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Executive Summary

1. While several countries in North Africa
are experiencing instability and security
challenges, Morocco is making its transition
by combining reforms with multiparty
governance. The constitution was revised
by referendum in July 2011 to consolidate
multiparty democracy and individual freedoms.
The parliamentary elections of October 2016
once again yielded victory for the Justice and
Development Party, and even if there is a
change in the ruling coalition, this victory
should guarantee continuity in the work of the
new Government.

2. Thanks to Government’s fiscal consoli-
dation efforts, Morocco significantly
improved its macroeconomic situation
during the 2013-2016 period. From the
public finance standpoint, it recorded a net
reduction in its budget deficit (from -7.3% of
GDP in 2012 to -3.9% in 2016 and -3% in
2017). These efforts also led to a reduction in
the current account deficit from -9.2% of
GDP in 2012 to -3,8% in 2016 (-3,4% in
2017). Foreign exchange reserves rose from
less than 4 months of imports in 2013 to over
7 months at the end of 2016.

11 African Development Bank
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3. However, certain persistent challenges
make it difficult to achieve more resilient
and inclusive growth. Accelerating the
structural transformation of the economy
remains predicated on continuous improvement
of the business environment (institutional,
regulatory and infrastructural frameworks),
access to funding and the quality of human
capital. There are still a number of outstanding
challenges related to employment and social
inequalities. With regard to employment, the
youth, and especially young graduates, are
most severely affected by unemployment.
Rural employment is also less resilient and
often affected by climate change. Further-
more, significant challenges exist in terms of
sustainable development of the economic
and social model in the energy and water
sectors.

4. Since 2004, the priorities announced in
the King's statements and in the Government
programme have replaced the economic
and social development plan, and serve
as the policy framework. These priorities
have been transformed into development
pillars in subsequent finance laws and sector

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

strategies. For instance, the 2017 finance law
includes four development pillars, namely: (i)
the acceleration of economic transformation
through industrialization and exports; (i)
strengthening of competitiveness and
promotion of private investment; (iii)
improvement of human resources and the
reduction of disparities; and (iv) institution-
building and good governance.

6. Hence, the Kingdom has developed
numerous detailed and quantified
sector policies. For example, in the area
of competitiveness and industrialization,
Morocco launched the Logistics Acceleration
Plan in 2014 and the National Industrial
Acceleration Plan for 2014-2020. In terms of
employment and human capital training,
Morocco adopted the 2015-2025 Employ-
ment Strategy and the 2015-2021 National
Vocational Training Strategy in 2015. The
Green Morocco Plan, the National Rural
Development Strategy and the Development
Fund for Rural and Mountainous Areas are
flagship mechanisms for reducing inequalities
in rural and disadvantaged areas though job
creation. Lastly, the Government’s objective
is to ensure that renewable energy accounts
for 42% of the electricity output by 2020.

7. A founding member of the African
Development Bank, the Kingdom of
Morocco had the largest active portfolio

of the Bank in 2016, comprising 35 operations
for a total commitment of approximately UA
2 billion (USD 2.5 billion).

8. The Bank has prepared the completion
report of its 2012-2016 strategy and
its evaluation department (BDEV) has
assessed the impact of Bank-funded
operations during the 2004-2014 period.
These activities yielded a number of lessons
that would be factored into the design of
a new intervention strategy. The lessons
suggest the need to: (i) continue supporting
the authorities in the transformation of the
Moroccan economic model; (i) match
the budget support and investment projects
under each pillar with a view to developing
synergies between public policies and
investment; (iiij promote a programmatic
approach to budget support, which
should be possible from 2018 following the
adoption of the new Organic Law on
the Finance Act; (iv) continue developing
an investment programme and a logical
framework for a three-year period as was
the practice in the previous CSP; and (v)
continue the sector assessment exercises
initiated by the Bank (BDEV) to monitor
the impact of reforms and investments. As
regards instruments, the CSP 2012-2016
completion report and the BDEV evaluation
specifically recommend the acceleration of
support to non-sovereign projects.

African Development Bank 12



9. This country strategy paper covers the
2017-2021 period and is intended to help
the country address its challenges through
two intervention pillars: (i) support for
green industrialization by SMEs and the
export sector; and (ii) Improving the quality
of life through jobs for youth, women and
in rural areas. Under the first pillar, it is
proposed that the focus be placed on
operations that eliminate the constraints
affecting the development of SMEs and
the export sector, with a view to boosting
industrialization. Meanwhile, industrialization
should be made green by promoting the
development of renewable energy. Under
the second pillar, it is proposed that focus be
placed on jobs for the most vulnerable
groups, including the youth, women and in
rural areas. This pillar will especially support
entrepreneurship, adaptation of training
to employment and sustainability of jobs
created by the agricultural sector. Hence,
there are very strong synergies in employ-
ment, between the first pillar, which will
address supply through development of the
industrial fabric and the second pillar, which
will focus on satisfying the demand from
young graduates and the development of
self-employment and entrepreneurship.

10. The promotion of green growth is the
crosscutting theme of this strategy. Under
Pillar 1, green industrialization will be promoted
through renewable energy development.
Under Pillar 1, green industries will be

13 African Development Bank
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supported within the training system and
through sustainable use of water resources in
the agricultural system. Therefore, Pillar | will
focus on climate change mitigation, paving
the way for Pillar Il to lay more emphasis on
adaptation actions.

11. Furthermore, the Bank will seek to
support the development of relations
between Morocco and Africa. This will start
with the acceleration of trade and investment,
the financing of private sector projects and
specific trade infrastructure. It will also entail
sharing of the experiences and expertise that
Morocco has been able to develop.

12. Hence, the new CSP 2017-2021
favours the principles of alignment on
Government priorities, consolidation of the
gains from previous operations, comple-
mentarity with other partners and the
Bank’s strategic framework. The CSP is
structured around two of the Bank's High 5s:
“Industrialize Africa” and “Improve the quality
of life for the people of Africa” as its main
intervention pillars. Nevertheless, the projects
will also respond selectively to the other three
priorities of the Bank (“Integrate Africa”, “Light
up and Power Africa” and “Feed Africa”) by
speeding up the attainment of objectives
under the first two priorities. The Bank's actions
will facilitate the attainment of two objectives
of the Ten-Year Strategy (2013-2022) - inclusive
and green growth - and one objective of the
regional integration strategy for North Africa.

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

13. As regards instruments, the Bank will
accelerate its support to non-sovereign
projects by adopting innovative approaches
in which it has greater additionality (SMEs
and export sector). Furthermore, over the

2017-2021 period, the Bank will consider
financing budget support as well as public
and private investment operations, which will
be accompanied by technical assistance
and targeted economic and sector work.

African Development Bank 14
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. INTRODUCTION

1.1 A founding member of the Bank, the
Kingdom of Morocco has benefitted from
AfDB’s sustained support since 1970. In 2016,
the Bank's portfolio in Morocco comprised
35 operations, worth a total commitment of
approximately UA 2 billion (USD 2.5 billion).

1.2 CSP 2012-2016 was approved by the
Board of Directors in April 2012 and helped
to provide Morocco with UA 2.2 billion. It
was the subject of a mid-term review in 2014
that confirmed and fine-tuned the relevance of
the intervention pillars, namely: (i) governance;
and (i) infrastructure. The CSP completion
report was drafted to guide the preparation of
CSP 2017-2021 and was presented to CODE
in September and November 2016. Two pillars
were identified as potential intervention areas
for the Bank: (i) support for green industrialization
by SMEs and the export sector; and (i) Improving
the quality of life through jobs for youth, women
and in rural areas.

1.3 This CSP, which covers the 2017-2021
period, is consistent with the Bank’s top

15 African Development Bank
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five priorities (“High 5s”) and those of the
Moroccan Government. Accelerating the
industrialization of the Moroccan economy
and improving the living conditions of Moroccans
by facilitating their access to jobs are some
of Government’s priority actions and also
constitute two of AfDB’s High 5s.

1.4 While building on the previous strat-
egy, this CSP takes account of the lessons
drawn by BDEV following the analysis of the
Bank's action during the 2004-2014 period
and from the conclusions of the CSP 2012-
2016 completion report. This CSP was
prepared through a participatory process that
involved the authorities, civil society, partners
and the private sector.

1.5 The Country Strategy Paper com-
prises four sections. This introduction is
followed by Section 2, which presents the
country context. Section 3 analyses AfDB’s
strategic options, while Section 4 presents
the conclusions and recommendations for
senior management.

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

II. CouNTRY CONTEXT AND OUTLOOK!

2.1  POLITICAL, ECONOMIC
AND SOCIAL CONTEXT

A) POLITICAL CONTEXT

2.1.1 While several countries in North
Africa are experiencing instability and
security challenges, Morocco is making
its institutional, economic and social
transition by combining reforms with
multiparty governance. The constitution
was revised by referendum in July 2011 to
consolidate multiparty democracy and
individual freedoms. The November 2011
legislative elections yielded victory for the
Justice and Development Party, whose
Secretary General was appointed to head the
Government. A first coalition government
was formed in January 2012 and a second
in October 2013. The authorities were tasked
with implementing the new provisions of the
2011 Constitution. The October 2016 parlia-
mentary elections once again yielded victory
for the Justice and Development Party, and
even if there is a change in the ruling coalition,

this victory should guarantee continuity in the
work of the new Government (PEA, 2016).

2.1.2 The September 2015 regional and
municipal elections were an important
step towards implementation of the
decentralisation process enshrined in the
2011 Constitution. These elections enshrine
the new organic laws related to regions,
prefectures and municipalities. These laws
empower citizens to be more involved in the
management of local affairs. The regions
demarcated in March 2015 and other local
government authorities are endowed with
own financial resources and State allocations
(PEA, 2016).

B) ECONOMIC CONTEXT

2.1.3 From 2005, the Kingdom of Morocco
redesigned its development model and
embarked on an ambitious reform
programme. In 2005, the authorities
launched the Emergency Plan, followed by
the 2009-2015 National Emergency Plan for

' The quotations in parenthesis refer to the studies used to draft this document. The list of the studies is given as

Annex 7.
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Industrial Emergence. These industrial strate-
gies aimed at developing new professions
(aerospace and automotive sectors) while
supporting traditional sectors such as textiles
and agro-industry. They are expected to
contribute to reducing the trade deficit by
50% and increasing the GDP by 1.6% per year.
However, their implementation has been
affected by global economic crises since
2007. From 2008 to 2012, Morocco imple-
mented a counter-cyclical fiscal policy to: (i)
revive the economy in a context of interna-
tional financial crisis and high cost of raw
materials (including energy); and (i) address
the social demands of 2011. This policy,
which helped to sustain growth, resulted in
the deterioration of macroeconomic indicators
(budget deficit of -7.3% in 2012) and in fact
reached its limits (AfDB, GoM, MCC, 2015).

®  Macroeconomic Developments

2.1.4 Consequently, since 2012, Morocco
has embarked on a policy of correcting its
macroeconomic balances. The Government
set two objectives for the 2012-2017 period:
(i) reduce operating costs and improve the
efficiency of the State’s social action in order
to create the necessary fiscal space; and (i)
continue with key investments and reforms
with a view to improving the business climate
and triggering a transformation of the
economic model.

17 African Development Bank
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2.1.5 During the 2013-2016 period,
Morocco significantly improved its
macroeconomic situation, thanks to
Government’s fiscal consolidation efforts
(Figure 1). From the public finance stand-
point, it recorded a net reduction of its
budget deficit (from -7.3% of GDP in 2012
to -3.9% for 2016 & -3% in 2017 ) following
cuts in public spending, including operating
expenditure which declined from 29.9% to
26.4% of GDP in 2015. This stemmed from:
(i) a reduction of the budget allocated to sub-
sidies (particularly energy subsidies) from
6.2% of GDP in 2012 to 1.4% in 2015; (ii) the
decline in wage costs by approximately
0.4% of GDP; and (iii) the cancellation of
non-executed investments. These measures
made it possible to raise additional revenue,
streamline State spending and improve
investment efficiency. Thanks to these efforts,
the country received a second Precautionary
and Liquidity Line from the IMF in 2014 and
a third in 2016 (IMF, 2016; IMF, 2015).

2.1.6 These efforts also slashed the
current account deficit from 9.2% of GDP
in 2012 to -0.7% in 2016. This primarily
stemmed from a decline in imports (-3.5%)
as Morocco benefitted from the fall in oil
prices. However, it also resulted from the
export sector development policy. Foreign
exchange reserves rose from less than 4
months of imports in 2013 to over 6.5

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

months at the end of 2015. This improve-
ment also reflects substantial inflows arising
from loans to public institutions and FDI.

Figure 1: Fiscal and External balances
as % of GDP, 2012-2017
(MEF & authors)

2012 2013 2014 2015 2016 (e) 2017 (p)

oy
I II .................. '-'3I:0I
el

=== Budget deficit (% GDP)
=== Current account balance (% GDP)

2.1.7 The country recorded a 3.7% average
annual growth rate over the 2012-2015
period but the projected growth rate for
2016 was only 1.8% (it is however expected
to be 3,7% in 2017). This decline is attributable
to a poor agricultural (cereal) harvest due to
bad weather (agriculture remains a strategic
sector for the Moroccan economy with value-
added amounting to 15% of GDP in 2015)
(Figure 2). This also highlights the need to
boost the country’s industrialization and
agricultural sector resilience (PEA, 2016).
In this regard, the Industrial Development
Emergency Plan launched in 2008 (GoM,
2008) as well as the 2014 New Industrial

Strategy [which seeks to increase the share
of industry in GDP from 14% to 23% by
2020] (GoM, 2014) are beginning to bear
fruit. The export sector experienced marked
recovery in 2015 thanks to the new profes-
sions of Morocco (automobile, electronics,
aerospace sectors). Accordingly, the auto-
mobile sector became the country's leading
export sector with an export increase of
20.7% in 2015 (MEF, 2016). This trend is
expected to continue, since several corpo-
rations have decided to establish or expand
their presence in the country in recent years
(PEA, 2016). However, acceleration of the
structural transformation of the economy
remains dependent on continuous improve-
ment of the business climate, access to funding
and the quality of human capital (AfDB, GoM,
MCC, 2015 - see 3.2).

Figure 2: Contribution to the Growth
of Key Sector of the Economy

(MEF)
K%, 4 6
15.0%
5.0%
50% 2013 " 2014 2015 2016 (p) O

== Agriculture == Mining Indust. — Transformation Indust.

== Trade == Transport == Post and Telecoms

—— GDP Growth in%
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Figure 3: Inflation and Official Interest
Rate in % 2012-2017
(MEF & authors)

2012 2013 2014 2015 2016 (e) 2017 (p)

ulnflation in %  mFederal funds rates

2.1.8 Morocco has been implementing a
cautious monetary policy since 2011. Over
the 2012-2016 period, inflation remained low
at 1.3% on average, despite the phasing out
of energy subsidies in January 2014 (Figure
3). The Central Bank has sought to sustain
demand, which is the main engine of
economic growth. In a context characterized
by low inflation, it decided on three occasions
to lower its key lending rate from 3% to
2.25% (its lowest historical level) between
2014 and 2016 (BAM, 2016; IMF 2016).

2.1.9 Treasury debt amounted to 63.4%
of GDP in 2016, but remains sustainable
in the medium term (IMF Article IV, February
2016) (Figure 4 - Appendix 15). Although
the debt has continued its upward trend
begun in 2010 (63.2% of GDP in 2014,
against 49% in 2010), it is expected to decline
from 2017 (from 65.1% in 2016 to 62.1% in
2019) (IMF, 2016). The debt structure remains

19 African Development Bank
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favourable because 75% of the debt stock is
domestic and thus insensitive to external
shocks. Besides, the efforts made in recent
years in terms of fiscal consolidation and active
debt management have yielded concrete
results: the State has continued to finance
itself at relatively low rates and to extend the
maturity of the debt. The average cost of
the debt has decreased (from 5.1% in 2010
to 4.4% in 2014), while its maturity has
increased (from 5.7 to 6.5 years).

