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1. Introduction 

Discussions on an economic and financial program for 1990 that 
could be supported by a stand-by arrangement from the Fund were 
initiated in Rabat during the period April 21-May 3, 1990. l/ The 
discussions were concluded in Washington during the period June ll- 

19, 1990. The Moroccan representatives included Mr. Mohammed Berrada, 
Minister of Finance; Mr. Rachidi Ghazouani, Minister of Plan; 
Mr. Moulay Zahidi, Minister of Economic Affairs; Mr. Hassan Abou Ayoube, 

Minister of External Trade; Mr. Mohammed Seqat, Governor of Bank Al- 
Maghrib; Mr. Mohammed Dairi, Director of the Treasury; and other senior 
officials concerned with economic and financial matters. 

In a letter dated July 2, 1990, accompanied by a memorandum on 
economic and financial policies (Appendix I), the Government of the 
Kingdom of Morocco requests a stand-by arrangement over the period 
ending March 31, 1991, in an amount equivalent to SDR 100 million, or 
32.6 percent of the current quota of Morocco. It is proposed that 
purchases be made in four installments according to the schedule and 
under the conditions set out in Table 1. Performance criteria, 
indicative targets, and the midterm review are defined in Section IV. 
The proposed stand-by arrangement is intended to support the authori- 
ties’ economic and financial adjustment program for 1990. The 
relatively short duration of the proposed arrangement reflects the 
confluence of two factors. First, although some elements of the 1990 
program were put in place during the early months of the year, a number 
of key elements of the program were not finalized before the middle of 
the year. Second, the Moroccan authorities are in the process of defin- 
ing a comprehensive medium-term strategy that could lay the basis for a 
medium-term program. Many aspects of this strategy have already been 
fully articulated and policy actions have either been taken or will be 

taken during the second half of 1990. However, it is only toward the 
end of 1990, with the elaboration of the 1991 budget, that the whole 
strategy will be in place. Thus, the Moroccan authorities view the 1990 
program as a step that will lay the basis for a medium-term program. 

During the first half of the year, the authorities have tightened 
credit policy and taken far-reaching adjustment measures in order to 
correct the policy weaknesses that became apparent in late 1989. In 
particular, the authorities have devalued the dirham and anchored it to 
a basket of currencies of Morocco’s main trading partners. In the fis- 
cal area, a number of important fiscal structural measures were included 
in the 1990 Budget Law, notably the introduction of the General Income 

Tax and the reform of the local authorities’ tax. In addition, a 
supplementary Budget Law was enacted by Parliament in June 1990, which 

l/ The staff representatives were Mr. J.R. Artus (head-AFR), 
Mr: J.A. Clement (AFR), Mr. R. Kronenberg (ETR), Mr. A. Ouanes (FAD), 
and Ms. J. Murray (assistant-AFR). Mr. 0. Kabbaj (Alternate Executive 
Director) participated in most of the meetings. 
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Table 1. Morocco: Schedule of Purchases During Period 
oi Stand-By Arrangement, July 1990-March 1991 

Amount 

(in millions 

of SDRs) 

Scheduled availability 
date 

Conditions necessary for purchase 

24 July 31, 1990 Board approval of program. 

24 September 30, 1990 Compliance with quantitative performance 
criteria as of July 31, 1990. 

24 December 15, 1990 Compliance with quantitative pertormance 
criteria as of end-September 1990 and 
conclusion of review. 

28 February 15, 1991 Compliance with quantitative performance 
criteria as of end-December 1990. 
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included in particular the streamlining of public investment and a 
transfer of expenditure to the local authorities. These measures have 
already been accompanied by some strengthening of the balance of 
payments. However, the need to reinforce the adjustment effort remains: 
accordingly, as described in the letter of intent, the second half of 
1990 will be characterized by the implementation of a number of further 
important measures, notably, a substantial liberalization in interest 
rates that will set the basis for the abolition of the system of credit 
encadrement at the end of 1990. 

From a peak of SDR 1.1 billion in 1985, representing 306.6 percent 
of the current quota, the Fund’s holdings of Moroccan dirhams subject to 
repurchase have declined to SDR 557.1 million, representing 181.9 per- 
cent of quota, as of June 30, 1990. If the full amount available under 
the requested stand-by arrangement is purchased according to the 
proposed schedule, and taking into account scheduled repurchases, the 
Fund’s holdings of Moroccan dirhams subject to repurchase would decline 
to the equivalent of SDR 547.2 million as of March 31, 1991, represent- 
ing 178.5 percent of quota (Table 2). Except for several months in 1981 
and 1986, Morocco has remained current in servicing its obligations to 
the Fund. 

On August 30, 1988, the Fund approved a 16-month stand-by arrange- 
ment for Morocco in an amount equivalent to SDR 210 million (51 percent 
of quota on an annual basis), in support of the Government’s adjustment 
program covering the period through end-December 1989 (EBS/85/156). The 
last review of the stand-by arrangement was concluded on 
November 15, 1989 (EBS/89/207). The Last Article IV consultation was 
concluded by the Board on June 23, 1989 (EBS/89/118). Morocco ’ s 
relations with the Fund are summarized in Appendix II. 

The Fund statt conrinues co work closely with the World Bank staff 
in supervising the execution of a series of sectoral and structural 
adjustment loans to Morocco. Morocco’s relations with the World Bank 

Croup are summarized in Appendix III. 

II. Developments and Pertormance Under Previous Programs 

After a somewhat disappointing economic performance during the 
tirst half ol‘ the 19ZOs, reinforced adjustment efforts, together with an 
improvement in raintall and in the external terms of trade, enabled 
Morocco to make si,<niticanc progress during 1986-88. Notably, the 

overall budgetary deficit on a payment order basis decreased from 

9.6 percent of CDP in 1985 to 4.3 percent in 1988, and the external 
current account deficit, which was equivalent to 7.7 percent of GDP in 

1985, turned into a surplus of 0.9 percent in 1988 (Table 3). Interna- 

tional reserves increased in this period, while all external arrears 

were eliminated. Even more remarkabl y, by 1988 the inflation rate, as 

measured by the CI)P detlator, had been reduced to 3.6 percent. 
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Table 2. Morocco: Fund Position During the Period of 
the Stand-By Arrangement, 1990-91 

1990 1991 
June 30 July- Ott .- Jan.- 

Sept. Dec. March 

Transactions under tranche 
policies (net) 

Purchases 
Repurchases 

Transactions under special 
facilities l/ - 

Total net transactions 

Use of Fund credit outstanding 
(end of period) 

Under tranche policies 
Special facilities 1/ 

557.7 
543.3 

14.4 

(Tn millions of SDRs) 

20.7 -13.5 
48.0 24.0 

-27.3 -37.5 

-14.4 -- 

-3.3 
28.0 

-31.3 

6.3 -13.5 -3.3 

564.0 550.5 
564.0 550.5 

-- -- 

547.2 
547.2 

-- 

(In percent of quota) 

Use of Fund credit outstanding 
(end of period) 

Under tranche policies 
Special facilities li 

181.9 184.0 180.0 118.5 
177.2 184.0 180.0 178.5 

4.7 -- -- -- 

Source: IMF, Treasurer’s Department. 

11 Compensatory financing facility. 
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Table 3. kxucax Selected EC&C and Pirmcial Indicators, 1985-90 

1985 1986 1987 1988 1989 l99J 
Initial &.I Est. Prog. 

Pr%. rev. 
E0sl88/l54 

Production and price.3 
QP at comtant price3 

mP deflator 
consurer prices: 

Aruual average 
Fhtperiod to end-period 

External sector (in Sms) 
Exports, f.o.b. 
Inqmts, f.0.b. 
Export VJhm! 
Iqwlt WJllme 
Terns of trade (deterioration -) 
tkmdnal effectiw exchmq rate 
Real effective &arge rate 

Central gowmnt tdgrt 
Rewrue 
Total eqenditure (before debt relief) g 

Ebney and credit 
tkmstic credit 

Go=-t2/ 
koncmy 11 - 

t43ney and quasi-mxley 
Money ubcity (GDP/@) 

central gowxomnt 
Overall deficit (paymnt order basis) z/ 
Owrall deficit (cash basis) z/ 
Lhestic bnk filumcing 
Net foreign finmcirg (includi~ granta and 

debt relief) 

External an-rent a-t (excludig official 
grants) 

External debt (including 118e of IMF credit) 

External debt (including use of lMF credit) 355.1 343.1 334.7 285.3 254.5 297.8 296.6 265.5 
Lkk sewice ratio (before debt relief) 58.0 71.3 63.1 49.3 45.1 53.6 51.6 48.3 
Debt mx-vice ratio (after debt relief) 31.2 37.0 34.1 29.3 . . . 40.5 32.1 . . . 

OwrallMance of payimts 
Before dett relief 
After Qk relief 

Gross official reserves (e&period) 
In mnths of inports of goods and 

nonfactor services 
Exteml arrears 

(IIP at current prices 

6.3 8.4 -2.6 
8.b lO.0 5.0 

2.2 
5.3 

7.8 8.7 2.8 
10.0 4.6 2.4 

lo.4 4.5 
3.6 4.5 

2.3 4.0 
1.5 4.0 

3.5 
4.0 

3.3 3.1 
5.0 5.6 

3.5 
6.0 

5.0 
6.0 

0.2 -2.7 4.7 24.9 14.0 -6.6 -3.3 
-0.6 -14.3 0.5 9.0 7.8 13.6 20.1 

1.9 6.5 7.3 19.5 9.6 -14.2 -10.6 
1.1 2.5 5.7 7.6 3.1 0.8 4.1 
0.1 9.3 2.7 3.2 -0.6 -3.4 -l2.2 

-5.3 -7.4 -0.7 3.1 . . . . . . 7.9 
-6.6 -4.4 -3.3 -2.0 . . . . . . 0.2 

16.9 
19.9 
16.7 
7.2 

-0.9 

14.0 9.0 12.3 27.1 . . . 9.1 5.9 20.6 
8.8 -4.5 11.6 18.4 . . . 9.1 11.6 7.0 

E:", 

(...) 
17.7 
2.18 

ll.3 

i:,; 

2.;4 

,:::, 

(7.2) 
9.7 

2.M 

(',I:) **' 
(11.1) ::::; 

14.7 9.8 
2.08 2.05 

(In percent of Cm) 

,:::, 

(6.0) 
6.3 

2.17 

lo.4 
(10.0) 
(11.0) 

11.8 
2.00 

,:::, 
(11.5) 

9.5 
2.01 

9.6 5.4 5.1 
8.6 5.7 6.1 
3.5 3.0 1.4 

3.8 0.8 1.4 

-1.1 
104.7 

4.3 3.5 
5.6 4.6 
1.4 . . . 

2.8 . . . 

4.4 
4.9 
0.8 

2.0 
3.7 
0.4 

2.4 

5.7 
4.7 
2.0 

1.7 

-3.5 
88.0 

1.9 

-7.7 -2.3 
117.2 104.5 

0.9 0.7 -2.9 
92.9 94.8 88.7 

-1.8 
86.3 

(ANual percent dml&as, mleas othenrise indicated) 

(In percent of eqmte of good6, n&actor .services, and private transfers) 

(In ndlliam of St&) 

-1,232 -1.488 -935 -503 -160 -916 -976 -759 
-ll4 20 336 561 . . . . . . 54 

81 144 253 372 588 452 340 i-ii 

(0.2) (0.5) (O-f9 (1.1) (1.6) (1.2) (0.8) (1.4) 
224 510 378 - - - - - 

(In Mlliam of dirhals) 

129.5 154.3 157.8 lf30.5 . . . 194.3 194.3 213.1 

SOUW.23: Mtntstry of Finance; Bank Al-bhghrib; and staff estimtes. 

