely
correlated with a country’s level of development. Although urbanization is
often seen as a negative phenomenon because it can lead to many imbalances,
academic research has shown that, on the contrary, urbanization is a formidable
vector for social and economic development (Glaeser 2012). From an eco-
nomic standpoint, the concentration of people in urban areas generates agglom-
eration effects: as cities grow larger, economies of scale and productivity
rise, ideas circulate more easily, and opportunities increase. At the social level,
the residents of cities generally have access to better quality and more efficient
public services (for example, hospitals, schools, communications, and transpor-
tation networks).

In a globalized economy, the development of countries is now borne by the
large metropolises, which have the critical mass to be competitive at the global
level. Some economists, including the chief economist at the World Bank, have
even advanced the view that an industrial policy with no urban policy is doomed,
whereas an urban policy without an industrial policy is perfectly viable and
capable of supporting catch-up growth (Romer 2015). The growth of cities is
therefore expected to be accompanied by suitable urban policies if the full ben-
efits of urbanization are to be realized. The experience of Korea is particularly
enlightening in this regard (see figure 2.8). Urbanization generates both positive
agglomeration effects and congestion costs that create tensions and are a source
of pollution. The capacity to contain congestion costs with sound urban planning
is thus essential to achieving the development potential offered by
urbanization.

The last census in Morocco confirms the polarization of the population near
large cities, with a trend toward urban sprawl. Seven cities concentrate 25 per-
cent of the total population and 41 percent of the urban population. The last
census shows, however, that urban growth is mainly absorbed by the cities’
peripheries, leading to significant urban sprawl. For example, while the
population of the greater Casablanca area has grown 1.6 percent, the population
of the city of Casablanca (excluding the peripheral cities) has risen only
1 percent. Similarly, the Rabat-Salé-Kenitra region has grown 1.3 percent while
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Figure 2.8 International Comparison of the Share of the Urban Population in the Total
Population, 1966-2015
(percent)
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the population of Rabat itself has declined 0.8 percent. Lastly, the population of
the Marrakesh-Safi region rose 1.4 percent while the city of Marrakesh grew just
1.1 percent.

Weak urban planning and land speculation, in particular land retention, have
resulted in a structural shortage of building land in large Moroccan cities, which
fueled real estate price inflation. Given an essentially inelastic supply, the growth
of demand in the 2000s has taken real estate prices to higher levels than indi-
cated by economic fundamentals. The high price of real estate is a heavy burden
on household budgets, fueling mortgage debt, and contributing significantly to
urban sprawl. In most developed countries, the cost of housing represents three
or four times the annual income of households (Demographia Housing
Affordability Index). When this level is exceeded, experts consider that a real
estate bubble exists. In Morocco, according to data collected from commercial
banks, the cost of housing (excluding public housing) represents six to eight
times households’ annual income.

The steady growth of large Moroccan cities should be perceived and encour-
aged as an asset in global competition. Moroccan cities conceal a high growth
potential, especially with respect to the land use coefficient and verticality.
Even Casablanca, the largest city in Morocco with 3.3 million inhabitants, is a
medium-sized city compared with the metropolises of other emerging coun-
tries (for example, Kuala Lumpur has 7 million inhabitants, Istanbul, 9 million,
and Santiago, 7 million). There is room for significant improvement of urban
policies in Morocco. More and more households are forced to live in the urban
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peripheries to benefit from more moderate real estate prices. However, these
areas are generally poorly served by public transit and only 23 percent of urban
households own a private car (HCP 2015). By way of comparison, in 1960 the
car ownership rate for French households was 30 percent. The current pattern
of urbanization thus creates significant mobility problems. Moreover, the costs
of congestion risk reducing or even canceling out the positive effects of agglom-
eration. In 2016 after the national conference on the State’s land policy, the
Government established a standing ministerial committee for land policy with
a view to improving land governance.!

Higher Education Levels

Morocco’s rapid universalization of education has the potential to bear significant
economic benefits in the medium term. It is estimated that the average education
rate in Morocco is five years. This number of years of schooling is low in com-
parison with other developing countries (6.7 years in Algeria; 7.5 in Tunisia; 9.8
in Mexico; 10 in Malaysia).2 Nevertheless, access to education has improved
steadily over the past two decades, supported by the government’s universal
education policy. In the 1990s, just 55 percent of children between the ages of 6
and 11 were enrolled in school in Morocco. The efforts made by Morocco in the
area of education increased this rate to 98 percent in 2014. Morocco has thus
almost attained the Millennium Development Goal of universal access to pri-
mary education. Despite a still high absenteeism rate, the increase in school
enrollment at the primary level has resulted in a significant increase in the num-
ber of students enrolled in secondary school and higher education. This has been
reflected in the sharp upward trend in the number of high school graduates,
which increased from 50,000 in 1990 to 90,000 in 2000 and 205,000 in 2014.
Medium-term projections indicate that this trend should continue, bringing the
number of high school graduates to 300,000 in 2020. At that point, 50 percent
of an age cohort will be high school graduates, as compared with 30 percent
today and 10 percent in 1990. The exponential growth in the number of high
school graduates has spread automatically to higher education, where student
populations have also exploded. On the basis of current data, it is possible to
estimate that a little over one high school graduate in two obtains a higher
degree. The number of young university graduates could thus increase propor-
tionately to the number of high school graduates, reaching some 130,000 in
2020, as against roughly 100,000 today.

Improved education levels could radically transform the labor market.
Morocco’s lag in school enrollment has led to a poorly educated labor force.
In 2013, 63 percent of working Moroccans had no diploma, not even a pri-
mary school certificate. Barely 11.4 percent of them nationally have at least
a high school diploma, with a slightly higher percentage in urban areas
(21 percent). Given the trends observed in school enrollment, the proportion
of young graduates among workers should increase substantially in the com-
ing decades. It could reach some 30 percent of total employment on the basis
of projections. By comparison, 50 percent of workers in France today have
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at least a high school diploma. The increase in the level of qualification is an
important economic phenomenon, since it should support the move into
technology industries.

Economic development does not consist so much of producing “more” pro-
ducts as of producing “different” products, with greater value added and a higher
technological content (Hausman, Hwang, and Rodrik 2005). This process of
structural change requires a high level of human capital and competent workers
trained in the use of new technologies. It is not by chance that “economic
miracles” occur in countries with relatively high levels of basic education. For
example, the average length of school enrolment in Korea was five years in 1960,
a level not achieved by Morocco until 2010. Human capital is particularly impor-
tant in an information and knowledge economy characterized by the acceleration
of technical progress and the automation of production processes. Even the sim-
plest functions now require a higher level of qualification than in the past—a
phenomenon known as “skill-biased technological change” (Cohen, Piketty, and
Saint-Paul 2002). The extremely rapid rise in the level of qualification of the
Moroccan population constitutes a potential major asset in enabling the country
to successfully move its economy into technology industries and to anchor it
advantageously in global value chains.

To achieve this, as will be seen in detail in chapter 5, it is important to
improve the quality of education so that students acquire genuine skills. In a
recent work entitled The Rebirth of Education: Schooling Ain’t Learning, Harvard
economist Lant Pritchett emphasizes that the quantitative expansion of school-
ing in the developing countries has not necessarily led to an accumulation of
human capital (Pritchett 2013). He notes that many developing countries have
been successful in ensuring the physical presence of children in classrooms,
without providing them with the basics of reading and arithmetic. Morocco is
a good example of this. The universalization of education undertaken in the
1990s has been accompanied by a significant deterioration in the quality of
education. In 2008, a national assessment of achievement levels conducted
by the Higher Council on Education concluded that students assimilated just
30 percent of the official curriculum, irrespective of the discipline. International
tests also confirm this assessment. Morocco is ranked last in the Progress in
International Reading Literacy Study (PIRLS) classification, which measures
reading literacy, and second to last in the Trends in International Mathematics
and Science Study (TIMSS) classification, which covers mathematics. Only
21 percent of 10-year-olds master the basics of reading, as against 87 percent
internationally (see figure 2.9). Education specialists considered that a lack of
reading literacy at this age produces long-term irreversible effects on the cogni-
tive development of the child and very negatively impacts adult productivity
(see the section on early childhood in chapter 5). The low quality of education
is transmitted from primary education to higher education, leading to a clear
deterioration in the intrinsic value of diplomas. However, they do remain the
best insurance against unemployment, even if the perception may sometimes
be different (see box 2.1).
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Figure 2.9 10-Year-Olds Able to Read a Basic Text (Grade 4)
(percent)
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Box 2.1 Even in Morocco, a Degree Is the Best Insurance against Unemployment

The fact that the unemployment rate for Moroccan graduates is higher than the unemploy-
ment rate for those without degrees should not lead to the conclusion that degrees
exacerbate unemployment. In reality, the unemployment rate for graduates is higher
because their labor force participation rate is well above those without degrees (they more
actively look for work). If this bias is taken into account, the employment rate for young
university graduates (56 percent) is higher than that for nongraduates (48 percent). In
general, a degree improves the employability of young people. It is true, however, that
employability varies significantly depending on the type of degree obtained. The employ-
ment rate is particularly high for graduates of the grandes écoles (specialized higher educa-
tion institutions) (80 percent) and the advanced institutions of technical training
(64 percent). In contrast, it is low for those with a bachelor’s degree or a postgraduate
degree in social sciences (43 percent).

It is also important that these higher education levels lead to greater par-
ticipation of women in the labor force. One of the most visible characteris-
tics of the Moroccan labor market is the persistently low level of female
employment. In urban areas, just 14 percent of women of working age have
a job, as against 60 percent of men. Even for young women between the ages
of 25 and 35, this level is just 19 percent. There has been no progress in this
area, despite the improvement in the level of education of women and soci-
ety’s greater acceptance of women’s employment. International experience
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shows that the rate of employment of women rises steadily during the devel-
opment process. In Spain, for example, just 25 percent of women worked in
1970, as against 60 percent today. In Turkey, the acceleration of growth in
the 2000s was accompanied by a 10-point increase in the employment rate
for women, which rose from 25 percent to 35 percent. A substantial
improvement in the participation of women in the labor market thus consti-
tutes a major challenge if the Moroccan economy is to take off (as discussed
in detail in chapter 6).

Beyond the windows of opportunity that are opening in Morocco—and
beyond the related challenges—Tlies the fundamental question of the social con-
tract. Morocco’s future lies with its youth: a more qualified, urbanized youth that
is connected with the rest of the world. Moreover, the challenges presented
above reflect the fact that Moroccan young people face constraints that affect
their opportunities. They are aware of the risk of not finding work, as well as the
risk of receiving a poor quality education and not being able to move up in soci-
ety, regardless of family origin. Facing these numerous uncertainties, the youth of
Morocco are plagued by a sense of hopelessness, which is primarily reflected in
the desire of many of these youth to leave Morocco and try their luck abroad.
According to a survey conducted by the European Training Foundation entitled
“Skills Dimension of Migration,” 59 percent of young Moroccans between the
ages of 18 and 29 would like to leave Morocco, and a large percentage would like
to do so permanently.

Morocco at a Crossroads

Morocco is today going through a remarkable period that is particularly favor
able to an economic takeoff. However, the current demographic transition
will not be sufficient to trigger a sustainable upturn in growth. International
experience shows that sustaining strong economic growth in the long term is
considerably more difficult than initiating it, and Morocco is no exception.
Like many developing countries, Morocco has successfully transitioned from
low-income to middle-income status, but it is struggling to move from middle-
income to emerging market status.3 To avoid the “middle-income trap”
(Eichengreen, Park, and Shin 2013), Morocco will need to achieve much
higher productivity and competitiveness gains than in the past and, more
importantly, sustain them for two generations in a challenging international
context (see box 2.2). The countries that have pulled off such “economic
miracles” have generally adopted a structural change process with a number of
common characteristics. While they have indeed benefited from a demo-
graphic dividend, urbanization, and higher levels of school enrollment, they
have above all been able to take advantage of specific historical circumstances
to facilitate structural change, technological upgrading, and economic diversi-
fication, and last, but equally important, to ensure the large accumulation of
human, institutional, and social capital—a multifaceted capital asset more
commonly known by the name of “intangible capital.”
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Box 2.2 Avoiding the “Middle-Income Trap” in a Context of Slower Growth

Avoiding the middle-income trap requires steady improvement in factor productivity.
Analyses of long-term growth show that total factor productivity (TFP), that is, a country’s
effectiveness at utilizing its factors of production (labor and capital) and transforming
intermediate goods into final output, is key to explaining economic convergence
between countries (Easterly and Levine 2001). However, this convergence is difficult to
sustain. On average, a person in a rich country produces in nine days what a person in a
poor country produces in one year (Restuccia 2013). Economies that are successful at
avoiding the middle-income trap are those that generate productivity gains, while coun-
tries that fall into this trap see their TFP stagnate or even decline. In the final analysis, a
country’s capacity to improve its standard of living over time depends almost entirely on
its ability to increase its TFP (Krugman 1994).

As explained in the previous chapter, TFP in Morocco has scarcely changed since the
1970s. The recent acceleration of growth in the 2000s is explained primarily by a combination
of factors, particularly an investment boost based primarily on large, publicly financed infra-
structure projects that reached 34 percent of GDP in 2014. Without a significant improvement
in TFP, Morocco risks seeing its growth slow over the medium term and falling into the
“middle-income trap.!” To structurally increase its TFP, Morocco must increase its intangible
capital so that investment and employment can achieve sustainably higher returns.

However, productivity growth has slowed worldwide, a phenomenon known as the
“global productivity crisis.” Data from the Conference Board 2014 database indicate that TFP
growth hovered around zero for the third consecutive year, against 1 percent during the
1996-06 period and 0.5 percent during 2007-12. The decline in TFP was not limited to
advanced economies; it declined in China and Sub-Saharan Africa, was barely positive in
India, and was even negative in Brazil and Mexico. This slowing trend is seen in all regions,
and particularly in Central Asia, Southern Europe, and Latin America (Eichengreen, Park, and
Shin 2015).

Faced with numerous challenges, Morocco stands at a crossroads today. The
question of Morocco’s future can be presented in 2017 in terms similar to those
that were used in 2004 in the analyses that marked the celebration of the
50th anniversary of the country’s independence. As the report published at
the time pointed out, “Morocco is facing a historic situation of major choices and
major plans that lead to two fundamental but contrasting options. On one hand,
the country can resolutely engage a virtuous renewal and development dynamic
by seizing opportunities that present themselves and by making the reform pro-
cess a permanent and structural one. On the other hand, resolving future impedi-
ments to development could be postponed to an undetermined date.” The idea
that Morocco stands at a crossroads was also recently raised by the OCP Policy
Center in a report on Morocco’s growth strategy for 2025 (see box 2.3) (Agénor
and El Aynaoui 2014).
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Box 2.3 Morocco at a Crossroads

According to a recent report published by the OCP Policy Center entitled “Growth Strategy
for 2025 in an Evolving International Environment,” the Moroccan economy is at a crucial
stage in its development for the following four basic reasons:

1. A new international division of labor. Changes in the international division of labor have
accelerated in recent years, reflected in large part by global growth moving eastward, par-
ticularly with the emergence of China as the second largest economy in the world. The risk
for Morocco is to become caught between the rapid-growing low-income countries with
abundant and low-cost labor and the middle-income, larger countries capable of innovat-
ing quickly enough to move to the top of the world technology frontier.

2. A stalling of Morocco’s growth strategy. While the Moroccan economy has overcome the
difficulties brought about by the global financial crisis, a number of indicators clearly sug-
gest that the growth momentum has slowed since the late 2000s: continuous growth of
macroeconomic imbalances, reflected in both fiscal and balance of payments deficits; a loss
of competitiveness owing to the appreciation of the real exchange rate and rising labor
costs; a slowing trend growth rate; a very limited improvement in the workforce quality,
which hampers the country’s ability to adjust; and persistent unemployment. This overall
situation could be accompanied by an erosion of economic agents’ confidence in the pros-
pects of the economy.

3. Difficulty in absorbing new arrivals in the labor market. Despite the favorable growth per-
formance during the 2000s, the unemployment rate remains stubbornly high, particularly
among youth and skilled workers. There are multiple reasons for the continuing tensions in
the labor market: a growth rate that is insufficient to fully absorb the expansion of the labor
force, insufficient private investment in key growth sectors, as indicated above, and institu-
tional rigidities, including the quality of dialogue between employers and unions, high hir-
ing and dismissal costs, and friction in the functioning of the legal framework for resolving
labor disputes.

4. An outdated macroeconomic policy framework. Morocco’s macroeconomic policy frame-
work has served the country well in the past, but it must now evolve to address several
issues related to the process of financial globalization and the economy’s greater trade
openness, which expose the country to greater volatility, with significant risk for national
impact. Rising fiscal imbalances and low capacity to meet the challenges of changing eco-
nomic conditions have reduced the predictability of the macroeconomic management
framework and destabilized the expectations of economic agents, eroding their confidence
in the future.

Three possible development scenarios for Morocco through 2040 are pre-
sented, on the basis of the evolution of the following basic macroeconomic
parameters: the investment rate, the employment rate, and productivity
gains. The horizon for the projections is set at 2040 to enable us to consider
what Morocco might look like for the next generation (of 25 years).
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Achievement of the most favorable scenario will depend primarily on the
relevance of the development strategy adopted and the quality of public poli-
cies implemented.

The Unsustainable Business-as-Usual Scenario

The first projection scenario is constructed on the basis of an extrapolation
of the trends observed during the period 2000-14 (see table 2.1). As explained
in the previous chapter, this period was characterized by sustained growth of
4.3 percent of GDP. The main engine of growth was the accumulation of capital,
with an increase in the stock of capital of 5.4 percent on average. Employment
and productivity gains also contributed to this sustained growth, but to a signifi-
cantly lesser extent, at about 1 percent each. Maintaining these same parameters,
the trend extension of the growth achieved in the years 2000-14 would lead to
a 2.5-fold increase in per capita income, which would mean a substantial
improvement in the standard of living for Moroccans. Morocco would converge
relatively rapidly toward the European economies, its per capita GDP and pur-
chasing power parity (PPP) reaching 40 percent of the European level by 2040,
against 22 percent today (on the basis of an assumption of per capita GDP
growth of 1 percent per year for Europe).

This scenario, showing a perpetuation of the current growth model, is, how-
ever, based on an unsustainable mechanism. Given—hypothetically—that
employment growth and productivity gains were to remain weak, the main
source of growth would be sustained growth of the capital stock. This implies

Table 2.1 Morocco: Unsustainable Business-as-Usual Scenario, 2015-40

Scenario 1 1980-1999 2000-14 2015-29 2030-40
Exogenous variables

Population growth rate (total) 1.9 1.0 0.8 0.5
Population growth rate (15-65 years) 2.6 1.9 0.8 0.5
GDP growth rate 39 43 43 43
Per capita GDP growth rate 2.0 33 35 38
TFP growth rate -0.7 1.2 1.2 1.2
Employment growth rate Not available 0.9 0.9 0.9
Capital stock growth rate 43 54 54 54
National savings rate 22.7 29.3 29.3 29.3

Endogenous variables
GDP/per capita PPP (in 2011 US$,

end-of-period) 4,500 7,300 12,000 17,500
GDP/per capita PPP (% Southern

Europe, end-of-period) Not available 22 30 40
Investment rate (GFCF/GDP) 24 29 41 52
Current account balance (% GDP) -3 -2 -13 -24
Employment rate (employment/

population 15-65 years) Not available 449 45.6 47.9

Note: GDP = gross domestic product; GFCF = gross fixed capital formation; PPP = purchasing power parity; TFP = total factor
productivity.
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that the investment rate would need to rise continually to offset the deprecia-
tion of accumulated capital. Thus, to maintain a rate of growth of capital of
5.4 percent per year during the period 2015-40, the investment rate would
need to increase gradually to over 50 percent of GDP by the end of the period.
However, assuming that the savings rate remained at its current relatively high
level, the savings-investment imbalance would result in a rising balance of pay-
ments current account deficit to over 20 percent of GDP by the end of the
period. A deficit of this magnitude is quite simply unrealistic and Morocco
would face a profound balance of payments crisis well before reaching this
deficit level.

This projection exercise, based on a continuation of current trends, shows the
unsustainability of a growth model that draws primarily from an accumulation
of capital, with limited productivity gains and job creation. Long-term strong
growth is not possible in Morocco without significantly more rapid productivity
gains than those observed at present. This is especially true given that the
assumption that the growth of total factor productivity (TFP) will hold steady at
1.2 percent is quite optimistic. If agriculture is excluded from growth, the rate of
technological change in the economy during the period 2000-15 is less than
0.5 percent. With the long-term decline of the share of agriculture in GDP, this
effect will gradually disappear and overall productivity will converge with non-
agricultural productivity. These are the long-term consequences of a slow and
insufficient structural transformation, the main features of which were described
in the previous chapter.

The Probable Slow Convergence Scenario

Without a significant acceleration in productivity gains, the most plausible sce-
nario is slow convergence, allowing Morocco to restore its fundamentals, par-
ticularly by reestablishing a sustainable balance of payments current account
deficit of around 2 percent of GDP (see table 2.2). Given the national savings
rate, such an adjustment would require stabilizing investment at around 29
percent of GDP. Without a steady increase in the investment rate, the growth
of the capital stock would automatically decline, as would its contribution to
GDP growth. In this scenario the rate of growth of capital would decline from
5.4 percent in 2000-14 to 3 percent in 2015-29 and 2.4 percent in 2030-40.
The negative impact on GDP growth would amount to more than 1 percentage
point, with a trend growth rate that, while respectable, would stall at around 3
percent. With respect to employment, and to maintain the hypothesis of an
unaltered contribution of employment to growth, the employment rate should
increase slightly to compensate for the initial slowing of growth of the working-
age population (15-65 years) during the period. The employment rate would
therefore increase by 3 percentage points, from 45 percent to 48 percent.
Despite a modest improvement based on favorable population growth, the out-
look for employment remains unsatisfactory, leaving more than half of the
working-age population unemployed. The consequences of such a scenario of
slowing growth would be significant for the standard of living, poverty
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Table 2.2 Morocco: Probable Slow Convergence Scenario, 2015-40

Scenario 2 1980-1999 2000-14 2015-29 2030-40
Exogenous variables
Current account balance (% GDP) -3 -2 -2 -2
National savings rate 22.7 293 29.3 29.3
Investment rate (GFCF/GDP) 24 29 29 29
Employment growth rate Not available 0.9 0.9 0.9
TFP growth rate -0.7 1.2 1.2 1.2
Endogenous variables
Capital stock growth rate 43 54 3.0 24
GDP growth rate 39 43 32 29
Per capita GDP growth rate 2.0 33 24 24
GDP/per capita PPP (% Southern

Europe, end-of-period) Not available 22 28 32

Employment rate (employment/
population 15-65 years) Not available 48.1 449 46.4

Note: GDP = gross domestic product; GFCF = gross fixed capital formation; PPP = purchasing power parity; TFP = total factor
productivity.

reduction, and Morocco’s rate of convergence with the high-income emerging
economies and Southern European countries. Between 2015 and 2040, per
capita GDP would increase by only 1.8 on average. By 2040, Morocco’s stan-
dard of living would represent just 32 percent of that of the Southern European
countries.

Macroeconomic trends in recent years can be interpreted as harbingers of this
scenario. After accumulating macroeconomic imbalances in the years 2008-12,
Morocco gradually restored its fundamental balances in 2013, mainly owing to
fiscal adjustment, which made it possible to moderate the increase of imports,
against a backdrop of plummeting oil prices. Despite the combination of several
favorable internal and external factors (such as historically low interest rates),
the pace of economic growth has shown a downward trend in recent years (see
figure 2.10). In an unchanged growth model, an economic recovery driven by
domestic demand would lead to a recurrence of macroeconomic imbalances.
This scenario shows that without solid productivity gains, Morocco is essentially
facing a difficult trade-off between macroeconomic imbalance and moderate
growth.