Figure 4: Debt and Foreign Exchange
Reserves, 2010-2016 (BAM)

700 72

Sooooo%0o

' 2w N®

T 9010 2011 2012 2013 2014 2015 2016 (p)

== Total debt (as % of GDP)

——Foreign exchange reserves in import months

e  Gouvernance

2.1.10 Morocco made significant progress
in corruption control, governance efficiency
and accountability between 2004 and
2014 (figure 5). In 2015, its overall CPIA
score was 4.09, ranking it 13th on the Continent
(and in the second quintile). According to the
World Bank governance indicators, the country
recorded a significant improvement in the
efficiency of public action, with its score moving
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from 56 to 48 between 2004 and 2014 (WB,
2015). Similarly, according to the Global
Integrity-2016 report, public management
has been strengthened with a score of
63/100 (43 in 2013).

Figure 5: 2004 & 2014 Governance
Indicators (WGl)

C | 5048
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I
Rule of law s
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m 2014 = 2004

2.2.11 The decree on public procurement
and the law governing free pricing and
competition, approved in 2014, helped to
improve convergence with international
regulations on governance, simplification
of procedures and dematerialization of
the public procurement process. Besides,
Morocco launched its corruption control
strategy in May 2016, in addition to the
initiatives established in recent years, including:
(i) the establishment a toll-free number for
reporting acts of corruption; (i) presentation
by the Court of Auditors, of records before
the justice system, highlighting this practice;
and (jii) the proposal of a new law governing
the National Authority for Probity and Corruption
Prevention and Control. The new Organic

Law on the Finance Act, which became
effective in 2016, will usher in better planning
and transparency in the use of public resources.
Lastly, a PEFA conducted in 2015-2016 with
the support of the EU, AfDB and the World
Bank, is being validated and will help to guide
future reforms.

® Business Environment and Competitiveness

2.1.12 With regard to the business
environment, Morocco recorded a significant
improvement in its Doing Business ranking,
from 130%in 2009 to 75" in 2016 (Figure 6).
[t made remarkable progress in: registering
property; reducing the number of procedures
for starting a business (from 6 to 4); and reducing
the cost of these procedures as a percentage
of income per capita (from 15.7% to 9%).
However, efforts still have to be made as
regards: (i) getting credit (109"); and (i) protecting
minority investors (105") (WB, 2015b).

Figure 6: Business Environment:
Comparative Ranking of 183 Countries
(Doing Business)

Protecting investors 1 —
Getting credit E
Trading across borders S —
Starting a business I
Paying taxes B ———
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2.1.13 Morocco improved its global
competitiveness rankings by 14 spots
between 2011 and 2016, moving from the
98th to 84th position (figure 7). It made
remarkable progress particularly in the quality
of public institutions (from 66" to 47), infra-
structure (from 71th to 551), and health and
primary education (from 94" to 77%) (WEF,
2015a). Labour market effectiveness, higher
education and training remain areas in which
Morocco continues to have low rankings
(ADB, 2014a).

2.1.14 Morocco's attractiveness in terms
of FDI has improved. In turn, this has led
to an improvement in the current account
balance. In 2014, FDI flows declined
throughout the North African region but
increased by 9% in Morocco. These flows
came from France (leading investor in
Morocco with 37% of total FDI), United Arab
Emirates (8.6%), Switzerland (7%) and United
Kingdom (6.5%) (UNCTAD, 2015).

Figure 7: GCI 2010-2011and 2015-2016
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® Financial Sector

2.1.15 Since the 2000s, Morocco has
achieved significant progress in modernizing
its financial sector. Its ranking improved
by 21 spots, in the area of financial market
development within a decade, to 70" in
2016 (WEF, 2015). The legal and institutional
framework governing the financial environment
benefitted from greater sector liberalization
thanks to AfDB reform support, among
others.

2.1.16 The Moroccan banking sector is
one of the best in Africa and plans to be a
continental leader, with three of its largest
banks established in over 20 African
countries (IMF, 2015b; IMF, 2015¢, AfDB,
2018). In 2015, the banking sector reported
a net result of MAD 1.103 billion or 119 % of
GDP . It represents 2/3 of the financial system
and is dominated by five banks that hold
79.5% of all sector assets. The financial
base of Moroccan banks continued to be
strengthened in 2015, showing an average
solvency ratio of 13.9% and a capital ratio of
11.5%, calculated for the first time according
to Basel-3 rules. The return on equity
amounted to 10.2%, while the return on
assets stood at 1% in 2015. Due to the
economic downturn stemming from a sluggish
international economy especially in sectors
like real estate, outstanding debts continued to
rise to stand at 7.4% by end-2015. However,
provisions have remained adequate.
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® Trade and Regional Integration

2.1.17 In terms economic integration,
Morocco continued its policy of economic
openness and liberalization (AfDB, 2016a).
Accordingly, the authorities have promoted
exports and liberalized imports by eliminating
the lists of prohibited or restricted goods,
and reducing customs duties. Furthermore,
Morocco is a founding member of WTO and
has ratified multiple free trade agreements
(AfDB, 2016). This policy of openness has
enabled the country to improve its trade
facilitation index ranking from 75" in 2010
to 44" in 2014 (UNCTAD, 2016). Moreover,
Morocco's economic openness rate rose
from 51.2% in 2000 to 62.1% in 2014.

2.1.18 Although it is very commercially
anchored to the EU, Morocco has
strengthened its economic and trade
cooperation with the rest of Africa. This
strategy is reflected in the Royal tours of
2014, 2015 and 2016, and the full commitment
of the entire private sector. To support
this partnership, economic relations between
Morocco and other African countries are
governed by more than 500 cooperation
agreements (AfDB, 2016 b). Morocco is the
second African investor on the continent with
EUR 1.5 billion invested over the last 5 years.
Even more, the share of Moroccan exports to
sub-Saharan Africa rose from 3% in 2008 to
8% in 2014. In comparison, exports to the
AMU remain low (3% in 2014) (AfDB, 2016b;
ADB - AMU, 2016).

Q) SOCIAL SITUATION

® Poverty and Access to Basic Services

2.1.19 Morocco has made major efforts
to address its social challenges (AfDB,
2016¢). In particular, major actions were
conducted to ensure greater access to basic
services in all regions of the country (AfDB,
2014b). Basic medical coverage and primary
education have been generalized. Moreover,
the drinking water access rate increased from
81% in 2006 to 100% in urban areas and
94.5% in rural areas. The electrification rate
increased from 18% in 1996 to 99% in 2015
(97% in rural areas).

2.1.20 Thanks to these efforts, Morocco
has made significant progress in poverty
reduction. It is one of the countries that
made the most progress in attaining the
MDGs (annex 14). The national poverty rate
dropped sharply from 15.3% t0 4.2% in 2014
(HCR, 20154). However, some spatial disparities
in access to basic services persist. Rural
women do not receive the same assistance
in childbirth as women living in urban areas
(65% compared to 91%). Access to drinking
water and education also remains unequal in
the country.

¢ Unemployment, Education and Gender
2.1.21 However, there are still some

persistent challenges related to employ-
ment and social inequality. \With regard to
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employment, the youth, and especially young
graduates, are most severely affected by
unemployment. In 2016, the unemployment
rate among the youth aged 15-24 years
reached 23% compared to 21% in 2015, and
that of young higher education graduates was
24% compared to 22% in 2015 (HCR, 2016).

2.1.22 The authorities have kept up their
commitment to implement reforms to
improve the quality of human capital and
make labour market regulations more
flexible. In 2015, Morocco launched higher

education and vocational training strategies,
respectively referred to as the 2030 Education
Vision and the 2015-2021 Vocational Training
Strategy. Moreover, the net primary enrolment
ratio rose from 90.1% to 99.6% between
2008 and 2013. In rural areas, it grew from
84.5% to 97.9%.

2.1.23 As regards gender inequality, the
new 2011 Moroccan Constitution “under-
takes to combat and banish all discrimi-
nation against anyone based on gender”.
According to the Africa Gender Equality Index
(ADB, 2015-b), the country has made efforts
in terms of human development (education of
the girl child, maternal mortality) and is
ranked third in Africa. Under the “lkram”
Gender Equality Programme (2012-2016),
the Government is committed to bridging the
gap between men and women. Indicators
reflect the efforts made, with the net school
enrolment ratio for girls rising from 88% to
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99.1%. The implementation of gender-sensitive
budgeting by the Ministry of Finance is a key
step in this process (UN-women, 2016).

2.1.24 Notable progress has been made
in women’s employment. For example, the
proportion of women in public administration
increased by 21% between 2007 and 2013,
to stand at 38.5%. However, women are
mainly employed in certain ministries such
as health and women's affairs where they
constitute over 50% of the staff.

2.1.25 However, much remains to be done
(see paragraph 2.2.9). Gender disparities
remain glaring within the legislation. According
to the report "Women, Business and the Law
2016" (WB, 2016), Morocco is one of the 155
countries (out of 173) that have at least a law
that prevents women from working freely. The
report notes that married women cannot be
family heads, which is discriminatory to them
in terms of tax provisions.

2.2 STRATEGIC OPTIONS
A) COUNTRY STRATEGIC FRAMEWORK

2.2.1 Since 2004, the priorities announced
in the King's statements and in the
Government programme have replaced
the economic and social development
plan, and serve as the policy framework.
These priorities have been transformed
into development pillars within the finance
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laws. In January 2012, the Government
elected in 2011 adopted four main pillars
related to: () performance of the State’s
social action; (i) education, vocational training
and researchy; (iii) agricultural sector modern-
ization; and (iv) economic and financial
governance. During the October 2013 formation
of the second government, special emphasis
was laid on improvement of the business
environment and the competitiveness of the
national industrial fabric. The 2017 finance bill
includes four development pillars, namely: (i)
acceleration of economic transformation
through industrialization and exports; (i)
strengthening of competitiveness and
promotion of private investments; (iii)
improvement of human resources and
reduction of disparities; and (iv) institution
building and good governance.

2.2.2 To address these priorities, the
Kingdom has implemented many detailed
and quantified sector policies (Annex 6).

e With regard to competitiveness and
industrialization, Morocco in 2014
launched the Logistics Acceleration Plan
and the National Industrial Acceleration
Plan for 2014-202010 replace the National
Pact for Industrial Emergence launched
in 2008, which enabled the country to
develop new industries such as aeronautics
or car manufacturing, referred to as “the
new global professions of Morocco”. The
implementation of these strategies is

underpinned by the search for new partners.
In this regard, Morocco aspires to become
a hub for trade with the rest of Africa.
Investment planning and performance
targets are defined within programme
contracts formulated between the State
and public corporations (ONEE for water
and electricity, ONCF for rail transport),
unions and professional sectors. For the
agricultural sector, boosting competitiveness
is at the heart of the Green Morocco Plan.
A national strategy to develop the food
industry was launched and recently
completed.

* Asregards employment and training of
human capital, Morocco adopted the
2015-2025 Employment Strategy and
the 2015-2021 National Viocational Training
Strategy in 2015. The employment strategy
is aimed at increasing the labour force by
17% and slashing unemployment to
3.9% by 2025. Furthermore, the higher
education strategy (called Education
Vision 2030) is being developed. These
strategies must address the issues
of matching training to employment,
entrepreneurship and combating inequities
in skills development. On the social front,
a State social action strategy is being
developed.

e As regards territorial development,

the Green Morocco Plan, the National
Rural Development Strategy and the
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Development Fund for Rural and
Mountainous Areas are the flagship
mechanisms for reducing inequalities in
rural and disadvantaged areas

B) CHALLENGES AND WEAKNESSES

» Reduce Disparities Related to
Employment

2.2.3 As indicated above, the youth
unemployment rate is particularly high
(20.8% in 2015 within the 15-24 years’ age
bracket), especially among higher education
graduates (24.4%). Although total unem-
ployment grew from 8.7% to 9.7% between
2012 and 2015, it remains relatively low. Even
more problematic is the fact that while the
overall unemployment rate declined steadily
from 2000 to 2011, youth unemployment
started spiking again after 2003, despite
the implementation of several programmes
(ldmaj-Insertion, Moukawalati-My Business,
Ta'hil-Quialification). The growth diagnostic
identified human capital as one of the two
major constraints to more robust and
job-creating growth (AfDB, GoM, MCC,
2015). In terms of quality of education and
training, 38% of major corporations cite the
lack of sufficiently skilled labour as a major
constraint to their development. In addition to
the shortage of human capital, the diagnosic
reveals that the mismatch between the skills
developed by the education and training
system, and the needs of businesses (especially
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SMEs) is one of the factors that negatively
affect economic growth and the employability
of young graduates. However, the relatively
high rate of integration in some sectors (80%
integration rate in the construction sector)
shows that vocational training could satisfy
the demand of investors if it is well targeted.

2.2.4 Access to employment and economic
opportunities for women is also a major
challenge, with less than one out of
four women in the labour force actively
employed. \Women are employed in sectors
that rely on low-skilled labour (agriculture,
textiles) and / or offer low wages (hotels). Their
work is characterized by vulnerability: mainly
in the informal sector, without social security
coverage and often without remuneration
(CESE, 2014). Inrural areas, for example, 74%
of employed women in 2012 were unpaid.
This primarily stems from women's historically
limited access to primary education and limited
women’s entrepreneurship. Moreover, in rural
areas, 73.2% of women are in underage
employment (under 15 years) and have no
access to secondary education (only 23.6% of
rural girls currently attend secondary school).
Furthermore, of the 36.7% of the population
classified as lliterate, 64.7% are rural women.
In addition, the percentage of self-employed
persons within the labour force is 33.4% for
men but only 14.5% for women (HCP, 2014).
Apart from socio-cultural factors that hinder the
development of women’s entrepreneurship,
limited access to finance and inadequate
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support to women entrepreneurs constitute
major obstacles (AfDB, 2015¢).

2.2.5 Although major efforts are being
deployed, spatial inequality in terms of
access to quality employment remains
one of Morocco’s weaknesses. Notwith-
standing the higher labour force participation
ratio in rural areas (56.8% in 2015) compared
to urban areas (41.5%), rural employment is
fragile and often remunerated poorly or not
at all. This applies to 40% of rural jobs in
2013 compared to 4.1% of urban jobs
(MEAS, 2014). Thus, poverty remains a rural
phenomenon with a rate of 8.9% compared
to 1.1% in urban areas (HCP, 2015 b).
Moreover, rural employment is also highly
dependent on the weather. Since agriculture
employs more than 75% of the labour force
in the rural area, the rural unemployment rate
depends directly on sector performance.
For instance, the particularly arid climatic
conditions of 2016 resulted in the loss of 154
000 rural jobs (MEF, 2016). The authorities
have deployed considerable efforts to
improve agricultural sector productivity,
mainly through the Green Morocco Plan to
develop better quality jobs in the rural area.
This plan increased agricultural GDP signifi-
cantly by 49% between 2008 and 2013.
Thanks to the National Irrigation Water
Savings Programme, over 51% of additional
value-added created by the crop sub-sectors
since 2008 comes from irrigation farming
areas. Although the proportion of the irrigated

surface area remains low (less than 18% of
utilized agricultural land), it was able to yield
good performance and preserve jobs in a
context of poor rainfall in 2016. Sustainable
water resources development is essential to
the improvement of rural living conditions.

2.2.6 Reducing the vulnerability of self-
employed and/or informal sector workers
must remain a priority. Self-employment
and entrepreneurship develop mainly in the
informal sector, with 80% of workers not
covered by a social security scheme. In
2012, 10% of workers were poor, 64% were
working without a contract, especially in the
private sector (70%), and 53% were working
over 48 hours per week (ME, 2014). Approx-
imately 38% of the population is not yet cov-
ered by basic medical insurance, particularly
people who work in the informal sector, the
liberal professions and the self-employed.
The Government is stepping up its efforts
to extend social security coverage to self-
employed workers. However, the best
organized socio-professional categories will
be integrated first, thus creating pockets
of fragility within the ranks of the self-
employed. The adoption of a job loss
allowance is one of the attempts made to
reduce workers’ vulnerability. However, this
reform does not yet constitute unemployment
insurance per se and only benefits a small
number of workers. Furthermore, only one
third of the workforce contributes to a
pension system.
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» Accelerate Transformation of the
Economic Model through Industrialization

2.2.7 Morocco's economic growth creates
very few jobs (HCR, 2005; AfDB, GoM, MCC,
2015). The elasticity of employment to growth
is less than 0.5, which makes it difficult to
absorb the flow of young job seekers entering
the labour market. The low correlation between
the employment rate trends of young graduates
and economic growth stems from the predom-
inance of sectors within the economy, such as
agriculture and trade, which mainly employ
low-skill workers. Hence, the low level of indus-
trialization (which, like agriculture, contributes
14% of GDP) limits job creation for young
graduates (AfDB, 2014).