1/ On a paymnt-order bmis. 
T/ Gowrment credit in the proposed program has been revised to include direct credit frm Bark Al-&&lb ami special credit, 

&kh wxe previmsly incl&d in credit to th? eaaomg. HaPwr. related statistical information is only awilable starttrtg in 1986. 
3/ Before debt relief. - 



Moreover, significant strides were made on the structural side, includ- 
ing the liberalization of a large part of foreign transactions and 
domestic prices, a comprehensive reform of the fiscal system, and the 
implementation of the first phase of the reform of public enterprises. 

Despite the progress made, in 1988 the Moroccan economy was still 
suffering from severe imbalances. The fiscal and external imbalances, 
in particular, remained large. The budget deficit was financed without 
too much monetary creation only because the Government benefited from 
substantial external debt relief. Moreover, by end-1988 the stock of 
domestic arrears was still close to 4 percent of GDP. The overall 
balance of payments deficit, before debt relief, amounted to 
SDR 503 million and was financed through exceptional financing. The 
debt burden remained very heavy, with the external debt outstanding 
amounting to the equivalent of 93 percent of GDP. In addition, deep 
structural rigidities still impeded investment and growth, while the 
unemployment rate in urban centers remained above 15 percent of the 
labor force. While the overall policy performance was good during 
1986-88, there were still some weaknesses in the fiscal area, which 
contributed to the persistence of the imbalances and ri.,ldities. It is 
to be noted in particular that targeted reductions of the budgetary 
deficits set at the inception of the programs were generally not met 
fully. As a result, the needed adjustment was extended over a longer 
time period than originally envisaged. 

The year 1989 saw a continuation of the structural adjustment but a 
worsening of the policy performance in the fiscal area. Administrative 
hindrances to private investment were considerably reduced; a law 
concerning the privatization of 110 public enterprises and establish- 
ments was adopted: and most economic sectors were opened to direct 
foreign investment. At the same time, the authorities relaxed their 

budgetary stance and allowed the overall deficit on a payment order 
basis to increase to DH 11.1 billion (5.7 percent of GDP), compared with 
4.4 percent in 1988 and 4.5 percent in the program. li The deviation 
was even more striking in relation to the initial target of 3.5 per- 
cent. This development is explained both by a shortfall in revenue and 
by an excess in total expenditures. On the revenue side, the shortfall 
was due to an unexpectedly weak performance in direct and value-added 
taxes, which was exacerbated by a shortfall in import duties and the 
absence of dividend payments from the Office Cherifien des Phosphates 
(OCP). On Lhe expenditure side, higher interest payments combined with 
larger-than-anticipated subsidy payments resulted in an increase in 
current expenditure that was larger than programmed. However, the main 

cause of the slippage in expenditure was a sharp increase in investment 
expenditure late in 1989, which stemmed from a marked acceleration in 
the execution rate of the investment program. The overall budget 

1: All references to the 1989 program targets, if not otherwise 
specified, are those defined during the last review of the program 

(EBS/89/207, 10/30/89; Sup. 1, 11/14/89). 
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deficit on a cash basis was limited to 4.7 percent of GDP, down from 
5.6 percent in 1988 and the 4.9 percent programmed, only because OF an 

accumulation in domestic payments arrears (an increase of DH 2 billion 
compared with a programmed reduction of DH 1 billion). 

The budgetary problem was intensified by a large shortfall in 
nonbank domestic financing and in foreign financing, so that the net 
recourse by the Government to the banking system exceeded the programmed 
indicative target of DH 1.5 billion by nearly DH 2.5 billion. In 
addit ion, credit to the economy was higher than programmed. As a 
result, at end-December 1989 none of the indicative targets--concerning 
the budget deficit, reduction in government domestic arrears, net credit 
to the Government, and total credit--were met (Table 4). These devia- 
tions, aggravated by a trade dispute that sharply curtailed exports of 
phosphoric acid, and a deterioration in the terms of trade, led the 
external current account to shift from a small surplus in 1988 to a 
deficit of 3.5 percent in 1989, compared with the deficit of 2.9 percent 
programmed during the second review and the surplus of 0.7 percent 

envisaged initially. Consequently, gross international reserves in 
months of imports of goods and nonfactor services decreased from 1.1 in 
1988 to 0.8 in 1989 (compared with 1.2 programmed and an initial target 

of 1.6). Despite this shortfall, money supply increased by 11.8 percent 
instead of the 6.3 percent programmed. Inflation, as measured by the 
GDP deflator, accelerated to 5.3 percent compared with 3.6 percent in 
L988 and 4.0 percent programmed. The rate of economic growth was a 
disappointing 2.2 percent instead of the 3.5 percent programmed, largely 
because of the decline in the production of phosphate products as well 
as a deceleration in the growth of agricultural production after the 
record performance of 1988. 

III. The Medium-Term Framework 

1. Policies and objectives 

The 1990 adjustment program is designed as part of a comprehensive 
macroeconomic framework, which aims at strengthening substantially the 
adjustment effort, especially in the fiscal area, in order to achieve 
both balance of payments viability by 1993 and an acceleration in 
economic growth in an environment of financial stability. Economic 

growth is expected to be broadly based and to increase to an annual rate 
OF 5 percent in 1992-93, compared with an average rate of 4 percent over 

the past five years. The inflation rate, as measured by the GDP 

def Lator, is expected to decelerate to 4 percent over the same period. 
The external current account is projected to shift from a deficit of 
3.5 percent of GDP in 1990 to approxim.ate balance in 1993 and to a 
surplus subsequently . This improvement, as well as the recent agreement 

with commercial bank creditors on a comprehensive rescheduling of 
Yet-occo’ s hank debt , should ensure that halance oF payments viability is 

achirved by 1993. 
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Table 4. Kxccco: Perfomnce Criteria erd Indicative 
Targ3ts lklder the Program, 1988-89 

ma 1989 
Dec. June Sept. DC. l/ 

Actual lst Actual lst 2nd Actual La 2nd ActlR1 
reviw rwiw reviW reviw rwiW 

A. Rrforimnce criteria 

1. Bui@xy deficit (cash basis) 10,070 
2. Rf!duction in gowmnt payments arrears 2,zzl 
3. Net lmk credit to i&e-t 21 43,661 
4. Total bank credtt 79,181 

5. Ekternal lxx-rwi~ by the Cownment 

a. (Xltstandis short-term debt 31 

b. NW notlcalceesicmal borraJing 
l-l.2 years 4/ 
of tich: F3 years y 

294 
1 

6. external pymnta pendtrrg 

B. Indicative tar&ta 

1. Total gowrment revxue 41,624 
2. Inwstuentexpndltureco5itm3lts 10,630 

3. Net for&g assets of Bark Al-Maghrib 372 

Ll9 

3,050 3,036 
lwJ 1,050 

45,161 45,010 
81,861 82,676 

icl 

703 
100 

- 

22,433 

4.m 

399 

141 300 333 149 303 3al 235 

386 700 700 524 
2 100 100 2 

- 

22,162 
4,628 

237 

(In ndllima of dIrtlam) 

5.m 5.303 4,578 
5433 333 504 

45.161 45,161 43,917 
82,361 82.361 81.556 

(In mllliaks of U.S. dollars) 

(In mullam of sms) 

86 

(In lui.llfons of dirham) 

33,5(x, 33,503 .*. 
6,370 6,370 . . . 

(In ndlliam of !ms) 

6lZ 360 452 

9,610 9,610 9,162 

1,003 1,m -1,982 
45,161 45,161 48,072 
82,796 82,796 87,122 

700 700 
103 100 

- 

45,335 45,335 44,C06 
10,103 10,laJ l3,953 

842 452 354 

549 
2 

- 

SOWC~S: Technical nemoranchm of mdemtsn&iog of July 28, I988 and letter of Jrne 7, 1989. 

l/ Indicative targets. 
T/ Excludiq the cmnterprts of treamny and petal cheddr\g system &p&s. 
31 Fxcluding Kmmiti depasit. 
T/ Chhtfve aucunt of mw cudtmnts ainoe Jaruary 1, 1988. 
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The policy Framework assumes a neutral external environment. 
According to the latest projections available, the growth in non-oil 
import volumes in Morocco’s principal export markets is expected to 
decline from an average annual rate of 8.4 percent in 1986-89 to 
5.6 percent in 1990-95. However, prices of the phosphate products 
exported by Morocco are envisaged to increase by about 6 percent a year 
in terms of SDKs, which would Lead to a small improvement of about 
1 percent a year in Morocco’s external terms of trade (Table 5). Most 
of the improvement in the external position would come from the impact 
of adjustment policies. Such policies would be expected to contribute 
to: (i) a strong growth in exports of manufactured products (Largely 
through a diversification of the export base), agricultural products ant 
fish, and tourism; (ii) a sharp increase in foreign direct investment 
inflows; and (iii) sustained levels of emigrant workers’ remittances; 
and (iv) a moderation in the growth of imports, particularly consumer 
goods and certain categories of capital goods. 

To achieve their objectives, the authorities intend to implement a 
mix of policies that would include a significant strengthening in the 
budgetary stance, a restrained monetary policy, and the pursuit of an 
appropriate exchange rate policy. A key aspect of the strategy is that, 
after devaluing the dirham by 9.25 percent in foreign currency terms on 
May 2, 1990, the authorities have anchored it to a basket of currencies 
of Morocco’s major trading partners with a margin of 3 percent. 1/ With 
this new arrangement, the authorities intend to pursue monetary and 
fiscal policies that are compatible with the achievement of a rate of 
inflation that will be sufficiently low to ensure a further increase in 
the cost and price competitiveness of the Moroccan economy. FoL towing 

the recent devaluation, in May 1990 the real effective exchange rate of 
the dirham was 10.3 percent below its level in December 1989 and 
14.2 percent below its average Level in 1986, the year following the 
previous major exchange rate adjustment (Chart 1). The medium-term 
scenario presented in Table 5 envisages a further moderate gain, which 
should be achievable without change in the value of the dirham vis-a-vis 
the basket of foreign currencies. In addition, the authorities intend 
to continue to etLect major structural reforms, which could only enhance 
the nonprice dimensions of the competitiveness of the Moroccan 
economy. 