Yet, international experience suggests that this scenario of flagging growth and
slow convergence should come as no surprise. Economic history shows that
many countries manage to ramp up their economic growth for several years, as
Morocco did in the 2000s, but that in most cases these gains are generally unsus-
tainable and growth rates end up reverting to historical trends (Hausman,
Pritchet, and Rodrik 2005). The economic slowdown in recent years suggests
that Morocco could be in the process of reproducing this typical scenario with,
for example, GDP growth that is not estimated to exceed 1 percent in 2016 (see
figure 2.10). This phenomenon of “regression to the mean” is explained by the

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

Morocco in 2040

Figure 2.10 Morocco: GDP Growth, 1999-2006 and 2007-16
(percent)

8 -

Source: High Commission for Planning 2015 (estimate) and 2016 (projection).
Note: GDP = gross domestic product.

fact that future growth is largely determined by two key factors: growth in the
previous decade (countries with a history of strong growth are more likely to
grow than less dynamic countries) and initial revenue levels (the poorer a coun-
try is, the larger its margin for growth) (Pritchett and Summers 2013). The
application of this model to Morocco highlights the risks of economic slowdown
in the coming decades, with economic growth potentially slowing gradually from
3.2 percent in the years 2015-29 to 2.9 percent in the period 2030-40.

This risk of a future slowdown of growth would, moreover, correspond to
the abovementioned “middle-income trap” (Eichengreen, Park, and Shin 2013).
During the development process, many countries see their rates of growth slow
significantly when they reach a threshold estimated at around US$10,000.
Among the countries that were in the group of middle-income economies in
the 1960s, only a few have been able rise to the rank of developed countries,
mainly the Southern European, Central and Eastern European, and Southeast
Asian countries. However, the more a nation develops, the more difficult it is
for it to maintain sustainable, strong growth. Several other countries, including
Greece, Mexico, Turkey, or even South Africa, suffer from this “middle-income
trap.” For these countries, the stage of industrialization and development of
related services has been bypassed or had petered out. These societies
have become urbanized without the creation of industrial sectors or services
offering significant value added, a phenomenon that American political scien-
tist Francis Fukuyama has labeled “modernization without development”
(Fukuyama 2014).

The Desirable Accelerated Economic Catch-Up Scenario
The two previous scenarios are based on the assumption that the current situa-
tion, characterized by moderate long-term TFP gains, will continue. As indicated
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earlier, Morocco is in an exceptional period characterized by a demographic
transformation that has the potential to bring high growth. If appropriate struc-
tural reforms are introduced to seize this historic opportunity, Morocco could
rebalance its growth model by scaling up its productivity gains and improving the
employment rate.

Ambitious but realistic changes are simulated in the third scenario, which
assumes a 2 percent increase in TFP per year (versus 1.2 percent historically).
International experience shows that it is not easy to sustain such a rate of tech-
nological change in the long run. It requires a profound structural transformation
of the economy and substantial efficiency gains. Yet several countries in Southern
Europe (1960-80) and Southeast Asia (1970-90) have managed to achieve this
fundamental change during their economic takeoff. The productivity assumption
is coupled with an assumption of a rise in the employment rate of the working-
age population from 45 percent in 2015 to 55 percent in 2040, driven mainly by
an increase in the female employment rate, which remains very low today at
around 23 percent. By way of comparison, in the developed countries and most
of the emerging economies, the employment rate for those between the ages of
15 and 65 averages 65 percent. Such an increase in the employment rate would
strongly stimulate the growth of overall employment, which would reach
1.6 percent between 2015 and 2030 before falling back to 1.2 percent owing to
slowing population growth.

The cumulative effect of productivity gains and a higher employment rate
would sustain strong average growth of around 4.5 percent per year over 25 years
(see table 2.3). This growth rate would be slightly higher than the trend observed
in Morocco in recent years. Yet, unlike the current growth model based on the
accumulation of capital, this growth model would be based on productivity gains

Table 2.3 Morocco: Desirable Economic Convergence Scenario, 2015-40

Scenario 3 1980-1999 2000-14 2015-29 2030-40
Exogenous variables
National savings rate 22.7 29.3 29.3 29.3
Investment rate (GFCF/GDP) 24 29 29 29
Current account balance (% GDP) -3 -2 -2 -2
Employment/population 15-65 years

(end-of-year) Not available 45 50 55
TFP growth rate -0.7 1.2 2.0 2.0
Endogenous variables
GDP growth rate 39 43 4.6 44
Per capita GDP growth rate 2.0 33 338 39
Capital stock growth rate 43 54 3.6 3.6
Employment growth rate Not available 0.9 1.6 12
GDP/per capita PPP (% Southern

Europe, end-of-period) Not available 22 34 46

Note: GDP = gross domestic product; GFCF = gross fixed capital formation; PPP = purchasing power parity; TFP = total
factor productivity.
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and job creation, which would make it perfectly viable in the long term. The rate
of investment would be held steady to preserve the macroeconomic balances,
which would prompt a weakening of the contribution of capital to growth, but
this restrictive effect would be more than offset by the recovery of productivity
and employment.

This third scenario highlights the crucial importance of productivity gains
as the cornerstone of strong growth that is sustainable in the long term and
thus a prerequisite for social stability in the country. Raising productivity
gains by 2 percent per year for several decades is, however, a major challenge.
International experience has shown that this can be accomplished, but
requires that the authorities make judicious and sometimes difficult choices
to successfully carry out the reforms needed to speed up the country’s struc-
tural transformation. This scenario reflects the conclusions of a recent mac-
roeconomic analysis in the context of an overlapping generations model that
simulates a series of economic policies with the potential to significantly
accelerate the trend growth rate of the Moroccan economy in the coming
years (Agénor and El Aynaoui 2014).2

Changing the Development Paradigm

A sweeping change scenario, under which Morocco would embark on a struc-
tural transformation and an accelerated process of convergence in the space of a
single generation, assumes that the conditions are present for making sweeping
changes to the strategies and policies currently pursued. First of all, there must
be a veritable collective realization that Morocco’s current development model
has reached its limits. As underlined in the Bank Al-Maghrib’s last annual report,
Morocco must begin a complete revision of its development model and promote
a series of changes to the design and implementation of public policies (BAM
2016). If all stakeholders fail to come to this realization, then the current policies
will not change substantially and, with the same causes producing the same
effects, the country will find itself in the slow convergence scenario. Although
this scenario would still be respectable, especially given the outlook of a number
of other countries in the Middle East and North Africa (MENA) region, the
mere continuation of current policies and reforms would not allow Morocco to
quickly converge with the most developed countries over the next generation or
to fully meet the aspirations of its youth.

As we have seen, the accelerated convergence scenario assumes a permanent
increase in the productivity gains that would result in a doubling of the rate of
convergence of Morocco with the Southern European countries in comparison
with the scenario in which the pace of productivity does not increase (see
figure 2.11). The development strategy and public policies should thus focus
on this objective, which requires that priority be given to investment in intan-
gible capital and the modification of the development strategy based primarily
on sectoral policies.
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Figure 2.11 Morocco: Per Capita GDP by 2040
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Source: World Development Indicators, World Bank.
Note: GDP = gross domestic product; PPP = purchasing power parity.

Giving Priority to Intangible Capital
As we have seen above, the additional productivity gains will not come solely
from new investments in physical capital—although such investments clearly
remain important and necessary—but from a greater effort to accumulate
more intangible assets in the form of human, institutional, and social capital.
The challenges Morocco faces in increasing TFP and developing its intangible
capital in the medium term are essentially two sides of the same coin (see
figure 2.12). Innovation, the adoption of new technologies, and the realloca-
tion of the factors of production that are needed to stimulate TFP (in the
neoclassical literature on growth) are directly influenced by policies designed
to build human capital, institutional quality, and social capital (in the literature
on the wealth of nations). Just as productivity gains correspond to “unex-
plained” factors of growth once the accumulation of the factors of production,
that is, capital and labor, is taken into account, the accumulation of intangible
capital corresponds to the “unexplained” wealth of nations once their pro-
duced capital, natural capital, and financial capital are taken into account.
Productivity and intangible capital are, in both cases, “intangible” variables that
reflect the quality of the institutional, human, and social environment in which
the accumulation of the factors of production takes place. At the end of the
day, the changes in TFP and intangible capital are largely linked and are key
variables that will define Morocco’s growth path and the improvements in the
well-being of the population by 2040.

The speech given by His Majesty King Mohammed VI on the occasion of the
15th anniversary of his accession to the throne is the clearest signal of the
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Figure 2.12 Morocco: Contribution of Productivity Gains and the Accumulation of Intangible Capital to

Growth and Increased Wealth
(percentage points)
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Source: World Development Indicators, World Bank.
Note: NFA = net foreign assets; TFP = total factor productivity.

resolution of the authorities to place the issue of intangible capital at the center
of the discussions on Morocco’s future (His Majesty the King Mohammed
VI Speech 2014). On that occasion, the King stressed “the need to retain
intangible capital as a fundamental criterion in the development of public
policies so that all Moroccans may benefit from their country’s wealth.” This
involves “measuring the historical and cultural capital of the entire country,
along with the other characteristics that distinguish it, particularly its
human and social capital, trust, stability, the quality of its institutions, inno-
vation and scientific research, cultural and artistic creation, quality of life
and the environment, and many other factors.”

The convergence scenario assumes that Morocco is capable of significantly
increasing the share of intangible capital in its total wealth. On the basis of the
composition of the current wealth of the countries with which Morocco wishes
to converge by 2040, it appears that Morocco would need to increase the share
of intangible capital in its total capital by some 10 to 15 percentage points,
depending on the scenario (see figure 2.13). The difference of five percentage
points between the slow and accelerated convergence scenarios can be inter-
preted as being the counterpart to the difference in productivity gains in these
two scenarios.

By giving priority to intangible capital, Morocco could logically adopt a
genuine, consistent, cross-cutting development strategy. Specifically, this would
make it possible to benefit more from the lessons and recommendations of the
many in-depth economic studies conducted on Morocco in recent years (see
box 2.4). Even if these studies were not undertaken in the context of
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Figure 2.13 Morocco: Share of Intangible Capital in Total Capital, 2000-40
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Box 2.4 Growing Consensus around Key Reforms to Strengthen Institutional and
Human Capital

The previous World Bank Country Economic Memorandum for Morocco in 2006 con-
cluded that the Moroccan economy suffered primarily from a structural transformation
process that was too slow to achieve strong growth, particularly in the area of exports
(World Bank 2006). The Memorandum identified four economic policy failures: (i) a rigid
labor market, (ii) a tax policy that penalized the private sector, (iii) an exchange rate regime
that was unsuited to the country’s characteristics, and (iv) an anti-export bias in policies.
It also identified three market failures: (i) information failures that resulted in the violation
of property rights, (i) coordination failures between the public and private sectors, and
(iii) human resources failures. These three types of failures were significant obstacles to
strong economic growth.

In 2010, the Bouabid Foundation provided a more institutional and richer perspective, sup-
ported by an analysis of the political economy (Abderrahim Bouabid Foundation 2010). The
Foundation’s report identified two “meta-constraints” to an economic takeoff that would
enable Morocco to rise to the level of an upper-middle-income country with a high human
development level in the space of a single generation:

- The political economy, characterized by an electoral system favoring ill-assorted coalitions
to the detriment of coherence; an inadequate government architecture based on imitation
of France and the need to distribute government positions; and a multiplicity of nongovern-
mental public actors with wide-ranging prerogatives that escape government and parlia-
mentary control; and

box continues next page
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Box 2.4 Growing Consensus around Key Reforms to Strengthen Institutional and
Human Capital (continued)

+ A kind of “economic illiteracy” characterized by a failure to consider the contributions of
economic science (cost-benefit analyses, assessment of externalities, and opportunity
costs); and insufficient consideration of the lessons of the past that would make it possible
to avoid repeating the same mistakes.

In 2015, the African Development Bank, the government of Morocco, and the Millennium
Challenge Corporation prepared a new assessment of growth for Morocco (AfDB 2015). The
analysis of all constraints to broad inclusive growth identified two major constraints hamper-
ing faster growth generated by the private sector:

+ A human capital deficit related in particular to issues of access to education and the quality
of the educational system; and

A series of microeconomic risks related to the slow-moving legal system, the distortions intro-
duced by taxation, the difficulty in accessing land, and restrictive market regulations. In addi-
tion to these two major constraints, the growth assessment identified the existence of market
weaknesses in the areas of innovation and coordination. The analysis also shed light on the
need to improve access to health services and infrastructure in rural and isolated areas, and
the importance of action to improve the management of scarce resources (water and energy).

In 2015, the OCP Policy Center produced a report on Morocco's growth strategy through to
the year 2025 (Agénor and El Aynaoui 2015). The assessment confirmed the growing difficul-
ties facing the Moroccan economy: a slowdown in trend growth, persistent unemployment
and inadequate labor quality, a loss of competitiveness, insufficient diversification of the pro-
ductive sectors and exports, an unsatisfactory macroeconomic framework, and a business
environment that hinders the private sector. To promote growth and employment through to
2025, the report proposed taking action in three areas:

Fostering a short-term boost in competitiveness by adopting a number of measures aimed
at reducing production costs in labor-intensive sectors;

Promoting private activity in the productive sectors that will enable the country to acceler-
ate its transition to the top of the world technology frontier and compete in international
markets for technology-intensive and skilled labor-intensive goods and services while
improving its position in global value chains; and

Rethinking the role that the State should play in facilitating this transition, particularly in
terms of incentives for private investments, through the type of public services that would
increase the productivity of private inputs in strategic activities sectors.

the current debate on the issue of intangible capital, they have all proposed
essential reforms to improve governance, rethink the role of government,
strengthen competitiveness, promote the private sector, develop human capital,
and protect the environment. These are all aspects of intangible capital that will
be discussed in greater detail in the following chapters.
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Adjusting the Development Strategy

In addition to a new focus on public policies supporting the development of
intangible capital, the current development strategy must evolve and the role of
sectoral policies must be reviewed. The development paradigm in Morocco since
the early 2000s has been characterized by an emphasis on “downstream” consis-
tency through ambitious sectoral strategies supported by proactive trade, invest-
ment, and public procurement policies. In line with this paradigm, the various
sectoral developments supported by the government or by public agencies (for
example, agriculture, automobile industry, aeronautics, solar energy, the digital
economy, tourism, and real estate) are intended to be both vectors for and
examples of the country’s development, which explains the emphasis on public
investment and the accumulation of fixed capital over the past decade.
Downstream consistency is primarily aimed at improving the coordination of
sectoral policies to the extent possible, for example by avoiding “silo” implemen-
tation of such policies based on metrics, timetables, and expected outcomes that
are different from one sectoral strategy to another (CESE 2014).

Despite the efforts made, sectoral policies are struggling to produce
results, come up to speed, and place Morocco on a sustainably higher growth
path. Morocco is clearly not the only or even the first country to be faced
with limitations regarding proactive industrial policies. Many developing
countries have sought to promote industrial emergence with generally disap-
pointing—or even counterproductive—results, in several cases. From this
perspective, the issue in Morocco is not very different from that currently
facing Egypt (El-Haddad 2016). As in Egypt, an active industrial policy has
struggled to achieve true structural transformation. The lack of productive
results is not primarily related to a lack of consistency among sectoral poli-
cies (although greater consistency is always desirable). These policies are
flagging because the downstream strategies do not necessarily provide solu-
tions to the TFP challenges. In the case of the development strategy for resi-
dential property (excluding public housing), for example, the incentives and
other public policies do not encourage investment in productive capital that
can generate productivity (Abderrahim Bouabid Foundation 2010). Even
when sectoral policies seek to address a challenge relating to a given produc-
tive sector, they can be only partial and piecemeal solutions. Given the large
number and complexity of local economic problems, it would be naive to
think that the government could centrally and exogenously provide all of
the necessary solutions downstream. As the Nobel Prize winner for
Economics Jean Tirole notes, “Most of the time, we are not aware of phe-
nomena with incentivizing, substituting, or transfer effects intrinsic to mar-
ket functioning; we do not grasp problems in their entirety. However,
policies have secondary effects that can easily render a well-intentioned
policy harmful” (Tirole 2016).

In line with the new priority given to intangible capital, the development strat-
egy should be adjusted and the institutional roots of public policies strengthened.
Rather than emphasizing the completion of a development project downstream
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driven by a public program (additional irrigated land, a new automobile plant,
another industrial or residential zone), the development strategy should rather
concentrate on what influences endogenous, holistic development of the private
sector “upstream” and at the outset. Although economists have difficulty develop-
ing a general theory on economic growth—Ilet alone shared economic growth
(Balakrishnan, Steinberg, and Syed 2013; Easterly and Levine 2001)—the idea
that disparity in the institutional frameworks is a decisive upstream factor in
explaining the disparity in the economic performance of public policies has
gradually taken hold in recent decades (see box 2.5).

At the institutional level, the experience of many countries shows that the
development best able to generate large economic dividends involves the promo-
tion of an open society. The Commission on Growth and Development launched
in 2006 under the joint chairmanship of the winner of the Nobel Prize for
Economics Michael Spence and the World Bank to consider the conditions favor-
able to strong, sustainable growth analyzed the specific characteristics of the 13
economies that were able to achieve over 7 percent growth for more than
25 years since 1950.8 It then identified the conditions for a country to attain and
maintain a high level of growth. These conditions are leadership and good gov-
ernance; participation in the global economy; high investment and savings levels;
flexible resources, especially in terms of jobs; and a policy of inclusion designed
to share the benefits of globalization, provide the very poor with access to ser-
vices, and tackle gender inequalities. Many of the stylized facts brought to light

Box 2.5 Institutional School of Development Economics

Since the publication of the seminal book by Douglass North and Robert Thomas on the rise
of the western world, it has become clear that while the production, innovation, and techno-
logical progress are immediate factors explaining productivity and economic growth, they are
not the causes of growth, they are the growth (North and Thomas 1973).

To identify the fundamental determinants of growth upstream, the question must be asked
why the accumulation of factors and innovation take place at different rates in different coun-
tries. Similarly, we must ask ourselves why countries differ in terms of governance, the quality
and level of education, the quality of infrastructure, the health of the population, and other
immediate factors in economic growth, such as the level of participation of women in the
economy.

A consensus (Acemoglu, Johnson, and Robinson 2007; Alesina and others 2003; Frankel
and Romer 1999; Gallup, Sachs, and Mellinger 1999; Glaeser and others 2004; Knack and
Keefer 1997; Rodrik, Subramanian, and Trebbi 2004) is emerging that the responses to these
questions are linked to history and institutional differences—with the term “institutions”
being understood broadly and including, in particular, the rule of law, liberties, and trust in
society—while geographic differences and other exogenous factors are often secondary.
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by the Commission—whether in terms of rule of law and good governance, trade
openness, trust, open competition, open labor markets, or female and youth
participation—concern the characteristics of an open society (see box 2.6).
Specifically, it is worth noting that

o Greater trade openness and transparency in all other institutional aspects of a
country—whether it concerns the public or private sector—tend to create
opportunities leading to better long-term results, while opaque systems
of governance and regulations are prone to corruption, favoritism, and
cronyism.

Box 2.6 Definition, Characteristics, and Consequences of an Open Society

According to English philosopher Karl R. Popper, an open society is defined as a society of free
individuals who respect each other’s rights against a backdrop of mutual protection guaran-
teed by the state and, through responsible and rational decision making, achieve an increas-
ing degree of dignity and progress (Popper 1945). Thus conceived, an open society is not a
utopia, according to Popper, but a form of social organization achieved empirically, which, he
stresses, is in every respect superior to its authoritarian competitors, whether actual or
potential.

An open society is also characterized by a flexible and tolerant system based on the rule of
law and justice, freedom and personal responsibility, accountability, transparency, and free-
dom of information. An open society respects minorities and diverse opinions; it promotes
equality of opportunity for all, without distinction of race, class, gender, religion, and other
human characteristics, and fair political, legal, and economic systems; it enables everyone to
participate freely and fully in civic, economic, and cultural life. In doing so, an open society
tends to foster self-confidence, new ideas, and critical thinking; it tends to depersonalize trade,
strengthen social ties, and build consensus on common ground; it reinforces individual merit,
self-respect, and mutual respect.

On a more practical level, we can only speak of an open society if the individual or citizen is
free to critically analyze the impact of the implementation of public policies, which may then
be abandoned or modified in light of these criticisms. In such a society, the rights of individuals
to criticize government policies should be formally protected and defended. Undesirable poli-
cies will be set aside in the same way as false scientific theories are generally rejected, and
divergent views on social policy will be resolved through discussion and debate and not by
force. An open society is therefore characterized by a general predisposition to critical thinking
and antidogmatism, by an openness to public debate and by the subordination of authority to
reason, by the abandonment of irrational taboos, by belief in scientific methods, and by faith
in brotherhood among all men. This contrasts with societies that have maintained a tribal
organization, where magical and rigid taboos persist, in which any change is viewed with fear
and suspicion and where critical debate and the use of reason are being suppressed, where
democratic, individualistic, and egalitarian principles are prohibited, and where a tendency
toward economic self-sufficiency dominates (Kolakowski 1990).

box continues next page
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Box 2.6 Definition, Characteristics, and Consequences of an Open Society (continued)

The reason that more open societies are more likely to generate prosperous, inclusive,
and resilient economies is that openness offers opportunities and incentives to achieve
superior economic and social performance. The knowledge necessary to generate pros-
perity cannot be the product of one individual; it must be dispersed among many. An open
society creates rights and incentives that allow each individual to use his or her specific
knowledge for his or her own benefit and, more importantly, for the benefit of others. This
idea s, of course, the precursor idea of Adam Smith (1776) with his“invisible hand” concept:
“Each individual pursuing his own interest acts inadvertently for the benefit of all and
often more effectively than if he had intended to work for the common good.” An open
society thus protects the individual rights of everyone to choose and discover their best
role in order to solve the problems of others. Adam Smith highlighted three important
mechanisms that make the invisible hand so effective: the division of labor, the benefits of
specialization, and the benefits of trade.

¢ Economies with more open and transparent domestic markets tend to pro-
mote domestic competition, economic efficiency, and structural transforma-
tion owing to the well-known phenomenon of “creative destruction”
(Schumpeter 1942). These economies are less likely to be characterized by
rent seeking and other types of inefficient economic rigidities.

¢ Economies that have open labor markets are generally more inclusive, effec-
tive, and resilient than economies with rigidly segmented labor markets based
on sectors (public/private), access conditions (employees/nonemployees), or
regulations in place (formal/informal sector). These economies tend to enjoy
higher levels of labor market participation and lower levels of structural unem-
ployment and exclusion, particularly for women and young people.

¢ In countries that are open to trade and international investment, individuals
are more likely to reap the dividends of globalization, access new ideas and
knowledge, and adopt new technologies and innovations, all of which are fac-
tors that contribute significantly to increasing productivity gains and economic
progress.

¢ Socially, economies that have open education systems, managed locally and
focusing on performance, offer education system providers and recipients
entry and exit options. They guarantee greater latitude, autonomy, and respon-
sibility to students, parents, teachers, and heads of educational institutions with
the objective of improving the quality of education and students’
performance.