2.2.8 Morocco’s low structural transfor-
mation is mostly attributable to the modest
ripple effect of the private sector on the
economy (HCP, 2005; AfDB, GoM, MCC,
2015). SMEs, which account for over 95%
of the productive fabric, are struggling to
develop. In terms of jobs, the probability that
a company with less than 10 workers would
increase its staff strength to over 100 after
5 years is negligible (0.4%). In terms of
value-added, it is becoming difficult to estab-
lish integrated value chains. An analysis of
Morocco’s position in terms of production
shows a lack of connection between the
industrial sectors. This reduces synergies and
undermines the development of the industrial
fabric based on SMEs (AfDB, GoM, MCC,
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2015). However, this situation is evolving in
the automotive sector, where the value
chains have been improving over the past
four years, with over 40% of the value-added
for cars created nationally. Moreover, Moroccan
exports do not sufficiently play the role of
anchoring economic growth to a large and
promising market. Although it has improved
markedly in recent years thanks to Morocco’s
global business lines, export sector performance
remained modest at 17% of GDP in 2016,
compared to 30% for imports. Furthermore,
these exports are mainly concentrated in the
EU (85% of agricultural exports in 2016). This
performance affects the trade balance deficit
estimated at 13% in 2016. Therefore,
Morocco must continue with the progress
made in ensuring the diversification and
sophistication of its exports (CID, 2016 -
Annex 17). In addition to human capital, the
2016 growth diagnostic and global competi-
tiveness report identified several aspects of
the business climate that authorities should
continue to improve to facilitate business
creation and development, boost exports
and strengthen innovation. These include
taxation, bureaucracy and land tenure.
Access to funding also seems to be an issue
since it is regularly cited as a major constraint
by SMEs (BM & WEF, 2016). Trade procedures
must also be strengthened, as the Doing
Business classification ranks the country
1227 in terms of traceability and 124" for
efficiency of customs clearance procedures
(WB, 2016).
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2.2.9 The desire to transform Morocco
into a production and trade hub should
be driven by the need to continue imple-
menting an investment programme
focused on transport and logistical infra-
structure (AfDB, 2016 b; ADB - AMU,
2016). According to the Doing Business
report, Morocco was ranked 102" in the
World in 2016, in terms of cross-border
trade. In particular, the costs and export time
limits remain high compared to the average
in the MENA and OECD regions. Moreover,
despite its quality infrastructure, the country
declined by 24 spots between 2014 and
2016 as regards logistical performance,
falling to 86™ position in global rankings (W5,
2016). Morocco is ranked 90th and 915t in
terms of transport and logistical infrastructure.
Developing such infrastructure requires
substantial resources. For example, the
authorities estimate that Morocco needs
USD 10 billion to position itself strategically in
the port sector.

» Reduce Energy Dependence

2.2.10 Energy supply and the reduction of
energy dependence are major challenges
for Morocco. While demand is growing at
a 6% annual rate, the country has a high
dependency rate (96% between 2004 and
2011), with oil accounting for 27% of imports
in 2014 (MdEMEE, 2013). The drastic reduction
of energy subsidies between 2013 and 2014
significantly reduced the impact of such

dependence on the State budget, which
fluctuated depending on international oil price
trends. However, the fact remains that such
dependence affects the balance of payments
and industrial sector competitiveness.

2.2.11 To reduce this dependence, the
authorities are implementing a renewable
energy investment programme that
requires significant investments. The
objective is to ensure that renewable energy
accounts for 42% of electricity production by
2020. The solar programme requires a total
investment of USD 9 billion, while wind
energy requires USD 3.7 billion to develop a
capacity of 4000 MW by 2020. Solar and
wind energy programmes are being developed
through industrial integration to strengthen
the green sub-sectors.

» Preserve Water Resources

2.2.12 The water resource situation in
Morocco is disturbing. The renewable
water resource rate is less than 600 m®%
person/year (the critical threshold being 1000
mé/person/year) (FAO, 2016). Even though
drinking water production increased fivefold
over the past three decades, the 145 dams
have a storage capacity that is below the
population's annual water consumption.
According to the IPCC, climate trends in the
sub-region are particularly disturbing due to
declining rainfall, estimated at 30% by 2050.
Furthermore, the significant efforts made to
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develop water management infrastructure
have led to the development of large-scale ir-
rigation, thus aggravating the pressure on
water. The current irrigated surface area is
nearly 1.5 million hectares, of which two-
thirds have been equipped by the authorities.
In response, Morocco initiated the exploitation
of abundant resources such as seawater or
wastewater, using new technologies (e.g.
desalination plants). The development of
infrastructure and an integrated approach to
ensure the sustainability of water resources
are essential for developing the type of
agriculture that creates jobs and is sustainable.

Q) STRENGTHS AND OPPORTUNITIES

» A Clear Industrial Strategy and a
Strong Desire to Improve the Business
Environment

2.2.13 The year 2014 was marked by the
adoption of a new industrial strategy
(2014-2020), which continues the promotion
of new sectors: automobile, electronics,
aerospace, and 'offshoring'. In 2015, auto-
mobile (+26.2%), electronics (26%) and
aerospace exports (+1.8%) increased
remarkably (MEF, 2016). The authorities also
pay special attention to agro-industry, which
benefits from the achievements of the Green
Morocco Plan in terms of improving production
downstream. These sectors were identified by
the AfDB as being most capable of creating
jobs and wealth (AfDB, 2012). This strategy
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draws from the multiple free trade agree-
ments signed with the EU, USA, Turkey and
several Arab and African countries (AfDB,
2016), and supplemented by the search for
new partners. In this regard, Morocco aspires
to become a hub for trade with the rest of
Africa (AfDB, 2016b).

2.2.14 Morocco also embarked on an
ambitious reform process to improve the
business climate. The establishment of the
National Business Environment Committee
contributed to the adoption of a consultative
and integrative approach to reforms. The
reforms specifically aim at developing entre-
preneurship and SMEs (AfDB, 2016e; AfDB,
2015¢). Furthermore, major investments are
being made to provide investors with the
infrastructure needed for their development.
For example, the Nador and Kenitra ports or
the TGV (high speed train) line were built in
2015-2016.

» A New Constitution (2011) that
Promotes Access to Education and
Labour

2.2.15 Morocco has continued its major
reform drive to ensure that its regulatory
and institutional frameworks are consistent
with the requirements of the 2011 Consti-
tution. Article 31 of the Constitution provides
for citizens’ access to conditions that enable
them to enjoy economic and social rights,
including the right to education and work.
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Firstly, this is reflected in the accelerated
implementation of the 2015-2025 Employment
Strategy and Education Vision 2030. Secondly,
the State has continued its commitment to
improving the functioning of and access to
public services nationwide.

2.2.16 The improvement of living condi-
tions through equal access to economic
opportunities is indeed central to many
policies on which the Bank's intervention
framework can rely to support reforms
and investments. The Green Morocco Plan,
the National Rural Development Strategy and
the Development Fund for Rural and Mountain
Areas are central to this from a territorial
standpoint (DAT, 2011). The SNDR seeks to:
(i) improve the quality and attractiveness of
rural life; (i) improve the competitiveness
and diversity of the rural economy; and (iii)
create the conditions for environmental
sustainability. The Fund is particularly solicited
to reduce the human development deficit and
guarantee access to education in remote
areas.

» An Agricultural Sector with High
Potential

2.2.17 The agricultural sector holds
enormous opportunities in terms of
development and job creation through
the structuring of value chains and
product quality improvement (ADB,

2016f). The sector employs 40% of the
labour force at the national level and 75%
in rural areas (MEF, 2015).

2.2.18 Competitiveness gains are possible
because the agricultural value chains
remain barely developed and fragmented.
Agricultural  production is characterized
by the coexistence of a large number of
small-sized farms (70% of the 1.5 million
farms have a surface area of less than 5 ha),
the low quality of their output, very limited
market integration and a limited number of
large farms with high value-added, whose
output is mainly exported. Actually, the 1.5
million farms only account for 4% of exports
while the agro-industry sector, which is less
labour-intensive (60,000 workers), accounts
for 2%. Paradoxically, the coverage rate has
declined since 1990, indicating a deficit in
agricultural products.

2.2.19 Sector competitiveness had
improved, thanks to the Green Morocco
Plan. Since 2008, the plan has led to: (i)
an increase of 137,000 ha in the irrigated
surface area; and (i) a 70% increase in fruit
and vegetable production. Exports of agri-
food products surged to over MAD 32.5 billion
in 2013, or an increase of 123% since 2001.
Despite growing competition, especially from
countries of the Mediterranean basin, Morocco
is ranked among the world’s five leading
exporters of several products.
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» A Strong Commitment to Combating
Climate Change and Preserving Resources

2.2.20 Moroccan authorities have made
great efforts in terms of public policy
and operational initiatives to protect
the environment. The 2011 Constitution
recognizes access to a healthy environment
as a fundamental right of citizens. The
National Environment and Sustainable
Development Charter adopted in 2014,
establishes an environmental taxation system
composed of green taxes levied on activities
that have a significant impact on natural
resources. This drive led to the publication
of the National Strategy for Sustainable
Development 2015-2020 (ME, 2015).

2.2.21 The Kingdom also played a major
role on the international scene by under-
taking to reduce its greenhouse gas
emissions under COP 21 and organizing
COP 22 in 2016, during which it introduced
the issue of water resources into the discus-
sions. During COP 21, Morocco undertook
to reduce greenhouse gas emissions by 13%
before 2030. This effort could be increased
to 32% if international funds are mobilized
(estimated at USD 45 billion). As regards
climate change mitigation, 50% of the
projects focus on energy. They include: (i) a
determination to increase the share of renew-
able energy within the installed electricity
capacity to 42% by 2020 (34% in 2015); and
(i) the improvement of energy efficiency. As
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regards adaptation, the programme includes:
(i) the substitution of overexploited ground-
water with surface water; and (i) the acceleration
of desalination programmes, construction of
dams and recycling of wastewater by 2030.
Concerning drinking water, an estimated
water savings potential of 120 Mm3/year is
possible through recourse to appropriate
technologies and greater efficiency in its
usage (UNECA, 2016; WB, 2013, UNFCC,
2015).

2.3 AID COORDINATION/ HAR-
MONIZATION AND BANK'S
POSITIONING

2.3.1 The AfDB is a long-term privileged
partner in the development of Morocco.
The country has the Bank’s largest portfolio,
comprising 35 operations for a total commitment
of UA 2 billion (Annex 16). The portfolio covers
seven areas: energy (38.7%), transport (24.8%),
water and sanitation (14.5%), agriculture
(6.8%), the social sector (4.9%), non-sovereign
operations (0.6%) as well as multi-sector
operations (9.8%). The portfolio is concentrated
on infrastructure (85% of commitments)
especially in the energy and transport sectors
in which the Bank has a real comparative
advantage. However, it is worth noting that
this portfolio mainly reflects the Bank's invest-
ment projects and that 39% of allocations
over the 2012-2015 period (UA 1.85 billion)
are provided as budget support to the State.
These operations have supported reforms to
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promote the private sector, industrialization
(competitiveness, financial sector, agriculture)
and employment (matching training to
employment, protection of workers), these
being sectors in which the Bank has
recognized expertise.

2.3.2 The Bank, together with the WB, KW
AFD and EU (and its institutions), is one of
Morocco’s leading donors. The support of
the Gulf countries (Qatar and Saudi Arabia) is
also significant (UA 1.5 billion) and is provided
in the form of grants (Table 1). Analysis of the
portfolio of institutions with a similar level of
commitment as the Bank (Annex 5) yields
three conclusions on identification of the
Bank's interventions for the 2017-2021
period. Firstly, these institutions have similar
strategies, involving the implementation of
broad crosscutting approaches with very
strong synergies between partners; this
approach should be consolidated in the new
strategy. The broad crosscutting approach
also enables the leading partners to address
major development challenges in an inte-
grated and concerted manner, especially as
these challenges are highly inter-dependent
in emerging economies. This approach also
makes it possible to diversify risk when
dealing with large portfolios and to sustain
their disbursement performance. Secondly,
there are strategic sectors in which Morocco’s
major partners are systematically committed.
Such joint commitment builds substantial
leverage in areas where financial and technical

assistance needs are significant. These sectors
include energy [with WB, IsDB and KfW],
agriculture [with AFD, WB and JICA] and
water [with the WB and the AFD]. However,
the partners develop certain specificities in
such operations. For instance, renewable
energy, irrigation and development agricultural
value chains, and integrated water resource
management are areas in which AfDB is
one of the lead donors. Thirdly, the leading
partners have also developed some very
specific skills, for instance in urban devel-
opment (AFD), or waste management (WB).
AfDB’s specificities include: (i) its ability to
conduct reform programmes aimed at
boosting the competitiveness of the economy
and reducing social inequality through
employment, while mobilizing partners (EU,
WB and JICA) and developing synergies with
its investment programmes; (i) its longstanding
competence in developing large-scale infra-
structure (transport and logistics, energy,
water and sanitation, while mobilizing the
AFD, EIB or EBRD), and in infrastructure used
to stimulate economic development and
create employment. Intervention pillars are
identified around these complementarities
and AfDB’s specific competencies.

2.3.3 The AfDB Field Office in Morocco
(COMA) plays a key role in consolidating
dialogue with the government and other
development partners. Regular dialogue
between COMA and the authorities helps to
identify problems and priority actions that

African Development Bank 32

B



B

need to be taken to improve project execution.
The close assistance provided by COMA
highlights all the advantages of decentralization
and of the Bank’s physical presence on the
ground.

Table 1 : Development Support
(Partners and Sectors)
(Min end-March 2016)

UA
1.9

IBRD Transport 39.7%
AfDB 1.9 Wat_er a_md e
France 1.9 Sanitation :
Kfw 1.8 Agriculture 9.7%
21 1.5 Energy 12.8%
UE 1.3 Health 6.3%
1sDB 0.8 Education 4.5%
R C8 Gouv. &NGOs  2.4%
SFD 0.7 Others 200,
EBRD 0.6

Japan 0.4

Current portfolio (loans and grants)

2.3.4 Coordination among partners is
conducted by the Moroccan Government.
However, there is fluid exchange of infor-
mation, thanks to the existence of thematic
groups. These groups are chaired either by
the partners or by the Government. Through
COMA, the Bank chairs the Civil Society
Thematic Group. COMA participates in all
Social Sector Thematic Groups (health,
youth, migration, social protection). The
water sector group, created in 2002 by EU
member states, has been open to other
donors since 2005. Since 2016, AfDB, WB,
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AFD and the delegated ministry in charge of
water resources co-chair this group, which
serves as a forum for sector dialogue twice a
year. The Agricultural Sector Group, estab-
lished in 2010, coordinates the activities of
the Green Morocco Plan with the Government
and partners.

2.3.5 Furthermore, the Bank actively
contributed to strengthening multi-sector
cooperation among donors. On the initiative
of COMA and in collaboration with the World
Bank and UNDP, a Main Group of Partners
(GPP) was formed. The group meets regularly
to share information on results and operational
approaches. Accordingly, the leverage effects
are significant. AfDB window resources made
it possible to raise UA 4.2 billion between
2012 and mid-2016.

2.3.6 Furthermore, to strengthen the
anchoring of the Bank’s new Development
and Business Delivery Model, a number of
initiative will be implemented. Firstly, a system
for coordinating non-sovereign funding will be
developed to work with Africa50, the African
Investment Forum and Morocco’s private
sector institutions (Pillar I). Forums will also be
established for coordinating civil society, the
youth and women, in order to fine-tune the
relevance of Bank action (Pillar II).