The required fiscal adjustment is quite large because the 
realization of balance of payments viability by 1993 implies that the 
Government will lose the debt relief that is still the most important 
source of financing ui the budget. Debt relief accruing to the public 
sector was equivalent to about 6 percent of GDP in 1989. To avoid an 

undue amount ot domestic monetary financing, the overall fiscal deticit 
on a payment order basis will have to be reduced to Less than 2 percent 
of GDP by 1993. Even this assumes that reforms of the financial market 

L! EBD/90/177, 6/g/90. - 
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Table 5. MOIDCCO: External Idicatnrs for tkUm-Term Scenx-ios, 19UQ-95 

Pro*cticm 
19w 1990 PI1 1992 1993 1994 1995 

External current accmt -630 
External finarCing gap 0 

External debt service ratio 1/ 51.6 - 
Wdpal 31.8 
Interest 19.8 

External debt/eqmts ratio l/ 293.5 
ITltemtim1 reserves/~rts ratio 11 0.8 

Ebpxt Lnlurre -10.6 16.7 8.5 4 .o 9.2 8.3 3.6 
Elprt volune 4.1 7.2 4.5 6.4 6.5 5.3 2.0 
Izxteml term3 of trade -12.2 -0.9 0.4 1.6 0.7 0.7 0.8 
Real OP 2.2 3.5 4.5 5.0 5.0 5.0 5.0 
mP deflator 5.3 6.0 5.0 4.0 4.0 4.0 4.0 

External current accomt -630 -372 
External finandng gap 0 1252 

Weml debt service ratio Lf 51.6 48.2 
hindpill 31.8 29.3 
Interest 19.8 18.9 

Ehtemal debt/exports ratio g 293.5 260.6 

Intemt1ona1 reserves/imp3rte ratio 11 0.8 1.4 

external tern of trade -u.2 -1.5 

Ekteml current acccmlt 
External financing gap 

-630 
0 

-34 
1223 

48.3 
29.3 
18.9 

260.3 
1.B 

-395 
I.275 

External debt servke ratio i/ 51.6 48.7 
Mdpal 31.8 29.6 
Interest 19.8 19.1 

&tend debtt/expmts ratlo l/ 293.5 263.4 - 

International reserJe.s/lmports ratio 11 0.R 1.4 

~xteml tern of trade -L2.2 -2.5 

I. Baseline scenario 

(In millions of ms) 

-2l2 -275 
676 M 

(In p-t) 

41.1 35.0 
23.2 18.0 
18 .o 16.9 

241.1 229.4 
2.0 2.6 

(Percent change) 

8 227 
- - 

31.1 
15.8 
15.4 

207.8 
2.9 

28.7 27.7 
14.8 14.7 
13.9 L3.0 

189.0 173.3 
3.4 4.0 

II. It&her petrolem price scenario 

(In mtllions of sms) 

-24 3 -310 -31 
707 444 42 

(In percent) 

41.2 35.0 31.3 
23.2 18.0 15.8 
18.0 17 .o L5.5 

261.8 230.5 209.3 

2.0 2.6 2.8 

(l--cmt c+=%-d 

0.4 1.6 0.7 

III. Iwr phcsph?.te price scel-ario 

(In !3dllims of sLR.9) 

-277 -349 -08 
740 483 101 

(In percent) 

41.6 35.4 31.7 
23.4 18.2 16.0 
lR.2 17.2 15.7 

245 .O 234.0 213.4 

2.0 2.6 2.9 

(f3aqe in percent) 

0.3 1.6 0.5 

523 
- 

183 
50 

473 
60 

28.9 27.9 
14.9 14.8 
14 .o 13.2 

190.9 175.5 

3.4 3.9 

0.8 0.8 

105 
l33 

3% 
li% 

29.4 28.6 
15.1 15.1 
14.3 L3.5 

195.7 180.9 

3.4 4 .o 

0.6 0.8 

SauCS: Ista provided by the Ehmccan authorities; mxi staff estimtes. 

11 In percent of curlrent receipts. 
T/ In percent of iq?xts of goods and nonfactor services. - 



CHART 1 

MOROCCO 

105 

100 

95 

90 

85 

80 

REAL EFFECTIVE EXCHANGE RATE INDEX, 
JANUARY 1986 TO MAY 1990 

(1986=100) 

----I 

105 

100 

95 

90 

85 

80 

SOURCES: ! if P. /n formatzan [Votice System; and sfo// estimates. 





- 11 - 

wi 11 bt: reasonable successful in enlargirng wha .t cant inues 
extremely small market tot- treasury bonds. 

to be an 

Achieving this drticit target will require long-lasting expenditure 
and revenue measures. On the expenditure side, the authorities intend 
to imptement measures aimed at enhancing their monitoring and control, 
in particular concerning the wage bi 11, the subsidies on sugar and 
vegetable oils, capital expenditure appropriations, and net transfers to 
Ihe local authorities. Subsidies on sugar and vegetable oils will be 
fully eliminated by 1993. Net transfers to the local authorities will 
be reduced progressively by a shift of expenditure, including investment 
expenditure, from rhe Central Government to the local authorities’ 
budgets . The monitoring of investment will be an important componenl of 
the medium-term strategy, with investment expenditure being redirected 
toward the social sectors (education, health, and housing) and the 
infrastructure directly needed to support private productive 
investment . To help them review their monitoring and control of 
exljendi ture, the authorities have requested technical assistance from 
the Fund. 

On the reL,enue side, given that major reforms in the tax system 
have already been implemented, efforts will focus on further increasing 
the efficiency ot‘ the present tax system. In particular, the 
authorities inLend to reduce exonerations sharply and to strengthen 
tiscal administration. The authorities intend also to revise the 
investment codes substantially, with a view to raising the elasticity 
and tax base, while rationalizing investment incentives. For their 
review of exemptions and tax administratian, rhe authorities have also 
requested Fund technical assistance. 

The reform of public enterprises will be another key element of the 
~01 icy strategy. The authorities intend, with the help of the World 
Ban k , to increase the etficiency of the Government’s portfolio. Public 
enterprises wi 11 be classified according to two principal categories, 
those that should be privatized and those thar provide a public 
serT,,i ce. Concerning the first category, the authorities are preparing a 
program of privatization for the next six years, including a precise 
timetable of action tor 1990-91. This program will be discussed with 
the Fund staff before the end of 1990. As for the second category, a 
program of restructuring will be defined with the aim of improving theit- 
management. The restructuring will take into account that these 
enterprises will no longer benefit from external debt rescheduling. 

Accordingly, the enterprises will have to conduct a major review of 

their investment program, their costs, and their :>t-iffs. 

Another important aspect of the strategy will be the reform ot 
monetary policy and of the financial sector. Morocco’s achievement of 
financial stability and relatively low inflation in recent years has 
been dur largely to the pursuit ot a tij:ht monetary policy. However , 
as xrowth in bank credit to the Government remained sizable, credit co 
the economy had LO be restrained. M 0 r e i) :, e r , LO avoid unduly high 
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Lnterest rd:~s, the authorities retied extensively on direct controls 
such as credit ceilings, interest rate controls, and selective credit 
controls. Thus, a key objective will be to use the opportunity offered 
by the programmed decline in bank financing of the Government in 1990 
and beyond to carry out a comprehensive Liberalization of the financial 
sector. In particular, the authorities intend to abolish the system of 
credit encadrement as of January 1, 1991, and thereafter to pursue a 
monetary policy based on the use of indirect instruments. They also 
intend to revise Bank Al-Maghrib’s statutes and the banking Law before 
the end of 1991 to adapt them to the new environment. 

To prepare for the reform of monetary policy, the Treasury and 
Bank Al-Maghrib agreed in June 1990 to limit the Treasury’s direct 
recourse to credit from Bank Al-Maghrib. Henceforth, most of the 
monetary financing of the Treasury will take place through the 
auctioning of treasury bills. This will allow Bank Al-Maghrib to regain 
control of reserve money and will foster the development of a real 
market for treasury bills. In addition, over the next six months most 
of the interest races will be liberalized. Interest rates on deposits 
with a maturity longer than three months will be liberalized as of 
July 1, 1990, while the medium- and long-term Lending rates will be 
freed as of October 1, 1990 and the short-term lending rates as of 
January 1, 1991. The liberalization of the short-term lending rates was 
postponed to end-1990 to allow Moroccan firms, which tend to be heavily 
dependent on bank short-term credit, to prepare themselves for the 

systemic change. Moreover, in order to avoid a situation in which some 
borrowers are asked suddenly to pay unduly high rates, the lending rates 
will not be allowed in any quarter to exceed by more than one third the 
previous quarter’s average rate of one-year treasury notes placed 
through the bidding process. While this cap is placed so high that it 
should have little iE any relevance, the authorities felt that it was 
needed as a safeguard, at least during an initial phase. 

Whereas direct controls were the main monetary instruments in the 

past, the authorities expect that, in coming years, reserve requirements 
and open market operations will play a dominant role in controlling 
liquidity in the economy as the auction market for treasury bills widens 
and a secondary market develops. The efficiency of financial interme- 
diation is expected to increase as the financial system is deepened with 
the introducrion of a greater range of instruments of varying maturi- 
ties, returns, and risks. Moreover, as regulations limiting competition 
among banks are removed, it is expected that the current wide margins 
between deposit and lending rates would narrow, and banks would 
gradually take a more active role than at present in the financing of 
private productive investment. 

The authorities are determined to continue the liberalization of 
the external sector to improve the allocation of resources. In 
particular, they intend to eliminate progressively over the medium term 
all remaining quantitative restrictions on imports with the exception of 
those necessary for the protection of public health, safety, or 
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morals. In addition, the tariff system will be reviewed to reduce the 
dispersion in nominal and effective rates of protection. Infant 
industry protection will also be rationalized. In particular, tariffs 
(up to a maximum rate of 45 percent) will be the only allowable instru- 
menL for infant industry protection, and will be limited to a maximum 
duration of three years. The authorities intend to seek changes in the 
existing legal framework to reflect these new trade policy objectives. 

In view of the heavy debt service burden, the authorities intend to 
pursue a prudent external debt management policy. In particular, they 
will strictly limit their recourse to nonconcessional financing. They 
also intend LO seek a lengthening of the maturity profile of the 
existing debt and a reducrion in interest payments through voluntary 
operations. To that end, in April 1990 Morocco and the Steering 
Committee of its commercial bank creditors reached agreement on a term 
sheet for a two-stage approach to alleviate Morocco’s commercial debt 
burden. The first stage involves a restructuring and consolidation at a 
market interesr r-ate but with Long grace periods (from seven years to 
ten years depending on the category of debt) of Morocco’s stock of 
USS3.2 billion of medium-term bank debt (including previously resched- 
uled bankers’ acceptances) incurred prior to September 9, 1983. The 
agreement also allows for the possibility of debt buy-backs. The second 
stage, which envisages interest rate reductions, would normally become 
operative upon the approval by the Fund of an extended arrangement. 

2. Medium-term scenario 

a. Baseline scenario 

The implementation of the structural and macroeconomic adjustment 
strategy described above is expected to result in improvements in 
Morocco’s external balance, consistent with the authorities’ objectives 
of raising the average annual. rate of economic growth to 5 percent by 
1992-93, maintaining a low rate of inflation, and eliminating the need 
for exceptional financing after 1992. 