¢ Similarly, the emancipation of women has an important economic dimension.
Eliminating the obstacles that women encounter and enabling them to
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participate fully in the economy, on an equal footing with men, is a direct way
of unleashing economic potential and improving productivity and economic
and social development results.

¢ Last, an open society is one that is capable of easily adopting advances in other
countries owing to high cultural “receptivity” (Sowell 2015). However, societ-
ies are characterized by very broad variations in receptivity, both among societ-
ies and over time within the same society. During the Middle Ages, for example,
a lagging Europe had to learn from the progress made in the Arab-Muslim
world, particularly in the areas of mathematics, philosophy, and astronomy,
but also agriculture, architecture, and medicine. Today, the Arab nations that so
desire can create the conditions for acceleration, not only of their moderniza-
tion, but also of their modernity by demonstrating greater openness and
receptivity.

A new development paradigm based on the promotion of an open society is
one possible pathway for Morocco to become the first non-oil-producing
emerging country in the North Africa region. It would lead to a reorientation
of public efforts toward institution building, a refocusing of government action
on its sovereign functions, and the development of human and social capital.
Such a paradigm is not so different from the characteristics of the “desirable
Morocco” scenario already considered in 2005 in the 50th Anniversary Report
(see box 2.7). Its implementation does, however, require the prior acceptance
of important principles:

e The process of convergence will be complex and indirect (there are no easy
direct solutions to most economic problems);

¢ The economic dividends will only materialize in the medium and long term
(institutions and human capital cannot be built in a day);

e The results will remain largely unpredictable (it is impossible to know in
advance the cumulative consequences of individual micro-decisions);

o The process likely will not be linear, but subject to the instability of economic
and social life, as shown by the experiences of many other countries with their
economic takeoffs (for example, consider the financial crisis suffered by a
number of South Asian emerging countries in 1997-98).

In practice, such a change of paradigm would have the huge advantage of
facilitating the emergence of endogenous, decentralized, and reproducible solu-
tions to the country’s economic problems by building its institutional and human
capacities.

While drawing on the experiences of many other countries in promoting open
societies, Morocco must guard against the risk of institutional isomorphism.
Morocco must resolutely take account of the experiences of other countries
around the world without falling into the trap of a kind of mimicry that all too
often distorts the development process. It is true that initially the economic
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Box 2.7 The“Desirable Morocco” Scenario Goes Back 10 Years

In 2005, the 50th Anniversary Report listed the characteristics of the “desirable Morocco”
scenario for 2025 (Government of Morocco 2005). This scenario was based on a number of
pillars: consolidation of the democratic process, decentralization, reduced inequality and
exclusion, and harmonious insertion in globalization. The objective was a society of oppor-
tunities for all and responsibilities for every individual. The pathways put forward by this
report included the following:

« A democratic Morocco, open to universal values (human rights, rule of law, freedom, gender
equality, etc.), protecting its roots, valuing its cultural diversity, and sharing values of prog-
ress. This Morocco would have a more transparent government focused on the user, and a
decision-making system that would give preference to the long term over the short term
and planned actions over improvised actions. The development choices would be formu-
lated jointly and would be adapted to the global ecological context. It would be a Morocco
in which good governance would be deeply entrenched in the customs and practices of all
of the development stakeholders: the central government, local and regional communities,
political players, economic agents, and civil society.

A decentralized Morocco in which all communities would contribute in a balanced manner
to the human development process by harnessing their diversity and material potential.
This decentralized Morocco would consist of regions with broad powers in the economic,
cultural, and social spheres. Cities, which would be managed rationally, would be economi-
cally successful, socially inclusive, and culturally exciting. The economy of the country would

nonetheless be better integrated and better anchored in a relatively balanced territorial
space (city/countryside, coastal areas/interior). The country would fully integrate the rural
world and take account of its economic and environmental functions and its demographic
weight. Alternative energies would have been developed (nuclear, wind, solar, etc.) and the
country would be exploiting its natural and mineral resources rationally.

A responsible Morocco, involving first of all the responsibility of citizens, who would take
their destiny into their own hands and would take advantage of the full range of possibili-
ties with public-spiritedness, solidarity, and national cohesion. Citizens would be aware of

the fact that their individual ambitions could also be put to the service of the collective
destiny of the Moroccan nation. The responsibility of the public authorities would then
come into play. They would fully assume their mandates to the citizens. In this democratic
context, the government would be responsible for its successes as well as its failures.
Government policies would be assumed and assessed based on their outcomes and the
quality of their implementation: participation, sustainable development, and assessment.
The responsible society would also be a society of solidarity: there would be solidarity
among all of the individuals making it up, particularly the vulnerable—such a society
would be truly inclusive.
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catch-up movement is largely a process of successful imitation and adaptation of
existing knowledge or know-how to local circumstances. Even for the so-called
advanced countries, innovation today is less about fundamental new discoveries
and more about the successful combination and development of existing ideas
(The Economist 2015). Frequently (for example, in production, trade, and invest-
ment), this imitation process is relatively simple and not at all controversial. It is
aimed at providing existing, relevant solutions and practices that are adaptable to
the local context. In other words, there is no need for developing countries to
“reinvent the wheel.” However, in the case of institutions and policies, that is, the
most fundamental aspects of a country’s development, the imitation process is
more complex.

Many developing countries have fallen into a kind of “isomorphic mimicry,”
that is, the purely formal adoption of organizations or policies of third countries,
without the development of real functionality and implementation capacity,
which are critical (Pritchett, Woolcock, and Andrews 2010). Not only do turnkey
solutions exclude any appropriation of knowledge by the country concerned,
they also prove to be counterproductive and constitute what some economists
call “premature load bearing.” Wishful thinking in the guise of reform and unre-
alistic expectations leads to stresses and demands that are far beyond the local
human and institutional reality and become a further burden on already weak
systems. Although it may be tempting in the short term to reform by drawing on
experiences from a foreign setting—specifically France in the case of Morocco—
this method seldom leads systematically to a genuine, beneficial, in-depth
reform. The artificial construction of an economic modernization facade is a risk
to be resisted by avoiding having recourse to idealistic laws that will be challeng-
ing to implement, proactive but overly ambitious sectoral plans, or opportunistic
public projects that do not respond to the immediate economic needs of the
population. The risk is that there will be, as noted earlier, “modernization without
development” (Fukuyama 2014).

Notes

1. The committee seeks to serve as a governmental mechanism for coordinating inter-
ventions in sectors tasked with managing public and private property and ensuring a
harmonized public policy in this regard.

2. Barro-Lee database.

3. The definition of an emerging market country here is an upper-middle-income coun-
try with per capita GDP of between US$4,126 and US$12,735 (2016).

4. Report commissioned by His Majesty King Mohammed VI in 2006.

5. The simulations in question include increased investment in basic infrastructure,
increased investment in advanced infrastructure financed by a reduction in unproduc-
tive spending, education reform in the form of an education subsidy and strengthening
of the curriculum, a reduction of the degree to which the minimum wage and skilled
wage are indexed, a policy to promote skilled labor migration, increased foreign direct
investment, and a business climate improvement policy.
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6. Under the co-chairmanship of Nobel Laureate Michael Spence and former World
Bank Vice President Danny Leipziger and made up of 22 politicians and business-
men, this commission submitted its report after four years of work (see http://
siteresources.worldbank.org/EXTPREMNET/Resources/489960-1338997241035
/Growth_Commission_Final_Report.pdf).

7. The notion of modernity goes beyond mere economic modernization and denotes the
emergence of individual freedom, using reason over tradition, adherence to scientific
and technical values, and the secularization of society.
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PART 11

Intangible Capital:
The Pathway to
Economic Emergence

“What is tangible may make a stronger visible impression but it is by no
means certain that its economic effect is greater than the intangibles.”

—Thomas Sowell

The accelerated economic convergence scenario outlined in the previous chapter
envisages a doubling of Morocco’s current rate of convergence with Southern
European countries relative to the trend scenario. The average standard of living
for Moroccans could thus be almost half that of Spaniards by the year 2040. This
scenario could satisfy the aspirations of Moroccan youth for a decent job and
rising living standards. The four groups of young people profiled in the introduc-
tion would therefore have access to new opportunities, particularly access to jobs
more commensurate with their potential and ambitions. Unless the industrial
and high value-added service sectors are developed, young unskilled Amine, who
left the countryside for the city, will continue to do odd jobs with no prospects
for the future. Without adequate additional vocational training, the doors to the
job market will remain closed to Nisrine, a young low-skilled woman who lacks
language proficiency. In the absence of a more rapid structural transformation of
the Moroccan economy, Kawtar, a young skilled woman, will also continue to
find it difficult to enter the job market owing to weak business demand for her
technical skills. Last, without the development of entrepreneurship and risk tak-
ing, Réda, a young man with tremendous potential, will continue to work in the
public service or within a public company or establishment instead of contribut-
ing to sharing his knowledge to improve the Moroccan economy or to promote
business development.
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The accelerated convergence scenario requires that strategic political economy
choices be made beforehand. The preconditions to accelerate economic conver-
gence would include putting institutions that drive growth and wealth creation
back at the center of the development strategy, prioritizing investments in intan-
gible capital, particularly education, better informing and involving all economic
players in the selection and conduct of public policies, and ensuring that “the
rules of the game” are changed to promote the emergence of a more open society.
Morocco has significant assets and can take up real drivers for change on the
political level (stability of its leadership), the institutional level (new values and
principles endorsed by the 2011 constitution), and the economic level (regulatory
convergence with the European Union). These drivers also form the best vectors
for strengthening economic and social cohesion in Morocco.

Once these strategic choices have been made, the major pathways that can
make the accelerated convergence scenario a reality must be identified. This is the
goal of the second part of this book. The sustainable scale-up of total factor pro-
ductivity cannot come from a single reform, however ambitious it may be. In
other words, Morocco’s building of its intangible capital will necessarily take a
number of different forms. Considering that the proposed reforms are often insti-
tutional and difficult to quantify, the Memorandum does not provide a general
equilibrium analysis of the various reforms. However, this does not detract from
the importance of ensuring sound coordination of policies. For example, a partial
equilibrium analysis of interactions among three subsectors only (education, social
security, and the job market) shows the importance of coordinating policies to
have a significant impact on employment levels: isolated interventions to improve
the internal efficiency of the education system can even be counterproductive and
exacerbate the unemployment problem (Marouani and Robalino 2011).

Moreover, not all the desired reforms can be implemented at the same time,
despite the need to send a strong signal that sweeping change is under way.
The dozen priority reform pathways proposed present the reform areas that are
critical to placing the Moroccan economy on a path of greater shared prosperity.
These pathways draw on the four dimensions of intangible capital discussed in the
previous chapters: (i) institutional market support capital, that is, institutions that
facilitate the most efficient allocation of capital and labor in the economy and
facilitate Morocco’s integration into the global economy; (ii) public institutional
capital, working to promote the rule of law and justice, enhance the administra-
tion’s effectiveness and productivity, and improve the quality of public services;
(iii) human capital, which implies access for all to better education, health, and
early childhood development; and (iv) social capital as the intangible asset that
underlies progress in all other areas, including true gender equality and interper-
sonal trust in society.
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CHAPTER 3

Investing in Market Support
Institutions

“With competition everyone has to try harder.”
— Harold H. Greene

The scenario of economic convergence by 2040 requires an acceleration of
private sector growth driven by higher productivity gains. Achieving these pro-
ductivity gains will depend largely on the capacity of Moroccan society to agree
on new operating rules for the market that promote more fair competition,
encourage innovation and entrepreneurship, and discourage rent seeking in all
economic sectors. Countries that have sustainably improved the well-being of
their populations have established effective institutions in support not just of the
goods and services markets but also the labor and capital markets (World Bank
2002). These institutions must accomplish three key tasks: (i) ensure transpar-
ency of information on all market conditions, (ii) define and enforce property
rights and contracts, and (iii) promote economic freedom and ensure the applica-
tion of the rules of competition. Effective institutions in support of the market
are essential to the success of market-based solutions. Not only can they promote
opportunities and facilitate structural transformation, but they can also guarantee
results that are both efficient and equitable (Chauffour 2009).

Developing effective market institutions is a complex task that is closely related
to public sector good governance (see chapter 4) and the promotion of a modern
state, that is, a state that strictly separates public and private interests (Fukuyama
2014). Experiments conducted around the world show that there is no single valid
model that fits all. The risk of “institutional isomorphism,” which refers to the
construction of facade institutions that merely drape a veil of modernity over out-
moded practices, has already been mentioned. Moreover, an analysis of interna-
tional experience reveals that efficiency in the allocation of capital and labor and
in the economic integration of various countries is based largely on the quality of
their market institutions, such as the quality of the measures governing competi-
tion, the relevance of the labor code to local conditions, or the rules and disciplines
governing the system of foreign trade. The following three sections will therefore
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discuss the institutional bases that can support a more effective allocation of
capital and labor and better integration of Morocco into the global economy.

Allocating Capital More Competitively

Institutions that promote and guarantee fair competition among economic
agents make it possible to allocate productive resources, particularly capital, to
their most efficient use. Openness and transparency create the conditions for
economic freedom by placing constant pressure on businesses to provide the
best possible range of products, services, and technologies at the best possible
prices. Paradoxically, competition encourages businesses to innovate and adopt
new technologies to reduce their costs and temporarily escape competition
(Aghion and others 2001). In contrast, when businesses are successful in ben-
efiting from specific important advantages, their competitors cannot compete
fairly with them and they therefore have little incentive to innovate, weakening
the economic vitality of the sector as a whole. Being incapable of innovating, the
sector typically finds itself at a competitive disadvantage on the external mar-
kets and thus relies on the local protected market to survive. In an open society,
competition dominates the life of businesses, whether they are focused on the
domestic or external markets, to the benefit of consumers.

Fair Competition Is Key to the Efficient Allocation of Capital

Free and equitable access to the markets makes it possible to respond effectively
to the demands of the population and is an essential engine of technological
progress and economic growth. The main dimensions of economic freedom are
generally the freedom to hold and legally acquire property, the freedom to
engage in voluntary transactions (within and outside the country’s borders), and
the freedom to establish the terms of transactions between individuals. The insti-
tutions and policies that guarantee economic freedom can encourage stronger
growth. They foster a higher return on productive efforts thanks to the protec-
tion of private property, an independent legal system, and low taxes. They also
promote the emergence of a dynamic, pragmatically organized economy in
which a large number of entrepreneurs may succeed or fail but where competi-
tion between all participants is fair and therefore not distorted by excessive regu-
lation and the presence of state-owned enterprises. They facilitate rational
decision making owing to a predictable and stable macroeconomic environment.
As a result, they encourage the movement of goods, capital, labor, and services
that favors the highest levels of satisfaction and return on investment.

Fair competition in all domains (scientific, industrial, intellectual, artistic, or
sports) is generally a factor in a society’s progress. For example, in the era of the
Internet and information and communications technologies (ICTs), competition
lies at the center of the knowledge economy, which is a growing source of wealth
creation in all countries. The knowledge economy encompasses an economy’s
capacity to adapt existing expertise, create concepts, or produce new ideas
(Jouyet and Lévy 2006). In general, innovation in one area leads to the creation
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of innovation clusters in other areas. The momentum thus created by the race for
new ideas is a factor in the structural transformation and increasing sophistica-
tion of the economy. The organization of economies around global value chains
contributes to this process of innovation and task specialization (Driouchi and
Zouag 2006).

In this context, the essential role of public policy is to create a fair, predict-
able environment that allows players to cooperate in a secure and supportive
context. Promoting innovation by establishing networks of players involves con-
necting public institutions (ministries, agencies, regulatory authorities, and the
like) with centers of knowledge production, such as research laboratories and
universities, and with the business world (including small and large companies).
Through such collaborations, technologies and innovative ideas are more likely
to be disseminated and influence production systems (Bouoiyour 2003). China,
Finland, Japan and the Republic of Korea are examples of countries that have
been successful in transitioning their economies by placing innovation at the
forefront of their strategies. Their reforms took place in a context of evaluation
and monitoring that have enabled them to adjust their policies proactively and
improve the effectiveness of both public and private investment (World Bank
and others 2013).

The establishment of free competition between market players implies that
they are all subject to the same constraints—in practice as well as on paper—in
terms of the legal framework and taxation, access to credit and markets, and
respect of intellectual property rights. In the Middle East and North Africa, busi-
ness relations are still all too often based on interpersonal relationships, and
access to public procurement or large contracts is more often than not limited
to a few firms or individuals with deep political connections (World Bank
2015). These privileges and connections thrive in an absence of information and
transparency in the application of the rules, which discourages competition and
the development of the private sector. The most well-informed market partici-
pants with access to the circles of power, whether at the national or at the local
level, are able to perpetuate their vested interests. This corporatism develops to
the detriment of the renewal of economic elites at an excessive cost for society
that is borne by workers, by consumers, and, even unwittingly, by the entrepre-
neurs themselves.

Creating the conditions for fair competition is a complex challenge. Improving
the conditions of competition requires resolving a number of cross-cutting prob-
lems: reducing rent-seeking behavior, ending discretionary authority in the appli-
cation of regulations, improving transparency in the allocation of subsidies and
other government interventions, facilitating access for all players to the economic
information held by the authorities, or even involving local stakeholders in the
development and assessment of public policies. Moreover, the success of an eco-
system that favors innovation depends largely on the strength of the relations
between the research and business worlds, the transparency and equity of public
programs, the protection of intellectual property rights, and the quality of the
training and flexibility of labor (United Nations 2008).
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Inefficient Allocation of Capital in Morocco

There are many reasons for the lack of competition and limited innovative capacity
in Morocco. This book focuses on four main causes, as follows: a weak regulatory
framework and weak authorities in the area of competition, a complex and opaque
business environment, top-down sectoral strategies with mixed results, and a
conservative financial system. Morocco has progressed steadily in all of these areas
over the past 10 years, but the changes actually made have generally not lived up
to the stated ambitions.

Still Weak Competition despite Improvements in the Legal Framework

Despite a merchant tradition and an entrepreneurial population, the competitive
spirit in Morocco seems to be constrained. As seen, in spite of high levels of
mainly publicly funded investment, the private sector remains relatively small
and is not showing signs of significant rapid growth. The density of new busi-
nesses in comparison with the total population is certainly higher than in other
countries in the region but is low in comparison with many emerging market
economies (see figure 3.1). This lack of momentum in the private sector is an
obstacle to the structural transformation of the economy and the productivity
gains generally associated with such a transformation, and ultimately to growth
and the creation of decent jobs. One of the reasons for the gap among invest-
ment, private sector development, and growth is the lack of openness of the mar-
kets, which is explained by a playing field that is often socially inequitable and
economically inefficient. According to a study by the Royal Institute of Strategic
Studies (IRES), “By reducing competition, protection allows for the emergence

Figure 3.1 Average New Business Entry Density, 2004-09
(number of new firms per 1,000 inhabitants)
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of monopolistic rents. Businesses that benefit from this situation have used price
increases to collect super profits rather than investing in competitiveness through
quality and new techniques” (IRES 2014).

In most countries in the Middle East and North Africa region, capitalism is
dominated by personal connections and privileges, which are an integral part of
a complex network of economic interests that hinder the emergence of new
players (World Bank 2009, 2015b). The effect is to maintain monopolies, impede
the performance of the economy, and weaken the growth of productivity and
job creation, as seen in Tunisia (Rijkers, Freund, and Nucifora 2014), the Arab
Republic of Egypt (Diwan, Keefer, and Schiffbauer 2013), and Lebanon (Diwan
and Haidar 2016). Many observers of the sociology of the Moroccan economy
suggest that Morocco is not immune to this type of risk.1 Indeed, the royal hold-
ing investment company (SNI) is present in a dozen economics sectors. A recent
study estimates that almost 13 percent of a representative sample of Moroccan
manufacturing companies are held by individuals connected with circles of
economic influence (Saadi 2016). These businesses operate in various economic
sectors and are apparently more effective than their unconnected counterparts
owing, in part, to the privileges that they enjoy in terms of commercial protec-
tion, application of the rules and regulations, and access to financing. The exis-
tence of crony capitalism can also be observed through the lens of Moroccan
listed companies and the role of the financial sector (Oubenal 2016). Beyond
considerations of equity, the existence of connected enterprises can partially
explain the slow overall structural transformation of the economy to the extent
that these firms operate in sectors with low new business entry and exit rates,
greater concentration, and lower than average job creation.

While some sectors have liberalized (mobile telephony, for example), this
progress cannot mask the lack of real competition between economic agents in
many sectors. Pricing agreements between players still exist in many sectors. In
2013, for example, the Competition Council identified a tacit pricing agreement
between market participants in the dairy products sector and reported a high
level of concentration. There is a lack of competition in the (fixed and mobile)
broadband sector, which shows the most potential for development in the ICT
sector in the coming years. The sector also suffers from incomplete and ineffec-
tive regulation as well as a lack of investment in infrastructure (World Bank
2016a). Last, the opening up of some sectors was poorly prepared, has not pro-
duced the expected outcomes, and has, in some cases, taken place to the detri-
ment of local operators. For example, the opening of road and maritime
transportation to competition between 2003 and 2006 did not have the expected
impact on competitiveness and resulted in an inability of Moroccan players to
respond to international competition. Nevertheless, the development of effective
logistics specialists proposing a reliable and competitive supply could have a
significant impact in reducing export and import costs and improving Morocco’s
competitiveness on the international markets. The implementation of the mari-
time strategy adopted in 2016 could promote the development of more effective
and competitive maritime services.

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

136

Investing in Market Support Institutions

The regulatory framework governing competition has been updated, but its
implementation has been suspended since 2014 pending the actual appointment
of the members to the new Competition Council. The Competition Council has
played an active role since 2009 in the evaluation of levels of competition and
identification of concentrations and illicit agreements. The Council has worked
with a high level of autonomy, which has enabled it to issue some 40 opinions and
conduct around 15 objective studies on the state of markets. It has thus actively
participated in the propagation and dissemination of a culture of competition
within the various parts of Moroccan society. The 2011 constitution and new laws
adopted in 2014 have strengthened the powers of the Competition Council, mak-
ing it an authority that ensures transparency and equity in economic relations and
auguring well for the future. This new framework will enable the Council to
investigate all issues related to competition in Morocco on its own initiative and
to issue fines, injunctions, and other pecuniary penalties against any economic
agents found to be in violation of the law. Businesses also have the option of refer-
ring issues directly to the Council, thus strengthening its potential effectiveness.
Once its new members have been appointed, the Competition Council will be
able to investigate monopolistic situations that have long adversely impacted
many sectors across the country. The effectiveness of these new legal provisions
will be measured by their practical application, through the demonstrated capac-
ity of the Council to resolve competition problems in key sectors.

Despite the many reforms aimed at refocusing the government on its general
interest missions, public enterprises and establishments (EEPs) continue to play a
major role in the national economy. However, because of their status, modes of
governance, and public financial support, they can constitute an obstacle to the
opening up of many sectors. At the end of 2015, the EEP sector represented about
8 percent of gross domestic product (GDP) and almost 25 percent of the country’s
total investment through 212 public establishments, 44 companies in which the
government had direct equity holdings, and some 442 subsidiaries and public
shareholdings. Many commercial EEPs and their subsidiaries are found in key eco-
nomic sectors in which the barriers to entry remain high (agriculture and marine
fisheries; energy, mines, water, and the environment; infrastructure and transporta-
tion; housing, urban planning, and local and regional development). These enter-
prises, which often occupy monopolistic positions, are an obstacle to the emergence
of new competitive and potentially innovative participants. Moreover, while for a
number of years the government has endeavored to create a more competitive
environment by adopting good governance rules and introducing clear and
transparent regulatory mechanisms (in the area of contractual relationships, for
example), the EEP sector shows signs of stalling, as reflected by shrinking invest-
ment, rising foreign currency debt levels, and the sharp increase in public transfers
to the EEPs (Audit Office 2016). The cause would appear to be a lack of strategic
guidance and coordination with the sectoral policies of the ministries. Despite the
progress resulting from the Moroccan Code of Good Governance Practices for
EEPs, their governance remains questionable, particularly as regards the makeup,
administration, and operation of their governing bodies; transparency and access to
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information; and accountability. More critically, it is difficult to require the govern-
ment and its employees to be effective in the conduct of competitive commercial
affairs. This is not because they are by nature less capable than their colleagues in
the private sector, but because in their role as “bureaucrats in business” they often
face contradictory goals and perverse incentives (World Bank 1995).