2.3.7 In accordance with the Paris Decla-
ration on Aid Effectiveness and the Accra
Agenda for Action, Morocco’s national
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procurement system became the first
ever to be used by the Bank starting 2014.
Moreover, one of the conclusions of the CSP
2012-2016 completion report is that from
2020 it would be feasible to adopt the country
systemin its entirety for project implementation
(with utilization of the public expenditure
circuit). The TGR would be able to adopt
commercial-type accounting (general and
cost accounting) to produce the balance
sheet and income statement of the Moroccan

State from 2018, under the new Organic Law
on the Appropriation Act. In parallel, the
Court of Auditors will be ready to certify
capital accounts in 2020. This should enable
the Kingdom of Moroccan to raise funds on
the financial markets, from 2020. The Bank
will accompany the country in achieving
these objectives. Concrete examples include:
support in the conduct of PEFA in 2016 and
support to the Court of Auditors (MIC TAF
grant) scheduled for 2016-2018.
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lll. BANK GROUP STRATEGY

3.1  RATIONALE FOR BANK'S
INVOLVEMENT

¢ Methodology Adopted for CSP Preparation

3.1.1 The thrust areas of CSP 2017-2021
were selected following an analysis
conducted during the preparation of this
report (Section ll), the conduct of Economic
& Sector Works (Annex 7) and especially
the findings of the growth diagnostic carried
out by AfDB, the authorities and MCC. More
specifically, the selection of these thrusts was
guided by the following six criteria (Annex 1):
(i) an integrated approach to Bank’s High 5s;
(i) an integrated approach to Government
priorities, the lessons learned from the CSP
2012-2016 completion report and the
recommendations of the BDEV report; (iii)
an approach adapted to middle-income
countries; (iv) high selectivity within the pillars;
(v) Bank positioning as key dialogue player
with a comparative advantage; (vi) risk
absorption and diversification capacity; and
(vii) building on the Moroccan experience in
the rest of Africa.
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3.1.2 The Bank’s involvement is justified
by the huge amounts of financing needed
by the country to implement projects and
reforms to enable it to meet the challenges
above mentioned. The Treasury’s financing
needs for 2016 and 2017 stand respectively
at MAD 42.6 billion and MAD 32.8 billion,
that is USD 4.4 billion and USD 3.6 billion.
These needs will be covered by Morocco’s
own resources and external resources. The
Appropriation Act is prepared in a manner
that incorporates relevant development plans
and sector strategies into the annual investment
plan, and anticipates financing under discussion
with partners. This alignment is clarified in the
Appropriation Acts adopted and published
by the authorities.

3.1.3 The CSP was prepared using a
participatory approach involving the
authorities, civil society, partners and the
private sector. Dialogue missions were
fielded in March, July and September 2016
(Annex 11). These missions helped to take
stock of Bank activities since 2012 and to
identify the areas that needed to be reinforced
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during the next CSP. The mission conducted
by the Bank President in July 2016 enabled
discussions with the highest authorities, the
private sector and civil society to confirm the
alignment of planned pillars on Morocco’s
and Bank priorities. An action matrix was
prepared following the mission to accelerate
the implementation of the future CSP
(Annex13). The potential operations and
cooperation frameworks identified were
incorporated into the CSP. The September
2016 two-week mission helped to finalize
dialogue with all stakeholders and opera-
tionalize the pillars identified. In addition to
bilateral meetings, discussion workshops
were organized throughout the process
with the authorities, development partners,
civil society and the private sector to foster
dialogue. Moreover, it was agreed that work-
shops for civil society should be organized
at each project preparation phase in order
to increasingly involve civil society actors in
Bank operations, and that regular meetings
should be held with CGEM and local banks
to facilitate support to the private sector and
the financing of non-sovereign operations.

3.1.4 The pillars were deemed relevant by
the stakeholders and the recommendations
made during this consultative process
were incorporated into CSP 2017-2021.
Specifically, the following lessons were
learned during this dialogue on CSP 2012-
2016 implementation: (i) continue to support
the authorities in transforming the Moroccan

economic model; (i) incorporate budget
support and investment projects into each
pillar to develop synergies between public
policies and investment; (i) encourage a
programme-based approach for budget
support operations. This should be possible
from 2018 with the adoption of the new
Organic Law on the Appropriation Act; (iv)
prepare an investment programme and a
logical framework for the first three years as
it was done in the previous CSP; and (v)
continue the sector evaluation undertaken by
the Bank (BDEV) to monitor the impact of
reforms and investments.

e Overall Objective, A|ignment and

Instruments

3.1.5 The analysis carried out in Section
Il stresses that there are still challenges,
especially concerning the structural
transformation of the economy and the
reduction of spatial and social inequalities,
particularly in the area of employment.
The environmental issue is also funda-
mental. However, there has been remarkable
progress on which investment and reform
programmes can be based. Such progress
includes: the restoration of macro-economic
balances, the good performance of Morocco’s
new global trades, the development of a
sustainable economy and the strong political
will to implement reforms to improve the
business climate and facilitate access to
employment.
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3.1.6 In this regard, the overall objective
of the CSP is to support the country in
accelerating the transformation of its
economy and building its resilience
through targeted support to develop the
private sector and reduce employment-
related disparities (age and gender). To
achieve this objective, the CSP will comprise
two pillars: () Promote Green Industrialization
through SMEs and the Export Sector; and (Il)
Improve Living Conditions through Jobs for
Youths and Women and in Rural Areas.

3.1.7 The new CSP 2017-2021 prioritizes
the principles of alignment on Government
priorities, consolidation of the achievements
of previous operations (Table 2), and
complementarity with other partners
(Annex 5) and the Bank’s strategic frame-
work. In particular, the CSP will be hinged on
two of the Bank'’s top five priorities (“Industrialize
Africa” and “Improve the Quality of Life for
the People of Africa”) as key thrust areas.
However, the projects will also help to selec-
tively address the other three top priorities
(“Integrate Africa”, “Light up and Power
Africa” and “Feed Africa”) to accelerate and
catalyse the achievement of the objectives of
the first two priorities. Bank actions will help
to achieve the two objectives of the 2013-
2022 Ten-year Strategy (inclusive and green
growth) and a projected objective of the
Regional Integration Strategy for North Africa
(being drafted).
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3.1.8 Promoting green growth is the
crosscutting theme of this strategy.
Under Pillar 1, green industrialization will be
promoted as decided during the 2016 AfDB
Annual Meetings. This action will be supported
through green infrastructure development by
scaling up operations on renewable energy
and sustainable means of transport. Under
Pillar 1l, green sub-sectors will be promoted
within the training system and through the
sustainable use of resources by the agricultural
system. Water resource preservation will be
central under this pillar. Therefore, Pillar | will
focus mainly on climate change mitigation
actions, while Pillar Il will lay more emphasis
on adaptation actions.

3.1.9 Furthermore, the Bank will strive
to support the development of relations
between Morocco and the rest of Africa.
This will require support for the acceleration
of trade and investments through targeted
counselling (3.1.16), and financing of private
sector projects and specific trade facilities
(8.1.13). This will also require sharing
Morocco’s experience and expertise (3.1.15).

3.1.10 In terms of instrument, the CSP
2012-2016 completion report particularly
recommends the acceleration of Bank
support to non-sovereign projects. The
Bank will step up dialogue with the private
sector during the period 2017-2021 using
innovative approaches where it has strong
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additionality (SME and export sector). In
addition and taking into account the constraints
identified in providing financing in local
currency to the private sector, emphasis will
be laid on the financing of investment
programmes and projects that generate
foreign exchange for the country and on
which the Bank could position itself with
financial additionality. In this regard, the
provision of support for the development of
value chains between Morocco and the rest
of Africa must be continued and should help
to strengthen support to Maroc Export.
Special attention will be paid to certain
sectors (fertilizers and the pharmaceutical
sector, for example). Moreover, ongoing
support for the development of PPPs will be
consolidated in terms of technical assistance
and projects.

3.1.11 Over the period 2017-2021, the
Bank will consider the financing of
budget support and public and private
investment operations that will be
supported through technical assistance
and targeted economic and sector work.
The 2016 Portfolio Performance Report,
PEFA and the fiduciary assessment note the
very good performance of operations imple-
mented by the Bank, which allows for the

use of the entire range of instruments.
Moreover, the CSP 2012-2016 completion
report underscores the need to develop
synergies between budget support and
investment programmes.

3.1.12 The lending programme will be
developed in a manner that will: (i) facilitate
the incrementality of AfDB financing; and
(i) accelerate resource mobilization while
preserving the Bank’s prudential financial
ratios. The annual allocation for CSP 2017-
2021 is estimated at UA 350 — 400 million
if all the parameters remain unchanged.
Resources will be allocated by operation
in such a way as to mobilize maximum
additional resources (therefore, the crowding
out of other partners will be avoided). Hence,
co-financing is projected at UA 4 billion (see
Annex 3 for potential financing). Moreover,
to mobilize additional resources: (i) share
subscription during the identification of non-
sovereign operations will be prioritized; (i)
regional projects will be sought; (iii) the active
management of Morocco’s sovereign debt
owed AfDB will be promoted; and (lv) invest-
ment funds will be approached such as the
[thmar Al Mawarid sovereign fund for the
development of activities between Morocco
and the rest of Africa.
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Table 2: Rationale for the Bank’s Intervention Framework 2017-2021

Continuity of Bank

Action

State Intervention Framework (2.2.2)

Progress by CSP
2012-2016

Development Issue
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Challenges & Constraints

Pillar 2012-2016

Sector Strategies
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® |ntervention Pillar for 2017-2021

Pillar I: Green Industrialization through
SMEs and the Export Sector

3.1.13 Under this pillar, Bank activities
will aim at supporting the sustainable
development of Morocco’s industrial fabric
by: (i) removing obstacles to the development
of SMEs and the export sector (emphasis will
be laid on agri-business and Morocco’s new
global trades); and (i) promoting the development
of renewable energy (which, by itself, is a
strategic industrial sub-sector for Morocco).

3.1.14 Operationally, the Bank will first
strive to support Morocco to remove the
regulatory and financing constraints on
SMEs and the export sector as identified
in the growth diagnostic. These actions will
seek to: (i) expand the industrial fabric
through SMEs in strategic sectors (agro-
industry; global trades); (i) ensure the growth
and establishment of value chains through
SMEs to increase the share of value added
created locally and in goods and services
exported; and (i) create jobs and promote
innovation and entrepreneurship. Budget
support operations will strive to continue
(through a programme-based approach)
Bank support to priority thrust areas of the
authorities’ reform programme, namely: (a)
Improve the Business Climate and Competi-
tiveness of the Industrial Fabric; and (b)
Strengthen Access to Financing by SMEs. In

that connection, women'’s capacity to integrate
the private sector dynamics will be built
through support for active policies. The Bank
will also provide direct and indirect support
for the improvement of SME and export
sector financing by mobilizing the entire spec-
trum of non-sovereign financing instruments,
including: (1) direct financing of industrial units;
(2) financing of investment funds for SMEs;
and (3) establishment of lines of credit. The
Bank will systematically consider projects
that help to develop trade relations with the
rest of Africa and PPPs, and support their
development. Moreover, investment projects
will be financed to support infrastructure
development in order to make export value
chains (agri-business, new trades, energy
sector, etc.) more competitive. These projects
will seek to promote Morocco’s economic
integration into world markets (particularly
with the rest of Africa) and support better
connection between the hinterland and
export infrastructure to accelerate national
economic inclusion. Technical assistance
will be provided to projects that support
Morocco’s industrialization and export sector.

3.1.15 Furthermore, to support sustainable
industrial development, the Bank will
finance activities that help to reduce the
ecological footprint of industrialization, in
accordance with the National Sustainable
Development Strategy (NSDS). Besides
promoting sustainable means of transport
(railway), the Bank will seek to encourage
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green industrial processes and waste
recycling under the projects. In addition, the
financing of renewable energy projects will
help to sustainably support increased energy
demand resulting from industrialization.
These projects will enable the country to: (i)
reduce its energy dependence and supply
electricity to industrial units at competitive
rates; (i) develop new industrial sub-sectors
through strong local integration of projects;
and (i) honour the commitments made by
Morocco during COP 21 and COP 22. The
Bank will also provide technical assistance for
the promotion of energy efficiency and the
sharing of experience in renewable energy
between Morocco and the rest of Africa.

3.1.16 Lastly, the Bank will seek to fill the
knowledge gaps it has identified. In particular,
it will strive to support the authorities and the
private sector in identifying opportunities
(sectors) and constraints (tariff and non-tariff
barriers), in order to accelerate trade between
Morocco and the rest of Africa. Moreover, the
Bank will continue economic and sector work
to support the development of PPPs (especially
budget sustainability).

3.1.17 Regarding the High 5s, these actions
will contribute to implementing the five
programmes of the Industrialization Strategy
for Africa 2016-2025, namely: (i) Promote
Successful Industrial Policies; (i) Mobilize
Financing for Projects Targeted at Infrastructure
and Industry; (iii) Grow Liquid and Efficient
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Financial Markets; (iv) Promote and Steer
Business Development; and (v) Promote
Strategic Partnerships in Africa. Concerning
agro-industry, these actions will support the
Strategy for Agricultural Transformation in
Africa 2016-2025 through two facilitation
roles: (a) establishing a better agro-industrial
environment; and (b) mobilizing more agri-
cultural financing flows. Lastly, this pillar will
support the implementation of the New Deal
for Energy in Africa 2016-2025 through the
flagship programme “Developing Renewable
Energy”.

Pillar II: Improve Living Conditions
through Jobs for Youths and Women and
in Rural Areas

3.1.18 Under this pillar, the Bank’s inter-
vention will focus on reducing unemployment
among youths and women, and improving
employment quality and sustainability in
rural areas. Bank actions will contribute to a
harmonious and sustainable development of
Morocco, ensuring that the entire population
is involved in economic development and
enjoys the benefits of Pillar 1.

3.1.19 The Bank’s intervention will prioritize
the promotion of employability, entrepre-
neurship and training-to-employment
transition. It will strive to support Morocco in
removing the constraints identified in the
growth diagnostic related to human capital in
general, and education in particular. This
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support will require the financing of budget
support operations for reforms using a
programmatic approach. Under such budget
support operations, the Bank will support
policies that help to improve: (i) youth skills to
facilitate their integration into active life; (i) the
effectiveness of mechanisms for regulating
training based on the needs of the economy;
(iii) training-to-employment transition to reduce
the unemployment rate, which increases as
the level of qualification rises; (iv) the mobility
and protection of young workers; and (v)
access to education by girls, especially in rural
areas. To strengthen point (v) and promote
women’s economic integration, the Bank will
support women entrepreneurship through
the establishment of funds to supplement
efforts made in this regard under the previous
Strategy 2012-2016 (ILYAKI Guarantee,
PADESFI ll). Provision will be made for
technical assistance to support Bank actions
in promoting employability and vocational
training-to-employment transition.

3.1.20 Moreover, Bank support will seek
to enhance rural employment quality and
self-employment, and entrench the job
creation in the regions. Budget support and
public investment projects will be designed in
synergy and reinforced by the outcomes of
non-sovereign agro-industrial projects financed
under Pillar I. These support projects will
seek to reinforce: (i) employment resilience to
insufficient rainfall and the decrease in ground
water resources; and (i) income in rural areas

by developing agricultural value chains. This
will translate into support for public policies
that help to develop agricultural value chains,
smallholdings and integrated water resource
management. These reforms will be supported
by investments to develop agricultural value
chains for high value added export products
(olive, almond tree, etc.). Such investments
will enable the establishment of a conducive
environment for agricultural product develop-
ment and processing units, the organization
of farmers for the marketing of products and
the establishment of incubators for young
agricultural entrepreneurs. Access to financing
for all small agricultural enterprises will be
facilitated to enhance their resilience. The
issue of water in rural areas will be resolved
through the establishment of institutional
frameworks for integrated water resource
management, the development of agricultural
insurance products, the roll out of technologies
for better water resource development by the
agricultural sector and the construction of
water transfer infrastructure to restore resource
balance between the regions. Technical
assistance will be provided for the development
of agricultural value chains (identification of
products and markets) and the mainstreaming
of the gender dimension into water resource
planning and use.

3.1.21 Furthermore, the Bank will seek to
fill the knowledge gaps it identified under
this pillar. In particular, this will entail continuing
studies in the area of public-private partnerships,
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especially in the social field. Partnerships with
other agencies will be strengthened by estab-
lishing a Youth Employment Group that will
help to conduct an analysis and establish a
concerted approach (with WB, UNDP, AFD,
MCC, GlIZ, among others).