The decline in the current deficit during 1990-91 (an improvement 
equivalent to 2.5 percent of GDP) would reflect improvements in the 
trade, nonfactor ser./ices, and private transfers accounts, partly offset 
by an increase in interest payments (Table 6). The recent devaluation 
of the dirham is expected to stimulate merchandise exports (notably, 
manufactured final goods and fish), nonfactor service exports (tourism 
and clothing assembly), and workers’ remittances. Export performance 
would also benefit from: (i) a reduction in import protection, which 
had raised costs of inputs and distorted patterns of production: and 
(ii) the recovery in exports of phosphate products following the 
resolution of a contract dispute with a major customer that had 
virtually halted such exports during most of 1989. Mear.while, the 

growth rate of the volume oi merchandise imports (net of the sulphur 
needed for the production of phosphate products) ..?uld decline, owing 



- 14 - 

Table 6. )ibrocco: Balance of Paylmlcs, 198695 

1986 1987 1988 1989 1990 I.991 1992 1993 1994 199s 
ET. Prog. FToJect ials 

(In mlllicm of SDRS) 

-1,299 -1,246 -1,196 -1,332 -1240 -1, -1,146 
2,598 3,038 3,432 3,772 e 4,905 5,330 
(-3.3) (16.9) (12.9) (9.9) (14.5) Cu.61 (8.7) 

-3,897 -4,284 -4,623 -5,103 -5,557 -6,093 -6,476 
cm.0 (9.9) (8.0) (10.3) (8.9) (9.7) (6.3) 

Trade balana? -93 

Eqorts, f.o.b. 2,055 
Percent dlane (-2.7) 

Imports, f.o.b. -2,964 
Rrccent clwmg.? (-14.3) 

servicg (net) -737 
TCUKisD 545 
other nonfactor servicee -363 
Factor servicw -919 

Tramfers (net) L/ 1,320 

Current accmmt talance -326 
in percent of cm (-2.3) 

-826 -558 
2.151 2,686 
(4.7) (24.9) 

-2,978 -3,244 
(0.5) (9.0) 

-623 464 

620~ 
-2% -162 
-948 -1.020 

-532 4% -441 -393 -226 65 144 
-7% 851 977 li 1.187 l,XE 1.m 
-201 -194 -237 -297 -266 -261 -173 

-1,064 -1,154 -1,181 -1,173 1,148 -1,107 -1,069 

1,199 1.400 1,425 1,450 1,475 l.sal 1,525 1,295 1,190 

(2% 
148 

(0.9) 
-344 -2l.2 -275 227 523 

(xii) (-1.0) (-1.2) (0.9) (xii) 

-targ capital -!,066 
Private imstnent 76 

-63.3 -651 
86-R 

67 

-885 -595 
C3W (854) 
(10) - 

(-1.703) (-1,!49; 
(-365) (-459) 

-346 a.5 l2 366 314 344 8 
169 151 1E ZE 75 x5 257 

- 61 - - - - - 

-5% -627 -18 3 (941) (1,017) (1,271) (l& (1,:;) (1,:) (lr’::) 
C-3 t-1 C-1 (3 - (4 - 

(-1,497) (-1,644) (-1,454) (-1,226) (-,,r,6; (-1,243) (-1,572; 

Officlal grants 14 
tillc t7mihm- ad 1~ 

term capital -1,126 
Mshenent (835) 

of bhicb: hdw (15) 
Anortizatial (-1,961) 

of dlich: tsdcs 3/ C-336) 
short-term capital &&Iing 

(-3w 

41 

-976 - 

1.031 

c-m0 C-66) 

- - 

-159 -2m -- 

- - 

- - 
- 

- - 

(-47) t-32) 
- - 

C-8) C-1) 

- 
- 
- 

91 333 - - 

- - 

- - 
- - 
- - 

- - 

571 531 - - 

- - 

- - 
- - 
- - 

337 %l - - 54 - -7% -2m -- 91 383 - - 571 531 - - 

-205 -210 
(-84) (-5% 

(-109) (-119) 
C-1 C-1 

t-m (-32) 
-l32 -351 

- - 

(Z) 
(32) 

&3; 
- 

-499 -383 
(-99) c-m 

C-400) t-274) 
t--j (-) 
C-1 (3 

- - 

- 1,223 676 408 - 

-571 -531 
(+34) c-w 

(-437) (-493) 
(-) C-1 
(-) C-1 
- - 

- - 

253 372 340 640 990 1.390 1.664 2, I51 2,644 
0.8 1.1 0.8 1.4 2.0 2.6 2.9 3.4 4.0 

-30 

-1,392 

19 

-96 
- 
- 

m - 

(2i) 
(-63) 

(1) 
C-1 
2% 

- 

lhm-anh itam: (end of period) 

lntematima1 resek-wa 144 
lnpxt cnwr 21 0.5 - 

(h percent of qrfs 0f goods, nmfactor services, and prime tramfm) 

335.0 285.4 293.5 260.3 241.1 229.4 rn7.8 189 .o 173.3 

63.1 49.3 51.6 48.3 41.1 35.0 31.1 28.7 27.7 

External debt (i.ncluding MF) 343.3 
Debt service rat10 (before 

debt relief) 71.3 

SCUK&%: t+lnisdn? dw Nmcces; Offlce &a -8; Bark AI-tlaghrib; ard staff estimtes. 

I/ Excludfllg official grants. 
T/ Intematicnal reserves, in mmths of lqmrts of & :III’ mmfactor services. 
T/ For 1991-95 the f&m reflect the irqract of the -r’. l~ticn and restructuri~ of prlncipel payrents cm the 

Gls of the 19% agreerent wltb cmmrclal t&u. 
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largely to the slowdown in the growth of government investment 
expenditure and the impact of the devaluation on imports of consumption 
goods. 

The current account deficit would increase modestly in 1992 (to 
1.2 percent of GDP, from 1.0 percent in 1991), reflecting some 
moderation in export growth and a high level of capital goods imports 
associated with two Large investment programs (the OCP’s program to 
expand capacity for fertilizer and phosphoric acid production and Royal 
Air Maroc’s fleet modernization program). In 1993, the current account 
would move into approximate balance. By this time, the OCP’s new 
capacity would begin to come onstream, while capital goods imports for 
the expansion program would begin to decline. Net factor service pay- 
ments, slated to remain nearly constant during 1991-92, would also 
decline moderately in 1993. With a continuation of these trends, the 
current account would record growing surpluses, which would reach nearly 
2 percent of GDP in 1995. 

The nonmonetary capital account would shift from a deficit of 
SDR 0.4 billion in 1990 to a surplus of SDR 0.4 billion in 1992-93 
before moving to virtual balance in 1995. These developments would be 
due principally to two factors. First, disbursements of new external 
loans would rise from SDR 1.0 billion in 1990 to SDR 1.4 billion in 
1992, reflecting the disbursement of loans to finance the OCP and Royal 
Air Maroc projects. With the subsequent completion of these projects, 
total disbursements would ease to SDR 1.1 billion in 1995. Second, 
amortization payments would decline from SDR 1.6 billion in 1990 to 
SDR 1.2 billion annually in 1992-94 before edging back to 
SDR 1.4 billion in 1995. The decline in amortization in the initial 
period reflects the impact of the debt restructuring agreement with 
commercial banks. The subsequent upturn in amortization starting in 
1994 reflects the expiration of grace periods on previous official 
reschedulings. 

These prospective developments would lead to a substantial 
improvement in Morocco’s creditworthiness. Gross official reserves, 
which amounted to less than one month of import cover (of goods and 
nonfactor services) in 1989, would rise to more than 2 l/2 months of 
cover in 1992 and four months of cover in 1995. Meanwhile, the 

financing gap would decline steadily from SDR I.2 billion in 1990 
(before any purchases under the proposed stand-by arrangement) to 
SDR 0.4 billion in 1992, and the need for exceptional financing would be 
eliminated in 1993. The debt service ratio (before rescheduling) would 
decline sharply over the period, from 51.6 percent in 1989 to 41.1 per- 
cent in 1991 and 27.7 percent in 1995 (the nearly 8 percentage point 
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drop in 1991 resulting largely from Lhe commercial bank debt restruc- 
turing package). l/ Over the same period, the stock of external debt 

would decline from the equivalent of nearly three times the level of 
exports of goods, nonfactor services, and private transfers, to well 
under two times. Debt service payments due to the Fund would decline 
from about 9.2 percent of total debt service payments in 1989 to about 
6 percent in 1992-94, taking into account purchases under the proposed 
stand-by arrangement (Table 7). 

b. Sensitivity analysis 

The medium-term outlook is sensitive to external developments. For 
example, a 5 percent decline in the prices of phosphate products 
(phosphate rock, phosphoric acid, and fertilizers) relative to the 
baseline scenario would give rise, in the absence of corrective 
pal icies, to a deterioration in the external current account equivalent 
to about 0.5 percent of GDP. In contrast to the baseline scenario, in 
which the need for exceptional financing is eliminated after 1992, the 
financing gap in this scenario (Table 5, Scenario 2) would remain at 
about SDR 100 million in 1993 and would rise thereafter. The effect of 
an increase of US$l per barrel in the price of petroleum products 
(Scenario 31, equivalent to a 5.8 percent rise in 1990 prices, would 
similarly preclude the achievement of external viability under unchanged 
policies and international revenue targets, although by a smaller amount 
than in Scenario 2. 

While the alternative scenarios described above demonstrate the 
sensitivity of the medium-term outlook to external shocks, they do not 
imp!y lhat external viability would need to be delayed beyond 1993 in 
the face of shocks of these magnitudes. Rather, the scenarios are 
intended to highlight the potential need for additional adjustment 
measures over the medium term should the external environment be less 
favorable than presently assumed. 

3. Capacity to repay the Fund 

As discussed in Section I, Morocco has incurred no overdue obliga- 
tions to the Fund in recent years, while outstanding use of Fund 
resources has been reduced substantially (Table 7). Similarly, debt 
service payments to the Fund, which reached a peak of SDR 358 million 
(11.4 percent of total debt service obligations before debt relief) in 
1986, declined to SDR 253 million (9.2 percent of debt service before 
debt relief) in 1989. 

l! The estimates presented in this report do not take account of 
eventual debt buy-backs, or interest rate reductions that could result 
from the implementation of the second stage of the recent agreement with 
commercial bank creditors. 
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Ro)ectl.n¶ 
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Indicators of Morocco’s capacity to repay the Fund are expected to 
remain strong over the medium term, provided that the Moroccan authori- 
ties successfully implement the type of medium-term strategy outlined 
above. Taking into account purchases under the proposed stand-by 
arrangement, outstanding Fund credit would decline to SDR 547 million 
(8.0 percent of goods, nonfactor services, and private transfer 
receipts) at end-March 1991. Debt service payments to the Fund would 
decline to SDR 210 million (7.0 percent of total debt service obliga- 
tions) in 1990 and further to SDR 148 million (5.8 percent of total debt 
service) by 1992 before rising again to a peak of SDK 159 million 
(6.1 percent of total debt service) in 1994, reflecting repayments on 
purchases under the proposed stand-by arrangement. Other measures of 
Morocco’s capacity to repay the Fund would show a similar pattern over 
the medium term. Thus, debt service obligations to the Fund would 
decline from a peak of 8.1 percent of goods, nonfactor services, and 
private transfer receipts in 1986 to 3.4 percent of such receipts in 
1990 and 1.8 percent in 1994. As a share of gross international 
reserves, debt service obligations to the Fund would decline from a 
record 248.5 percent in 1986 to 32.8 percent in 1990 and 7.4 percent in 

1994. Even if external developments turn out to be Less favorable than 
assumed under the baseline scenario (see Section III.2.b, below), 
Morocco’s capacity to repay the Fund should remain strong, especially 
once account is laken of the firm commitment of the authorities to 
implement appropriate correctisre policies. 

IV. The 1990 Program 

1. Introduction 

Consistent with the medium-term macroeconomic framework, the 
principal objectives for 1990 are an acceleration of economic growth 
from 2.2 percent in 1989 to 3.5 percent in 1990 and the containment of 
the inflation rate, as measured by the GDP deflator, at 6.0 percent in 

1990. Other major objectives of the program include a significant 
reduction in financial imbalances through a tightening of the fiscal 
stance and the pursuiL of a cautious monetary policy. In 1990, the 
authorities also intend to implement major structural reforms, which 
should pave the way ~0 a more competitive and efficient economy. l/ - 

The gap between domestic investment and domestic saving, in terms 

of GDP, should decrease from 4.3 percent in 1989 to 3.1 percent in 

1990. The achievement of this objective will hinge crucially on the 
reduction of the budget deficit, on a payment order basis, from 
5.7 percent of GDP in 1989 to 2.8 percent in 1990, with a rise in public 
savings equivalent to 2.6 percent of GDP. The external current account 

1/ In the attached memorandum on economic and financial policies, the 

Government has outlined the policies it intends to follow in 1990 

(Appendix I 1. 
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deficit, excluding official grants, should decrease from 3.5 percent of 
GDP in 1989 to 1.8 percent: in 1990. Taking into account the programmed 
increase in net international reserves, total domestic credit will 
increase by at most 5.2 percent (5.0 percent of broad money at the 
beginning of the year), in order to restrain monetary growth to 
9.5 percent. 