The functioning of the economy and development of the private sector, par-
ticularly small and medium enterprises (SMEs), suffer from the lengthy payment
delays between customers and suppliers, starting with the government and public
enterprises. The lengthening payment delays particularly affect SMEs. According
to Inforisk, between 2010 and 2014, it took an average of 279 days for SMEs to
collect on claims, or the equivalent of more than nine months during which a
business’s sales did not enter its cash flow. The 2013 law that was aimed at reduc-
ing payment delays seems to have had little effect. According to the regulatory
authorities for the insurance and capital markets, payment delays have again
lengthened since 2015, reaching alarming levels, particularly for very small enter-
prises and certain sectors of activity. Such practices have a major impact on work-
ing capital requirements and threaten the survival of businesses. In addition, the
government’s delays in refunding the value-added tax (VAT) credits to busi-
nesses, particularly public enterprises, also strangle the economy. As emphasized
by His Majesty King Mohammed VI, “It is also unacceptable that State agencies
should refuse to pay small and medium businesses what they owe them whereas,
in fact, they should be supporting and encouraging those businesses, given the
important role they play in promoting development and employment.”2

Owing to this lack of competitive momentum and respect of the regulations,
SMEs are limited in their development when they should in fact be the engines
of innovation. In 2016, the Global Innovation Index placed Morocco 72nd out
of 128 countries (Cornell University, INSEAD, and WIPO 2016). Although
Morocco leads the North African countries in this ranking and is among the 10
most successful low middle-income countries, particularly owing to its infrastruc-
ture, significant efforts must be made in the area of business sophistication to
bring it into the group of emerging market countries. At the national level, the
results of the Morocco Innovation Initiative are below the targets: 353 Moroccan
patent applications were recorded in 2013, whereas the strategy called for 1,000
patents (OMPIC 2014). Among the applications, only 17 percent represented
new and innovative products, and among Moroccan applicants, businesses
represented only 10 percent of the patent applications recorded. Despite the
establishment of incubation structures and dedicated programs,2 the Morocco
Innovation Initiative target of creating more than 200 innovative start-ups has
also not been achieved. These results are explained in part by the weakness of the
legal and operational framework protecting the intellectual property of entrepre-
neurs, the capital available to investors and debts to financial institutions, as well
as procedural and administrative bottlenecks in the insolvency process. According
to the Doing Business indicator on resolving insolvency, Morocco is ranked 131st
in the world, which is average for the Middle East and North Africa region
countries, but fairly far from the frontier (see figure 3.2).
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Figure 3.2 Distance to Frontier for Resolving Insolvency, 2016
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Morocco has lagged behind in the development of ICTs, particularly fixed broad-
band, and this has stifled innovation, competitiveness, and structural transformation.
The ICT sector plays an important role in the economic competitiveness of coun-
tries and its capacity to create jobs is considerable. Upstream, the ICT sector may
also play an important role in political competition and the renewal of elites (Miner
2015). In Morocco the growth of this sector is losing momentum and its potential
is not fully exploited (World Bank 2016a). Ten years ago Morocco was a regional
leader, but today it is falling behind other comparable countries. Its broadband pen-
etration is one of the lowest in the Middle East and North Africa region and is sig-
nificantly lower than that of some Eastern European countries (see figure 3.3).

Despite efforts thus far,# the lag in this area is explained by a lack of competi-
tion, incomplete and ineffective regulation, and underinvestment in fixed broad-
band infrastructure, which is limited to the country’s main urban centers and
highways (World Bank 2016b). The result is an important shortfall for the
government (GDP, fiscal revenues) and a persistent digital divide that creates
economic and social inequalities. In Morocco, access to broadband subscriptions
is too expensive for 60 percent of the population. Although this is common to
other countries in the Middle East and North Africa region and other emerging
market economies, the main reasons for this situation are unique to Morocco:
barriers to the entry of new players who would like to deploy their own infra-
structure without necessarily marketing the frequency spectrum; insufficient and
unbalanced investments in fiber optics among the three operators; use of the
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Figure 3.3 Fixed Broadband Penetration Rate and Mobile Broadband Penetration in Morocco and
Eastern Europe
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Universal Service Fund (Fonds de Service Universel, FSU) that is not sufficiently
focused on broadband development; and ineffective regulation of broadband
infrastructure (copper and fiber optics). Thus the (fixed and mobile) broadband
market is consolidated around three operators, but competition does not exist in
all areas of the country owing to an imbalance in the fiber optic infrastructure
among the three operators.> Moreover, the regulations are incomplete and rela-
tively ineffective as decisions taken by the regulator on the sharing of fixed infra-
structure in the access network (particularly asymmetric digital subscriber line,
ADSL) are not sufficiently applied and the regulator has made no decisions on
the sharing of interurban fiber optic cables (that is, dark fiber). Moreover, access
to fiber optic networks owned by alternative infrastructure operators (i.e., ONEE,
ONCEF) is not regulated. Last, apart from the lack of private investment by opera-
tors who have not invested massively in wired infrastructure despite their fixed
next-generation network (NGN) licenses granted in 2006, the use of the FSU
(contribution of 2 percent of the total sales of operators per year) has not been
sufficiently focused on broadband development.

Finalization of the Digital Morocco 2020 plan provides an opportunity to
establish a new model of public governance for the ICT sector, to completely
overhaul the legal and regulatory framework, and to implement an ICT strategy
that focuses on access to broadband and very high speed broadband, by promoting
public-private partnerships for investment and shifting the use of universal ser-
vice funds toward underserved areas of the country. Since the introduction of
third-generation network technology (3G) in 2007 and fourth-generation
technology (4G) in 2015, broadband Internet constitutes an important develop-
ment potential for the ICT sector. Such development would, for example,
allow Moroccan industry to position itself on technology-intensive global
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Box 3.1 European Experience with the Liberalization of the Broadband Sector

In Lithuania, the fiber to the home (FTTH) penetration rate in 2015 was the highest in Europe?
and most of these connections were provided by suppliers other than the historical operator.

In Bulgaria, the share of the market held by the historical operator in the fixed broadband
segment is only 29 percent® and in Turkey 87 general authorizations were granted to wireless
Internet providers.c

In Romania and Lithuania, policies for opening up the market have resulted in average
Internet speeds higher than those in France and Italy.? In Morocco, the international band-
width per Internet user is one of the lowest in the Middle East and North Africa region and is
substantially lower than that in Romania, Bulgaria, or Lithuania.

a. http//www.ftthcouncil.eu/documents/PressReleases/2016/PR20160217_FTTHpanorama_luxembourg_french_Award.pdf.
b. Rood 2010.

c. World Bank 2010. Also see http://www.bixbg/en/en_article/Bulgarian_Broadband_Market.html.

d. See http://www.speedtest.net/fr/ for Internet speed tests.

supply chains and move up global value chains by improving its competitiveness.
To do this, Morocco must implement reforms that have been successful else-
where (see box 3.1) to encourage the entry of new players (without limiting
the number and without prohibiting them from deploying infrastructure), intro-
duce a regulation for open, nondiscriminatory access to communications net-
works, and promote private investment in telecommunications.

Still Restrictive Business Climate despite Progress

Over the past 15 years, Morocco has made significant changes to its business
environment and its public policies to modernize the economy and encourage
efficiency and innovation. This effort has resulted in the adoption of numerous
sectoral strategies, reforms of the business climate, the signing of free trade
agreements, the modernization of the governance of large public enterprises,
which have been converted into private corporations, and the launching of
flagship projects in partnership with foreign investors. These changes have
also affected the private sector, with the reform of the General Federation of
Moroccan Businesses (CGEM), which is actively involved in resolving issues
relating to SMEs and very small enterprises, and the emergence of new entre-
preneurs wishing to become involved in matters of public interest. The National
Business Environment Committee (Comité National de 'Environnement des
Affaires, CNEA), chaired by the Head of Government, has brought together
public and private players in a joint reform effort. The efforts made by Morocco
to improve the business climate have been recognized in many international
rankings, such as the World Economic Forum’s Global Competitiveness Report
and the World Bank’s Doing Business Report (World Bank 2014a). Morocco’s
Doing Business ranking improved from 129th to 68th between 2010 and 2016,
owing in particular to business start-up reforms (World Bank 2015).
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However, the business climate is still seen by most players as too unpredict-
able and bureaucratic and does not inspire the confidence that economic agents
need to invest in the medium or long term. The importance of constraints such
as burdensome, slow, complex, and opaque administrative formalities and pro-
cedures is regularly confirmed in surveys of businesses. The constraints most
often mentioned by the formal sector are corruption, competition from the
informal sector, low workforce education levels, and difficulties in accessing
financing (see figure 3.4) (World Bank 2013a). For very small enterprises and
small and medium enterprises (VSEs and SMEs), these barriers can be unsur-
mountable (World Bank 2014a). Corruption is partly related to the lengthy,
complex, and opaque procedures for obtaining industrial and commercial per-
mits at the local level, particularly owing to a legal and regulatory framework
that is not very user friendly and that often gives government departments
discretionary authority to interpret the laws and regulations. It is also related to
abuse of tax audits. Access to industrial property is difficult despite the launch-
ing of several integrated industrial platforms (P2i). Obsolete nontariff barriers
jeopardize access at a reasonable cost for international players and impede the
development of some local industries. The lack of transparency and the com-
plexity of procedures for allocating subsidies and other forms of public support
make it a relatively inefficient system. These constraints are regularly confirmed
by CGEM barometers, which indicate that business leaders have a rather

Figure 3.4 Main Obstacles to Development Identified by Businesses
(percent)
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negative view of the business climate. According to the barometer for the first
quarter of 2016, only 22 percent state that the climate is favorable to business.
The legal uncertainty is considered a major obstacle to growth by more than
60 percent of businesses. All in all, these various market distortions have serious
adverse effects on Morocco’s productivity. Based on the World Bank’s Enterprise
Surveys, it has been estimated that the market distortions in the manufacturing
sector could explain a total factor productivity “deficit” of up to 56 percent as
compared to more advanced countries that display less distortions (Chauffour
and Diaz-Sanchez 2017). In other words, closing part of this deficit over the
next 25 years could add significant percentage points of annual manufacturing
and total GDP growth (box 3.2).

The incidence of entrenched corruption affecting businesses in Morocco is high
(EBRD, EIB, and World Bank 2016). The frequency and incidence of requests for
benefits or informal payments faced by Moroccan businesses in their relations
with government departments and public services, in their applications for
licenses and construction permits, or in import operations or tax payments, appear

Box 3.2 Measuring the Effects of Market Distortions in Morocco’s Manufacturing
Sector on Potential Total Factor Productivity

A large heterogeneity in firm-level productivity within a sector may indicate misallocation of
resources across firms, with a consequent negative and sizable effect on the aggregate total
factor productivity (TFP). Applying the analytical framework developed by Hsieh and Klenow
(2009) to the microdata from the 2007 and 2013 World Bank'’s Enterprise Surveys for Morocco
allows estimation of the effects of market distortions in the manufacturing sector on the level
of resource misallocation in Morocco and derivation of the potential TFP gains to be expected
from the (partial) removal of these distortions (Chauffour and Diaz-Sanchez 2017). Although
empirical results show a reduction in the level of market distortions in the manufacturing sec-
tor in Morocco between 2007 and 2013, the overall level of distortions in 2013 remained much
higher than the levels in France or the United States and somewhat higher than in some devel-
oping countries such as China and India (table B3.2.1). The manufacturing subsectors posting
the largest distortions are the chemical (1.13) and food (1.06) sectors, while the textile (0.62)
and machinery (0.6) sectors appeared less subject to distortions. It is estimated that the full
removal of these distortions (full liberalization) would translate to around 84 percent gains in
TFP. A reduction of these distortions to the level prevailing currently in advanced countries
(partial liberalization) would still translate to a significant 56 percent improvement in TFP.

Table B3.2.1 Level of Market Distortion and Potential TFP Gains

United Korea,
Country Morocco States  France Rep. China India
Data year 2007 2013 1997 2005 2012 2005 1994
Level of market distortion 1.01 0.77 0.49 0.48 0.55 0.63 0.67
Potential TFP gains (%) n.a. 83.8 429 n.a. n.a. 86.6 127.5

Note: n.a.= not applicable; TFP = total factor productivity.
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Figure 3.5 Incidence and Depth of Businesses’ Exposure to Corruption
(percent)
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to be significantly higher than the Middle East and North Africa region average,
which itself compares unfavorably to other middle-income countries that are
Morocco’s competitors (see figure 3.5). While corruption involves the visible costs
related to illicit payments and a poor allocation of resources, its highest cost is
invisible and involves missed opportunities: the businesses that are not created,
the investments that are not made, the loans that are not granted, and, ultimately,
the jobs that are not created.

Sectoral Strategies with Mixed Results

In the 2000s, Morocco launched a series of sectoral strategies to correct the
systemic failures or dysfunctions of many sectors and encourage investment
projects. In this context, the government worked to create “positive distortions”
to encourage investment, particularly in the form of tax and financial incentives,
access to property and financing, and simplified administrative procedures,
combined with infrastructure investment. These strategies have targeted all
sectors: the Azur Plan and Vision 2020 for tourism, the Green Morocco Plan for
agriculture and agribusiness, the Halieutis Plan 2020 for the fisheries industry,
Morocco Export Plus for exports, the Emergence Plan (2005), the National
Industrial Emergence Pact (2009-15),% and the new Industrial Acceleration Plan
(2014-20) for industry, to mention just a few. For example, under the new
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Industrial Acceleration Plan, the government commits to granting financial sup-
port of around 2 percent of GDP over 6 years. It also provides ad hoc support
to attract foreign investors to large private projects that are likely to generate
significant positive externalities, the most symbolic example being the Renault
plant in Tangier, which aims to produce and export 400,000 vehicles per year
and which benefited from favorable conditions that would be difficult to sustain
financially on a larger scale (see box 3.3).

However, to date, the sectoral strategies have not led to the anticipated struc-
tural transformation of the Moroccan economy. Despite undeniable success

Box 3.3 Conditions for Renault’s Installation in Tangier

Renault’s decision to set up operations near Tangier was made in 2007. The French carmaker
was seeking a new industrial site to deploy its strategy for the development of its Entry range,
which was very successful on the European market. Beyond proximity to the European market
and other strategic industrial considerations, Renault-Nissan'’s decision to locate this new plant
in the Tangier area was based on the provision by the government of Morocco of international
standard infrastructure and a series of direct tax, property, financial, and training incentives
(Benabdejlil, Lung, and Piveteau 2016):

+ “In terms of infrastructure, the Tanger-Med | deep water port located at Ksar Al Majaz,
22 kilometers from Tangier and put into service in 2007, offers an essential base for the
export of automobiles. The closed-loop supply chain from the plant in Tangier is achieved
by a dedicated rail link providing daily shuttles and to a lesser extent by the highway.
Renault operates its own port terminal at Tanger-Med.”

- “In addition to these infrastructure and logistics benefits, the fact that over 90 percent of
production is aimed at the export markets enables the French manufacturer installed in the
free zone to benefit from a total exemption from corporate income tax (IS) for the first five
years, with a ceiling of 8.75 percent subsequently, as well as from VAT relief”

+ “Investment aid was also decisive. In addition to the exceptional grant of 300 hectares of land
for the construction of the plant, the Hassan Il government fund subsidized the project in the
form of a EUR 200 million low-interest loan to the Renault company. Three national banks
have also provided EUR 105 million in financing to the project. Moreover, the Moroccan Caisse
de dépot et de gestion (CDG), which holds 49 percent of the Tangier plant equity in the amount
of the EUR 240 million (51 percent, or EUR 122.4 million, contributed by Renault) paid an invest-
ment bonus of EUR 60 million while the Japanese partner Nissan has withdrawn from the
project. Private Moroccan investors are involved in the amount of EUR 240 million.”

+ “The support of the Moroccan government has also involved personnel recruitment and
training. The government has constructed and financed two training centers (Training
Institute for Automotive Jobs, IFMIA) in Tangier: one alongside the Renault plant and the
other in the Tangier Free Zone, where 14 of Renault’s 24 suppliers are located. Two others
have entered into operation in Casablanca and Kenitra in the form of public-private partner-
ships wholly financed by the Moroccan government. With the direct assistance for hiring,
the contribution of the Moroccan government is estimated at close to EUR 150 million”
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stories in various industries (automotive, aeronautics, agribusiness), the impact of
the sectoral strategies remains mixed in terms of their systemic ambitions and
the difficulties that most businesses continue to face. In particular, the Emergence
Plan (2009-15), which aimed to create 400,000 jobs by 2015, did not have
the expected outcomes. The initial modernization program had only a limited
effect on the technical efficiency of the beneficiary companies (Achy and others
2010). Public initiatives launched via integrated industrial platforms (P2i)
responded only partially to the problem of access to land in a manner commensu-
rate with business needs, mainly owing to the choice of locations and prices
charged.Z One indicator is the fact that some of these industrial platforms have
attracted fewer than 10 enterprises (CGEM 2014). As discussed in the previous
chapter, one of the main reasons for this setback is that an industrialization strategy
cannot consist simply of sectoral support policies, even if they are well coordinated,
but must also be based on cross-cutting policies to create a fertile environment for
all players, including those that do not yet exist and therefore cannot be heard.

In this context, the objectives of the new Industrial Acceleration Plan (2014-20)
also seem very ambitious. They involve increasing the share of manufacturing value
added from 14 percent of GDP in 2014 to 23 percent in 2020 and creating 500,000
net jobs in the process. The achievement of these objectives assumes that growth of
the manufacturing sector, which has historically fluctuated around 2.5 percent
per year, can accelerate and be maintained at 15 percent per year for six years
(see figure 3.6), an unprecedented level in the recent economic history of nations.

Figure 3.6 Morocco: Objectives of the Industrial Acceleration Plan (2014-20) Compared to Historical

Performance (1991-2013)
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In fact, during the first three years of the plan (2014-16), growth of the manufac-
turing sector remained at its historic trend level, as did the net creation of industrial
jobs, which remained low. In late 2016, 43 ecosystems were launched in 12 indus-
trial sectors® and close to 167,000 jobs were announced in the context of invest-
ment agreements. New support and investment incentive measures were also
announced, including exemptions from the corporate income tax for 5 years for
new industries, the development of at least one free zone per region, the granting of
the status of free zone to large exporting industries, the granting of the status of
indirect exporter to subcontractors, and the introduction of enhanced support for
the most disadvantaged regions.? In the absence of targeting and the administrative
tracking that this implies, these new incentives risk creating windfall effects and
encouraging activities that do not necessarily respond to the comparative advantages
of the Moroccan economy.

A major difficulty is the fact that downstream solutions in the form of case-by-
case incentives cannot compensate for the cross-cutting, systemic difficulties faced
by entrepreneurs upstream. Providing incentives on a case-by-case basis is gener-
ally not recommended in international best practices, which favor systems that are
automatic and transparent to the extent possible. Case-by-case assessment, which
is applied by the Investment Commission system, creates a number of technical
risks by tasking government departments with assessing the value of projects,
something that is often beyond their technical capacity, and governance risks, to
the extent that the allocation criteria are not sufficiently precise. This gives
government departments discretionary authority while creating a temptation for
investors to influence the process. It is true that Morocco has adopted new tools
to aid in decision making and promote good governance in the public incentives
granted to investors,1? but international experience generally indicates that there
are long-term limitations on administrative approaches to investment. Specifically,
the government often does not have the practical means to monitor businesses
over time to determine whether they are continuing to meet the conditions estab-
lished for the various incentives.

A Relatively Sound and Inclusive but Insufficiently Diversified

Financial System

The Moroccan financial system operates relatively effectively in mobilizing
national savings. Over the past 10 years, this sector has become one of the most
developed and inclusive in the Middle East and North Africa. The ratio of private
credit to GDP (73 percent) and the ratio of household credit to GDP (31 percent)
are above the average for countries in the region. Banking, insurance, Islamic
financing, and microfinance products are used by 53 percent, 41 percent,
18 percent, and 13 percent of the adult population, respectively, which places
Morocco well above the Middle East and North Africa region average for finan-
cial inclusion (Zottel and others 2014). The proportion of SMEs that have
contracted loans or lines of credit has doubled since 2007 (World Bank 2008,
2013a). These improvements in the accessibility of finance have been fostered by
legal and regulatory reforms and improvements in the supervision structures.
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For example, financial leasing and factoring have emerged as key sources of
financing for businesses. A new banking law adopted in 2015 includes a legal
mandate for the protection of consumers and introduces permits and supervision
for new institutions: Islamic banks and nonbank providers of payment services
and bank accounts.

However, the Moroccan banking system has difficulty allocating the savings
collected to the most productive activities. There are many reasons for this,
including objective prudential constraints related to the risk of concentration and
maturity transformation and more subjective behaviors such as the reluctance
and averseness of commercial banks to risk-taking. According to the Doing
Business indicator on getting credit, Morocco is ranked 101st in the world and is
relatively far from the frontier (see figure 3.7), particularly in comparison with
other emerging market economies such as Romania, Cambodia, or Kenya.
Pension funds as a source of institutional financing are reaching capacity as well:
a large proportion of the civil service pension funds began to disinvest in 2014
and, despite the 2016 reform, their medium-term sustainability remains a source
of concern.

Aware of these difficulties, the government has undertaken to adopt reforms
to promote the diversification of financial products and mechanisms for the allo-
cation of capital. These include improving the structure governing the financing
of the capital markets, developing basic capital market infrastructure, strengthen-
ing the regulation and supervision of financial intermediaries, introducing partici-
patory financing, or even supporting the funds dedicated to the financing of
start-ups and innovative projects, particularly via the Central Guarantee Fund.

Figure 3.7 Distance to Frontier for Getting Credit, 2016
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The government thus aims to improve the contribution of the financial system to
growth over time through the diversification of the supply and greater competition.

However, these reforms have thus far had few concrete results and there is still
a significant gap between the advanced development of the banking system and
the development of the equity market. In June 2013, Morocco lost its status of
emerging market, falling back to periphery country status, particularly owing to
a lack of liquidity and capitalization and the virtual absence of new listings since
the peak achieved by the market in 2008. The Casablanca Stock Exchange
(CSE) suffers from a lack of new issuers, particularly large institutional issuers.
Most public enterprises obtain their financing from the budget, the Caisse de
deépot et de gestion (CDG), and the banks. Family conglomerates and medium-
sized enterprises, which could develop more rapidly, generally seem reluctant to
share information concerning their capital and governance.