3.1.22 Regarding the High 5s, these
actions will help to implement the Jobs for
Youth in Africa (JfYA) Strategy through
innovation and entrepreneurship programmes
for youths and women, and the agricultural
employment component. Concerning the
Strategy for Agricultural Transformation in
Africa 2016-2025, the operations will help to
implement two facilitation roles: (i) achieving
the value of increased production; and (ii)
increasing investment in hard and soft infra-
structure.

3.2 EXPECTED OUTCOMES AND
TARGETS

3.2.1 The CSP results monitoring frame-
work matrix was prepared based on the
operations selected for the period 2017-
2019, taking into account the stakeholders’
implementation, monitoring and evaluation
capacity (Annex 2). During project design,
special attention will be paid to the formulation
of logical frameworks in line with monitoring
and evaluation capacity of beneficiary entities,
and on the basis of which the achievement
of the High 5s will be measured in a quantifiable
and objective manner. Where monitoring and
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evaluation capacity weaknesses are identified,
a specific component will be designed under
the project to build the capacity of the bene-
ficiary entities. Annual (or bi-annual) supervision
missions will systematically take stock of the
outcomes contained in the logical framework
and the achievement of the High 5s. A mid-
term evaluation report will be prepared in
2019 to: (i) take stock of the achievement of
these outcomes; (i) confirm the relevance of
the pillars adopted so far; and (i) define Bank
operations for the remaining CSP period
(2019-2021). Moreover, the Ministry of Finance
has requested assistance to strengthen project
monitoring and implementation, which would
be based on development partners’ GIS
(accessible on line).

3.2.2 Two key outcomes are expected
under Pillar I.

» The first outcome will consist in
contributing to raising the share of industry
in Morocco’s GDP from 14% to 23% in
2020, which is the main objective of the
country’s Industrial Acceleration Plan
2014-2020. The outcomes of Bank-funded
operations will also support the authorities to
gain ten spots in the Doing Business annual
ranking, and increase FDI by 25% by 2021.
These objectives will be achieved through
Bank support to reform programmes, espe-
cially the Programme to Accelerate Industri-
alization through SMEs and the Export
Sector (Phases |, Il and Ill), which will improve
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the rules governing economic activities
with the establishment of a more conducive
environment for private sector development.
In particular, this programme will help to: (i)
improve the business legal and regulatory
framework and the system of one-stop
shops through the adoption of the project to
reform the Investment Code and the legal
framework governing business domiciliation;
(i) dematerialize procedures and modernize
the business framework by operationalizing
the SME Observatory and the national platform
for posting administrative procedures that are
binding on the Administration; and (jii) provide
500 ha of accessible rental land at competitive
prices. These support operations will help to
considerably improve access by businesses
to financing, notably through the establishment
of an industrial fund. Industrialization will be
accelerated through flagship non-sovereign
operations with ripple effects on SME
ecosystems. Concerning agro-industry, the
Agro-Industry Development Fund should
enable the financing of some twenty agricul-
tural product industrial processing units. The
manufacturing and export sectors will be
supported directly (Project on Industrial Units
for the Production of Manufactured Goods
for Export — 3 projects already identified) and
indirectly through lines of credit (line of credit:
Industry and Export Businesses Involved in
Global Value Chains) and equity participation
(Investment Fund for Manufacturing Industries).
Moreover, these projects will systematically
strengthen trade and investment between

Morocco and the rest of Africa. Another
expected outcome under this pillar will be
the building of infrastructure needed to
accelerate Morocco’s industrialization by
reducing the cost of transportation of goods
from the interior of the country to export
areas. The Bank will support the develop-
ment of: (a) port infrastructure with high
impact on FDI and a ripple effect on SMEs
(the Kenitra Atlantique Port will support start-
ups in the automobile and grain sectors); (b)
logistic platforms for export units (Logistics
Strategy Support Project); and (c) infrastructure
to connect logistic platforms to production
areas. (Nador Port Connection — Logistics
Multi-modality Development Project). These
actions will be provided technical assistance,
including: (1) support for the National
Committee on Business Environment;
and (2) the study on the assessment of the
impact of ports and port service costing on
competitiveness.

» The second outcome will be the
improvement of industrial competitiveness
through the sustainable enhancement of
energy supply resilience. The Noor-Midelt
and Noor-Tata Solar Energy projects, and the
Project to Integrate Green Energy into the
Network will enable the country to cover 8%
of annual energy demand and contribute to
achieving the objective of generating 42% of
energy from renewable sources by 2020 and
52% by 2030. These projects will also
support the development of new industrial
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sub-sectors with a local industrial integration
rate of 40%. Moreover, under each private
sector operation, innovative technologies will
be used to mitigate the impact of industrial
activities on the environment.

3.2.3 Two main outcomes are expected
under Pillar Il

» The first outcome will be the enhancement
of access to employment by women and
youths, thereby improving their living
conditions. In this regard, the Programme to
Support Youth and Women’s Employability
and Employment (Phases | & ) will: (i)
increase by at least 10% the employment
rate among graduates three years after the
end of their studies; (i) increase from 42% to
80% the number of bachelor’s and master’s
degree students in vocational fields; (i)
ensure the insertion into active life of 75% of
graduates by 2021. The Investment Fund for
Women’s Entrepreneurship (Afawa) wil enable
the establishment of 90 women'’s enterprises.
Provision will also be made to provide technical
assistance on using PPPs in vocational training
to improve access to secondary education
by rural girls and to establish an investment
fund for women.

» The Bank will support agricultural sub-
sectors, which are the country’s primary
job-creating sub-sectors, through the
Sustainable Agricultural Sub-sector Reform
Support Programme, investment projects for
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the promotion of value chains and agricultural
entrepreneurship and the development of
agricultural sub-sectors in irrigation areas.
The Bank will ensure private sector involvement
in this process through the establishment of
a line of credit for smallholdings and the rural
economy, which should help to finance 2000
VSEs and SMEs, and create 4 000 jobs.
These activities will support the creation of
1.5 million jobs by 2026, which is the overall
objective set by the authorities in the Green
Morocco Plan. They will support the modern-
ization and improvement of agricultural sector
productivity on more than 160 000 hectares
of land, and more than MAD 3 billion of private
investments through Sub-sector Programme
Contracts by 2020, thus creating more than
3 million work days for youths and women.
These outcomes will be reinforced under
these projects through better water resource
management (institutional framework and
irrigation technologies) and the Project to
Transfer Water from the North to the Centre,
which will help to transfer 800 million m? of
water annually between the northern regions
(which have surplus resources) and the
regions of the south (experiencing shortages).
Eighty per cent of these resources will be
used for agriculture.

3.3 COUNTRY DIALOGUE

3.3.1 Dialogue on economic integration
and the reinforcement of Morocco’s
cooperation with the rest of Africa will be

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

continued with the authorities to provide
access to new markets. This dialogue will
strengthen synergies between the Bank’s
operations in Morocco, the implementation
of the Regional Integration Strategy in North
Africa, and the Bank’s activities on the African
continent. In addition, the financing of major
regional operations will help to mobilize new
resources for the country.

3.3.2 Dialogue will also focus on the
possibility for the Bank to address new
themes in order to strengthen the
achievements made under the two pillars.
These themes will include: (i) ICT sector
support through the identification of operations
that can sustain and support the country’s
industrialization (for example, the Digital
Morocco Plan Support Programme); (i)
decentralization reform support; and (i) the
development of internship programmes in
project implementation units. Dialogue with
the private sector will be strengthened to
support these actors in an innovative manner
(see paragraph 3.4.3).

3.3.3. Dialogue on the decisions adopted
at the 22" Conference of the Parties to
the United Nations Framework Convention
on Climate Change (COP22) held in
Marrakech will be strengthened. The Bank
has undertaken to support Morocco’s chair
particularly in: () promoting the issues
proposed by Morocco at COP22 (strength-

ening adaptation support, mainstreaming
issues related to water, climate justice, and
access to financing); (i) supporting the devel-
opment of the Adaptation of African Agriculture
(AAA) initiative; and (i) implementing the
Africa Renewable Energy Initiative (AREI).
These actions will strengthen the outcomes
of the CSP crosscutting objective of achieving
green growth.

3.3.4 Dialogue will also focus on efforts to
improve portfolio performance, particularly
in keeping with the instructions contained
in PD02-2015. Monthly meetings will continue
to be held to examine the challenges facing
projects and analyse the maturity of operations
in the operations pipeline. Fiduciary clinics on
key themes will continue to be organized.

3.4 RISKS AND MITIGATION
MEASURES

® Volatile economic growth

3.4.1 The Kingdom’s growth rate still
depends on agricultural sector perform-
ance. The GDP growth rate fell from 4.5% in
2015 to a projected 1.8% in 2016. This drop
is mainly attributable to bad crop harvests
(see paragraph 2.1.8). To address this situation,
the Bank will support Morocco in carrying out
the structural transformation of its economy
by implementing support operations to
accelerate industrialization under Pillar 1.
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® Fragile regional economic context

3.4.2 Morocco’s economic stability is
strongly linked to growth in Europe. More
than 75% of Morocco’s exports are intended
for the European Union (EU). In addition,
most foreign direct investment (FDI) and
tourist flows bound for Morocco also come
from EU member countries. Aware of this
heavy dependence on the EU, Moroccan
authorities have made considerable efforts to
access new markets, particularly in sub-
Saharan Africa. In this respect, the Bank has
provided technical assistance to support the
Moroccan private sector in developing its
activities in Africa.

¢ Slow pace of reforms implementation

3.4.3 The Kingdom'’s relative positive rating
(investment grade) by rating agencies
is dependent on sustained efforts to
strengthen the budget and debt management,
but also on the sustained pace of reform
implementation. To avoid a relapse in reform

47 African Development Bank

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

implementation, the Bank will continue to
implement budget support programmes
during the 2017-2021 period by backing
the implementation of comprehensive
reforms.

®  Partial adaptation of non-sovereign operation

instruments to the specific context of Morocco

3.4.4 The financial sector in Morocco is
vibrant and meets the demands of key
private sector actors. However, a large
segment of the SME ecosystem is still facing
difficulties in gaining access to financing. The
Bank will focus its operations in this area
where it seems to have stronger additionality
by mobilizing instruments such as equity
participation and lines of credit for SMEs. In
addition, it will hold regular meetings with
the General Confederation of Moroccan
Enterprises (CGEM) (employers) to seek
innovative ways of proposing the financing of
PPP projects and/or non-sovereign regional
operations in the areas in which it has proven
additionality.

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

IV. CONCLUSIONS AND RECOMMENDATIONS

4.1 Morocco is in need of considerable
financing to support its development and
reform plan. As one of Morocco’s leading
donors, the Bank will continue to provide
financial and technical support to the country
during the 2017-2021 period through a major
lending programme that seeks to preserve
the Bank’s prudential ratios.

4.2 The Bank’s CSP for Morocco during

the 2017-2021 period will comprise two
pillars, namely: “Pillar |: Promote Green
Industrialization through SMEs and the
Export Sector” and “Pillar Il: Improve Living
Conditions through Jobs for Youths and
Women and in Rural Areas”.

4.3 The Board of Directors is requested to
consider and approve the proposed Country
Strategy Paper for the 2017 — 2021 period.
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ANNEX 1: CRITERIA FOR SELECTING COUNTRY STRATEGY PAPER (CSP)
PILLARS AND PROJECTS

ANNEXES

An integrated approach to the Bank’s
top five priorities. This approach helps
to develop synergies between operation
priorities by building on the Bank’s new
organizational structure: Pillar 1: Vice-
Presidency: Private Sector, Infrastructure
and Industrialization and Vice-Presidency:
Power, Energy, Climate and Green Growth;
Pillar 2: Vice-Presidency: Agriculture and
Human and Social Development.

ji. An integrated approach to Government’s

priorities, lessons learned from the
CSP 2012-2016 completion report and
the recommendations contained in
BDEV’s report. This approach helps to
align the pillars of the Bank’s operation on
Government’s Agenda for the 2017-2021
period, while taking into account: (i) lessons
from the implementing the previous CSP;
and (i) recommendations contained in the
report on the evaluation of Bank operations
in Morocco for the 2004-2014 period
prepared by BDEV in 2016 (Annex 12).

ji. An approach adapted to middle-

income countries. As economies move
up the development ladder, challenges

become increasingly interrelated. The
approach adopted enables the Bank to
provide integrated support to Morocco.
Thus, the synergies between the pillars
are very strong: (a) the emphasis laid on
education and training under Pillar Il will
help to develop the competencies
needed to achieve Pillar | objectives; (b)
agricultural activities will be implemented
under Pillar Il in an integrated manner,
with the development of agro-industry
under Pillar 1.

iv. Rigorous selectivity within pillars. Projects

were selected based on: () the Government’s
capacity and commitment to implement
reforms in the sector under review. This
capacity has been demonstrated in the
areas of governance, agricultural financing
and social sectors during the preparation
of the 2012-216 CSP completion report;
(i) the relevance of the instrument used

for achieving the set objective, depending

on the constraints identified (by focusing
on budget support in areas facing regulatory
constraints and on investment in areas
facing physical constraints); (iii) synergy
between operations (this synergy is
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in Morocco is one of the largest in the
institution. The proposed approach prioritizes
the implementation of DP02/2015 by: (i)

Absomptive capacity and risk diversification.

The volume of AfDB’s annual commitments

Vi.

of production and processing activities in
regions through the implementation of
investment operations, and consolidation
of the private sector’s role through the
implementation of non-sovereign operations;

complying with the absorptive capacity of

and (iv) promotion of regional integration

institutions; (i) diversifying risks; and (iii)

(particularly through trade with the rest of

Africa).

promoting the identification of non-sovereign

Morocco is a source of inspiration on the

projects (including PPPs).
continent in many respects and the country

vii. Building on Morocco’s experience.
seeks to strengthen its integration with

The Bank’s positioning as a key player
in dialogue and comparative advantage.
The Bank is one of Morocco’s leading
selected are of the utmost importance to

development partners and the themes

V.
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the rest of Africa. The approach adopted
enables AfDB to use this experience for

themes of importance to Africa.

the country. The approach proposed is
similar to the one adopted by other key

partners (WB, AFD and EU) and helps to
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the rural area

n

through jobs for youth, women and

inons

d

: Improve living con

Pillar 2

Capitalization of experiences and good practices of PPPs  Private sector, infrastructure and industrialization

and contracting of vocational training with a view to their

Assessment of the professionalization of university subsectors® Agriculture, human and social development
extension

assistance/

Technical
Study

Regional development, regional integration and service provision

Agriculture and human and social development

Regional development, regional integration and service provision

Economic governance and knowledge management
Agriculture and human and social development

Identification of reforms in school welfare (boarding,

canteens, school transport, bursaries, school health,
awareness campaigns...) for better accessibility of the rural

girl*

PPP model in social sectors

Study
Study/
Technical
assistance

Agriculture, human and social development

Creation of a women’s investment fund*

Technical
assistance

Promotion of youth and women’s employment in the rural Private sector, infrastructure and industrialization

area through financial inclusion*

Technical

Agriculture and human and social development

assistance

Identification of constraints to agricultural subsector
development*

Study

Agriculture, human and social development

National Wastewater Reuse Plan, and National Rural

Sanitation Programme *

Technical

assistance

Technical

Agriculture, human and social development

Conduct of additional and support technical studies*

assistance
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ANNEX 5: SECTOR DISTRIBUTION OF PARTNER SUPPORT AND SYNERGIES

European Union

0.5%

Agriculture

[ Water & sanitation
Energy

M Environment

M Governance

M Private sector

1 Social

M Transport

¢ Annual commitment levels: EUR 200 million (grant)
® Thrusts: Youth/Private sector/Development of
investments

e Sectors/project identified for possible
co-financing; Youth employment (social/education
training employment component); Renewable
energies

World Bank

Agriculture
1 Water & sanitation

17.7% Energy

-

14.7%

M Environment
M Financial

M Governance
M Private sector
[ Social

B Transport

M Town planning

* Annual commitment levels: EUR 450 million
® Thrusts: Employment

e Sectors/project identified for possible
co-financing: Youth employment; Renewable
energies

African

AfD

Agriculture

I Water & sanitation
Energy

M Private sector

I Social

M Transport

M Town planning

2.4%

¢ Annual commitment levels: EUR 350 million
e Thrusts: Reduction of disparities/Economic
sophistication

e Sectors/project identified for possible
co-financing: Agricultural sector support (budget
support); Renewable energies

IsDB

6.0%

Agriculture
& Water & sanitation

Energy
¥ Social
51.3% M Transport

* Annual commitment levels: EUR 250 million
e Thrusts: Trade competitiveness/ Rural deve-
lopment/ Private sector/ South-South cooperation
e Sectors/project identified for possible
co-financing: Support to the PPP programme
and South-South cooperation
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Kfw

¢ Annual commitment levels (2013-2016): EUR
384 million

e Thrusts: Water / Energy / Sustainable deve-
lopment (microfinance, support for SMEs, job
creation)

e Sectors/project identified for possible
co-financing: co-financing of NOOR solar power
plants; coordination in the water sector (projects
with ONEE water branch)

JICA

* Annual commitment levels: EUR 100 million
¢ Thrusts: Competitiveness/ Regional and social
disparities/ South-South cooperation

e Sectors/project identified for possible
co-financing: Agricultural sector support (water
budget support component)

FAO

e Annual commitment levels: -

e Thrusts: Green Morocco Plan/ Halieutis Plan/
South-South cooperation

e Sectors/project identified for possible
co-financing: Agricultural sector support (water
budget support component)

67 African Development

Bank
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EIB

¢ Annual commitment levels: EUR 350 million
e Thrusts: Strategic infrastructure/ Human capital/
Private sector/ Climate change

e Sectors/project identified for
co-financing: Renewable energies

possible

USAID

e Annual commitment levels: USD 20 000

e Thrusts: Education / Governance / Youth

e Sectors/project identified for possible
co-financing: Education

Kingdom of Morocco: Country Strategy Paper 2017 2021

ANNEX 6:

MAIN OBJECTIVES OF MOROCCO’S KEY STRATEGIES

Green
Morocco
plan

Industrial
Acceleration
plan

National
vocational
training
strategy

INDH
Programme

Create 1.5 million jobs
Increase agriculture’s share in
GDP: reach MAD 100 billion by
2026.