2. Fiscal policies 

The program’s key objective for 1990 is the reduction of the 
central government deficit, on a payment order basis, to 2.8 percent of 
GDP (Table 8). Total expenditures are expected to increase by 
7 percent, while total government revenues are expected to rise by 
20.6 percent. Taking into account the programmed reduction of domestic 
arrears, the deficit, on a cash basis, will be limited to DH 7.8 bil- 
lion, or 3.7 percent of GDP. The deficit will be financed through an 
expansion of net credit to the Government equal to DH 0.8 billion; 
recourse to nonbank financing for an amount of DH 2.9 billion, including 
DH 1.5 billion of transfers from public enterprises; net foreign 
financing for a negative amount of DH 4.7 billion; and expected external 
debt rescheduling (DH 8.8 billion). 

On the basis of the budgetary outturn for 1989 and taking into 
account the acceleration in the implementation rate of investment 
expenditure, the 1990 Budget Law would have resulted in an overall 
deficit estimated at DH 11.6 billion, or 5.6 percent of GDP. In 
addition, the devaluation of the dirham is estimated to have a negative 
impact on the deficit equivalent to 0.4 percent of GDP. Therefore, 
additional measures amounting to 3.2 percent of GDP have been taken to 
achieve the targeted programmed deficit of 2.8 percent of GDP, or a 
reduction of expenditure by an amount of DH 2.2 billion (1.0 percent of 
GDP), and an increase in revenue by an amount of DH 4.7 billion 
(2.2 percent of GDP). It is worth noting, however, that the 1990 Budget 
Law included the introduction of a number of important structural 
measures, notably, the General Income Tax (IGR), the reform of the urban 

tax, the reform of the local authorities’ tax, and the introduction of a 
series of measures aimed at reducing tax evasion. While these measures 
are important structurally, some of them result in a loss of revenue, 
such as the implementation of the IGR for an amount equivalent to about 
0.3 percent of GDP. 

In view of the above, the authorities have decided to Lake 
additional revenue measures. The main measures have been included in a 
supplementary Budget Law voted by Parliament in June 1990. These 
include (a) an acceleration over three years of the payment of the 
corporate income tax, which is estimated to yield DH 1.2 billion; (b) a 
fiscal amnesty (DH 1.5 billion); and (c) the effect of the implementa- 
tion of the privatization of a number of enterprises (DH 0.4 billion). 
Moreover, the authorities have taken the following measures: (a> the 
OCP will pay a dividend to the Government amounting to DH 0.6 billion; 

(b) the price of cigarettes has been increased by 11 percent and the 
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Table 8. Morocco: Financial Transactions of the Central Government, 1987-90 

(In millions of dirhams) 

1987 1988 
Actual 

1989 1990 
Prog. 

Total revenue 
Direct taxes 
Customs duties 

Indirect taxes 
Registration and stamp duties 
Monopolies 
Property income 
Other revenue 
Phosphate mining company (OCP) 
Petroleum levy 
Revenue from privatization 
Fiscal amnesty 

32,747 41,624 
7,621 8,982 
4,644 7,289 

11,363 13,406 
2,666 1,897 

475 1,264 
97 107 

1,016 1,718 
459 740 

4,406 6,221 
-- -- 
-a -- 

44,086 
10,358 
8,496 

14,882 
2,022 
1,346 

94 
1,743 

-- 
5,145 

-- 

53,150 
12,340 
10,164 
16,870 

2,280 
1,666 

200 
2,070 

600 
5,060 

400 11 
1,500 - 

Total expenditure 41,934 49,475 

Current expenditure 32,269 -rr;Tsr 
Goods and services 22,304 25,440 
Interest 9,333 11,076 

Domestic 2,987 4,175 
External 6,346 6,901 

Consumer subsidies 632 1,277 

55,230 
TTY373 
27;315 
11,792 

4,454 
7,338 
1,696 

59,100 
44,200 
29,092 
13,233 

4,900 
8,333 
1,875 

Capital expenditure 9,665 11,682 14,427 14,900 

Public savings (478) (3,831) (3,283) (8,942) 

Overall deficit (-), 
on payment order basis 

In percent of GDP 
Net change in arrears 

-9,187 -7,851 -11,144 -5,950 
(-5.8) (-4.4) (-5.7) (-2.8) 

-1,051 -2,220 1,982 -1,900 

Overall deficit on a cash basis -10,238 -10,071 -9,162 -7,850 
In percent of GDP (-6.4) (-5.6) (-4.7) (-3.7) 

Financing 10,238 10,071 9,162 
Domestic 7,480 4,996 5,767 

Banking system 2,225 2,441 3,918 
Nonbank 5,255 2,555 1,849 

Foreign financing (net) 
Net borrowings 

Drawings 
Amortizations 

Debt relief 
Interest 
Capital 

Financing gap 

2,458 5,075 
-7,438 -2,537 

5,243 7,531 
-12,681 -10,068 

9,896 7,612 
2,142 1,898 
7,754 5,714 

-- -- 

3,395 
-3,975 

6,680 
-10,655 

7,370 
945 

6,425 

7,850 
3,750 

800 
2,950 27 - 

-4,722 
-4,722 

7,662 
-12,384 

. . . 
. . . 
. . . 

8,822 21 

Sources: Ministry of Finance: and staff estimates. 

1/ Privatization of certain public enterprises. 
?/ Includes part of the expected debt relief on guaranteed debt in 1990 that will 

be-transferred to the Treasury by the public enterprises (DH 1,500 million). 
3/ Expected to be financed through debt rescheduling with offfcial creditors. - 
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payment delay from the Rkgie des Tabacs has been reduced 
(DH 0.3 billion); (c) the imports of cars have been liberalized and the 
book prices on which automobile import duties are based have been 
updated (DH 0.2 billion); (d) rents on public buildings and stamp duties 
have been increased (DH 0.3 billion). Finally, domestic taxes on 
consumption will be increased in the near future (DH 0.2 billion). 

Concerning expenditures, the authorities have also decided to take 
additional measures, which have been included in the supplementary 
Budget Law. Budgetary appropriations for investment expenditure have 
been reduced by 15 percent, or an amount equivalent to DH 2.0 billion, 
which is expected to result in a decrease in payment orders of 
DH 1.3 billion. Moreover, several categories of investment expenditure 
have been transferred to the local authorities (DH 0.6 billion). In 
addition to these measures, the authorities have decided to postpone new 
recruitment to September 1990 (DH 200 million). The authorities have 
also decided to implement measures aimed at keeping consumer subsidies 
at the level originally programmed (DH 100 million). 

The budgetary target for 1991 will be to decrease the deficit (on a 
payment order basis) by DH 1.4 billion to 2.0 percent of GDP despite 
(a) the absence of tax amnesty contributions; (b) the transfer of the 
business license tax to the local authorities; and cc> the additional 
negative impact on revenues of the full application of the ICR to all 
taxpayers. To achieve this objective, the authorities will introduce in 
the draft of 1991 Budget Law, which will be presented to Parliament in 
December 1990, a series of measures affecting both revenue and 
expenditure. In particular, in line with the medium-term strategy, the 
increase in the wage bill will be limited by the application of the 
following measures: (a) fringe benefits will be frozen at their 1990 
level; (b) the increase in base wages, with the wage drift and 
promotions taken into account, will not exceed the anticipated inflation 
rate for 1991; and (c) the restrictive recruitment policy followed in 
1990 will be strengthened. As regards the other categories of 
expenditure, the measures include the transfer of additional categories 
of expenditure to the Local governments; the quasi-stabilization, in 
nominal terms, of the categories of investments that will remain within 
the purview of the Central Government; and the Limitation of consumer 
subsidies to DH 1.4 billion. On the revenue side, the achievement of 
the fiscal target for 1991 will require specific measures, especially 
measures to strengthen tax administration and reduce tax fraud. 

3. Public enterprises 

The public enterprises have been classified according to two 
categories: those to be privatized and those to be restructured. 
Concerning the former, the Legal framework to implement their 
privatization will be adopted by the Government before end-July 1990. 
In particular, two committees will be established. The first one will 
review issues related to transfers of the enterprises to the private 
sector, and the second will assess the value of these enterprises. The 
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authorities intend to begin effecting the privatization of some enter- 
prises and establishments pertaining to different sectors of the economy 
before end-1990. For the enterprises to be restructured, a plan of 
action defined with the World Bank should be ready before the end of 

1990. The public enterprises will benefit less and less from the 
rescheduling by official creditors of their debt contracted or 
guaranteed by the Government, which will be transferred in part to the 
Treasury in 1990 (DH 1.5 billion out of the DH 4.0 billion envisaged) 
and in its entirety starting in 1991. 

4. Monetary and credit policy 

Early in 1990, the monetary authorities decided to substantially 
tighten their policy of restraint. In particular, they decided not to 
allow any growth in the credit subject to the encadrement (most 
short-term credit to the nongovernmental sector) during the first half 
of 1990. Data for the first quarter of 1990 indicate that this policy 
was implemented with firmness. Total domestic credit increased by 
1.4 percent during the first quarter of 1990, compared with 5.9 percent 
during the first quarter of 1989; during the respective quarters, net 
credit to the Government increased by 2.8 percent, compared with 
4.5 percent. Credit to the economy was virtually flat, compared with an 
increase of 3.7 percent in 1989. However, partly because of an 
accumulation of delayed external payments, net foreign assets of Bank 
Al-Maghrib increased from SDR 352 million at end-December 1989 to 
SDR 524 million at end-March 1990, while during the first quarter of 
1989 they had dropped sharply. As a result, broad money increased by 
3.8 percent in the first quarter of 1989, compared with 3.4 percent in 
1989. Preliminary data for April and May 1990 suggest that credit 
expansion will remain quite limited during the second quarter of 1990. 

Under the program for the second half of 1990, the authorities will 
continue to implement a tight credit policy, consistent with the fiscal, 
external, and inflation objectives. For 1990 as a whole, the expansion 
in domestic credit will be limited to 5.2 percent which, in view of the 
2.3 percent increase targeted for net credit to the Government, will 
permit an increase in credit to the economy of 11.5 percent (Table 9). 
It is expected that total financing for cereal crops will grow from 
DH 959 million at end-1989 to a peak of DH 1.25 billion at end-September 
1990, dropping to DH 1.00 billion at end-December 1990. Taking into 
account that credit to the public enterprises is not to exceed 
DH 500 billion, the growth of other credit to the private sector could 
reach about 10.8 percent. Owing to the payments envisaged under the tax 
amnesty and the acceleration of payments under the corporate income tax, 
this should imply relatively tight liquidity conditions. Reflecting the 
impact of the expected improvement in the net foreign assets of the 

banking system, together with the authorities’ domestic credit objec- 
tives, broad money is projected to increase by 9.5 percent in 1990, in 
line with the rate of nominal GDP growth for that year. 



- 23 - 

Table 9. Morocco: Monetary Survey, 1986-90 

1986 1987 1988 
December 

1989 1990 
Dec. 
Prog. 