Jumpstarting the Engine of Competition and Innovation

Aware of this situation, the authorities have launched a new wave of reforms of
the business climate, but these could prove disappointing in the absence of more
fundamental paradigm shifts. Several reforms are steps in the right direction,
such as the legal and regulatory changes concerning competition law, consumer
protections, the law on public-private partnership agreements, the revision of the
decree on public procurement, and a number of measures aimed at simplifying
procedures for businesses (starting a business, dealing with construction permits,
or paying taxes). The efforts to revise sectoral policies to promote a more inclu-
sive approach involving the private sector and the use of more dynamic and less
bureaucratic support tools are welcome. The Casablanca Finance City Authority
(CFCA) project, to which a specific regulatory framework in line with interna-
tional standards applies, is accompanied by wide-ranging, much-needed modern-
ization of the banking system framework and the capital markets in general.
Many public enterprises have been “corporatized,” i.e., they now come under
private law even though they are still owned by the government. Last, the local
investment framework should be significantly altered by the establishment of
local development companies (SDLs), which will make it possible to place
public actions in a more flexible framework. However, these changes will not
have the expected outcomes unless they are accompanied by other essential
reforms that require a high-level political commitment to deal effectively with
the major cross-cutting issues related to fair competition, transparency, and
respect of the legal and regulatory framework. In the absence of such reforms,
the above changes may prove to be counterproductive or may even jeopar-
dize the beneficial effects of a more open and more competitive economy in the
eyes of the public.

It would be in Morocco’s interest to set its reforms in the framework of a
strategic vision that is more strongly anchored on the principles of equity, impar-
tiality, transparency, and a collective approach that genuinely associates all those
involved in the country’s economic development. Institutionally, this vision is
clearly set out in the 2011 constitution. Along with the most recent phases aimed

Morocco 2040 - http://dx.doi.org/10.1596/978-1-4648-1066-4


http://dx.doi.org/10.1596/978-1-4648-1066-4

Investing in Market Support Institutions

at implementing the new legal and institutional provisions of the 2011 constitu-
tion (adoption of organic laws and establishment of new authorities), Morocco
must make the spirit of these constitutional changes a reality. This period of
transition toward economic emergence requires an overall strategic approach
that goes beyond sectoral strategies and involves the various public, semipublic,
and community-based players and the various components of the private sec-
tor in a collective approach. The Economic, Social, and Environmental Council
(CESE) echoed this point in its report on the consistency of the sectoral policies
and the free trade agreements adopted in April 2014, in which it calls for greater
consistency in the sectoral strategies through an alignment of their deadlines, ter-
ritorial participation, and centralized monitoring by an interministerial monitor-
ing committee (CESE 2014).

Implementing the Spirit of the Reforms to Strengthen Fair Competition and
Combating Rent Seeking

The spirit of change toward greater competition between market players
enshrined in the 2011 constitution must now be translated into actions. In
the main, steps need to be taken to increase the autonomy and powers of the sec-
toral and nonsectoral regulatory authorities, such as the Competition Council,
the Central Corruption Prevention Office (ICPC), and the regulatory authority
for the financial markets, to simplify the business climate, ensure transparency in
the provision of investment incentives, or reform the dispute resolution mecha-
nisms (for example, commercial justice, arbitration, mediation). Specifically, the
Competition Council provided by the 2014 law has not yet been established
and the appointment of its members was still pending at the end of 2016.
These appointments are crucially important in establishing the reputation of the
Council on the basis of its independence and impartiality, ensuring its legitimacy
and credibility in the eyes of economic players, and ensuring a “reservoir of con-
fidence” toward the directors of the institution from the outset (El Aoufi and
Hollard 2010).

The role of the various public players in the tradable and nontradable sectors
needs to be reviewed to align their behavior with the principles underlying the
new business framework. In the case of nontradable public services, it is impor-
tant to ensure equitable access to administrative procedures, public contracts
(particularly by automating and simplifying procedures), and public-private
partnership contracts for all types of market players, whether they are interna-
tional operators, local SMEs, or subsidiaries of large groups. The governance rules
applicable to the tradable public sector should be thoroughly overhauled to
prevent the participation of monopolies or quasi-monopolies (particularly public
enterprises and establishments), which distort the rules of play. The privatization
of public enterprises should be restarted to improve governance, competitive-
ness, and the quality of the services they provide and to better control costs. In
the case of enterprises that will remain in the government’s remit, wide-ranging
reforms are also needed to strengthen their governance, redefine their strategic
orientation, and structurally improve their financial position.
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Discretionary practices should be eliminated to ensure a clearer, more trans-
parent, and more equitable application of the laws and regulations to all enter-
prises by a competent and responsible administration. An example is the respect
of payment delays between customers and suppliers and the refund of VAT
credits by the government. This requires a delicate but necessary reform of
government departments affecting the recruitment, training, remuneration, per-
formance assessment, and career management of civil servants (see the section
on the modernization of the government). This change also implies changes to
the institutional landscape, with the emergence of new players that must be
trained and professionalized. Thus, Morocco would benefit from local public
authorities that have the appropriate powers and budgets, alongside competent,
independent cross-cutting and sectoral regulatory agencies and from greater
participation of private players who can perform a key role in respect of the
principle of fair competition (for example, regulated professions, such as lawyers,
notaries, accountants, arbitrators and mediators, and architects).

The public mechanisms for assessing and monitoring public policies should be
enhanced. As described in chapter 2, the Moroccan authorities have limited
assessment capabilities and do not yet have effective tools for assessing the impact
of public policies.! Yet, the government must be in a position to understand the
impact of its subsidies and other incentives and to make the necessary corrections
when the anticipated outcomes are not achieved. Policy strategies must be flex-
ible, proactive, and they must include an effective self-assessment capacity.
Assessment bodies should be able to accurately diagnose and identify system
weaknesses. The constitution adopted in 2011 also establishes (in Article 70) that
Parliament is responsible for the assessment of public policies. Last, sectoral strat-
egies should focus more on the needs of the private sector regarding the business
environment. At the moment it is essentially the public sector and regional devel-
opment agencies that are responsible for these strategies, which are based on the
principle that the provision of infrastructure and incentives is sufficient to pro-
mote the involvement of the private sector (CESE 2014).

Improving the Business Climate and Implementing National

Sectoral Strategies

Business climate reforms are politically sensitive and technically complicated.
Close and efficient coordination among the various public and private players
concerned is thus required. The strategic guidance and coordination of the pro-
grams and activities of the ministerial departments represent an equally complex
challenge, particularly given the numerous sectoral programs and public and
private participants. The success of public initiatives will therefore largely depend
on the capacity of the government to coordinate, track implementation, and
assess public policies at various levels: the government itself, central government
departments, local governments, autonomous agencies, private sector operators,
and active representatives of civil society. The establishment of an interministerial
strategy monitoring committee, as recommended by CESE in its abovementioned
report, represents one avenue to explore.
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The public-private dialogue would benefit from involving a larger base of
economic agents and including central, local, and private representatives of vari-
ous sizes (large enterprises, SMEs, entrepreneurs). Public-private consultations
are often seen as formalities and the recommendations of the private sector are
not sufficiently taken into account in draft laws, particularly for legal or regula-
tory reforms. The private sector generally considers that the mechanisms for
tracking and assessing reforms need to be beefed up. In this regard, the recent
changes to the National Business Environment Committee (CNEA), which are
aimed at strengthening its missions and resources and having it report directly to
the Head of Government, are an important step toward better monitoring and
evaluation of the reforms.

Using the Decentralization Under Way to Better Involve Local Participants in
a Regionalized Approach to Economic Development

Government strategies and programs are still largely based on a top-down central-
ized sectoral strategy approach and take insufficient account of specific local charac-
teristics and the need for social inclusion of the population. The players most active
at the local level are still often decentralized representatives of central ministries and
agencies, but they are still too few and constrained by financial management rules
and laws, which limit their operational effectiveness and make them ill-suited to
respond to the specificities of economic development. With the exception of large
urban centers, the level of expertise needed to orchestrate local economic develop-
ment is still weak, whether it involves encouraging entrepreneurship, providing basic
business services to companies (for example, legal, accounting, management, mar-
keting, communications), or more closely examining more complex technical issues
(for example, market analysis, subsector or value chain analysis).

The regionalization under way could be used to anchor national sectoral poli-
cies in a local development approach that is more attentive to the advantages
and specific needs of the regions.12 The new regionalization model includes the
principles of free administration of the new regions, cooperation, and solidarity,
and makes the regions responsible for economic and social development.3
Regional economic development and vocational training are now part of the
competencies assigned to the regions. Implementation of this new institutional
framework creates a number of governance challenges for the identification,
financing, implementation, and guidance of development strategies and projects
that must be resolved as soon as possible. This should make it possible to align
all public, central, deconcentrated, and decentralized players around a sharing of
clear roles and the principle of subsidiarity. It should also make it possible to
better involve the private sector in a structured consultation mechanism at the
regional and local levels.

Such an approach also involves reviewing the role and governance of the public
establishments and enterprises that play an important role in territorial develop-
ment, such as the regional development agencies, locally based public enterprises
(for example, the Tanger-Med Special Agency—TMSA), and important public
financing agencies (for example, CDG, Hassan II Fund), which should improve
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their governance and transparency to better involve local players. In general, pub-
lic investment players should reform their governance and investment principles
to (i) act like private investors to the extent possible by benefiting from no par-
ticular privileges and measuring their performance on the basis of transparent
performance indicators; (ii) not crowd out the private sector by limiting their
participation in projects that cannot be entirely financed by the private sector, in
accordance with government priorities; and (iii) act like minority shareholders so
as to remain subject to the requirements of the private market.

Combining the Desire for Change with a Culture Shift in Businesses
Moroccan youth definitely appear to aspire to change, but these aspirations are
still held back by the slow pace of changes to social norms. A 2015 survey of high
school students found that only 13.4 percent of future high school graduates
wanted to enter the private sector, while 60 percent aspired to join the civil ser-
vice (Ministry of National Education and HEM Business School 2015). It is vital
for attitudes to change and a culture of entrepreneurship and innovation to take
root in family structures if the reforms are to be sustained. Yet, the persistence
of social constraints owing to the mixed and even occasionally negative views of
innovation and the lack of an entrepreneurial culture is hampering the develop-
ment of an innovative, vibrant, sustainable economy. A business culture based on
the maintenance of an opaque patriarchal organization subsists in many busi-
nesses and constitutes an obstacle to the promotion of young generations to
management functions. The same survey found that only 37 percent of high
school students felt they might be interested in starting up a business, whereas
over 44 percent had no opinion on the matter. The lack of turnover at the busi-
ness owner level is an obstacle to the adoption of innovative concepts in compa-
nies. Businesses often are content to reproduce traditional marketing procedures
and are resistant to innovation opportunities. Young entrepreneurs often face
significant pressure to take over the family business or to create enterprises in the
traditional sectors and are dissuaded from marketing innovative projects or
launching new forms of economic activity (World Bank 2014b).

These barriers related to the difficulty in integrating younger generations are
combined with a more general lack of interest in innovation and a lack of under-
standing of promotion mechanisms. Some 60 percent of the businesses surveyed
by the Moroccan Association for Research and Development (R&D Maroc) feel
that research and innovation do not provide value added. Innovation is not part of
the regular activities of small businesses and most business owners believe that
knowledge and know-how are not determining factors in the creation of new mar-
kets. This is explained in part by the lack of communication by public agencies on
available financial incentives and benefits (United Nations 2008). Last, three-
quarters of young Moroccan entrepreneurs believe that their products and services
are not considered innovative by consumers and emphasize a lack of entrepreneur-
ial culture in Morocco (World Bank 2014b). This suggests that the institutional
players involved in the design and implementation of public policies on innovation
should redouble their efforts to improve their credibility and effectiveness.
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Given the current context, which is insufficiently receptive to innovation and
the spirit of conquest, the efforts undertaken by Morocco must focus both on the
psychological aspects to disseminate a culture of innovation and on the scaling
up of existing initiatives to face the challenge of economic catch-up. Improving
the operation and credibility of institutional players involved in the implementa-
tion of public policies is an essential factor in efficiency, particularly in the
innovation sector. By ensuring the sustainability and effectiveness of its institu-
tions, Morocco will facilitate its transition to an innovative economy, more easily
position itself in global value chains, and successfully prepare to compete in the
international markets (OCP Policy Center 2015). Public policies must also be
scaled up in the areas of research, development, and the protection of intellectual
and industrial property as the financial resources made available to players still
remain limited in comparison with the challenge. Last, beyond awareness cam-
paigns, Morocco Awards, and other support for innovative projects, Morocco
could more highly value the production of intangible capital by investing in train-
ing for young people and entrepreneurs that responds more effectively to the
needs of the private sector (see chapter 5).

Allocating Labor More Efficiently and Inclusively

The labor market is governed by institutions that define the interactions among
employers, employees, the government, and their representative organizations such
as unions, employer associations, and the national employment promotion agency.
Schematically, the labor market institutions reflect the laws, policies, conventions,
and practices that codify these interactions. They establish the limits on wages and
benefits and working hours and conditions (via the Labor Code) and define the
rules for representation and collective bargaining (collective agreements). They
proscribe or prescribe particular employment policies and programs to promote a
better alignment of available jobs and job seekers (for example, active labor and
employment services policies). They provide social protection for employees
during and between their periods of employment (unemployment insurance,
continuing education). Four economic factors explain the raison d’étre of these
institutions: imperfect information, generally asymmetrical bargaining power
between employers and employees, the risk of discrimination, and the incapacity
of the market to provide an assurance that employment risks will be covered
(World Bank 2014b). This section briefly analyzes the role and impact of the labor
market as an economic institution before reviewing the labor market situation in
Morocco. It then presents the pillars of a thorough reform of the labor market that
would take better advantage of the potential of each individual and fuel the engine
of Moroccan growth.

The Labor Market as an Economic Institution

The role and impact of labor market institutions, particularly the Labor Code
and legislation on job protection, are often controversial.l* The debate has
intensified with globalization and technological change, which have exposed
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developed and developing countries to increased competition and uncertainty
regarding the most appropriate institutional framework for labor market regu-
lation (Hayter 2011). Some suggest that rigid employment protection legisla-
tion introduces distortions that lead to a two-speed labor market with workers
who have protected jobs on the one hand and, on the other, excluded individu-
als, whether they be unemployed or employed under fixed-term, part-time, or
temporary contracts. Stricter job protection legislation would have the effect of
increasing long-term unemployment, making dismissals costlier, and ultimately
encouraging informal recruitment (Botero and others 2004; Lafontaine and
Sivadasan 2008). On the other hand, “institutionalists” argue that legislation
that is insufficiently protective of employment will weaken the long-term rela-
tionship between employers and employees with damaging consequences such
as underinvestment in training. Moreover, ineffective insurance mechanisms
can leave workers unprotected in case of dismissal, pushing them to cut short
their job-seeking efforts and accept a job that does not necessarily correspond
to their qualifications. Inequality of bargaining power can give enterprises the
ability to set wages lower than wages freely agreed to in more competitive
conditions. The imperfections of the market and institutional weaknesses can
thus affect job creation and lead to gaps between the remuneration of workers
and their true social value.

International studies generally conclude that labor market employment and
unemployment rules are relatively benign if they are neither too rigid nor too
flexible. Over the past 10 years, access to better data and improved analysis
methods have shed new light on the effects of labor market institutions on
employment, not only in the industrial countries but also increasingly in the
developing countries (World Bank 2014b). A recent analysis of the findings of
some 150 studies on the impact of four types of labor market regulation
(minimum wages, employment protection regulations, collective bargaining, and
mandated benefits) suggests that in most cases the impacts of these laws and
regulations is smaller than the debates would suggest (Betcherman 2012). This
analysis also shows that when legislation and regulation of the labor market have
a harmful effect on employment or productivity, it is generally owing to their
“excesses” (in the sense of too much or too little protection). Between these
extremes there is a sort of “plateau,” in which the positive and negative impacts
of various regulations tend to cancel each other out and where labor market
institutions essentially have a redistributional impact. In most countries, labor
market institutions and policies are not likely to be either a major obstacle or a
solution to job growth (World Bank 2014b).

Suboptimal Allocation of Labor in Morocco

Exclusion and Unequal Opportunities

In Morocco, more than half of the working-age population (15-64 years of age)
does not participate in the economic activity of the country, which makes it one
of the countries with the lowest employment rates in the Middle East and North
Africa, and across the globe. Low and steadily declining employment rates
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Figure 3.8 Morocco: Unemployment Rate and Participation Rate, 1999-2015
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Source: High Commission for Planning.

undermine economic growth because they limit the capacity of individuals to
generate economic outputs. The unemployment rate among the urban young has
been increasing sharply since 2010 (see figure 3.8). As we will see in detail, the
low unemployment rates in Morocco are explained by low labor market partici-
pation rates for women. Even though Morocco is perceived as a relatively liberal
country in the region, it is in the last quintile of countries in the world in terms
of the low labor force participation of women. For 2016, estimates indicate that
there are some 2.7 million inactive youth aged 15-29 in Morocco (the vast
majority of whom are young women), or almost one in three young people
who is not in education, employment, or training (NEETs), either for family
reasons or because they are discouraged.!®

Beyond weak employment and participation rates, Morocco has some 1 million
unemployed, most of them between the ages of 15 and 34. The level of unem-
ployment remains high in Morocco, with a rate that fluctuates between 9 percent
and 10 percent of the labor force. More specifically, the 2014 labor market survey
data indicate that most unemployed are men (71 percent), between the ages of
15 and 34 (77 percent), residing in urban areas (80 percent), and with at most a
high school education (79 percent). Unemployment is also long term, particularly
in urban areas, where 66 percent of those who are unemployed have been unem-
ployed for more than 12 months. It is generally considered that the high level of
unemployment among young people has been one of the main driving forces
behind the “Arab revolutions” since 2011 and that this massive youth unemploy-
ment continues to represent a serious threat to social stability in most countries
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in the region (World Bank 2013b). Young people between the ages of 15 and
29 represent approximately 30 percent of the total population of Morocco and
44 percent of the working-age population, but they have benefited little from the
economic upturn in recent years.

Moreover, youth employment is mainly precarious. Most of those who have a
job are in the informal sector and the quality of jobs is limited, particularly in rural
areas and for women and less educated workers (see figure 3.9). Some 1.7 million
young people work under precarious conditions as employees in the informal
sector or are self-employed (some 88 percent of young workers do not have a
contract). Most job offers do not provide social protections against risks related
to employment, age, and occupational health. In 2014, according to the High
Commission for Planning (HCP), some 80 percent of Moroccan workers did not
contribute to social security (94 percent in rural areas and 65 percent in urban
areas). Rural workers, women, and young people are disproportionately recruited
for low-quality, informal, and poorly paid jobs.

The perception that access to “good” jobs is insufficiently based on merit
results in a serious sense of exclusion on the part of those who are traditionally
excluded, particularly young people. The labor market seems to offer several

Figure 3.9 Morocco: Composition of the Working-Age Population, 2013

a. Total population (age 15 years or older) b. Young people (15-24 years)
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68 formal sector 3

Unemployed 6

Employed in the
formal sector 9

Unemployed 4

c. Women (age 15 years or older)

Employed in the
informal sector 19
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formal sector 4
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Unemployed 2

Source: High Commission for Planning.
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paths toward what can be called “good” jobs: protected employment (particularly
in the public sector), well-paid jobs in the private sector, or well-paid self-
employment.l® When the labor market operates satisfactorily, access to good jobs
results from the work effort (efforts to invest in the development of one’s own
human capital and job seeking) and productivity (available jobs are suited to the
qualifications of candidates and their production is higher than the wage they
receive). However, in Morocco some 60 percent of good jobs are held by men
with higher education who are aged 35 and above and live in urban areas (World
Bank 2013b). Although they represent approximately two-thirds of the working-
age population, qualified young people and poorly qualified women living in
urban areas hold fewer than one-third of these attractive jobs. This dispropor-
tionate access to good jobs for individuals who are “integrated in the system”
seems to reflect a patriarchal society in which adult men who are heads of
households are those who benefit most from labor market opportunities.
Moreover, inequality of access to good jobs is high in Morocco, even in compari-
son with other countries in the region. Personal and family relationships remain
important for those who are currently in the labor force: 28 percent of young
people between the ages of 15 and 29 who are unemployed believe that this is
because of favoritism in recruitment (HEM 2016). According to the 2012-14
Arab Barometer, more than 60 percent of Moroccans questioned believe that
access to jobs is above all a matter of connections.

Social mobility and the ability to move from a less productive job to a more
productive job are limited and take time, particularly for young people and
women. Mobility across economic sectors and between the public and private
sectors is very sclerotic and indicates that industrial policies and public sector
reforms are lagging and need to be rethought (Verme and others 2014). The
limited ability of workers to move toward high-productivity sectors and exit
low-productivity sectors is also a symptom of an inefficient labor market (to the
extent that human capital cannot be allocated to sectors where it could lead to
higher returns). In this context, a desirable social and economic change would be
for workers to be able to leave low value-added sectors and jobs more easily
(particularly informal agriculture) to move toward higher value-added sectors
and higher-paying jobs (particularly salaried employment in the formal sector).
However, the Moroccan economy creates few new jobs. Between 2012 and
2016, just 26,400 net new jobs were created on average each year for the
working-age population (15-65 years) while that population showed a net
increase of 270,000 per year on average. In comparison with its population,
Morocco creates half as many jobs as Egypt and a third as many as Malaysia (see
figure 3.10). A matrix analysis of transitions on the labor market reveals a num-
ber of trends: formal employment is a fairly stable form of employment (there is
an integration effect); self-employment is on average the second most stable
category of employment for a typical male worker but not for women; informal
employment is often a springboard toward better jobs, but this is less the case for
young people; even though unemployment tends to be long term, the typical
unemployed person generally moves toward informal or self-employment.
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Figure 3.10 Net Creation of Jobs, 2010-14 Average
(percentage of the working-age population)
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The figures also show important flows from unemployment to inactivity (sign of
giving up or discouragement), particularly among young people and women.

Excessive Regulation

Morocco has adopted labor legislation that is based on the conventions and rec-
ommendations of the International Labour Organization. The 2003 Labor Code
introduced significant improvements from the previous legislation: (i) it raised
the minimum age for access to employment (from 12 to 15 years); (ii) it
reduced the average work week from 48 hours to 44 hours; (iii) it called for a
regular review of minimum wages; (iv) it improved occupational health and
safety standards; (v) it promoted workplace equity (by guaranteeing equality
between men and women and encouraging the employment of the disabled);
and (vi) it guaranteed the right of association and collective bargaining and pro-
hibited employers from engaging in actions against their salaried employees
on the grounds of their union membership. Still, according to the HCP, the
Moroccan Labor Code governs labor relations for only a minority of salaried
employees on the labor market.

The negotiation, adoption, and implementation of this legislation on the basis
of international conventions have, however, resulted in cumbersome and restric-
tive labor market regulations. According to the World Bank Doing Business
indicator (2013), the Moroccan labor market is more regulated than the various
regional averages around the world (see figure 3.11). Moroccan law prohibits
fixed-term contracts for permanent tasks and limits their duration to 12 months,
after which they cannot be renewed. Although the Moroccan law allows a
certain amount of flexibility in terms of the hours worked, overtime and
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Figure 3.11 Hiring and Firing Difficulties
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premiums for night work are expensive compared to international practices.
Moroccan legislation on leave (annual leave, statutory leave, maternity/paternity
leave) is more generous than that in other emerging market countries that are
Morocco’s competitors.