Increase the value of exports:
MAD 44 billion of foreign
exchange.

Increase industry’s share in
GDP by 9 points, from 14% to
23% in 2020.

Create 1.5 million jobs by 2020.
Improve SME competitiveness
with the creation of an the
Industrial Development Fund,
endowed with a package of
MAD 20 billion.

Train 10 million citizens by 2021.
From 2021, train 21% of employees
and 50% of trainees in the
workplace.

Maximize the professional
integration of graduates with an
estimated rate of 75% by 2021.

Combat social exclusion.
Reduce disparities in access to
basic infrastructure, equipment
and proximity services.
Strengthen women’s and youth
participation.

Logistical
acceleration
plan

Energy
strategy
2030

ONEE
programme
contract

ONCF
Programme
Contract

e Reduction of CO2 emissions

e Ensure solar energy growth by

Reduction of nuisance (reduction
in the number of tonnes/
kilometres by 30% by 2015.

by 35% by 2015, decongestion
of roads and towns).

Creation of 25 000 jobs by
2030.

Make fossil energy savings of
2.6 Mtoe/year, thanks to
renewable energies.
Strengthen energy efficiency
(2 874 KT of CO2 avoided in
2030).

2030 with 40 MW in concentrated
solar; 400 MW in photovoltaic
and 3 000 000 m2 in solar
thermal.

Raise the rural electrification
rate from 98.5% at the end of
2013 to 99.7% at the end of
2017 with the electrification of
109 500 homes in 3 850 villages,
4 500 schools, 210 dispensaries
and 1 800 mosques.
Generalize access to drinking
water in the rural area at a rate
of 96.5% in 2017, for the benefit
of an additional population of
about 330 000 inhabitants.
Take charge of the management
of the liquid sanitation service
in 47 towns for the benefit of a
population of 1.2 million
inhabitants.

Make a qualitative leap in the
railway system and its
preparation to face future
challenges related to mobility
of persons and goods.
Improve the profitability,
competitiveness and efficiency
of production mechanisms.
Ensure passenger and freight
transport in the best safety,
service quality and cost
conditions.

African
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Guarantee the right of access
to education, teaching and
training for people with disabilities s 3
and with special needs. El?a:tf?ms e Strengthen mother and child

Education h
vision 2030 Guarantee continuous and (% health. .
sustainable learning to learners e Improve governance in the

and the implementation of the Strategy health system.
staff and integration project. e Promote the health of people
Generalize pre-school education. with special needs.

¢ Improve access to healthcare
and the organization of services.

* More sustainable job creation
¢ Increase in the active population
(13.7 million in 2025 against
11.7 million in 2013.
Increase in the employment
2015-2025 rate (46.2 % in 2025 against
Employment 43.8 % in 2013).
strategy * Activity rate maintained at 48%.
e Declining unemployment rate
(8.9 % in 2025 against 9.2% in
2013)
e Increase in productivity gains
(3.6%).

69 African Development Bank
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ANNEX 7: ECONOMIC AND SECTOR WORK USED IN DRAFTING THE CSP

e ADFM, 2015. Association démocratique des femmes du Maroc. Situation des femmes
au Maroc 20 ans apres Beijing; Etat des lieux et recommandations [Democratic Association
of Moroccan Women: 20 Years after Beijing — Status and Recommendations].

e AFD, 2014. Agence francaise de développement. Le modéle de croissance marocain :
opportunités et vulnérabilités [The Moroccan Growth Model: Opportunities and Vulnerabilities).

e AfDB, 2012. Export Policies of Egypt, Morocco, Tunisia and South Korea.

e AfDB, 2013. The Development of Financial Markets in North Africa: Current State and
Prospects.

e AfDB, 2014a. Labour Market Reforms after the Transition in North Africa.

e AfDB, 2014b. Determinants of Regional Health and Education Public Policies in Morocco:
A Temporal and Crosscutting Analysis (being published).

e AfDB, 2015a. For a Fundamental Reform of Teaching Methods in the MENA Region

e AfDB, 2015b. Gender Equality Index in Africa 2015.

e AfDB, 2015c. Promoting Women’s Employment in North Africa through SMEs.

e AfDB, 2016a. Analysis of Morocco’s Trade Policy-Volume 2: Impact of Morocco’s Tariff
Policy on its Hub Position for the Rest of Africa.

e AfDB, 2016b. Analysis of Morocco’s Trade Policy -Volume 1: Impact of Morocco’s Tariff
Policy on its Competitiveness.

e AfDB, 2016¢. Procedures for Direct Targeting of Poverty and Human Development in
Morocco.

e AfDB, 2016d. The Renewable Energy Sector and Youth Employment in Algeria, Libya,
Morocco and Tunisia.

e AfDB, 2016e. The Role of New Entrepreneurs as Engine of Inclusive Growth in North
Africa.

e AfDB, 2016f. Agricultural Production, Food Security and Added Value in North Africa.

e AfDB, GoM, MCC, 2015. Growth Diagnostic for Morocco.

e ADB-AMU, 2016. North Africa’s Structural Transformation through Economic Integration.

e Banque Al Maghrib 2016. Rapport de la politique monétaire [Bank Al-Maghrib 2016.
Report on the Monetary Policy].
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WB, 2013a. Inclusive Green Growth: The Pathway to Sustainable Development

WB, 2015a. World Bank - Worldwide Governance Indicators (WGI) project.

WB, 2015b. World Bank - Doing Business.

WB, 2016. Women, Business and the Law 2016.

WB, 2016. World Bank Open Data.

ESEC, 2014. Economic, Social and Environmental Council. Promaotion of Gender Equality
in Economic, Social, Cultural and Political Life “Discrimination against Women in Economic
Life: Realities and Recommendations”.

CID, 2014. Centre for International Development, Harvard University. The atlas of economic
complexity.

UNCTAD 2015. World Investment Report 2015 - Reforming International Investment
Governance.

DAT, 2011. Direction de I'Aménagement du Territoire, Octobre 2011. Stratégie Nationale
du Développement Rural: Vision, Bilan & Perspectives [Directorate of Physical Planning,
October 2011. National Rural Development Strategy: Vision, Results and Prospects].
DEPP-AfDB, 2016. Public Enterprises and Privatization Department — African Development
Bank. Le cadre des PPP au Maroc (under way).

FAO, 2016. AQUASTAT.

WEF, 2015a. Global Competitiveness Report 2015-2016 — Reports.

WEF, 2015b. Global Report on Gender Equality.

IMF, 2015a. Article IV Report — published in February 2015.

IMF, 2015b. Country Report No. 15/106: The Sub-Saharan Expansion of Moroccan
Banks: Challenges and Opportunities.

IMF, 2015¢. Pan-African Banks: Opportunities and Challenges for Cross Border Over-

sight.
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IMF, 2016. Article IV Report — published in February 2016.

GoM, 2008. Plan émergence pour le développement industriel [Industrial Development
Emergence Plan].

GoM, 2014. Nouvelle stratégie industrielle [New Industrial Strategy].

Global Integrity, 2016. Africa Integrity Indicators.

HCP, 2014. Haut-Commissariat au Plan : Taux d'urbanisation (en %) par année : 1960 —
2050 [High Commission for Planning: Urbanization Rate (in %) per Annum — 1960 — 2050].
HCP, 2015a. Haut-Commissariat au Plan : Le Maroc entre Objectifs du Millénaire pour le
Développement et Objectifs de Développement Durable : Les acquis et les défis [High
Commission for Planning: Morocco, Between the Millennium Development Goas and the
Sustainable Development Goals — Achievements and Challenges].

African Development Bank
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HCP, 2015b. Haut-Commissariat au Plan : Résultats du Recensement général de la
population et de I'Habitat 2014 [High Commission for Planning: Results of 2014 General
Population and Housing Census].

MEAS, 2014. Ministere de I'emploi et des affaires sociales Note synthétique de politique
['emploi rural et 'emploi informel : Précarité et vulnérabilité au travail [Ministry of Employment
and Social Affairs: Summary Paper on the Rural Employment Policy and Informal Employment
— Precariousness and Vulnerability in the Workplace].

HCP, 2016. Haut-Commissariat au Plan - note d’information du Haut-commissariat au
plan au sujet de la situation du marché du travail au premier trimestre de I'annee 2016
[High Commission for Planning: Information Note of the High Commission on Planning on
the Situation in the Labour Market as of Q1 2016].

ICARDA, 2012. A Review of Available Knowledge on Land Degradation in Morocco OASIS
— Combating Dryland Degradation.

MAG-UNICEF, 2016. Integrated Vision of Social Protection.

MdEMEE, 2014. Ministére de I'Energie, des mines, de I'eau et de I'environnement. Analyse
des indicateurs énergétiques [Ministry of Energy, Mines, Water and Environment: Energy
Indicator Analysis].

ME, 2015. Ministéere de I'Environnement : Stratégie Nationale de Développement Durable
2015 —2020 [Ministry of Environment: National Sustainable Development Strategy 2015 —2020].
MEF, 2015. Ministere de I'’économie et des finances du Maroc. Direction des Etudes et
des Prévisions Financieres (DEPF). Tableau de bord sectoriel [Ministry of Economy and
Finance. Directorate of Financial Studies and Projections (DEPF). Sector Scorecard].
MEF, 2016. Ministere de I'’économie et des finances du Maroc. Direction des Etudes et
des Prévisions Financieres (DEPF). Note de conjoncture Janvier 2016 (et autres notes sur
la période) [MEF, 2016. Ministry of Economy and Finance. Directorate of Financial Studies
and Projections (DEPF). Note on the Economic Situation, January 2016 (and other notes
over the period)].

UNO-Women, 2016. Women’s Progress in the World 2015-2016: Transforming
Economies, Realizing Rights.

AEQO, 2016. African Economic Outlook 2016 — AfDB, OECD, UNDP. Note on Morocco.
UNEP/WFP, 2011. Plan Bleu Regional Activity Centre. Adaptation of the Water-Energy
System to Climate Change — National Study, Morocco.

UNCTAD, 2016. UNCTAD STAT.

UNECA, 2016. Inclusive Green Growth in Morocco: A Series of Case Studies.

UNFCC, 2015. Morocco Intended Nationally Determined Contribution (NDC) Under The UNFCCC.
UNICEF, 2014. Basic Education and Development of Adolescents.
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ANNEX 8: 2012-2016 CSP COMPLETION REPORT AND PORTEFOLIO
PERFORMANCE REVIEW (2015): FINDINGS AND RECOMMENDATIONS

AND GSP EDITORIAL TEAM

e Continuation of efforts to develop non-
sovereign operations

e The transformation of Morocco’s economic
model should continuously be supported by:
() speeding up industrialization and the
development of value chains; (i) while reducing
disparities and improving citizens’ quality of
life

e Associate budget support and investment
projects to develop synergies

e For budget support, the new Organic Finance
Law should allow for a programme-based
approach by 2018

e During the previous CSP, the formulation of
an investment programme and a detailed
logical framework only for the first three years
of the CSP proved relevant

e The adoption in its entirety of the country
system for the implementation of projects
from 2020, is possible

e The sector evaluation work undertaken by the
Bank on the impact of reforms and investments
must be continued

Encourage projects that ensure accelerated
disbursement and use advance contracting.

Set up a grant proposal Selection Committee.
Comply with deadlines for submission of project
audit reports by executing agencies.

Organize monthly portfolio monitoring meetings
between MEF, the Bank and executing agencies.
Include a procurement officer and a financial
management officer in the teams of executing
agencies during operations set-up.

Require regular project reporting, in compliance
with timeframes and quality.

Participate actively in strengthening the results
culture in projects.

73 African Development Bank
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ANNEX 9: SUMMARY—COUNTRY FINANCING PARAMETERS- MOROCCO

(2015)

Limits on cost
sharing

Share of project
costs that the
Bank can finance

Recurrent costs

Limits to the
overall operating
expenses that the
Bank can finance

Up to 100%

No limit but special
attention must be
paid to government
policy to ensure
budget sustainability

Portfolio analysis shows that the Bank’s contribution
to overall project cost financing remains below
50%. Nevertheless, current arrangements allow the
Bank to adjust its contribution on a case-by-case
basis to cover up to 100% of project costs. This
makes it possible to meet specific financing needs
and confers a real additionality to the Bank.

In view of Morocco’s good performance, it is
recommended to continue this financing policy,
while aligning on the new policy on expenditure
eligible for Bank Group financing. It is possible for
the AfDB to finance more than 50% of total project
or programme costs. For any financing above
50%, the project design team should justify to the
country team the adequacy of the percentage of
total costs financed by the Bank based on the
following criteria: (i) the country’s commitment to
implement its overall development programme; (ii)
the financing allocated by the country to sectors
targeted by Bank assistance; and (jii) the country’s
fiscal position and level of indebtedness. This
approach will also serve to encourage the search
for co-financing when designing projects in a
context where the Bank’s exposure to risk in North
Africa has constrained its commitment in some
countries of the region.

Although there is no limit to the Bank’s financing of
recurrent costs, portfolio analysis has revealed that
these costs remain negligible (below 1%).

Furthermore, Morocco is implementing a series of
measures to reduce these costs (reduction of the
public wage bill, subsidy reforms, pension reform).

Given the country’s good portfolio performance,
it is recommended to continue the current
arrangements.
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Local currency Authorized
expenditure

Are requirements
for the Bank’s

financing of local
expenditure met?

Taxes and duties None

Are there taxes
and duties that the
Bank will not
finance?

Requirements for the Bank’s financing of local
expenditure are met:

(i) Financing needs for development exceed the
country’s public sector resources, own resources
(taxes and other revenue) and national borrowing;
and

(i) Local currency financing is not sufficient for the
Bank to contribute effectively to project financing.

The tax rates in Morocco and the level of duties
that the Bank has experienced with the various
activities that is has financed, appear reasonable.
In practice, there is no tax or duty that the Bank
cannot finance. However, the Bank will ensure for
each project that no tax is excessive.