Net foreign assets -4,772 
Monetary authorities -7,410 

Reserves 1,531 
Net IMF position -8,491 

Deposit money banks 2,638 

Domestic credit 
Excluding counterparts 
Net credit to the Government 

(excluding counterparts) 
Credit to the private sector 

Money and quasi-money 68,848 
Money 53,223 

Currency outside banks 18,694 
Demand deposits 34,529 

Quasi-money 15,625 
Import deposits -- 

Provisions o/a foreign exchange 1,064 
Other items, net -3,320 

Domestic credit 
Net credit to the Government 

(excluding counterparts) l/ 
Credit to the private sectorL/ 

Money and quasi-money 
Money 

Net foreign assets 5.4 3.0 3.1 1.0 4.7 
Domestic credit 12.2 8.0 9.3 10.1 5.0 

Net credit to the Government . . . 5.6 5.6 6.7 1.3 
Credit to the private sector . . . 2.4 3.6 3.4 3.6 

Money and quasi-money 15.9 9.7 14.7 11.8 9.5 
Currency outside banks 4.2 1.9 2.5 3.3 
Demand deposits 9.4 6.8 9.4 5.7 
Quasi-money 2.3 1.0 2.8 2.7 

I 

(In millions of dirhams; end of period) 

71,364 
:68,840) 

-2,679 -357 491 5,063 
-5,558 -3,583 -3,099 

2,799 4,108 3,764 
-8,357 -7,690 -6,863 

2,879 3,226 3,590 

76,861 83,856 92,602 97,402 
(73,753) (79,181) (87,119) (91,950) 

45,671 
23,169 

48,927 51,607 56,621 57,900 
24,826 27,574 30,498 33,995 

75,546 86,659 96,853 106,054 
59,212 68,192 76,024 
20,004 21,914 24,814 
39,208 46,278 51,210 
16,334 18,467 20,829 

-- -a -- 

2,209 239 -- 

-3,573 -3,399 -3,760 -3,589 

(Annual change in percent) 

11.3 7.7 9.1 10.4 5.2 

. . . 7.1 5.5 9.7 2.3 

. . . 7.2 11.1 10.6 11.5 
15.9 9.7 14.7 11.8 9.5 
17.9 11.3 15.2 11.5 

(Annual change as percent of broad money 
at the beginning of the period) 

Sources: Bank Al-Maghrib; and staff estimates. 

l/ Government credit in the proposed program has been revised to include dfrect 
crzdit from Bank Al-Maghrib and special credit which were previously Included in 
credit to the economy. However, related statistical information is only available 
starting in 1986. 
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As already mentioned, during the second half of 1990 the 
authorities intend to prepare the shift from their current policy of 
credit encadrement to a policy based on indirect instruments. In 
particular, the Treasury will rapidly lose its access to the money 
market through the issuance of notes that are rediscounted by Bank 
Al-Maghrib at a fixed rate. The outstanding amount of these notes will 
be reduced from DH 8.5 billion at end-1989 to DH 7 billion at end-June 
1990, DH 6.5 billion at end-September 1990, and DH 6 billion at 
end-1990. Thus, apart from the statutory subscriptions by commercial 
banks, most of the monetary financing of the Treasury will now have to 
go through the bidding process that is already in place but has rarely 
been used. At least initially, this reform is likely to imply a marked 
rise in the interest rate on treasury bills sold through the bidding 
process. Once they are liberalized, other interest rates are also 
likely to rise. 

5. External sector 

During the first quarter of 1990, the external position improved 
somewhat, but remained fundamentally weak. The current account deficit 

is estimated to have narrowed to SDR 131 million, compared with 
SDR 236 million in the first quarter of 1989, with much of the improve- 
ment attributable to the recovery in exports of phosphoric acid and 
fertilizers. Imports of most nonfood categories, however, continued to 
increase rapidly. Net foreign assets of the banking system increased by 
SDR 220 million. However, once account is taken of the accumulation of 
SDR 369 million l)f delayed payments and of the fact that only about 
SDR 300 million of these payments would be rescheduled under the assump- 
tions of the program, the adjusted increase in net foreign assets of the 
banking system was only about SDR 150 million. 

Although the real effective exchange rate of the dirham has 
remained relatively stable in recent years, the recent devaluation of 
the dirham was needed to achieve the targeted strengthening of Morocco’s 
external position without placing the entire burden of adjustment on 

contractionary financial policies. In particular, the devaluation was 
an important means of promoting the diversification of Morocco’s 
manufactured exports and of revitalizing growth in tourism exports, 

which has slowed in recent years. 

The program for 1990 also includes further steps to liberalize 
Morocco’s trade regime. In particular, the authorities intend to reduce 
the number of industrial products subject to quantitative restrictions 

by about one third before the end of the year, and a number of agricul- 
tural products will similarly be liberalized. In this connection, the 
authorities liberalized the importation of new and used automobiles in 
May 1990. In the area of tariff reform, the number of tariff rates will 
be reduced from 26 to 15, and a study will be conducted by end-September 
1990 to define the principles that will be used to reduce the dispersion 
and average level of effective protection. On the basis of the study, 
an action program will be adopted by year-end. Moreover, the use of 
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reference prices, which effectively result in a variable import levy by 
fixing import prices in local currency terms, will be limited to a few 
essential agricultural commodities and their major derivatives. As 
already mentioned, the authorities also intend to modify the legislative 
framework for international trade. The proposed legislative changes 
will be discussed with the Fund staff by end-September 1990. 

Consistent with the improved competitiveness and the policy of 
financial restraint, the program for 1990 envisages a narrowing in the 
external current account deficit to SDR 344 million (1.8 percent of GDP) 
from SDR 630 million (3.5 percent of GDP) in 1989. The sources for the 
improvement are expected to be broadly based. Merchandise exports, 
which declined by 3.3 percent in 1989, are projected to rise by 
16.9 percent in 1990, while growth in merchandise imports is expected to 
be reduced by nearly half, to 9.9 percent. As a result, the merchandise 
trade deficit would decline by SDR 53 million to SDR 1.25 billion. Most 
of the current account improvement is expected to come from higher 
receipts of nonfactor services and transfers. The combined surplus in 
these accounts should grow by SDR 324 million to SDR 2.06 billion. The 
only major current account component that is expected to weaken in 1990 
is the factor services account, reflecting a 16 percent increase in 
interest due on medium- and long-term public and publicly guaranteed 
debt. 

The projected improvement in the current account balance would 
result from a combination of macroeconomic and structural policies 
designed to improve the competitiveness of the economy and redress 
imbalances between savings and investment, particularly in the public 
sector. Merchandise exports should begin to benefit from the recent 
devaluation of the dirham, as well as from the resolution of a contract 
dispute with a major trading partner, which had virtually halted exports 
of phosphoric acid during the first ten months of 1989. On the import 
side, performance is expected to be positively influenced by the 
tightening of fiscal policy, which should lead to a marked deceleration 
in capital goods and consumer goods imports. Imports of petroleum 
products and vegetable oils would decelerate, owing to the high level of 

stocks at the start of the year. In contrast, imports of sulphur would 

rise sharply as a result of the recovery in exports of phosphate 
products. Among service exports, the exchange rate change should have 
the most immediate impact on tourism and remittances from Moroccan 
workers abroad. 

The deficit in the nonmonetary capital account (before 
rescheduling) is projected to widen from SDR 346 million in 1989 to 
SDR 415 million in 1990, despite record disbursements of official 
capital and grants (SDR 1.08 billion). Amortization payments to 

official creditors would rise sharply (21 percent), mainly because of 
the expiration of grace periods on the third official rescheduling 
agreement. Although inflows of foreign direct investment would decline 
from the record Level achieved in 1989, primarily reflecting policy 



- 26 - 

uncertainties during the first part of the year, direct investment 
inflows would nevertheless be greater than in any year other than 1989. 

Taking into account the programmed increase in gross international 
reserves (SDR 300 million), and repurchases from the Fund (SDR 164 mil- 
lion), a financing gap of SDR 1.22 billion would remain. This gap could 
be filled by purchases under the proposed stand-by arrangement, together 
with debt relief from official and private creditors. As already noted, 
Morocco and the Steering Committee of its commercial bank creditors 
reached agreement in April 1990 to restructure Morocco’s commercial debt 
stock. The amount of debt relief in 1990 attributable to this agreement 
is estimated at SDR 252 million. Taking into account of the 
SDR 72 million of purchases envisaged under the proposed arrangement, 
the gap to be filled by bilateral official creditors would amount to 
SDR 896 million, which is somewhat more than the amount rescheduled in 
1989. 

The program for 1990 is expected to result in an improvement in 
Morocco’s overall creditworthiness. Gross international reserves would 
increase from 0.8 month of import cover (of goods and nonfactor 
services) in 1989 to about 1.4 months of cover in 1990, and the debt 
service ratio, before debt relief, would decline lrom 51.6 percent to 
48.3 percent. Consistent with the objective of improving the debt 
service profile, the contracting and guaranteeing of new nonconcessional 
debt in the l- to 12-year maturity range and the amount of short-term 
debt are subject to limits under the program. There are no external 
payments arrears on unreschedulable external debt. The authorities 
intend to ensure that no new external payments arrears will be 
accumulated during the program period and that payments in suspense on 
pre-cutoff-date debt will be eliminated through rescheduling or cash 
payments by end-September 1990, or in accordance with terms agreed with 
creditors. 

6. Performance criteria, indicative targets, and review 

The program contains the following quantitative performance 
criteria, which have been set for end-July 1990, September 1990, and 
December 1990: (i) quarterly ceilings on the cumulative overall 
budgetary deficit on a cash basis; (ii) quarterly ceilings on the 
reduction of the Government’s domestic payments arrears: (iii) quarterly 
ceilings on net bank credit to the Government; (iv) quarterly ceilings 
on gross credit co public enterprises: (v) quarterly ceilings on total 
domestic bank credit; (vi) quarterly ceilings on outstanding public 
sector short-term debt: (vii) quarterly ceilings on new nonconcessional 
external borrowing with a maturity of 1 to 12 years contracted or 
guaranteed by the Government, with a subceiling on loans with a maturity 
of 1 year to less than 3 years; (viii> no accumulation of external 
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payments arrears; and (ix) quarterly minima for the net foreign assets 
of Bank Al-Maghrib. The quarterly ceilings on net bank credit to the 
Government, total domestic bank credit, and net foreign assets of Bank 
Al-Maghrib will be adjusted for any foreign financing to the Government 
in excess of the amounts programmed. The above performance criteria are 
defined in the technical memorandum of understanding (Appendix I) and 
shown in its attached Table 1. The standard clause on the 
intensification of exchange restrictions and multiple currency practices 
also constitutes a performance criterion. 

In addition, the program contains the following indicative 
targets: (i) quarterly targets for cumulative government revenue; 
(ii> quarterly targets for public investment expenditure commitments; 
and (iii) quarterly targets for net foreign assets of Bank Al-Maghrib. 
As with the quarterly performance criteria, the quarterly indicative 
targets have been set for end-July 1990, end-September 1990, and end- 
December 1990. Failure to observe any indicative target will entail 
consultation with the Managing Director of the Fund as to whether 
additional measures may be required to ensure adherence to the program. 

One review is scheduled with the Fund and is to be completed by 
mid-December 1990. The review, which will be combined with the 1990 
Article IV consultation, will focus on the projected 1991 Budget Law to 
be presented to Parliament in November 1990 and accompanying financial 
measures. The review will also examine the mobilization of external 
resources, including debt rescheduling, to cover remaining financing 
gaps, the further Liberalization of imports, the privatization program, 
credit and exchange rate policy, and the progress made in liberalizing 
the financial sector. The amounts, timing, and conditions of purchase 
from the Fund available to Morocco under the stand-by arrangement are 
set out in Table 1. 