The labor regulations governing private sector terminations are restrictive in
Morocco. Terminating individuals for economic reasons is prohibited. Only busi-
nesses with more than 10 employees may terminate jobs for economic, technical,
or structural reasons. Reducing staff for economic reasons is subject to a prior
agreement with the regional authorities. The Labor Code prohibits terminations
for poor behavior (as explicitly defined in the Labor Code) or poor performance if
the employer has not followed all of the legal disciplinary steps. Employers are
required to help their employees adapt to any change in their position or respon-
sibilities. The burden of proof is on the employer and the legislation is well applied,
owing to the active role played by the government and unions. As a result, the
number of employees terminated by medium-sized businesses is very low and
almost a quarter of the businesses contacted for the Investment Climate Assessment
(ICA) survey in 2008 indicated that they would have reduced their staff if redun-
dancy conditions were less restrictive.

The minimum wage in Morocco is high compared with the average national
income or the average productivity of workers. In 2015, the minimum wage in
urban areas was equal to approximately 100 percent of the national per capita
income or more than 50 percent of the average wage in the formal private sector,
rates that were extremely high not just in the region but also in comparison with
international standards, including the Organisation for Economic Co-operation
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and Development (OECD) countries. Such high legal minimum wages deter the
creation of jobs in the formal sector, particularly for young job seekers with limited
qualifications. In contrast, a lack of minimum wage laws has not prevented coun-
tries as diverse as Sweden, Switzerland, Singapore, and Denmark, to name just a
few, from not only paying their employees well but also ensuring full employment
and high participation rates. In Morocco, collective agreements and length-of-ser-
vice bonuses can lead to wage levels that are higher than employee productivity,
with the minimum wage reaching almost 80 percent of average value added per
worker, or 50 percent more than in Tunisia (see figure 3.12). Overall, the high cost
of labor in the formal sector contributes to a lower demand for employees on the
part of employers and explains the low labor market participation rate and struc-
tural un- or underemployment.

Only a minority of Moroccan workers benefits from a social protection system.
The social security system excludes self-employed individuals, farmers, and seasonal
workers in the agricultural sector. Moreover, poor management and administration
threaten the capacity of the system, particularly the pension system, to provide
benefits on a long-term basis, even for workers who are entitled to them. All of
Morocco’s pension systems are financially unsustainable over the long term—some
even over the short term—given the rapid increase in beneficiaries, the small num-
ber of active contributors, and the generosity of the plans. The reform of civil ser-
vice pensions in 2016 should enable the Moroccan pension fund to restore financial
stability for a few years. At the same time, the protection system jeopardizes the
capacity of the economy to create high-quality jobs to the extent that it places a

Figure 3.12 Minimum Wage in International Comparison, 2015
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heavy tax burden on labor, reduces hiring incentives in the formal sector, and is an
obstacle to worker mobility. In fact, the tax burden on labor—that is, the difference
between the total cost of labor, net wages, and the value of social benefits—is an
important topic in the debate on the outlook for formal jobs for young people.

Active labor market policies (ALMP) implemented by the government are
struggling to produce the expected results. The agencies responsible for dealing
with barriers to employment for young people with higher education and profes-
sionals, particularly the Labor Promotion and Vocational Training Office (OFPPT)
and the National Agency for the Promotion of Employment and Skills (ANAPEC),
have had poor results in terms of targeting and coverage and a limited response to
the needs of the unemployed (World Bank 2014b). ANAPEC is currently explor-
ing the possibility of expanding its activities to job seekers without degrees and
increasing its capacity to propose intermediation services between employers
and job seekers. Morocco has also developed a labor-intensive public works pro-
gram as part of the National Promotion program. This public works program,
which is managed by the Ministry of the Interior, aims to provide temporary jobs
to un- or underemployed individuals, particularly in rural areas. Like many labor-
intensive works program, National Promotion can unquestionably constitute an
effective economic response. However, it does not use best practices for targeting
or for the identification of labor-intensive activities, which prevents it from having
a real impact, particularly in case of crises (natural disasters, drought, etc.). The
government has also launched several initiatives to promote self-employment, but
with limited success.

Greater labor market flexibility would make it possible to increase employ-
ment, particularly formal employment of young people and women, and to
reduce unemployment while protecting wages. A modeling exercise on the
effects produced by just two legislative labor market provisions—the minimum
wage and payroll taxes—partially illustrates the direct impact that a liberalization
of the labor market could have on employment, with the caveat that many other
qualitative regulations hampering more efficient allocation of labor (particularly
redundancy regulations and benefits) have not been taken into consideration in
this exercise (Angel-Urdinola, Barry, and Guennouni 2016). Moreover, partial
equilibrium models of this type ignore the effect on employment of higher eco-
nomic growth related to a more efficient and fluid allocation of the factors of
production in the economy. Nonetheless, the exercise modeling the elimination
of minimum wages and payroll taxes can reveal the scope of the anticipated
effects on total unemployment, youth unemployment, and female unemploy-
ment for three groups of workers (formal, informal, and self-employed) and their
respective wages (see table 3.1). A labor market that is liberalized in these two
areas would reduce the unemployment rate by only 2.7 percentage points and
would increase the formal employment rate by 5.7 percentage points. The
impact on wages would be positive for self-employed workers and those in the
informal sector, but wages would decline by 4 percent for workers in the formal
sector. The effects of such a deregulation would be much greater for young
people and women. According to the simulations, female unemployment would
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Table 3.1 Morocco: Impact of the Elimination of Minimum Wages and Payroll Taxes

Impact on the labor force Impact on wages
(percentage points) (percentage)
Informal ~ Formal  Self-employed  Informal ~ Formal  Self-employed
Unemployment  sector sector workers sector sector workers

Total =27 -1.0 5.7 =21 20 -4.0 1.6
Women =115 =21 14.9 -1.2 4.1 -13.1 -1.0
Young people

(15-29 years) —-6.2 -1.0 8.9 -1.7 1.8 =121 23

Source: Angel-Urdinola, Barry, and Guennouni 2016.

decline 11.5 percentage points and youth unemployment, 6.2 percentage points.
The participation of women and young people in the formal sector would
increase considerably. In contrast, without minimum wages, the wages of young
people and women in the formal sector would decline 12-13 percent. Overall,
this scenario illustrates the positive potential of a liberalization of the labor mar-
ket in terms of the integration of women and young people.

Developing Labor Market Institutions for the 21st Century

Morocco needs to completely reform the labor market to promote employment,
particularly employment of young people and women. Although over the years
it has tried to make employment the focus of public actions by developing a
large number of programs to help young people into the job market!Z and pro-
mote local jobs in the context of the national employment strategy (cooperatives,
small infrastructure, etc.), these measures seem to have been merely a transitional
phase pending the implementation of deeper, more structural reforms. As dis-
cussed in chapter 2, given the demographic structure of Morocco’s population,
one of the main challenges in the coming years will be for labor markets in urban
areas to absorb a sustained flow of young workers with rising education levels.
The erosion of the number of agricultural jobs means that the economy will have
to create productive jobs in industry and services. Moreover, Morocco has an
already large public sector, representing approximately 47 percent of total
formal employment, which cannot expand significantly in the coming years.
Last, Morocco also faces the challenge of expanding the coverage of its social
protection system to a population that is largely unprotected against the risks of
unemployment and old age without penalizing the growth of the formal sector.
In such a context, Morocco would benefit from adapting its labor market institu-
tions to facilitate the convergence and structural transformation of its economy
in the next 25 years.

The reforms should allow the new labor market institutions, particularly the
Labor Code, to facilitate intermediation between the labor supply and demand
and to significantly increase the employment rate. In the convergence scenario
presented in chapter 2, the objective is to increase the employment rate from
the current 45 percent to 55 percent by 2040. While the reform of the labor
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institutions must be combined with other reforms aimed at improving the busi-
ness environment and encouraging investment, the lowering of wage costs and
reform of the social protection system (particularly pension systems and unem-
ployment insurance) could already help increase the demand for formal employ-
ment, particularly for young people and women. As soon as better unemployment
insurance systems are in place, it will also be necessary to review the rules on
redundancies and to reduce the current dichotomies between open-ended con-
tracts and fixed-term contracts. Moreover, it is also important to introduce poli-
cies that actively promote the participation of women in the labor market and to
consider a training system and active labor market measures that will make it
more integrated and results oriented.

Easing Labor Market Regulation

By aligning its labor market legislation with international standards and practices,
particularly those of competitor emerging market economies, Morocco would
facilitate greater mobility of employees and encourage a more rapid structural
transformation of its economy. This would involve changes to the Labor Code to
introduce greater flexibility in redundancy procedures while protecting the inter-
ests of workers. Such a reform should enable employers to lay off employees for
economic reasons without government authorization. It could also align bonuses
for overtime, night work, and paid leave (particularly annual leave) with interna-
tional standards. The regulations on redundancies should in principle be aimed at
providing a sufficient advance notice and severance payments based on seniority.
Such a reform should be accompanied by the establishment of an appropriate
unemployment insurance system. Workers should be allowed to submit com-
plaints in case of abusive dismissals, particularly in cases involving discrimination.
Effective mechanisms should be introduced to handle these complaints rapidly
and to ensure that sanctions are imposed against employers or employees found
to be at fault. Moreover, the exercise of the right to strike should be better regu-
lated in the new draft framework law currently under discussion.

As regards the various labor contracts in effect, the reform should aim to
ease the constraints on the use of fixed-term contracts. Such a reform could
extend the renewal periods for fixed-term contracts and ensure that such con-
tracts offer the same types of employee benefits and protections as open-ended
contracts in terms of guarantees and access to social protection programs (includ-
ing access to unemployment insurance). The only difference would be that in the
case of open-ended contracts, employers would have to provide sufficient
advance notice in case of redundancies, while in the case of fixed-term contracts
the cancellation of the contract would be automatic. The need for greater flexi-
bility in contracting is not unique to Morocco. The same causes produce the same
effects and many countries in Southern Europe with labor market institutions
that are similar to those of Morocco also have troubling unemployment levels,
particularly for young people. The reforms should therefore look to the countries
of Northern Europe and the English-speaking countries, which have succeeded
in eliminating or containing this problem.
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Improving Security for Workers

Morocco could consider introducing various minimum wage schemes to attract
low-productivity workers to the formal sector. The Moroccan Labor Code should
offer the flexibility to contractually define different minimum wage levels for
workers, depending, for example, on the sector, region, age group, and so on.
Providing the possibility of aligning wage levels to productivity would make it
possible to significantly increase the demand for formal employment, particularly
for young people with little education in disadvantaged regions or sectors in
difficulty. Moreover, the reevaluation of minimum wages should not be arbitrary
and discretionary, but based on objective criteria on the changes in economic
productivity and estimation of the value added of the employees concerned.

Morocco should better align social contributions paid with the benefits
received and be able to clearly and explicitly finance all subsidies from general
government revenues. Today, for example, workers under fixed-term contracts
(whose contributions to the pension system are not fully transferable) subsidize
those who are under open-ended contracts. One of the options for reducing
payroll taxes and thus reducing the cost of labor and creating more formal jobs
(while taking account of financial sustainability issues) would involve more
directly linking individual social security contributions to the benefits received
and explicitly recognizing all subsidies granted (for example, family allowances,
training assistance) in the government budget. In the case of social contributions
for pensions (which are currently based on a risk pooling system), the first phase
would involve defining a target for the replacement rate at the statutory age of
retirement to determine the required contribution rate, which would make it
possible to end the current implicit subsidies.

Moreover, by separating the financing of training and family allowances
from social contributions, it would be possible to create fiscal room to finance a
universal unemployment insurance system. The social protection system could
concentrate on covering essential risks only: illness, disability, death, old age,
and unemployment. All implicit subsidies should then be financed from general
taxation. For equity reasons, some people might be opposed to a shift toward
financing out of general taxation on the grounds that this could lead to a regres-
sive redistribution of revenue. This is explained by the fact that social security
systems currently benefit mainly workers in the formal sector, who are, on aver-
age, in a better position than self-employed workers and employees in the infor-
mal sector. This problem could be resolved, however, if the coverage provided by
social protection programs were expanded to all workers and if, for example, the
minimum old age pension also applied to self-employed workers and salaried
workers in the agricultural sector.

Morocco should also reform its severance payment arrangements and its
system of unemployment benefits to improve the protection of workers and
facilitate labor mobility. The current unemployment assistance and severance
payments could be replaced by a universal unemployment insurance system
offering a satisfactory replacement income rate and broader coverage and reduc-
ing distortions between the various labor markets. As in the case of pensions,
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the first decision would involve the level of the benefits: a replacement rate could
range between 50 percent and 70 percent for 3-12 months. The contribution
rate would be set accordingly, taking into account the unemployment rate in the
beneficiary population. The second decision would involve the means of subsi-
dizing benefits for workers whose contribution capacity is insufficient. As with
any insurance plan, the unemployment insurance system implicitly involves a
subsidy by the members of the system who are less exposed to the risk of unem-
ployment toward those who are more exposed (Robalino and Weber 2013).

Improving the Effectiveness of ALMP

One of the basic active labor market policy reforms would be first to outsource
employment and training services under performance-based contracts. As dis-
cussed above, the existing ALMP and training regimes in Morocco are primarily
guided by the public sector. This model tends to limit coordination with the
private sector, which often results in employment assistance and training pro-
grams that do not respond to the needs of businesses. Public structures, particu-
larly ANAPEC and OFPPT, should develop and expand their services through
public-private partnerships involving private sector employers (for example, to
develop training and apprenticeship programs) and associations, to better target
the populations concerned and provide specific employment assistance services
(particularly focusing on the labor market, coaching, information on existing
programs, and general skills). Training providers would be remunerated on the
basis of various outcomes, specifically on the basis of their performance in the
placement of job seekers under fixed-term or open-ended contracts.

Second, ALMP could be developed to include the unskilled population,
depending on demand and private sector needs. By 2040, significant demand for
new jobs for medium-skilled technicians and those without secondary school
diplomas should be expected, particularly in key high-growth sectors such as
tourism, logistics, the automobile industry, trade, ICTs, business services, and
construction. Moreover, recent studies (including the assessment of the Education
for Employment (E4E) initiative by the International Finance Corporation [IFC]
in 2014) indicate that labor demand and the growth of employment in Morocco
could be higher if employers were able to fill positions that are currently vacant
owing to a lack of candidates with the required qualifications. Future employ-
ment assistance programs should also integrate the needs of medium-skilled
young people who are seeking jobs.

Third, ALMP should promote the integration of programs through the estab-
lishment of one-stop shops at the local level. There are many employment assis-
tance and training programs but their coordination is limited and random at the
local level. Moreover, existing programs do not follow a systematic approach in
terms of registering, contacting, or providing information to potential beneficiaries.
To fill these gaps, the government should study the possibility of setting up local
one-stop shops, where beneficiaries, particularly young people, could register,
obtain information, and receive guidance on the available range of services (public
and private). Specifically, several networks of structures at the local level are
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currently underutilized (including approximately 1,500 centers dedicated to
young people and women that fall under the Ministry of Youth and Sports). They
could serve as points of entry for job seekers, particularly young people and
women. These centers could be managed by local associations, which would be
responsible for registering beneficiaries and providing them with a series of basic
services (profiling, consulting, basic skills training, and referral to other employ-
ment assistance and training services).

Fourth, it is important to develop a performance-based monitoring and evaluation
framework to improve the governance, effectiveness, and efficiency of ANAPEC's
labor market policies. ANAPEC should establish a clear governance structure, qual-
ity assurance mechanisms, and a monitoring and evaluation strategy based on per-
formance and not just on outputs to increase the effectiveness and efficiency of its
programs and improve the use of public resources. The recently created National
Employment Observatory could play a role in such evaluations. Rigorous impact
studies are essential to demonstrate what is working, to develop capacities at the
regional level, and more broadly to improve the definition of policies. Moreover, it
is essential that impact studies be conducted for new experimental programs before
they are taken to the national level, to make the necessary adjustments in program
design and thus avoid developing inefficient and ineffective programs.

Integrating Morocco More Closely with the International Economy

Like the market institutions that promote an efficient allocation of capital and
labor, the institutions that govern a country’s foreign trade are intangible assets
that can be used to increase productivity. The benefits of specialization and
division of labor at the international level include greater economic efficiency,
more rapid structural transformation, and rising incomes. At the societal level, free
trade is not just a means of stimulating economic growth, creating jobs, and reduc-
ing poverty; it is also a way of promoting individual liberties, bringing people
together in a peaceful dialogue that is beneficial to all, and advancing peace and
stability. This section first analyzes the link between economic integration
and productivity and then assesses the situation in Morocco in terms of openness
and integration and proposes ways to accelerate the integration process and pro-
mote the country’s assets in world trade.

The Link between Economic Integration and Productivity

Globalization offers all countries, but particularly emerging market economies,
many opportunities to use the international markets to promote their own eco-
nomic efficiency. It allows countries to benefit from know-how and technologies
that have been developed throughout the world to improve production processes,
whether this involves the use of machines, intermediate goods, services, foreign
direct investment (FDI), or individuals. Economic integration has proven to be a
particularly effective strategy in support of the kind of rapid economic catch-up
that Morocco is attempting. High-performing countries, that is, the dozen or so
countries that have had annual growth of 7 percent or more for at least 25 years
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since 1950, have all used globalization to increase their productivity through
trade, FDI, and economic integration (Commission on Growth and Development
2008). All have used this approach and have endeavored to secure the maximum
benefit from the global economy, not to expand the frontiers of technology, but
to adopt existing technology and know-how, which is a much more manageable
task. These high-growth countries have benefited from economic integration in
two ways: they have imported ideas, technology, and know-how from the rest of
the world, and they have exploited global demand, which has provided a deep,
elastic market for their goods and services. As the Commission on Growth and
Development (2008) puts it very simply, “they imported what the rest of the
world knew, and exported what it wanted.”

Apart from trade in goods and services, the liberalization of the capital
account is another important step in eliminating the distortions that are an
obstacle to a more efficient integration into global markets. When the precondi-
tions are there, the convertibility of national currencies improves the distribution
of (domestic and foreign) capital and constitutes a source of efficiency and pro-
ductivity. It facilitates the development of the marketable sector, access to foreign
savings, including FDI and portfolio investments, and the development of the
financial system. It promotes greater discipline in the management of macroeco-
nomic policies and is a powerful sign of confidence for economic partners and
foreign investors.

The link among trade, investment, and services lies at the heart of world
trade today and the structure of global production has been changed as a result
(Baldwin 2011). The emergence of production networks, global value chains, and
trade in “tasks” (and not just finished or intermediate goods or services) charac-
terizes this new environment and changes the qualifications and skills needed
to access employment. Trade in services, particularly services to businesses, has
become a dynamic component of trade while at the same time being a source of
diversification of exports for many developing countries. Participating in global
value chains requires significant skills on the part of economic agents, particularly
a good logistic capacity and trade financing (Chauffour and Malouche 2011).

The impact of global value chains on domestic economies constitutes an
important channel of transmission for increasing national productivity. Many
emerging countries have benefited from globalization. For example, Turkey was
able to accelerate its economic growth until recently and create more than
three million new jobs since it opened up to the global markets and entered the
process of regulatory convergence with the European Union in the mid-2000s.
A recent analysis of global value chains in Turkey shows that supplying compa-
nies that are wholly owned by foreigners significantly increases the productivity
of local Turkish companies (Taglioni and Santoni 2015). Nevertheless, the impact
is even greater if the productivity gap between domestic and foreign investors is
relatively small. This suggests that this gap can be reduced by policies promoting
domestic competition and aiming to increase the average productivity of local
businesses. In this context, trade policies that discriminate against foreign pro-
ducers are even more doomed to failure than in the past.
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One consequence of the emergence of global value chains is that the trade and
investment policy agenda is increasingly moving beyond the scope of trade minis-
tries to include many domestic policies and legislation. When a process of eco-
nomic openness is not accompanied by reforms promoting competition and
transparency on the domestic market, often its only effect is to displace rent seek-
ing rather than to reduce it. The “new” international trade agenda targets the
harmonization of policies and a process of convergence between the main trading
partners (Chauffour and Maur 2011). For many emerging countries, the agenda
has therefore evolved toward the implementation of comprehensive national
reforms aimed at promoting competitiveness, raising production standards, liberal-
izing services, modernizing regulatory systems, promoting labor mobility, protect-
ing intellectual property, improving governance, encouraging transparency and
the rule of law, and, over time, developing common values and standards. In these
countries, economic integration has been at the heart of a credible development
strategy aimed at accelerating economic growth driven by productivity.

Integration Policies and Results in Morocco

International Trade

The opening of the Moroccan economy to international trade over the past
decade has been opportune. Tariff and nontariff barriers have been lowered and
international trade procedures have been simplified. Modern trade infrastructure
has been developed for all types of transport (such as the Tanger-Med port) and
the country has been fully updating its customs regulations and its transportation
and trade logistics. Morocco has also developed its economic and trade relations
by concluding preferential trade agreements with the European Union, the
United States, and Turkey. Following this external liberalization, the trade open-
ness rate increased from 53 percent of GDP in 1990 to 73 percent in 2015, thus
catching up with levels observed in the emerging countries or economies similar
in size. The liberalization of trade is estimated to have had the general effect of
increasing the well-being of households by reducing consumer prices for agricul-
tural goods and manufactured products and increasing wages (Cherkaoui, Khellaf,
and Nihou 2011).

At the same time, Morocco has adjusted its trade legislation, including three
main regulations: (i) economic regulations that directly concern market decisions
such as price setting, competition, and entry into or exit from the market; (ii) social
regulations that are of public interest such as health, safety, the environment, and
social cohesion; and (iii) administrative regulations such as paper forms and admin-
istrative formalities by which governments collect information and intervene in
individual economic decisions. Morocco also adopted laws defending commerce
and international trade that are aligned with the policies of the World Trade
Organization, to provide Morocco with trade protection mechanisms (antidump-
ing, protection clauses, and trade remedies) and mechanisms protecting national
production, particularly new industries, using measures applied at the frontier in
the form of tariffs, quantitative restrictions, and tariff quotas, as well as government
assistance measures.
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Figure 3.13 Morocco’s Share in World Trade, 1980-2013
(index 100 in 1980)
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Despite these efforts, Morocco’s share in international trade has tended to
decline since the early 1980s, while most of its competitors have seen their
shares increase (see figure 3.13). Morocco is finding it difficult to increase the
level of sophistication and leverage the value of its exported products. Close to
70 percent of Moroccan consumers find “made in Morocco” products to be of
average quality compared to the foreign competition (CGEM 2014). Morocco
has lagged in comparison with many similar countries in terms of the share of
its intermediate high-tech exports. The emergence of “new” industries (automo-
bile, aeronautics, and electronics) is certainly encouraging to the extent that these
sectors occupy a more central position in the global production space and are
thus a potential source of higher revenues than traditional exports. However,
Morocco’s commitment in these emerging sectors is rather limited and the inter-
national competition is stiff Morocco’s trade performance is slowed by high
production factor costs owing to protected service sectors and rigid domestic
prices, and by a fixed exchange rate system and a skills and qualifications
mismatch. A recent analysis of the price competitiveness of the Moroccan
exportable supply suggests that on the whole Morocco is less competitive on
prices than the most successful comparable countries: the export price differen-
tial between Moroccan products and the most competitive rival products can
range from 10 percent to almost 100 percent depending on the products and
sectors in question (CGEM 2014). To date, Morocco has been able to penetrate
only a small portion of potential markets.
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One of the explanations for Morocco’s difficulties in benefiting more from the
development of international trade lies in the delays and costs related to mer-
chandise export and import logistics. According to the Doing Business indicator
that measures distance to the frontier in terms of the accumulation of delays and
costs (excluding customs duties) associated with three categories of procedures
(documentary compliance, border compliance, and domestic transport), Morocco
scores better than other countries in the Middle East and North Africa, but not
as well as its main competitors, particularly Central and Eastern Europe (see
figure 3.14). Morocco was ranked 86th out of a total of 160 countries in 2016 on
the Logistic Performance Index, falling 24 places from its average ranking during
the period 2007-14 (World Bank 2016b). Morocco ranks well for the quality of
its infrastructure but loses in this classification owing to weaknesses and dysfunc-
tions in foreign trade services. In fact, Morocco is ranked 124th in the provision
of customs services (it was ranked 73rd from 2007 to 2014) and is ranked 122nd
in terms of the ability to track and trace consignments.1®

The lack of diversification of exports toward more sophisticated products
can be partially explained by exporters’ risk aversion, given the current state of
market incentives. Moroccan export enterprises are often old and small. A recent
study using databases on customs transactions at the firm level reveals that
Moroccan firms have adopted a relatively conservative export growth strategy
(Jaud and Dovis 2014). Moroccan exporters have successfully established stable
trade relations and the development of these relations has taken precedence over
experimenting with new markets and new products. On average, during the
period 1998-2014, the growth of exports was essentially led by the intensive

Figure 3.14 Distance to Frontier for Trading across Borders, 2016
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margin, that is, the intensification of sales of existing export products on existing
export markets (Ministry of Economy and Finance 2016). The renewal of the
export base in terms of the entry and exit of firms is also limited and the export
survival rate is low. A network of ecosystems based on integrated industrial pro-
ducts is certainly beginning to emerge around the development of phosphate
mining, the agri-food industry, the automobile industry, electronics, aeronautics,
and Morocco’s other new global business lines. A reconfiguration of the structure
of exports, particularly to benefit the automobile industry, is under way (see
figure 3.15), but with limited local value added. National firms are less able to
supply global value chains than the local subsidiaries of multinationals. In Morocco,
the share of local inputs supplying multinational corporations is among the
lowest of a group of similar countries.