75 African Development
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ANNEX 10: CFRA SUMMARY — 2016

he institutional framework for public
Tfinance in Morocco is well defined and
formalized through the existence of depart-
ments of the Ministry of Finance and a well-
established legal and regulatory framework.
Budget preparation is done by reference to
directives adopted at the level of the circular
and letter of orientation of the Head of
Government, inviting all authorizing officers to
draw up their three-year budget programming
proposals with objectives and performance
indicators. The sacrosanct principle of
separation of functions and responsibilities
between the authorizing officer and the public
accountant is respected. Ex-ante control
procedures carried out by State controllers
and Paymasters are clear and well-docu-
mented. The internal audit function carried
out by IGF is operational and the Constitution
provides for the independence of the Court
of Auditors.

With respect to procurement, the level of risk
related to the national system was deemed

moderate. The national public procurement
system (PPS) has withessed several qualitative
reforms during the last decade. These
reforms helped to simplify procedures,
strengthen transparency, increase efficiency,
and introduce efficient procurement methods
such as the electronic bid submission applied
with success for some time now, for some
routine procurement. This process of successive
reforms shows the willingness of national
authorities® to constantly modernize and
improve the legal and regulatory framework
of Moroccan public procurement and raise it
to international standards. Progress made in
recent years was recognized by the last PEFA
assessment, which gave the B+ score to the
procurement management indicator in 2016
against B in 2009. The existing PPS is
characterized by a hierarchically of well
codified and organized legal and regulatory
framework. It makes open competition the
mode par excellence of access to public
procurement and sets advertisement rules to
ensure wide dissemination of all business

2 The latter introduced in the July 2011 Constitution the right of access to public information and the promotion of
good governance, transparency and integrity in public procurement.
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opportunities and the results of calls for
tenders. It provides for generally acceptable
procurement procedures. The system makes
it an obligation to use bidding documents
(BD) containing predefined criteria and
comprising specifications with a relevant and
sufficiently detailed minimum content allowing
for proper bid preparation. The system
provides for a control mechanism that is
effective and efficient. It gives right of appeal
to any bidder dissatisfied with a procurement
process, before the National Public Procure-
ment Commission (CNCP), created recently.
With regard to the fight against corruption,
Morocco adopted the National Anti-Corruption
Strategy on 28 December 2015. The measures
provided by this strategy cover various
aspects of the fight against corruption,
notably the upgrading of institutional and
legal aspects, the activation of the prevention
and repression dimension, and the strength-
ening of education and awareness raising.
The document contains 239 projects and
measures listed in 10 sectors with a ten-year
implementation period.

However, there are areas that require
improvements.

Despite the strong points of the above-
mentioned public procurement system,
progress is expected on key areas such as:
(i) the autonomy and independence of CNCP,
which, for the moment, must submit its

77 African Development Bank

expressed opinions, after reviewing com-
plaints, to the Head of Government; (i) the
appointment of CNCP members to opera-
tionalize the structure; (iii) the improvement of
texts to give a binding character to decisions
made after the management of complaints by
CNCP; (iv) amendments of texts to allow the
correction of errors found in a bid evaluation
report and avoid a systematic cancellation of
the process, as envisaged in such circum-
stances; (v) the inclusion of alternative
dispute resolution in the supply and services
CCAGs being drafted.

As regards country financial management,
the following aspects deserve special
attention in relation to international good
practices: (i) the OFL’s budget documentation
for parliamentary review; (i) expenditure
arrears; (i) financial reports during the
financial year and annual financial reports;
(iv) medium-term expenditure budgeting
outlook; and (v) transfers to sub-national
governments.

Based on the above-mentioned outcomes,
Morocco’s country fiduciary risk was deemed
“Moderate”. This level of risk is fixed as such
on the assessment date. The fiduciary level
of risk could be low in the medium term,
considering the implementation of short-
term measures and medium-term reforms
provided for in OFL No. 130-13. This is
coordinated by DB/MEF.

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

The Bank’s Fiduciary Strategy in Morocco

The Bank’s Country Fiduciary Strategy in
Morocco is in line with the Bank’s Fiduciary
Management Policy. It aims at a greater use
of the country system, while contributing to
capacity building for management and
control entities and institutions to ensure
financial good governance and the effective
production of public services for citizens.
Therefore, the Bank will continue to encourage
the application of standards, rules, procedures
and international best practice in fiduciary
management for better performance of the
projects and programmes it is financing in
Morocco.

This strategy will be based on reforms
provided for in Organic Finance Law (OFL)
No. 130-13, whose objectives are to ensure
budget credibility and strengthen parliamentary
control. The credibility of the budget will focus
on the implementation of a budget that is
more readable and informed by performance
as well as a more transparent State budget
and accounts. Parliamentary control will be
more in-depth, thanks to the enrichment of
information communicated to Parliament.
Similarly, the strategy will focus on the new
PEFA diagnostic, whose results will be
approved and published by the Moroccan
Government latest end-2016. The related
action plan will provide another opportunity to
further strengthen public finance management
in Morocco.

Furthermore, taking into account the results
of the current country fiduciary risk assessment
that highlight a “moderate” level of risk,
this strategy focuses on the following
analyses.

» Recommended level of use of the
country financial management system

The Government of Morocco has taken a
strategic direction of change management
through the promulgation by Parliament on
2 June 2015 of OFL No. 130-13, whose
implementation is coordinated by DB/MEF.
This institutional and operational mechanism
is the mitigation measure for all fiduciary risks
identified by the current assessment. Each
public investment operation programmed in
the CSP will be subject to an assessment,
which will propose adequate fiduciary risk
mitigation measures specifically identified
for the said operation. In this regard, the
present CFRA will be the fiduciary risk
management framework for all Bank opera-
tions during the CSP period. This will entail
updating and adapting it to the implementation
specificities of each operation during the
CSP period.

Generally, in Morocco, the use of national
fiduciary management rules, procedures
and good practices in the design and imple-
mentation of Bank operations, is possible
due to the overall moderate level of fiduciary
country risk.
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Due to this level of risk associated with the
use of the public finance management system
in Morocco, the OPAs proposed under the
CSP will be implemented through the related
regulations in force. However, the Bank will
reserve the right to systematically ask for an
audit of financial flows and an operation
performance audit as well as propose certain
measures to mitigate the fiduciary risks
identified during ex-ante assessments.

For public investment operations financed by
the Bank in Morocco, chartered accounting
firms, within the framework of their auditing,
will continue to ensure the financial
and compliance audits of projects and
programmes implemented by EEPs. To this
end, the Bank could contribute to capacity
building for DEPP/MEF for greater application
of national accounting and audit standards
and best practice in the EEPs concerned. As
for projects and programmes institutionally
anchored in the central government and
using GID, financial and compliance audits
will be carried out by IGF whose capacity
building process could be of great interest to
the Bank. IDF audit reports will be considered
by the Bank as internal audit reports.

To support the Court of Auditors in its capacity
building process in the area of certification of
State accounts from 2020, the Bank will
monitor and supervise the implementation of
the institutional support that it established for
this purpose in July 2016.
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» Recommended level of use of the
country procurement system

Significant efforts and progress have been
made during the last decade to improve the
national procurement system. This system’s
legal and regulatory framework was subject
to a first evaluation by the Bank in 2012 to
assess the appropriateness of its use or not
within the framework of National Tenders for
goods and works financed by its resources.
This diagnosis led to the signing on 31 May
2013 of a letter of agreement between the
Bank and Morocco for the use of Moroccan
procedures for Bank-financed National
Tenders for goods and works. Since then, the
Decree instituting the public procurement
code has been revised to provide answers to
several residual weak points identified by
previous assessments. Thus, with the new
2013 decree (effective since 1 January 2014),
improvements have been recorded particu-
larly in the complaints mechanism and the
management of disputes resulting from
the execution of public contracts, with the
inclusion of alternative methods of resolving
disputes such as arbitration, and the
introduction of electronic bid submission.
Thanks to these changes and the adoption
of the new procurement policy, the Bank
carried out the preliminary assessment of the
new procurement framework in 2016, using
key indicators selected from the list provided
by OECD/DAC. Considering the findings of
this assessment that pointed to a moderate
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risk level, the use of the Moroccan public
procurement system will be envisaged for
some Bank-financed operations (including
OPAs) during the period covered by the CSP.
During the same period, the Bank will finalize
its preliminary assessment and prepare a
Procurement Development Action Plan
(PDAP), which will serve as the basis for
dialogue with the country in the area. This
strategy adopted for public procurement
aspects complies with the Bank’s new
procurement policy approved on 14 October
2015, which offers the possibility of using
the entire national system (procedures and
institutions). Its use will help to achieve
greater efficiency in the use of resources,
thanks to better ownership and rapid project
implementation.

»The Bank’s Fiduciary Management
Support

From the foregoing, the Bank’s fiduciary
management support would be directed
mainly towards the following areas:

> Capacity building for actors involved in
Three-year Budget Programming (TBP)
within the framework of a performance
and programme-based process and the
strengthening of parliamentary control;

> The implementation of State accounting
sincerity of the budget procedure built on

a new system comprising budgetary,
general and analytical accounting
through, in this case, the PCE application
and the interfacing of the tangible and
intangible asset management system
with GID;

> The development of an application for a
management information system for all
EEPs and its interfacing with GID;

> The development of the “tools (ToRs,
guide, standard report etc.) and training”
package for the standardization of the
work of IGF auditors as concerns Bank-
financed projects;

> The monitoring and supervision of its
institutional support to the Court of Auditors.

The Bank’s support for the procurement
component during the period covered by
this CSP will consist in building capacity
and assisting in the development of satis-
factory legislation. Specifically, the areas of
collaboration will focus on the following as-
pects:

> Support to the improvement of the public
procurement legal and regulatory frame-
work;

> Capacity building for actors involved in
public procurement (in various areas); and

> Support to the popularization of alternative
methods of resolving disputes resulting
from the execution of public contracts.
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» The Bank’s Support to Portfolio
Performance Management and Individual

Projects

The thrusts of this support are as follows:

81

Provide advice and technical assistance
to executing agencies for the resolution
of general or specific problems of project
and programme fiduciary management;

In close collaboration with the Programme
Officer and Project or Programme Officers,
ensure that projects and programmes

African Development Bank

submit audit reports within the timeframe
required by the Bank;

Organize fiduciary clinics and workshops
to meet the information or training needs
of project or programme executing
agencies, MEF staff and external auditors;
Take the initiative to establish harmonized
fiduciary management mechanisms in
projects and programmes co-financed
with other TFPs; and

Use the reliable arrangements of national
fiduciary management systems in executing
the Bank’s public investment operations.
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ANNEX 11: ENTITIES CONTACTED DURING THE MAY, JULY, AND
SEPTEMBER 2016 MISSIONS AND WORKSHOPS

Ministry of Economy and
Finance

Ministry of Equipment, Transport
and Logistics

Ministry of Agriculture and
Maritime Fisheries

Ministry of Health
Ministry of National Education

Ministry of Higher Education,
Staff Training and Scientific
Research

Ministry of Public Service and
Administration Modernization

Ministry of General Affairs and
Governance

Ministry of Employment and
Social Affairs

Treasury and Foreign Finance Department — Treasury
and Foreign Finance Sub-Department (DT2) in charge
of financing and external relations

Treasury and Foreign Finance Department — Treasury
and Foreign Finance Sub-Department - in charge of
the macroeconomic framework pole

Treasury and Foreign Finance Sub-Department - in
charge of the financial sector pole

Treasury and Foreign Finance Sub-Department - in
charge of the external debt pole

Public Enterprises and Privatization Department

Budget Sub-Department in charge of Coordination of
Public Project Structures and Financing

Strategy, Programming and Transport Coordination
Department

Directorate of Roads

General Directorate of Civil and Commercial Aviation
Directorate of Ports

Strategy and Statistics Department

Agricultural Development Agency

Irrigation and Agricultural Space Development
Department

Secretariat General

Secretariat General

Secretariat General

Administration Modernization Department

Governance and Cooperation Department

Secretariat General
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Ministry of Solidarity,
Women’s Affairs, the Family
and Social Development

Ministry of Vocational Training
— Vocational Training Depart-
ment

Higher Council of Education,
Training and Scientific
Research

Ministry of Foreign Affairs and
Cooperation

Ministry of Industry, Trade,
Investment and  Digital
Economy

Office of the Head of Govern-
ment

Ministry of Interior

Ministry of Energy, Mines,
Water and Environment

Bank Al Maghrib

Moroccan Agency for Logistics
Development (AMDL)

Road Financing Fund (CFR)

National Highways Company

National Airports Authority
ONDA

National Railways Authority

National Ports Agency
Central Guarantee Fund

(CCG)

National Health Insurance
Agency (ANAM)

Moroccan Capital Markets
Authority (AMMC)

JICA

European Union

UNICEF

USAID

IDB

FAO

International Cooperation Division

Secretariat General

National Assessment Department

Minister

Cooperation Division

Water and Sanitation Department (DEA)

DCC Observation & Programming Department
Electricity and Renewable Energy Department
Water Department

Banking Supervision Department
Credit Agricole

ANPME

Bourse de Casa
Casa Finance City
OCP

Masen

Maroc Export

ONEE

Moroccan Investment Development Agency (AMDI)
PROPARCO

AFD

EIB

Africab0

World Bank - IFC
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Diana Holding
Groupe Richbond
BMCE Capital
Tekecim

Best Financiere

Attijari WafaBank
AE CORPORATE FINANCE

General Confederation of
Moroccan Enterprises (CGEM)

Professional Union of Moroccan Banks (GPBM)
Moroccan Investment Capital Association (AMIC)
Red Med Finance

Jaida (Micro-finance financing fund)

Committee for Support to the Education of Rural Girls
(CSSF)

Fondation Al Baraka

Association Taghbalout

International Youth Foundation
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TGR should adopt an accruals-based accounting
system (general & analytical accounting) with the
aim of producing the Moroccan State’s balance

ANNEX 12: CONSIDERATION OF THE OUTCOMES OF THE EVOLUTION
OF BANK STRATEGIES AND PROGRAMMES IN MOROCCO, 2004-

2014

Continue support to the Moroccan Government
in its macroeconomic, financial and economic
diversification efforts for inclusive, equitable and
sustainable growth.

Support the Government in its transition to a
green economy and the development of the
agricultural sector.

Align the identification of economic and sector
work on the CSP formulation process (preparation,
mid-term review and completion) to strengthen
their relevance and strategic alignment, increase
their financing predictability and sustain their
use for purposes of policy dialogue.

Implement a capacity-building programme for
sector executing agencies, support the deve-
lopment and establishment of results-based
monitoring/evaluation systems and strengthen
the use of current national systems in the financing
of technical assistance and grant operations.

The strategy includes this approach by working
on the assumption that support to the transfor-
mation of the Moroccan economic model must
continue by: (i) speeding up industrialization and
the development of value chains, (i) while reducing
employment-related disparities. This approach
mobilizes a wide range of additional investment
instruments (sovereign/non-sovereign), budget
support and technical assistance.

Promoting the green economy is a crosscutting
theme of the approach proposed for this strategy.
In Pillar 1, sustainable industrialization will be
promoted through the development of green
energies and environmentally-friendly modes of
transport. Within Pillar 2, the agricultural sector
will be supported by ensuring that the sustainability
of water resources is assured.

During CSP formulation, the need for economic
and sector work was identified to facilitate the
search for financing and increase strategic alignment
(see presentation as Annex 4). Furthermore,
BDEV will be mobilized in this context, authorities
having recommended the continuation of sector
assessment work done by the Bank to monitor
the impact of reforms and investments.

Workshops and fiduciary clinics organized by the
Bank for the benefit of executing agencies will be
continued in order to: (a) speed up project imple-
mentation (particularly for technical assistance);
and (b) strengthen the use of national systems.
During future workshops, the establishment of
monitoring/evaluation systems will be developed.
Furthermore, collaboration could go further
during CSP implementation because it is noted
that the full adoption of the country system for
project implementation (with the use of the public
expenditure circuit) from 2020, is possible. The

Take advantage of the synergy between the
public and private windows, mark its positioning
and consider the possibility of adding a private
sector specialist to COMA’s human resources
to better establish its comparative advantage as
a “Single Bank”.

sheet and profit and loss account as from 2018,
under the new Organic Finance Law. Similarly,
the Court of Auditors will be ready for the certifi-
cation of accruals-based accounts in 2020.