V. Staff Appraisal 

From 1985 to 1988, the adjustment policies followed by the Moroccan 
authorities, as well as favorable changes in terms of trade and a return 
to normal rainfall levels, led to a significant reduction in domestic 
and external imbalances. Nonetheless, severe financial and structural 
disequilibria remained in the Moroccan economy in 1988. In particular, 
the overall balance of payments deficit (before debt relief) remained 
Large, while the deep-rooted budgetary problem was far from solved. In 
addition, despite the implementation of far-reaching measures, 
structural impediments to productive investment and growth were still 
considerable. Consequently, economic growth did not accelerate and the 
unemployment rate in urban centers remained at about 15 percent of the 
labor force. 

While further progress was achieved in 1989 in speeding up adminis- 
trative procedures in support of private investment and in preparing the 
ground for the privatization of many public enterprises and establish- 



- 28 - 

ments, the overall adjustment effort was set back by large deviations 
from the financial objectives envisaged in the program. A lack of 
prompt response to the unfavorable reversal of exogenous factors, 
aggravated by a shortfall in tax revenue and an excessive amount of 
public investment during the last few months of the year, resulted in a 
budget deficit and an external current account deficit that were much 
higher than programmed. Because of these deviations, none of the end- 
December 1989 targets concerning the budget deficit, credit, foreign 
reserves, and domestic arrears were met. 

During the first half of 1990, the Moroccan authorities have taken 
important measures to correct for the policy weaknesses that slowed down 
adjustment in the past, especially in 1989. On the basis of these 
measures, they have elaborated an economic and financial program for 
1990 that is part of a macroeconomic framework that targets the return 
to a viable balance of payments by 1993 and an acceleration in economic 
growth within a noninflationary climate. The external environment is 
envisaged to be at best neutral, so that the achievement of these 
objectives will depend crucially on the steady implementation of a mix 
of policies that include a significant strengthening in the budgetary 
policy, a restrained monetary policy, and the pursuit of an appropriate 
exchange rate policy. The success of the program will also depend on 
the authorities’ prompt and adequate response to any adverse exogenous 
factors. 

The authorities devalued the dirham in May 1990 and anchored it to 
a basket of Morocco’s main partner currencies. With this new anchor, 
the authorities intend to pursue monetary and fiscal policies compatible 
with the pursuit of a low rate of inflation so as to continue to enhance 
the competitiveness of the economy without having to depreciate the 
dirham further. While the staff supports this approach, it is obvious 
that it can succeed only if the control of public finance is suffi- 
ciently strong. In particular, it must be noted that the achievement of 
balance of payments viability also implies the elimination of excep- 
tional financing at the level of the public sector. The required 
adjustment is quite ambitious given that debt relief accruing to the 
public sector was equivalent to 6 percent of GDP in 1989. Achieving 
these targets will require long-lasting expenditure and revenue 
measures. Another essential part of the medium-term strategy will be 
the reform of public enterprises, including the privatization of many of 
them, and the broadening and deepening of the financial market. The 
authorities will also continue to open the Moroccan economy to the rest 
of the world. In particular, they fully intend to eliminate all quanti- 
tative restrictions, except for a small negative list, and to streamline 
the import tariffs. 

The program for 1990 ushers in important measures in all key 
areas. In the fiscal area, a number of structural measures, including 
the introduction of the new General Income Tax, were included in the 
1990 Budget Law. The supplementary Budget Law enacted by Parliament in 
June 1990 includes not only temporary measures such as the tax amnesty 
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but also measures having lasting effects, particularly the transfer of 
certain categories of expenditure to the local authorities, the freeze 
on current expenditure on goods and services, and the pruning of the 
public investment program. These measures should foster a reduction in 
the budgetary deficit, on a payment order basis, from 5.6 percent of GDP 
in 1989 to 2.8 percent in 1990. A strict implementation of this budget 
and the preparation of a budget for 1991 that would be consistent with a 
further reduction of the deficit to 2.0 percent of GDP, this time 
entirely on the basis of long-lasting measures, will be the sine qua non 
for the success of the program. 

The reform of monerary policy is another important element of the 
1990 program. The staff beliejles that by restoring the control of 
reserve money to Bank Al-Maghrib and by liberalizing interest rates, the 
authorities will set the basis for the broadening and deepening of the 
financial sector. In the meantime, monetary policy has been tightened 
through a strict enforcement of the credit encadrement. 

The staff considers that the proposed program represents a 
significant renewal of the adjustment effort aimed at reducing the 
structural imbalances of the Moroccan economy and achieving financial 
stability, both of which will in turn stimulate the resumption of 
adequate growth. The staff agrees with the authorities that the 1990 
program should be viewed as a step toward formulating and implementing a 
comprehensive policy strategy that could lay the basis for a medium-term 
program that would achieve balance of payments viability by 1993, while 
restoring the basis for sustained noninflationary growth. Indicators of 
Morocco’s capacity to repay the Fund are expected to remain strong over 
the medium term, especially once account is taken of the firm commitment 
of the authorities to implement appropriate corrective policies in order 
to ensure a restoration of a fully viable external position by 1993. 



- 30 - 

VI. Decisions Proposed -- 

In view of the foregoing, the following draft decisions are 
proposed for approval by the Executive Board. 

Stand-By Arrangement -- 

1. The Government of Morocco has requested a stand-by arrangement 

for the period from July --, 1990 to March 31, 1991 in an amount equiva- 

lent to SDR 100 million. 

2. The Fund approves the stand-by arrangement attached to 

EBS/90/--. 

3. The Fund waives the limitation in Article V, 

Section 3(b)(iii). 

Exchange Restrictions 

The Fund apploies the retention by Morocco of the exchange 

restrictions remaining pending the execution of rescheduling agreements 

with each official. creditor until March 31, 1991. 
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Morocco--Stand-By Arrangement 

Attached hereto is a letter, with annexed Memorandum on Economic 
and Financial Policies and Technical Memorandum of Understanding dated 
July 2, 1990, from the Minister of Finance of Morocco, requesting a 
stand-by arrangement and setting forth: 

(i) the objectives and policies that the authorities of Morocco 
intend to pursue for the period of this stand-by arrangement; 

(ii) understandings of the authorities of Morocco with the Fund 
regarding the review that will be made of progress in realizing the 
objectives of the program and of the policies and measures that the 
authorities of Morocco will pursue for the period of this stand-by 
arrangement. 

To support these objectives and policies the International Monetary 
Fund grants this stand-by arrangement in accordance with the following 
provisions: 

1. For the period from July --, 1990 to March 31, 1991, Morocco 
will have the right to make purchases from the Fund in an amount 
equivalent to SDR 100 million, subject to paragraphs 2, 3, 4, 5, and 6 
below, without further review by the Fund. 

2. (a) Purchases under this stand-by arrangement shall not, 
without the consent of the Fund, exceed the equivalent of SDR 24 million 
until September 15, 1990; the equivalent of SDR 48 million until 
November 30, 1990; and the equivalent of SDR 72 million until 
January 31, 1991; 

(b) None of the limits in (a) above shall apply to a purchase 
under this stand-by arrangement that would not increase the Fund’s 
holdings of Morocco’s currency in the credit tranches beyond 25 percent 
of quota or increase the Fund’s holdings of that currency resulting from 
purchases of borrowed resources beyond 12.5 percent of quota. 

3. Purchases under the stand-by arrangement shall be made from 
ordinary resources. 

4. Morocco will not make purchases under this stand-by 
arrangement that would increase the Fund’s holdings of Morocco’s 
currency in the credit tranches beyond 25 percent of quota or increase 
the Fund’s holdings of that currency resulting from purchases of 
borrowed resources beyond 12.5 percent of quota: 

(a) during any period in which the data at the end of the 
preceding period indicate that 

(i) the limit on the cumulative budgetary deficit; or 
(ii) the limit on the net reduction in the Government’s 

domestic payments arrears; or 
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(iii) the limit on net bank credit to Government; or 
(iv) the limit on bank credit to public enterprises: or 

(VI the limit on total bank credit: or 
(vi) the Limit on outstanding short-term external debt of 

the public sector: or 
(vii) the limits on new nonconcessional external borrowing 

contracted or guaranteed by the Government: or 
(viii > the limit on external payments arrears; or 

(ix) the increase in net external reserves of Bank Al- 
Maghr i b 

set forth in paragraphs 2 through 8 and Table 1 of the Technical 
Memorandum of Understanding annexed to the attached Letter, have not 
been observed; or 

(b) after October 31, 1990 until the review, contemplated in 
paragraph 3 of the attached letter and in paragraph 12 of the 
Technical Memorandum of Understanding annexed to the attached 
letter have been completed and suitable performance criteria 
have been established during the first review, or, after such 
performance criteria have been established, while they are not- 
being observed; or 

(c) during the entire period of this stand-by arrangement, if 
Morocco 

(i 1 imposes or intensifies restrictions on payments and 
transfers for current international transactions, 
or 

(ii) introduces or modifies multiple currency practices, 
or 

(iii) concludes bilateral payments agreements that are 
inconsistent with Article VIII, or 

(iv) imposes or intensifies import restrictions for 
balance of payments reasons. 

When Morocco is prevented from purchasing under this stand-by 
arrangement because of this paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Morocco and 
understandings have been reached regarding the circumstances in which 
such purchases can be resumed. 

5. Morocco will not make purchases under this stand-by 
arrangement during any period of the arrangement in which Morocco has an 
overdue financial obligation to the Fund or is failing to meet a 
repurchase expectation pursuant to the Guidelines on Corrective Action 
in respect of a noncomplying purchase. 

6. Morocco’s right to engage in the transactions covered by this 
stand-by arrangement can be suspended only with respect to requests 
received by the Fund atter (a) a formal ineligibility, or (b) a decision 
of the Executive Board LO suspend transactions, either generally or in 
order to consider a proposal, made by an Executive Director or the 
Managing Director, formally to suppress or to limit the eligibility of 



Morocco. When notice 0 f a decision of formal ineligibil ity or of a 
decision to consider a proposal is given pursuant to this paragraph 6, 
purchases under this arrangement will be resumed only after consultation 
has taken place between the Fund and Morocco and understandings have 
been reached regarding the circumstances in which such purchases can be 
resumed. 

- 33 - APPENDIX I 

7. Purchases under this stand-by arrangement shall be made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made in SDRs if, on the request of 
Morocco, the Fund agrees to provide them at the time of the purchase. 

8. The value date of a purchase under this stand-by arrangement 
involving borrowed resources will be determined in accordance with 
Rule G-4(b) of the Fund’s Rules and Regulations. Morocco will consult 
the Fund on the timing of purchases involving borrowed resources in 
accordance with Rule C-4(d). 

9. Morocco shall pay a charge for this arrangement in accordance 
with the decisions of the Fund. 

10. (a) Morocco shall repurchase the outstanding amount of its 
currency that results from a purchase under this stand-by arrangement, 
in accordance with the provisions of the Articles of Agreement and 
decisions of the Fund, including those relating to repurchase as 
Morocco’s balance of payments and reserve position improves. 

(b) Any reductions in Morocco’s currency held by the Fund 
shall reduce the amounts subject to repurchase under (a) above in 
accordance with the principles applied by the Fund for this purchase at 
the time of the reduction. 

(c) The value date of a repurchase in respect of a purchase 
financed with borrowed resources under this stand-by arrangement will 
normally be either the 6th day or the 22nd day of the month, or the next 
business day if the selected day is not a business day, provided that 
repurchase will be completed not later than seven years from the date of 
purchase. 