Although Morocco has begun to develop service industries, their potential is
largely untapped. The export of services from Morocco had risen significantly
until the 2008 global financial crisis. Morocco was the front-runner among the
Maghreb countries in successfully liberalizing air transport thanks to an auda-
cious agreement signed with the European Union in December 2006 to open its
airspace. It thus clearly indicated its commitment to liberalizing and its intention
to benefit from liberalization. The number of tourist arrivals from around the
world more than doubled between 2000 and 2010, barely missing the target of
10 million arrivals in 2010 (“Vision 2010”). The export of other services acceler-
ated significantly, reflecting Morocco’s willingness to take market shares in busi-
ness process outsourcing and the information and communications technology
market, targeting Francophone customers. However, despite these developments,

Figure 3.15 Morocco: Structure of Exports, 2007-15
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the share of services in value added has stagnated during the past decade, reflecting
the fact that Morocco has specialized in relatively unsophisticated service areas. In
many global value chains, the value added resides in localized intangible activities
either upstream of the chain (preproduction activities such as basic and applied
R&D, design, and marketing), or downstream of the value chain (postproduction
activities such as marketing, publicity and trademark management, specialized
logistics, and after-sales service). In comparison, there is little knowledge creation
in the middle of the value chain, where standardized production and services are
located (Cattaneo and others 2013; Taglioni and Winkler 2016).

In the area of trade facilitation, economic agents, exporters, and importers face
serious challenges relating to the distribution chain. Despite real progress in cus-
toms management and the efficiency of the ports and air transport, trade logis-
tics are not an advantage for Morocco compared to some of its major competitors
such as Tunisia and Turkey. Data in the Logistics Performance Index established
by the World Bank, which is based on the perceptions of freight forwarders, sug-
gest that the areas in which Morocco is lagging are logistics, timeliness, and track-
ing and tracing systems, all areas that are affected by the inefficiency of the
domestic portion of the value chain. The main constraint identified in Morocco
resides in the dual nature of the domestic transport sector, which is shared
between a small number of effective transporters that meet international stan-
dards and numerous small operators providing low-quality, fragmented services.
This duality prevents the emergence of modern land transport groups that
can effectively respond to the needs of shippers. Port taxes are relatively high in
Morocco, for both containers and trucks. The lack of competition among ferry
services also contributes to the high cost of crossing the Strait of Gibraltar com-
pared to other maritime passages. It remains to be seen whether the entry into
operation of a new Moroccan company providing a connection with Spain in
2016 will result in greater competition.

The limited penetration of Moroccan exports, both goods and services, under-
scores the country’s significant competitiveness problems. These problems relate
not only to the quality of products and the infrastructure and trade logistics that
are necessary to bring products to their potential purchasers, but also to innova-
tion, higher education, training, and technological maturity (see figure 3.16). They
are also exacerbated by a fixed exchange regime and capital controls that protect
the nontradables sector and constitute a significant obstacle to price competitive-
ness, product diversification, and Morocco’s regional and global integration. In
many cases, the lack of an adequate economic environment creates the impression
that globalization has not led to the desired changes but has, on the contrary,
helped to weaken some sectors and fostered the informal economy.

Foreign Investment

Morocco has substantially improved the investment conditions for foreign investors.
Globally Morocco is ranked relatively well in terms of FDI regulation. Morocco’s
Investment Charter, which dates back to 1995, provides a nondiscriminatory
framework for Moroccan and foreign investors. Foreign investment is allowed in
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Figure 3.16 Morocco: Global Competitiveness Index
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almost all sectors, with foreign investors even benefiting from more flexible foreign
currency controls. Morocco has pursued a proactive FDI policy to attract foreign
companies in sectors identified as having potential for development and support
for the country’s economic growth. The Moroccan Investment Promotion Agency
(AMDI) and several Regional Investment Centers (CRIs) have been created to
minimize and accelerate administrative procedures and increase FDI flows.12

Owing to this improvement in the institutional framework for investment,
FDI entries have increased significantly and have become the most important
source of foreign financing. The contribution of FDI as a share of GDP
increased strongly from the late 1990s until the 2008 global financial crisis,
although the starting point was relatively low. Since 2008, annual FDI flows
have ranged around 2.5 percent of GDP. However, owing to its concentration
in the mining and real estate sectors, FDI has not generated all of the expected
benefits for domestic production and employment. To the extent that the
manufacturing sector accounts for a small fraction of all FDI flows to Morocco,
there is room to develop FDI in this sector in the future in support of the creation
of manufacturing jobs.

Based on the present exchange, trade, and investment regimes, an analysis of
Morocco’s current location in the product space suggests that Morocco is moving
its exports relatively slowly toward higher technology and higher value-added
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Figure 3.17 Morocco: Position in the Product Space, 2010
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products (see figure 3.17). The current map positions the various products
exported by Morocco between 1980 and 2010 and shows that classic export prod-
ucts (shown in red) and emerging exports (shown in blue) are located around the
periphery of the global product space (in gray). This means that the underlying
characteristics of these products are not easily transferable to other more sophisti-
cated products and offer limited diversification potential. For example, in the case
of Morocco’s natural resources, rapid growth of phosphate fertilizers and their
derivatives can be expected. In contrast, given their position on the periphery of
primary international trade, the diversification possibilities are limited. However,
products that are marginally exported (shown in green) are closer to the center of
global trade and thus have a higher diversification potential. Structural changes in
the exportable supply are already being reflected in a more sophisticated range of
exported products and better positioning, not only of low-cost, low-technology
goods, but also in terms of qualitative competition (Ministry of Economy and
Finance 2015). Morocco is developing capacities to export these products in the
context of “new industries” (automobile, aeronautics), but these capacities must
improve to move to the next level.
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The lessons from other emerging countries that have previously trodden this
industrial path suggest the importance of sectoral reforms. It is increasingly
acknowledged that policies that favor a country’s overall capacity to increase its
productivity and quality and move toward more sophisticated tasks are more
important than the identification of sectors that promote growth and diversifica-
tion (Lederman and Maloney 2012). In other words, interventions that are aimed
at diversifying economies seem to work only if they are accompanied by policies
that diversify assets (both tangible and intangible). The correlation between diver-
sified asset portfolios and greater economic efficiency is higher than the correlation
between diversified products and economic efficiency (Gill and others 2014).
This suggests that the most important pending item on Morocco’s reform agenda
could well be the most difficult: strengthening the institutional structures that are
invisible but whose weakness is likely to hold back the country’s prosperity.

Deriving the Full Benefits from Globalization through Competitiveness
Morocco has undertaken large-scale changes to integrate in the world economy,
but it has not yet derived the full benefit of its political stability, its proximity to
Europe, and its relative attractiveness for investment to make this integration a
decisive competitive advantage that will enable it to achieve rapid, inclusive
catch-up growth. A key aspect of Morocco’s success in increasing its productivity
is its capacity to increase exports of goods and services. This means that the trad-
able goods sector must develop and contribute more to growth and to this end it
is essential that the economy’s “anti-export bias” be reduced (World Bank 2006).
There are many reasons for this bias: (i) an exchange system that favors the non-
tradable goods sector (as opposed to sectors open to international competition)
and that tends to weaken Morocco’s price competitiveness on other markets,
(i) a trade regime and trade policies that are overly protective of national pro-
ducers against international competition and that encourage them to supply
the domestic market rather than the global markets, and (iii) an investment
regime and domestic regulatory framework that increase the costs of inputs and
reduce Morocco’s competitiveness. It is important to emphasize that the lack of
economic integration is both the cause and the consequence of this “anti-export
bias”: without more sustained domestic competition, the economy has not
turned toward innovation, efficiency, and modernization and is at a disadvantage
on the international markets; in the absence of greater participation in interna-
tional trade, domestic companies are not exposed to foreign knowledge and
know-how and are little pressed by competition or encouraged to modernize and
optimize. These issues are discussed in the following sections.

Easing the Exchange Arrangements and Controls

Morocco should consider adopting more flexible exchange arrangements to
improve the likelihood of sustainable higher growth led by productivity and
exports. When the conditions are there in terms of macroeconomic stability,
fiscal consolidation, a sound banking system, or a sufficient level of international
reserves, the transition to a more flexible exchange regime would enable the
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dirham to find its equilibrium price on a sustainable basis. As the relative price
between the sector comprising tradable goods exposed to international competi-
tion and the protected nontradable goods sector, the exchange rate is a key
price in any economy. All other things being equal, an overvaluation of the
exchange rate encourages economic agents to invest in the generally unproductive
nontradable goods sector (for example, real estate). In contrast, an undervaluation
of the exchange rate promotes investment in more productive sectors exposed to
international competition. Thus, over the long term, the real effective exchange
rate is potentially a powerful economic and integration policy instrument. Many
emerging countries, particularly in Asia, have based their development strategies
on productivity-rich growth driven by competitive prices for their basket of
exports (see figure 3.18). More recently, a number of Morocco’s foreign competi-
tors have not hesitated to use the exchange instrument. For example, the dirham
has appreciated approximately 100 percent in relation to the Brazilian real and
the South African rand since 2012 and 50 percent in relation to the Turkish pound
since 2013. A recent study of firm-level data in Egypt, Jordan, and other countries
in the Middle East and North Africa shows that a depreciation of the real effective
exchange rate favors the development of exports in these countries both on
the intensive margin (exports of existing products on existing markets) and at the
extensive margin (exports of new products or to new markets) (Elbadawi and
Zaki 2016). The free determination of the dirham exchange rate would, moreover,
be a means of leaving the economic policy dimension of exchange rate fluctua-
tions to the market.

At the same time, Morocco should continue to make its exchange controls
more flexible to ensure the full convertibility of the dirham. This will require
the elimination of the main controls still in place for the purchase of foreign
exchange, which impede the development of national and foreign firms and limit

Figure 3.18 Real Effective Exchange Rates, 1988-2015
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the economic freedom of Moroccans to convert their dirham assets. Total con-
vertibility of capital transactions would enable residents and nonresidents to use
their resources freely for international transactions. It would pave the way for a
more efficient allocation of savings and would increase the attractiveness of
Morocco in the eyes of investors and global trade operators. For example, the
current limit on the prepayment of imports is a de facto obstacle. It can be an
issue, for example, for American exporters who require a 100 percent advance
payment to finance their sales or who prefer contracts in which letters of credit
are not mandatory for doing business.

The transition to a flexible exchange regime and convertibility of the dirham
would also have the advantage of making monetary policy fully autonomous to
influence real activity on the basis of various (internal and external) shocks
that constantly affect the economy. The “impossible trinity” states that a national
economy cannot simultaneously achieve the following three objectives: a fixed
foreign exchange rate, an independent monetary policy (the ability to set short-
term interest rates), and the free movement of capital (Mundell 1960). In a con-
text of increasing external openness, emerging countries must generally choose
between a fixed exchange rate and an independent monetary policy. The Bank
Al-Maghrib has in recent years begun considering the appropriateness of gradually
transitioning to greater exchange flexibility and a so-called inflation targeting
system that would enable it to better anchor expectations and increase its contri-
bution to economic development (Bank Al-Maghrib 2016). With all of the pre-
requisites for a soft transition being present, it should now be possible to turn this
discussion into action (IMF 2016a, 2016b).

Improving the Trade Regime and Trade Facilitation Policies

Morocco would benefit from renewing its efforts to lower trade barriers. Morocco’s
export performance seems to be weakened by its import regime. The difference
in export unit values between firms that both import and export and firms that
export only is large and, most importantly, has been increasing over time. This sug-
gests that better access to intermediate inputs subsequently boosts the growth of
firms” exports and the diversification and quality of products (Bussolo and Cruz
2015). For businesses that are not located in free zones or involved in global value
chains with the support of their buyers, identifying reliable suppliers that can pro-
vide them with intermediate products can be a challenge. The most direct way
that Morocco can support manufacturing exports, reduce real effective protection,
and limit trade diversion would be to build on the success of the 2008-12 plan
by launching a new medium-term plan aimed at reducing and consolidating the
most-favored nation tariffs.

At 25 percent, maximum most-favored nation tariffs on goods are still relatively
high, particularly in comparison with the zero duty applied to preferential trade
partners under the free trade agreements signed with the European Union, the
United States, and other countries. High duties on intermediate products tend to
be an obstacle to the productivity of firms and the growth of Moroccan exports
(Jaud and Freund 2015). This results from the fact that, generally speaking, a tax
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on imports ends up becoming a tax on exports. Moreover, Morocco’s tariff struc-
ture acts as an escalator, to the extent that import duties on raw materials are
lower than those on semi-processed goods, which are in turn lower than those on
finished goods. Tariff escalation is particularly pronounced in the textile and
clothing and leather and footwear sectors. In these sectors, producers for the
domestic market have access to inputs taxed at low rates while being pro-
tected behind significant export barriers for their finished products. The degree of
real effective protection is thus often higher than the level of duties on finished
products suggests.

There is still a significant gap between preferential tariffs and most-favored
nation tariffs (applied to imports from the rest of the world), which tends to
divert trade. Morocco has opened its domestic market selectively, since only
countries that are preferential partners can sell their products on the Moroccan
markets at low or zero import tariffs, while exporters from third countries face
high most-favored nation tariffs. This asymmetry can push trade flows from
exporters in more efficient third countries toward less efficient partner producer
countries, resulting in a loss of tariff revenues without the economy benefiting
from lower purchase prices.

Reviewing the nontariff measures is another important priority if Morocco is
to benefit further from the advantages of economic integration. Morocco should
streamline its nontariff measures and related procedures in terms of time and cost.
Morocco has considered the possibility of establishing a public-private committee
to reevaluate existing nontariff measures and the regulatory process that allows
for the creation of new such measures. Some policy reforms have been identified,
but specific changes have not been made. In the absence of transparency, nontariff
measures tend to be used somewhat discretionarily and result in bureaucratic
border procedures, particularly with non-European Union member partners.
Morocco should also reduce its use of trade defense mechanisms (antidumping
clauses and measures) intended to protect its domestic production (for example,
steel, paper, PVC materials, wood, and insulin).

Given that the level of duties collected on agricultural imports amounted to
more than 300 percent for some products and given the tariff quotas applied,
there is an immense potential to liberalize Morocco’s agricultural trade. Morocco
should gradually open its agricultural markets because agriculture constitutes
one of the engines of its economy. An agricultural strategy should offer better
opportunities for the heads of small and large operations to transform the agri-
food sector into a stable source of growth, competitiveness, and general economic
development in rural areas. Protection of agricultural trade is an ineffective pov-
erty reduction tool. Vulnerable households should be assisted using targeted
social safety nets. Decoupled payments are one way of reducing the distortionary
effects of policies in support of agriculture while still helping farmers. At present,
Morocco offers its farmers guaranteed prices for food and industrial crops and a
large range of subsidies on the purchase of inputs. Price support for essential
goods and energy subsidies (for pumps) is also widespread. The policy objectives
are to improve food security and reduce urban drift. However, this price support
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system and nonspecific subsidies are not aimed at the poor. Moreover, they have
a significant budget cost, rewarding low-value crops and encouraging excessive
use of water.

The facilitation of trade and regional connectivity is an incomplete but essen-
tial agenda item for Morocco. One of Morocco’s comparative advantages is its
geography, which means that the quality of its ports, land transport, and trade
logistics are key to its competitiveness. Moroccan exporters cannot successfully
exploit their proximity to the European Union market unless their transport
transaction costs are lower than those of their competitors. The existence of
functional links along the supply chain has become even more important owing
to changing deadlines, which target just-in-time deliveries, and trade partners’
increasing demands in terms of delays, reliability, and, delivery quality. The high
cost of transport, logistics, and communications has been identified as one of the
factors that penalizes transportation in Morocco and, more broadly, the region
(CGEM 2014). Priority measures in this area would aim to improve the quality
of all import-export services at the port (clarification of procedures and improve-
ment of processing delays, particularly customs clearance of goods).

Improving the Foreign Investment Regime
Although Morocco has opened most sectors of its economy to foreign investment,
clear legal restrictions remain in many sectors, particularly the services sector.
Morocco would benefit from gradually removing the remaining restrictions on
foreign equity participation in all sectors, with the exception of a list of sectors with
strong monopoly powers, based on the national treatment principle. Thus, foreign
control is limited to a maximum of 49 percent in domestic and international trans-
port enterprises. In the oil and gas sector, the National Hydrocarbons and Mining
Office maintains a mandatory 25 percent share in all operating licenses or permits.
Moreover, Morocco should endeavor to standardize the rules for domestic and
foreign investors by privatizing companies in the trade sector and eliminating
restrictions such as licensing conditions and other regulatory constraints.
Conversely, it is also very important to ensure that the incentives used to
attract foreign investors do not prevent local integration. This involves ensuring
that firms belonging to foreigners do not have preferred access in certain areas
such as import taxes, customs concessions, or duty refunds. Similarly, reserving
special economic zones for foreign companies can create supply barriers for
domestic companies. It is true that incentives for foreign investors or other inter-
national purchasers are primarily intended to create positive spillover effects,
but these incentives should be based, if not on specific outcomes in terms of
effects (which are difficult to measure), at least on the commitment of foreign
investors or other international purchasers to favor such effects. For example,
incentives could be created to encourage foreign investors to work with local
universities, research institutes, and training institutes. Specifically, this would
involve research funds, counterpart grant programs, or tax incentives for R&D in
Morocco, internships, retraining programs, and the development of joint training
and study programs.
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It is also important to ensure that legal provisions concerning local content are
clearly defined and appropriately applied. The objective should be enhancement
of the local content rather than control by the country. However, legal provisions
can operate successfully only if the domestic supply dimension allows the sup-
plier to be competitive; otherwise, these regulations tend to weaken the competi-
tiveness of investors, which has a negative impact on all outcomes. In all cases, it
can be counterproductive and difficult to implement strict local content targets.
On the other hand, it is essential to reduce the information asymmetry by facili-
tating information sharing on the needs of foreign investors and capacities of
local suppliers and on skills requirements. Rather than setting rigid local content
constraints, the objective should be to favor the collaborative development of
flexible co-localization plans enabling investors to make their own proposals to
promote beneficial impacts for the local economy.

Morocco would benefit from introducing a more consistent policy to improve
land management and protect property rights. This would enable it to lower the
risks and promote a better use of the opportunities of FDI in real estate. Improving
access to information on land and its availability for economic activities while
taking measures to sharply reduce transaction delays, would significantly increase
Morocco’s attractiveness in the eyes of foreign investors. Property purchases by
foreign private investors have been limited over the years.

Negotiating an Ambitious Deep and Comprehensive Free Trade Agreement
with the European Union

A deep and comprehensive free trade agreement with the European Union
and the necessary upgrading of Morocco’s rules and regulations in many sectors
could be key strategic objectives for the country. This would enable Morocco to
better position itself in global competition, including through its insertion in
European global value chains, thereby helping to significantly increase total fac-
tor productivity. Deep economic integration with the European Union would
require the promotion of freedom of circulation of goods, services, capital, and
labor. Morocco could currently benefit from the promotion of greater regulatory
convergence of rules and standards and other cross-border regulations that are
related to competition policy, public tenders, and other aspects of the regulatory
environment that concern the improvement of trade and FDI. Regionalization
with the European Union and, to some extent, with Sub-Saharan Africa could
constitute a springboard toward global integration and improvement of Morocco’s
competitiveness, which are the ultimate goals.

Frank measures aimed at integration and competition in the services sectors
and the facilitation of trade could improve the productivity and accelerate the
structural transformation of the Moroccan economy. The lack of sophistication
and modernization of Moroccan services underscores the lack of openness and
competition that are necessary to enhance them. Morocco has introduced liber-
alization measures in a relatively limited number of subsectors under the General
Agreement on Trade in Services, and logistics services, which are essential for
trade development, are not included. Morocco has opened up significantly only
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in the areas of trade in financial services, telecommunications, and electronic
commerce under the bilateral free trade agreement concluded with the United
States. Increased openness of services would help to produce significant eco-
nomic results owing to competition, FDI, and vertical spillover effects in the
areas of knowledge and market development. The liberalization of services
would also positively impact industrial productivity, the competitiveness of
exports of manufactured goods, and even the competitiveness of other services
through their secondary effects. Efficient port and maritime services are essential
to export goods such as textile products competitively. Similarly, attracting more
tourists depends in particular on the cost of air transport. The capacity to partici-
pate in the outsourcing of business processes and to export services based on
ICTs depends on telecommunications services. The positive effects of the liber-
alization of trade in services on productivity in downstream industries would
be even greater if it were accompanied by an improvement in the quality of the
institutions governing foreign trade, particularly the foreign investment regime
(Beverelli, Hoekman, and Fiorini 2016).

It will be essential to take account of the economic policy dimension of a deep
and comprehensive economic integration strategy. In Morocco, public opinion
generally considers that the process of opening up initiated by governments
over the past decade has not necessarily produced the expected outcomes. Past
attempts that have aimed to strengthen the private sector through privatization
and the liberalization of markets have not had all the expected benefits, particu-
larly when the advantages have been captured by connected persons. External
liberalization has not always been accompanied by the domestic reforms that are
necessary to improve governance, increase transparency, and create a level playing
field so that workers and consumers can also reap the benefits. As elsewhere,
there is a coalition of protectionist interests in Morocco that would like to main-
tain the status quo and it knows how to make itself heard. It exerts pressure on
the government to slow the process of economic integration and the structural
transformation that must accompany it. Rather than favoring the development of
an independent and autonomous private sector, some past reforms have tended
to strengthen existing protection networks (Malik and Awadallah 2011).