The CSP aims to speed up the Bank’s support
for non-sovereign projects. The pipeline of non-
sovereign operations is presented in Annexes 2
and 3. Thus, seven non-sovereign operations
have been pre-identified. The continuation of
ongoing support for the development of PPPs
is ensured through technical assistance and
projects.

85 African Development Bank

African Development Bank 86




i

Kingdom of Morocco: Country Strategy Paper 2017- 2021

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

57

juawdojana(g [e1o0s
pue uewnH ‘@inyndLby dA :buLiopuop “ 2102
€0 PJeoq oy} 0} papwgns 8q (M Hoddns
196pnq siy] "uonesado poddns 196png e Ayl
-uapl 0} / L0g Aenuer Joy pauueld s| UoISSIW W

quawdojana( [e1o0Ss pue uewniH ‘@inynduby da
fuonezifelysnpuy pue a1njonJiseljuj 40308S
a1eALd dA :buLiojiuopy yiomawely [e2160] 8y}
ul papnjoul si pue pajedaid Buleq si uoiesado
uy /102 Ul pazi}eiouod g pinoys poddns
SIYL "SAeIul 1YVL 9y uo (i) pue Ayjioeq
Jaz||ipe ueowy 8yl uiyum () :Buiesoge|joo
J0 @ouepodwi 8y} uo pre| si siseydws [eroadg
"uelpiqy ul 910z AINF 02 UO BOLYY dOO UM
paulep ue|d uoioe ayy buipusws|dwi S| gav

yimoJr) uaalir) pue
ajewl Abiauzg 4 :buLiojuopy “senoslqo 18s
8y} analyoe 0} padjay pue pauayibusils sem
22 dOD Jo uoneziuebio sy} 0} poddns gaiv

uojnesifeLasnpul 1@ ainjonJpseul ‘enld
najoas dA : 1nns ‘4Sa np enbibo| aiped
ne 91110suUl 919 B 1@ SIN0D U9 }s8 uojjesado
91190 8p UoNoNJISUL ‘NIDD B| uenbidwi us
(9102 1) uluiwsey 1eueuaidanus,| Jnod spuo
un,p uolle|NWIO} B| JOAI}OB) BA anbueg e

uonEBZIeLIISNPU| PUB 81N1oNJiSeiiul
01095 o1BAld dA BULIONUON "/10Z-1D
80UB]SISSE [BO1UYO8] SIY) U0 Paleilul 8q [|IM
SUOISSNOSI dSD Meu 8yl JO UOIB|NULLIOS 8Y} Ul
80UBISISSY [B2IUYO8] SIY} 8PN[OUl 0} 8IN1oNJ1S
-eJju] Jo ANSIUIN SU} 10BIUOD [IIM Yueg 8yl

00200\ Ul
Buiures) [BUOIIEOOA pUB UOIBONPD
jo Bujusyibuais sy} o} poddng

pajeiajeooe
8q 1SNW 4O YIM UOIIEIOqE|[0D

22 d09 4o uonezjuehio ayy
0} poddns gqaly 10 uoneIs[@oy

(MV4VY)
awAhojdwa s,uswom poddns

0] USWIOM JO} pun} UOIBUILLILOSIP
aniisod ey} jo uonowoid/esn

aJnjonJiseljul
podsuel jo Juswdojansp ayy Jo}
S||MfS Alessa0au 8y} ulel] 01 a1udD)
uonezipJepue)s ainjonJiseiu| pue
Bujurey] e Jo uoieasd sy} Joj yoddng

0000J0|A Ul Juswdojanap
s||Ms uayibuass 01 peau oy} paziseydws
juspisaid sy ‘INFDHD yum Buiesw syy buung

ss@00.d SIy} Ul 8]0 O13Aje1eD S, gaiy
8y} pue aunynoube uedl)y WIOJSUBL} O}
Ae|d pjnoo Jaye| 8y} jey 8|oJ [ejuswepuny ay}
paziubooal saiped |[e 4O 1e Bunssw sy} Buung

22 d0D Buunp uoyjired ueouyy
ay1 JO JuUsWysI|geIse 8y} Jo} J0108s aieAld ayl
pue saijoyIne Yyum A[asojo pareioge||oo gaiy

0020J0[A Ul puny
SIY} JO Ss800NS 8y} Jo) poddns s,juspiseid
INIDD 8yl Paloljos pue M-y Peonposiul
1uspIsald 8yl ‘INIDD yum Bunssw ay) Buting

uoleNYIS 8y} SSaIppPE 01 8IIUSD UoNeZIp
-/epuels ainjonJiseliu| pue bujurel) e dojansp
0} ssaubuljim SIy pawliye pue Jo}oes siy
ul s||Is 1o »oe| 8y} paziseydws juswdinbs jo
JalsIUIN 8y} ‘Bunssiy [eusisiuiw-Isiu| 8yl buung

Bank

SN

juawdojaaa( [el20S pue uewny ‘@inynd
-UBY dA ‘yimodn) usaux) pue ayewi) “Abiauzg
dA :Burioyuop <(33NO) 2102- 1O 4o¥em jo eae
8y} Ul eusbIN pue 0320J0O|\ UsaM}Bq paziu
-e610 s| uoissiw Buueys 1sil  “(SJ10A],p 810D)
sJalIeq apeJ} uo pue (4yD) ABisus pue (pey))
ainynoube Jo ease 8yl ul suoissiw Buueys
-90ousliadxa pajabiel Jo) MIOM [[IM Yueg 8yl

ymoun) usaln
pue ayew|) ‘Abisuzg 4 :buliojiuopy ‘paipnis
Bureq Ajjuaiino ase swisiueyosw Buloueuly ay |
22 dOD Japun pajela|adde SJoM 9OUBISISSE
[eO1Uyo81 Syl Uo suoissnasiq "Buueys aousued
-X8 10} MO||e P|NOM 1Byl SOUB]SISSE [B2IUYD8}
uo 3o8jyal [IM NISYIN UM Joyieboy yueg ey}
“08f0id }epIN 8y} Jo uoijesedaid ayi Buung

Juswabeueyy abpajmouy] pue 8o2UBUIBAOL)
olWouodg dA :bBunoyuop ‘9102-vO Wwes)
A1unoo sy} 01 paplwgns sem juelb JIN vV

juswdojana [e1o0S pue uewnH ‘@in3nalby
dA fuonezijeLisnpu; pue a.njonJiselju|
4103088 81ALId dA :BuLioyuoy "pIapISU0D Buieq
S| 0000I0|\ Ul Asysnpuj-oibe jo juswdojansp
ay1 Jo} puny adAi-Alnbs e1eAud e o} poddng

yimo.ur) usair) pue
ajewln “Abisuzg dA :burioyuop "/ 102 YdIeN
Jo} pauueld s| uoissiw uoneledaid ay] -eoed
usyel aney sbuiesw Jouop-idul 1Sl 8yl
pue paiapisuod Buleqg Ajpuaiino si 108foud ay |

9103 AIN[ NI INIAISTAd @4V IHL ONIMOTIOL XHLYW NOILY €L XINNY

Beouyy
JO 1S3l 3Y} puUB 022010\ USaMIB]
Buueys aosusuadxa pue ssaiboud
uoneiBajul 8y} JO UOIIRIS|9DY

0220JO|N|
ul Aipsnpui-oube jo juswdojanap
ay1 Joj puny adA1-Alnba ajeaud
B JO uoieasd ayj Joj poddng

awweiboid Joop 8y}
10 ped se j09loid ABisug Jejos
HBPIAl 8y} JO Buioueuly pue uone|
-nwiio} 8y} poddns |Im ueg syl

papoddns
8Q 0} pey Ue|d 0OD0JOJ\ USBIH) Byl pue
awwelbo.id ABisus s,000040|\ punoJte Buleys
aouaadxa jeyl paziseydws Juspisaid 8y} pue
sJaisiul ‘Bunesiy [eusisiulw-Iaiu] 8y} buung

salbisus a|gemausl Jo Jusw
-dojaAsp 8y} J0} 92US||90Xd JO DU B 91eald
0} uonuslul sy pejedlpul Aousbe NISYIN
ayl ‘Quepisald 8yl yum Bunssw syl Buung

paj|leoal sem
Jaibue] Ul QyydyD JO 9oUsISIXe 8y} ‘1X81u0d
SIY} U] ‘uonelBejul S.eolly O}eis|90dE 0}
sassao0.d Bulurel; yeis pue Buueys sousied
-xa Buidojansp Jo aouepodwi 8y} paziubooal
sJaIsIUI ‘Bunesiy [eusisiulw-1alu] 8y} Buung

lesodoud
SIY} 0} paguosgns ain}nNolby O JSiSIUIN 8yl
'sjonpoud [einynoube jo Buisseooid sy ainsus
pue suleyo anjea dojaasp 0} puny adA1-Alinba
a1eAld e dn Buiies Jo eouepodwl 8y} pamoys
JuspISald 8y} ‘Bunasi [eusisiulw-Igiu| 8yl Buung

Buroueuly s,108(oid siyy ul jedionued o} payoljos
SeM yueg ay] "108loid }opIN 8y} :dwwelboid
Jejos JOON,, SH UIyIMm 8)is Mau e jo juswdo|
-9A8p 8y} Ajurew sapnjoul yoiym ‘ewwelboid
juswiseAul sy psajussaid Aousbe NISYIN
|y} ‘Juspisaid 8y} yum Bupesw ayy buung

88

Development

African

Bank

Development

African

87



T Kingdom of Morocco: Country Strategy Paper 2017 - 2021

ANNEX 14: MOROCCO’S PROGRESS TOWARDS ACIEVING THE MDGS

i e S i D
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Irqproved water source (% of population 75.8 79.7 82.1
with access) asirossFETozs

Net total ODA/OA per capita (current 18.7 258 386

(] S$) Mobile cellular subscriptions
(per 1000 people)

Internet users (per 1000 people) 0.0 116.1 550.0

Mobile cellular subscriptions (per 1000 11
people) :

Telephone lines (per 1000 people) 42.0 43.8 100.8

312.7  1199.7

2000
T CEL SETSPS

Last update January, 2017

Sources : ADB Statistics Department Databases;
World Bank: World Development Indicators; UNAIDS; UNSD; WHO, UNICEF, WRI, UNDP; Country Reports.
Note : n,a, : Not Applicable ; ... : Data Not Available,

7 Latest year available in the period 1990-1999;

2 | atest year available in the period 2000-2009;
3 Latest year available in the period 2010-2014.
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ANNEX 15: MOROCCAN DEBIT SUSTAINABILITY ANALYSIS

The Treasury debt reached about 63.4 % of GDP in 2015, and is expected to decline
gradually to less than 60% of GDP in the medium term, due to continued budgetary
control from 2013. Although the Treasury debt continued the upward trend started in 2010
(its ratio to GDP stood at 63.2% in 2014 against 62.3% in 2013 and 49% in 2010), it was
expected to initiate a turnaround from 2017. Thus, the debt ratio should stand at 64.4% in
2016 and 62.1% in 2019.

The last annual report of the Moroccan Central Bank (“Bank Al Maghrib”) of August
2015, the IMF report of February 2015 (on the Precautionary Liquidity Line), the debt
sustainability analysis presented in the Article IV report of February 2016 and the AfDB
analysis of December 2014 all concluded that the public debt would remain sustainable
in the medium term. The public debt sustainability analysis shows that the debt is resilient
to various shocks and vulnerabilities related to the debt level and profile, despite high gross
financing needs related mainly to existing debt refinancing. The sustainability of Morocco’s
public debt depends significantly on safeguarding macroeconomic balances and pursuing
the consolidation of public finances in addition to the implementation of the key reforms
including subsidy and pension reforms.

Furthermore, the debt structure is still favourable, given that three-quarters of the debt
stock is domestic. The domestic debt of the Treasury rose by 2.6% to stand at MAD
443.2 billion, or 47.9% of GDP (same ratio as in 2013). For its part, the external debt of
the Treasury, after recording an 8.6% increase in its outstanding amount in 2014 to MAD 141
billion representing 15.7% of GDP, dropped to 14.5% of GDP in 2015 (the public debt stood
at 34.1 % of GDP in 2015). The public debt deemed moderate, was contracted mostly from
institutional creditors at concessional conditions. The debt structure by currency shows a
predominance of the Euro, whose share increased from 77.2% to 78.8%, while the US dollar
share rose from 0.3 percentage point to 13.6%. Due to a privileged domestic debt, the impact
related to fluctuations in the real exchange rate remains limited.
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Efforts made during the last decade in terms of public finance consolidation and active
debt management (by the debt pole of the Ministry of Finance) produced concrete
results: the State continued to finance itself at relatively low rates and to extend the
maturity of the debt. The average cost of debt decreased (from 5.1% in 2010 to 4.6% in
2013 and to 4.4% in 2014) and its maturity increased (respectively from 5.7 years to 5.5 years
and to 6.5 years). At the end of February 2016, interest expense on debt rose by 61.7% to
MSD 5.3 billion compared to the end of February 2015 level. This trend is in relation to the
increase in domestic debt interest charges from 70.1% to MAD 5 billion. In contrast, interests
on the external debt fell from 11.2% to MAD 3083 million. This debt management strategy
efficiently carried out by Moroccan authorities, aims to ensure stable and sustainable financing
for the Treasury, while eventually reducing the related cost and risks, by encouraging arbitration
between domestic and external sources of financing.

In fact, Morocco saw the prospect of its sovereign rating maintained by the rating
agency, Standard & Poor’s, in April and October 2015, which also confirmed its long-
and short-term ratings in foreign exchange and local currency at “BBB - /A -3”. The
agency attributes the maintaining of this rating to the fact that Morocco resisted the unrest
that followed the international financial crisis and the Arab Spring, thanks in particular to the
constitutional reforms undertaken, increased public expenditure and the political stability
enjoyed by the Kingdom. The agency says it expects that “public finance reforms will continue,
budget and current account deficits will continue to decline and economic growth will
improve”.
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ANNEX 17: SOME CHARACTERISTICS OF THE MOROCCAN PRIVATE

SECTOR

A) Change in the Composition of the Export Basket (2016 Economic Complexity

Observatory)

1995

USD 7.14 billion
Textile
development

2005

USD 13.9 billion
Development of
electronics

2014

USD 27.8 billion
Automotive
development

B) Enterprise Transformation Process (AfDB, GoM, MCC, 2015)

Owing to lack of dynamism in the private
sector, small businesses in Morocco tend
to remain weak, and big enterprises remain
big, resulting in the “absence of a middle

95 African Development Bank

ground” (lack of medium-sized enterprises),
the private sector component that tends
to present the greatest innovation in other
countries. The transition matrix clearly shows

Kingdom of Morocco: Country Strategy Paper 2017 - 2021

that, despite low entry, the is a predominant
share of small enterprises in the economy,
because they fail to grow, and the probability
that an enterprise of less than 10 employees
will have more than 100 employees after 5
years is negligible, at only 0.4%.

Thus, even if there are few big enterprises
in Morocco, their size does not change or
ever so slightly. The rest of the economy is
made up of sub-optimum enterprises with
unproductive activities (often in the informal
sector) and characterized by low profit.

Transition Matrix Compared with the Size of Enterprises
Size 5 years after entry
Size at entry Exit 0-5 6-10 11-20 21-50 51-100 >100
0-5 37.88 38.24 16.56 5.40 1.65 0.18 0.09
6-10 30.35 14.61 36.11 13.07 5.40 0.51 0.31
11-20 29.83 4.90 15.65 28.67 16.28 3.46 1.30
21-50 28.78 1.28 4.37 11.11 33.70 14.75 6.01
51-100 29.96 1.21 0.00 2.43 8.50 33.20 27.70
>100 26.61 0.81 0.81 0.40 4.44 8.87 58.06

C) Product Space and Deve|opment of Value Chains

The figure below presents the development
of all value chains in Morocco. The luminous
points indicate the pieces of these chains,
which are now developed in Morocco. It is
noted that these chains are already well
developed in the textile sector (Zone A), that

they are still being densified in food processing,
but that important links are still lacking (Zone
B), and that they must be densified in the
chemical (Zone C) and electronics and auto-
motive (Zone D) industries. This densification
will depend on the development of SMEs.
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