To avoid the errors of the past, account must be taken of the fact that the
Moroccan people need to understand what “there is for them” in a policy of deep
and comprehensive integration with the European Union. Public opinion trends
seem to be favorable. According to the 2012-14 Arab Barometer, 60 percent of
those questioned believe that Morocco would benefit from opening up further to
the rest of the world, but if this is to be successful, the population must own the
integration process and its general objective. It must be informed of the changes
relating to global trade and the FDI environment and must clearly see the
improvements in terms of infrastructure, trade, and investment. Moroccans need
to further access economic opportunities for themselves and their children and to
be shown that the reforms are producing results. Last, they need convincing proof
that all social groups benefit from the process and will continue to do so over the
long term. This refers to the need for an informed public discussion on the impact
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of economic integration on the Moroccan economy. What economic integra-
tion means is making the economy more efficient and more competitive, which
should result in economic growth and higher, more sustained incomes. According
to the ECORYS study (ECORYS 2013) conducted on behalf of the European
Commission, the deep and comprehensive free trade agreement could in the
long term result in a 1.6 percent increase in Morocco’s GDP, a wage increase of
between 1.5 percent and 1.9 percent depending on assumptions, and a 15 percent
increase in exports, leading to a relative improvement in the trade balance.
However, some industrial sectors, such as the leather industry or services sector,
particularly professional services, could suffer from the increased competition and
see their output decline. Establishing public mechanisms to help those that are
penalized by the shocks produced by trade (or technological innovation) is the
best means of taking account of the potentially negative secondary effects of
transformational reforms and ensuring their longevity.

Notes

1. Since the time of political science professor John Waterbury’s works on this subject
(1975), a vast, primarily sociological literature has documented the historical for-
mation of the Moroccan elites (Leveau 1985; Catusse 2008; Benhaddou 2009;
Bencheikh 2013).

2. Speech delivered by His Majesty King Mohammed VI at the opening of the 1st Session
of the 1st Legislative Year of the 10th Legislature (November 2016).

3. Significant budgetary resources have been allocated by the Moroccan public authorities
to maintain and accelerate the various works and programs launched to achieve the
objectives of the Morocco Innovation Initiative. These include the establishment of a
Cluster Support Fund to stimulate innovation and R&D in the industry and technology
sectors; the launching of a program for the establishment of “innovation complexes” in
partnership with Moroccan universities; building of the capacity of the Technical
Industrial Centers (CTI) as technical structures for the development and dissemination
of industrial expertise in the respective areas of activity; establishment of a development
center dedicated to advanced technologies such as nanotechnologies, microelectronics,
and biotechnologies; and the establishment of programs for the financing of business
innovation (small and medium enterprises and very small enterprises/start-ups).

4. Particularly the granting of new generation fixed licenses in 2006, the publication of
various regulatory decisions on infrastructure sharing, the preparation of a national
broadband plan through 2022 by the National Telecommunications Regulation
Agency (ANRT) in 2012, the launching of 4G in 2015, and the launching of a con-
sultation by the ANRT in 2016 to cover the financing of broadband in rural areas by
the Universal Service Fund (FSU).

5. Maroc Télécom has a fiber optic backbone measuring almost 25,000 km as against
just 5,000 km for Méditel and 6,000 km for WANA. On the asymmetric digital sub-
scriber line (ADSL) market (fixed broadband), which was limited to around 1.1 mil-
lion lines in 2015, Maroc Télécom holds 99.97 percent of the market (as against 0.03
percent for WANA) in 2015 (National Communications Regulation Agency 2016).

6. The National Industrial Emergence Pact consists of 10 pillars: offshoring, automobiles,
aeronautics, electronics, textiles, leather, SME competitiveness, investment climate,
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10.

11.

12.

13.
14.

15.

16

17.

18

19.

training, and industrial zones. It sent strong signals to the automobile and aeronautics
sectors, which have benefited from significant foreign investment in recent years.

. In a report on the Moroccan Investment Development Agency (2015), the Audit Office

calculated the occupancy rate of the P2i’s: in 2011, just 10 out of the 21 companies
converted were located on these platforms; in 2012, the number was 12 out of 24.
The attractiveness rate of the P2i’s is thus 50 percent.

. Automobiles, aeronautics, industrial vehicles and trucks, textiles, chemicals and parachem-

icals, leather, pharmaceuticals, metallurgical and mechanical industries, construction
materials industry and offshoring, plastics, and phosphates.

.In 2016, a new investment reform plan was launched, focusing on six main areas:

recalibration of the Investment Charter and redefinition of its content, adoption of
new support and investment incentive measures, restructuring of the investment pro-
motion agencies, creation of general directorates dedicated to industry and trade, and
the overhaul of the digital strategy.

Specifically, the introduction of cost-benefit analyses for investments submitted to the
Investment Committee and respect of strict selection procedures for Industrial
Acceleration Plan (PAI) investment files in the context of the Industrial Development
and Investment Fund (preparation of comprehensive investment files, assessment of
files by third parties, assessment report, etc.).

For example, in assessing the Digital Morocco 2013 strategy, the Audit Office (2014)
noted that a number of indicators had not yet been tracked with sufficient rigor and
that most of the objectives set by the strategy had not been achieved.

Organic Law No. 111-14 on the regions (published in the Official Bulletin of July 7,
2015) is based on the 2011 constitution, which calls for decentralization and estab-
lishes advanced regionalization based on an integrated system of regional governance
in Morocco.

Article 136 of the constitution and Article 4 of Organic Law No. 111-14.

Employment protection legislation comprises the rules governing recruitment and
dismissal and defining the degree of job security.

World Bank calculations using HCP data for 2009 extrapolated to 2015.

. Protected is defined as benefiting from social protection; well-paid is defined as leading

to a wage higher than two-thirds of the average wage or as leading to independent
living in a house and being part of the upper quintiles of the population.

These include (i) the Idmaj program (2006), which is aimed at enabling young job
seekers to have their first experience in a business; (ii) the Taehil program (2006),
which is aimed at improving the employability of job seekers through the acquisition
of professional skills for identified or potential jobs; (iii) the self-employment program,
which is aimed at creating very small enterprises; and (iv) the Tahfiz program, which
is aimed at promoting employment by introducing incentives for businesses and asso-
ciations in the context of permanent employment contracts.

. The record seizure of 40 metric tons of cannabis at Algésiras in 2015 may have weak-

ened the Tanger-Med control chain’s reputation for reliability.

In 2016, in the context of the implementation of the Industrial Acceleration Plan
(PAI), AMDI, Morocco Export, and the Office of Trade Fairs and Exhibitions (OFEC)
were grouped together in a new agency called the Moroccan Investment and Export
Development Agency (AMDIE) and placed under the supervision of the Ministry of
Industry, Trade, Investment, and the Digital Economy.
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CHAPTER 4

Investing in Institutions and
Public Services

“Our country faces significant challenges if we are to achieve our ambitions, leaving
little room for hesitation and passivity in the conduct of public policy.”
—Abdellatif Jouahri

In addition to market institutions, quality public institutions and services are
essential in accelerating private sector growth. Although the accelerated eco-
nomic convergence scenario for Morocco through 2040 primarily involves using
market solutions to develop the private sector, this does not mean that the mar
ket can by itself provide all of the solutions to the country’s development prob-
lems. Public institutions and services have an important complementary role to
play. There are three aspects to this role. First, the State must promote and
guarantee the rule of law and justice for all. The rule of law and its application
are basic components of a nation’s institutional capital. When a country’s legal
system is unable to guarantee the protection of persons and the right to property
or ensure the enforcement of contracts and settlement of disputes in a manner
accepted by all parties, the openness of society and smooth commercial relations
are at jeopardy. As far back as 1776, Adam Smith noted that “commerce and
manufactures ... can seldom flourish in any State in which there is not a certain
degree of confidence in the justice of government” (Smith 1776). Second, the
rule of law and justice must be guaranteed at a reasonable cost by a modern and
effective administration. In other words, the government administration must
also contribute to the growth of the country’s productivity by increasing its own
productivity, particularly that of the civil service. Third, just as the institutions in
support of the market contribute to the steady improvement of goods and
services offered to consumers by the private sector, State governance must ensure
the increasing quality of public goods and services supplied to citizens. Each of
these three essential functions of public institutions and services—respect for the
rule of law, management of the civil service, and public service governance—is
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discussed in the following sections from the point of view of its contribution to
economic development, its status in Morocco, and the outlook for reform and
modernization.

Strengthening the Rule of Law and Justice

The rule of law is recognized as a basic component of a nation’s institutional
capital. Beyond the multiplicity of definitions of this term, the rule of law is based
on a few general principles such as the generality, publicity, nonretroactivity,
clarity, noncontradiction, constancy, and congruence of the law. To this can be
added the independence of the judiciary, judicial review, and access to justice. By
virtue of these principles, a nation is governed by the law and all of its members
are equally subject to its legal codes and procedures. The rule of law protects
persons, goods, and contracts. It is measured by the degree of compliance of the
legal system with the standards specifically formulated. It ensures and guarantees
a strict separation of public and private interests in order to prevent any culture
of favoritism, privilege, or special interests at the expense of the population. The
absence of the rule of law promotes corruption, patronage, and a poor allocation
of economic resources and can even result in violence in the settlement of con-
flicts and threaten the social peace.

Morocco’s new constitution strengthens the rights of citizens to participate in
and monitor public affairs. The first consideration in enabling citizens to effec-
tively exercise their rights is access to information. The right to access public
information is an essential right under the 2011 constitution. The legislation
being prepared should be in keeping with the spirit of the constitution and be
implemented in such a way as to strengthen the transparency and accountability
of the government and the public sector in practice and to support informed citi-
zen engagement in public affairs. Beyond its intrinsic value, greater access to
information represents a potentially important source of growth and employ-
ment. A growing body of literature suggests that the wealth of information and
data produced by the public sector has a market value that can lead to substantial
economic profits. Consequently, improved and seamless access to information in
the public sector (for example, laws and regulations, public contracts, economic
and social statistics, or data on education) can save businesses significant expen-
diture and reduce risks. In some sectors, the reuse and combination of public
information and data can also lead to important dynamic gains in the form of the
development of new products, services, and processes. To fully benefit from these
advantages, Morocco should develop a sound legal and institutional framework
to guarantee the new constitutional law and its effective implementation.

The Rule of Law and Economic Development

Well-functioning legal institutions and a government subject to the rule of
law are generally considered essential conditions for economic development.
Since the time of Adam Smith we have known that economic activity cannot
develop “in any state which does not enjoy a regular administration of justice”
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(Smith 1776). If individuals and businesses lack the confidence that contracts
will be enforced and that the fruits of their productive labor will be protected,
their incentive to engage in a productive activity and invest will be seriously
eroded. In contrast, legal systems that provide solid protection for investors pro-
mote the development of sophisticated financial markets, increase the ability of
economies to bear risk, and encourage entrepreneurship and economic growth
by spreading risk over a multitude of investors.

The power of legal and judicial reforms to spur economic development is sup-
ported by a growing body of research. The capacity of national legal institutions
to protect property rights, reduce transaction costs, and prevent coercion can be
decisive in determining whether economic development takes place. According
to the Economic Freedom of the World Index, which measures the consistency
of a nation’s legal structure in terms of the rule of law, unbiased enforcement of
contracts, independence of the judiciary, and protection of property rights, all
countries with sound legal systems on average perform much better economi-
cally than countries with weak legal systems. The conclusion, corroborated by
numerous studies, indicates that the more the rule of law is respected, the richer
a country grows over the long term (Knack and Keefer 1995; Kaufmann and
Kraay 2002; Butkiewicz and Yanikkaya 2006). A major explanatory factor is that
without a legal system capable of enforcing contracts and protecting property
rights, trade will occur mostly among mutually trusting parties and cover only a
relatively small geographic or market area. The gains from what Douglass North,
winner of the Nobel Prize for Economics, called “depersonalized exchange,” that
is, trade between parties that do not know each other and will probably never
meet, then go unrealized (North 1990).

The impact of the rule of law on economic development depends both on
the real content of the law and on its application, particularly through an inde-
pendent and effective judicial administration. Poor governance and corruption
can make the codified law ineffective and harm development. An independent,
effective judiciary that is free of corruption thus plays a central role in the pro-
motion of the rule of law and development of society. Objective measures of
the independence of the judiciary that look only at de jure factors such as the
judicial system or the force of judicial decisions under the law are not necessar-
ily associated with long-term growth (Glaeser and Shleifer 2001). In contrast,
the de facto independence of the judiciary can positively influence the growth
of per capita real gross domestic product (GDP) (Feld and Voigt 2003). This
finding confirms the risk of “institutional isomorphism” (Di Maggio and Powell
1983). Thus, in the current debate on the law and development, the question is
not whether legal reform is feasible or whether it can promote development,
but determining what types of legal reforms would be most appropriate in the
local context (Davis and Trebilcock 2008).

Judicial reforms that aim to introduce the rule of law and ensure that it is
respected must be part of broader efforts aimed at making legal systems more
democratic and more favorable to the free operation of the markets. Beyond
measures aimed at strengthening the power and independence of the judiciary,
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facilitating access to dispute resolution mechanisms, accelerating trials, and pro-
fessionalizing judges and the bar, judicial reforms should encompass other
reforms that are equally important for the development of the market. These
include the drafting or revision of commercial codes, bankruptcy laws, and laws
on corporations. This comprehensive approach should also involve the overhaul
of the regulatory bodies and the training of justice officials in the drafting of
legislation favorable to private investment.

Ensuring that the rule of law is respected and guaranteeing the protection of
persons, property, and contracts is necessary both in principle and for economic
efficiency. Looking at the protection of persons, the civil conflicts currently rag-
ing in a number of countries in the Middle East and North Africa perfectly illus-
trate the harmful impact of insecurity and violence against persons on economic
growth. Restoring “law and order” and controlling crime are thus important
preconditions for any other social and economic objectives. Moreover, in the case
of the protection of goods, it is generally acknowledged that the stronger the
protection of property rights, the greater the incentive to work, save, and invest
and the more effective the operation of the economy. Peruvian economist
Hernando De Soto is renowned for having stated that the main constraint pre-
venting many countries around the world from profiting from capitalism is the
incapacity to transform existing assets, particularly those held by the poor, into
productive capital (De Soto 2000). Sounder property rights considerably
increase the incentive to accumulate physical and human capital. Rules guaran-
teeing the enforcement of contracts improve the predictability of development
projects, reduce the cost of trade, favor transactions, and can open the path to
competition and more egalitarian participation in commerce for all. In particular,
impartial, low-cost enforcement procedures for contracts provide the necessary
incentive for the conclusion of complex trade agreements, thus facilitating trade
and economic growth.

A recent examination of commercial law in the Middle East and North
Africa indicates that the main commercial laws—the laws on corporations,
commercial leases or sales, collateral, and insolvency and bankruptcy—do
not sufficiently protect persons, property, and contracts (World Bank 2014a).
Commercial law in the region does not offer market operators the necessary
degree of certainty and predictability owing to the persistence of certain pro-
hibitive, overly rigid, or out-of-date rules and the lack of clarity of legal provi-
sions, which are often too vague to provide appropriate guidance to market
operators and judges.

Inconsistent Reforms of the Rule of Law in Morocco

In recent years, the government of Morocco has undertaken several reforms to
strengthen the rule of law, particularly the fundamental rights of citizens via the
2011 constitution and the adoption of a Justice System Reform Charter. The new
constitution introduced a number of new political and social rights in the area of
“fundamental rights and freedoms” (the right to life and security of the person,
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the right to physical and moral integrity and the respect of privacy, the presump-
tion of innocence and the right to a fair trial and legal aid, access to information,
the right to health care, the right to social protection and decent housing, and the
right to issue petitions). At the same time, the Justice System Reform Charter
(the Charter) lists ambitious general objectives for the reform of the justice sec-
tor, particularly to improve the guarantees for due process and the right not to
be subject to inhumane treatment (prisoner conditions, protection of the rights
of suspects, legal aid, alternatives to incarceration). Moreover, the institutional
framework intended to supervise the protection of fundamental human rights
has also been strengthened with the expansion of the mandate of the National
Human Rights Council to enable it to intervene more actively in the prevention
of human rights violations, including the protection of persons and goods, and to
regularly publish reports on human rights.

Despite these general reforms, the rule of law and judicial system in Morocco
still face clear challenges (World Bank 2014b). According to the Rule of Law
Index (World Justice Project 2016), the main weaknesses relate to criminal
justice (particularly the lack of independence of the judiciary), fundamental
rights (particularly the right to privacy), and corruption (particularly in the
judicial system) (see figure 4.1). A major reform launched in 2002 focused on
the revision of the Family Code and the Code of Criminal Procedure, the cre-
ation of specialized commercial and administrative courts, and the moderniza-
tion of the courts. These reforms are under way, but various international
studies and evaluations have shown that the judicial authority still suffers from
a poor reputation in the eyes of the general public (inefficiency, lack of inde-
pendence, and corruption). According to the 2012-14 Arab Barometer, fewer
than one-quarter of Moroccans questioned consider their judicial system to be
effective, while in Jordan or Kuwait, for example, more than three-quarters of
those questioned have favorable views of their justice system. In Transparency
International’s Corruption Perceptions Index (2016), Morocco has regressed
and is now ranked 90th, outperformed by several countries in Sub-Saharan
Africa and the Middle East and North Africa. The commercial courts, created
more recently, performed slightly better, as indicated by surveys of businesses
on the enforcement of contracts for the Doing Business Index (2017). The main
dysfunctions identified as obstacles to the rule of law in Morocco and the estab-
lishment of a modern state—in the sense of a strict separation of private and
public interests—are related less to the laws than to the institutions and indi-
viduals responsible for their application, a topic that will be discussed further
in chapter 6 on Morocco’s social capital. The momentum of the justice reform
thus needs to be reestablished. According to the Bank Al-Maghrib’s 2016
Annual Report, this is a fundamental task in terms of both human and social
rights and also for the improvement of the business climate, investment, and
entrepreneurship. The completion of this project in a reasonable period of time
will change the negative perception of justice held by investors and the general

public (Bank Al-Maghrib 2016).
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Figure 4.1 Rule of Law Index for Morocco, the Middle East and North Africa Region, and
Lower-Middle-Income Countries
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Protection of Persons

By improving its judicial system, particularly in terms of procedural justice (right
to life and the protection of persons) and criminal justice (impartiality and
anticorruption), Morocco would ensure more effective legal protection and
better security of persons (see figure 4.2). As shown by existing specialized
documentation,! Morocco’s scores are relatively low in the areas of protection of
physical integrity and security of persons, although Morocco has taken important
measures to end the most flagrant human rights violations.

Overall, Morocco’s performance is poorer than that of other middle-income
countries (lower or upper) in terms of the right to life and security of the person
(World Justice Project 2016). Morocco does not have sufficient safeguards
against torture, the existing guarantees often being insufficiently respected and
investigations of allegations of torture rarely being completed. Moreover, offi-
cials (judges and prosecutors) responsible for preventing torture and other abu-
sive treatment and sanctioning those responsible are often hesitant to act and
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Figure 4.2 Legal Protection and Security of the Person, 2008-12
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there are no mechanisms for collecting credible evidence on abusive treatment
or effective reparations for the victims of torture and abusive treatment in
Morocco. Morocco also ranks lower than other middle-income countries regard-
ing protection against arbitrary arrest and detention, and the control of abusive
police practices seems ineffective and information on sanctions very limited.
Last, in the area of legal aid, legislation guaranteeing access to a lawyer during
the detention period and the assignment of counsel by the courts for the poorest
prisoners is not systematically respected. Although Morocco records low levels
of the violent crimes that would justify pretrial detention, such detentions often
extend beyond the legal limits (which can sometimes mean that prisoners
receive shorter sentences than their period of incarceration) and judges remain
reluctant to use substitute penalties, which further aggravates the problem of
prolonged detention.

Protection of Property

The protection of goods also remains a challenge for Morocco and constitutes
an obstacle to investment. Morocco is ranked higher than the average among
countries in the Middle East and North Africa in terms of the protection of
general property rights,2 but remains below the ranking of many competitor
countries. According to the 2017 Doing Business indicator on transferring
property, Morocco was ranked 87th (out of 189 countries) in 2016 and is
outperformed by a number of emerging countries (see figure 4.3). Land
insecurity and poor performance of the property market are major obstacles
to investment and industrial productivity. More than 40 percent of Moroccan
businesses consider access to industrial property to be a major or severe con-
straint on their development, as against fewer than 10 percent in Turkey
(World Bank 2009). The legislative framework governing the land tenure sys-
tem is fragmented (customary systems, Islamic laws, French-based legislation),
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Figure 4.3 Distance to Frontier for Transferring Property, 2016
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out of date, and ineffective (most property transactions are informal, contrib-
uting to a real insecurity of property titles), expropriation practices are
opaque, and the registration of property rights is complicated and costly
(World Bank 2008). In addition, the current legal context does not favor
land ownership by women and Morocco is ranked at the bottom of the
lower-middle-income countries in terms of the percentage of farms headed by
women (see chapter 6).

Protection of Contracts

Morocco’s performance is also very mixed in the area of contract enforcement:
processing times are good on the whole, but the number and cost of procedures
are not, reflecting an enormous variation in terms of the effectiveness of the
commercial courts. Despite the reforms undertaken (modernization of the
commercial courts, creation of the position of enforcement judge to supervise
the enforcement of contracts), Morocco is ranked 57th in the 2017 Doing
Business Index in terms of its capacity to enforce contracts, as measured by the
number of judicial procedures, the related costs, and the time required.
Although Morocco is comparable to many middle-income countries and other
countries in the Middle East and North Africa, its performance in this area is
again below that of a number of competitor countries such as Turkey or
Romania (see figure 4.4). Moreover, although Morocco has invested massively
in its commercial courts, this has not yet been reflected in an improved perfor-
mance of these courts over time.
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Figure 4.4 Distance to Frontier for Contract Enforcement, 2016
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A breakdown of Morocco’s performance in the area of contract enforcement
shows that it recorded good results for processing times and poor results for the
number of judicial procedures and their cost. For the latter measure, Morocco is
ranked second to last with 40 procedures, ahead of Algeria, which has 45 proce-
dures. The performance of the Moroccan commercial courts also varies consider-
ably from one city to another. It would benefit Morocco to examine the sectors
and geographic areas where performance is best to understand the reasons why
some courts or procedures are more effective than others.

Investing in the Rule of Law and Justice

Effective implementation of the new rights provided by the constitution and
the Justice System Reform Charter would be an important step forward in
strengthening the rule of law. Additional provisions will be necessary to ensure
that the new laws are in keeping with the spirit of the constitution and that
they are accompanied by appropriate implementing provisions. For example,
according to many Moroccan nongovernmental organizations (NGOs), the
draft law on access to information approved by Parliament does not seem to
be in keeping with the spirit of the constitution in terms of expanding the
scope of data accessible to citizens. The list of exceptions could make this
right—which is essential to good governance and accountability—meaningless.2
Moreover, Morocco should adopt a strategy aimed at ensuring that all ancillary
legislation will enter into effect within a reasonable period of time. Without
such a legislative framework, it will be difficult to apply the laws, with judges
and other public officials benefiting from significant discretionary authority,
particularly in providing services related to the protection of persons and goods.
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Sequencing and prioritization would make the commitment to implement
the new provisions provided by the Charter more credible. In particular,
the Justice System Reform Charter would benefit from a comprehensive
monitoring and evaluation framework to assess implementation and guide
the new reforms.

Improving the Security of Persons

The principle of the security of persons is guaranteed by the 2011 constitution.
The effective consolidation of this principle through measures protecting from,
providing recourse against, and monitoring abusive practices would send a posi-
tive signal regarding the country’s commitment to this constitutional principle.
Safeguard measures against the torture and abusive treatment of prisoners should
be enhanced and implemented effectively, particularly through increased control
and monitoring by the Ministry of Justice and Liberties of the application of its
instructions and the publication of the information collected,