11. During the period of the stand-by arrangement, Morocco shall 
remain in close consultation with the Fund. These consultations may 
include correspondence and visits of officials of the Fund to Morocco or 
of representatives of Morocco to the Fund. Morocco shall provide the 
Fund, through reports at intervals or dates requested by the Fund, with 
such information as the Fund requests in connection with the progress of 
Morocco in achieving the objectives and policies set forth in the 
attached letter and its annexed memoranda. 

12. In accordance with paragraph 5 of the attached letter of 
July 2, 1990, Morocco will consult the Fund on the adoption of any 
measures that may be appropriate, at the initiative of the Government or 
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whenever the Managing Director requests consultation because any ot the 
criteria in paragraph 4 above have not been observed or because he 
considers that consultation on the program is desirable. In addition, 
after the period of the arrangement and while Morocco has ouLstanding 
purchases in the upper credit tranches, the Government wi I L consult with 
the Fund from time to time, at the initiative of the Government or at 
the request of the Managing Director, concerning Morocco’s balance of 
payments policies. 
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Rabat, July 2, 1990 

Mr. Michel Camdessus 
Managing Director 
International Monetary Fund 
Washington, D.C. 20431 

Dear Mr. Camdessus: 

1. Attached please find a memorandum describing the economic and 
financial policies that the Government of the Kingdom of Morocco plans 
to implement during 1990. This program should provide Morocco with a 
sound foundation for devising a medium-term strategy for restoring 
viability to its balance of payments as of 1993, while keeping inflation 
down and achieving lasting growth commensurate with Morocco’s poten- 
tial. The program accordingly entails designing and implementing far- 
reaching structural measures in the areas of foreign trade, the 
financial system, public enterprises, and government finance, as well as 
decisive action in the area of demand management and support for 
activities with the potential to improve Morocco’s balance of payments. 

2. In furtherance of these goals and policies, the Government of the 
Kingdom of Morocco is seeking support from the International Monetary 
Fund under a stand-by arrangement in an amount equivalent to 
SDR 100 million over a nine-month period. 

3. Working in concert with the Fund, the Government of the Kingdom of 
Morocco will closely monitor the progress made in achieving the program 
targets and in implementing the chosen policies and measures. In 
particular, a review of the program will be complt:ed prior to 
December 15, 1990. The review will be devoted to an examination of 
program execution for 1990. It will also focus on the 1991 budget 
proposal as submitted to Parliament: the financial policies associated 
with the budget; the progress achieved in mobilizing external assis- 
tance, including the rescheduling of debt service; and developments with 
regard to the privatization program and the liberalization of imports. 
The review will also touch upon credit policy, exchange rate policy, and 
progress with the reform of the financial system. 

4. In support of its adjustment effort and to help achieve its targets 
for economic growth and for improving the external debt profile, the 
Government of the Kingdom of Morocco is also seeking the support of the 
International Monetary Fund and the World Bank to enable it to mobilize 
the needed financial assistance. 
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5. In connection with the policies and objectives of this program, the 
Government does not intend to impose new or intensify existing restric- 
tions on payments and transfers for current international transactions, 
introduce or modify any multiple currency practices, conclude any 
bilateral payments agreements chat are inconsistent with Article VIII of 
the Fund’s Articles of Agreement, or impose new or intensify existing 
import restrictions for balance of payments reasons. 

6. While the Government believes that the policies and measures set 
forth in the attached memorandum should make it possible to achieve the 
program targets, it will also take any additional action that may prove 
necessary. It will consult the Fund throughout the period of the 
stand-by arrangement on the adoption of any measures that may be appro- 
priate, in accordance with Fund practice in this area. 

Sincerely yours, 

Mohamed Berrada 
Minister of Finance 

Attachment 
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Memorandum on Economic and Financial Policy 

I. Introduction 

1. From 1985 to 1988, the adjustment and restructuring policy 
followed by the Government of the Kingdom of Morocco, as well as a 
favorable change in the terms of trade and a return to normal rainfall 
levels, made it possible for the Moroccan economy to make satisfactory 
progress toward reducing domestic and external imbalances. Accordingly, 
the execution of the general budget resulted in a decrease in the 
deficit, on a payment order basis, from 9.6 perter,: of GDP in 1985 to 
4.3 percent in 1988, and the external current account, which recorded a 
deficit of 7.7 percent of GDP in 1985, improved considerably and yielded 
a surplus equivalent to 0.9 percent of GDP in 1988. External arrears, 
which amounted to SDR 483 million at end-1986, were eliminated in their 
entirety while domestic arrears were appreciably reduced. There was 
also a remarkable reduction in the inflation rate, as measured by the 
GDP deflator, which did not exceed 3.6 percent in 1988. In addition, 
substantial progress was achieved in the structural area, in particular 
with the libetalization of a sizable proportion of external transactions 
and of domestic prices, a far-reaching reform of the tax system, and the 
first phase of the reform of public enterprises. Despite these positive 
developments, economic growth did not exceed 4 percent on average, while 
urban unemployment remained at about 14 percent of the labor force. 

2. During 1989, and within the framework of the High Directives 
contained in the Royal Letter addressed to the Prime Minister, signifi- 
cant progress was made as regards the simplification of administrative 
procedures and the acceleration of investment. In addition, a law on 
the privatization of more than 110 public enterprises and establishments 
was adopted, and the decree subjecting some sectors to Marocanisation 
was abrogated. The application of these measures was followed by a 
far-reaching publicity campaign and had a very favorable impact at the 
level of economic agents, with the result that industrial investments 
authorized to benefit from the incentives envisaged in the investment 
codes increased by about 40 percent in 1989. However, GDP growth was 
only 2.2 percent, against growth of 10.4 percent in 1988, principally 
owing to the downswing in the production of phosphate products but also 
to a less favorable crop year than the bumper harvest of 1988. The 
increase in prices, as measured by the GDP deflator, accelerated to 
5.3 percent, partly because of the increases in the minimum wage and 
civil service salaries. 

3. Developments as regards financial balances were much less 
satistactory, however, because of the unfavorable reversal 01 certain 
exogenous factors with the increases in the prices of petroleum and 
imported foodstutts, a rise in interest rates, and the slackening of 
demand for phosphate products, but also because of deviations from the 
objectives concerning the central government budget and monetary 
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policy. Thus, general budget execution for 1989 resulted in a deficit, 
on a payment order basis, equivalent to 5.7 percent of GDP instead of 
the initial program objective of 3.5 percent. The main causes of this 
overrun were a revenue shortfall attributable in part to exogenous 
factors and to a substantial increase in the investment implementation 
rate. The magnitude of this deficit, as well as a lower-than-expected 
level of domestic nonbank financing, resulted in an increase in domestic 
arrears in an amount of about DH 2 billion compared with a programmed 
reduction of DH 1 billion. In addition, coverage of the Treasury’s 
financing requirement resulted in recourse to bank financing well in 
excess of programmed levels. This was compounded by an increase in 
credit to the economy that was greater than projected despite the 
measures taken during the year. This development intensified the 
pressures on the external accounts. Accordingly, the trade deficit, 
which amounted to SDR 560 million in 1988, worsened to SDR 1.3 billion 
in 1989 under the combined impact of a slowdown in exports, attributable 
in particular to the slump in sales of phosphoric acid, which by itself 
caused a net shortfall of almost SDR 290 million (the equivalent of 
1.5 percent of GDP), and the strong rise in imports, in particular of 
semifinished goods and capital goods. Taking into account the modest 
rise in tourism receipts and transfers from Moroccan expatriate workers, 
the current account of the balance of payments, before rescheduling, 
shifted from a surplus position in 1988 to a deficit equivalent to 
3.5 percent of GDP in 1989, compared with an initially programmed 
surplus of 0.7 percent. These factors taken together resulted in a 
slight decline in foreign exchange reserves, which represented only 
0.8 month’s imports of goods and nonfactor services at end-1989 against 
1.1 months at end-1988. Despite this decline, the increase in the money 
supply was 2 percentage points higher than the rate indicated in the 
initial program. 

II. Medium-Term Objectives and Policies 

4. The major objectives of the economic and financial program for 
1990 are part of a macroeconomic framework that targets the return to a 
viable balance of payments by 1993 and an acceleration in economic 
growth within a noninflationary climate in accordance with the 1988-92 
Plan. To achieve these objectives, the program will include policies 
and measures aimed at increasing domestic savings, making the economy 
more competitive, further promoting the takeoff of the private sector, 
and streamlining the public sector. Improved investment productivity 
will continue to be sought through the greater Liberalization of exter- 
nal transactions, the modernization of the financial sector, the 
continued reform of public enterprises, including the implementation of 
the privatization program, and the enhanced programming and monitoring 
of the Central Government’s investments. Quantitative restrictions on 
credit will be lifted, while interest rates will continue gradually to 
be deregulated. The implementation of the liberalization program, in 
conjunction with the modernization of the financial system and the 
development of a more competitive banking system, should stimulate 
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savings and productive investment. Within this framework, an appro- 
priate fiscal policy will be pursued, with greater rationalization of 
the tax system and improvements in the structure, monitoring, and 
control of public expenditure. Furthermore, the conduct of monetary 
policy will be aimed at maintaining a low rate of inflation, which 
should make it possible to keep the exchange rate stable while 
facilitating further opening of the Moroccan economy. 

5. Despite the stagnation anticipated in the agricultural sector, 
the rate of growth of the economy should increase from 2.2 percent in 
1989 to 3.5 percent in 1990 because of a recovery in the secondary 
sector, in particular in the sector of phosphates and phosphate 
derivatives. Subsequently, this growth should accelerate and affect all 
sectors of the economy, reaching 4.5 percent in 1991 and 5 percent in 
1992-93 under the impact of the adjustment and restructuring policies, 
which are already leading to a perceptible increase in private invest- 
ment. The inflation rate, as measured by the GDP deflator, should be 
contained at 6 percent in 1990, despite the May 1990 adjustment in the 
exchange rate, and decline to 5.0 percent in 1991 and 4.0 percent in 
1992-93, reflecting the combined impact of the structural measures and 
the pursuit of cautious monetary and fiscal policies. Notwithstanding a 
virtual stagnation of the terms of trade, the external current account 
should improve significantly, while the need for exceptional financing 
should disappear in 1993. Foreign exchange reserves should increase 
significantly, rising to the equivalent of three months’ imports of 
goods and nonfactor services by end-1993. Moreover, in order to 
decrease the external debt burden and to improve the debt structure, the 
authorities will continue to limit nonconcessional external borrowing 
contracted or guaranteed by the Government. The Government of the 
Kingdom of Morocco is fully aware of the fact that the success of this 
medium-term program is in large measure contingent on the control of 
government finance through the early introduction of far-reaching 
structural measures affecting both expenditure and revenue, as well as 
on an accelerated introduction of the structural reforms. In 
particular, the budget deficit, on a payment order basis, will have to 
be reduced considerably in order to minimize recourse to the banking 
system, if only to facilitate the conduct of a cautious monetary policy 
based upon indirect instruments. 

6. This medium-term fiscal policy will be in conformity with the 
objective of a viable balance of payments by 1993, which entails the 
elimination of exceptional financing (including financing in the form of 
debt rescheduling) borh for the budget and for the public enterprises. 
Achievement of this objective calls for the immediate implementation of 
structural measures aimed at restoring and strengthening the financial 
position of the public sector, including a significant effort to 
mobilize nonbank financing within the framework of an expanded financial 
market. The adjustment required is quite considerable, as in 1989 
external debt relief was still equivalent to 5.8 percent of GDP. 



tives, 7. To achieve these objet the authorities wi 11 introduce 
better expenditure monitoring and control. In particular, the public 
expenditure policy will have three main foci: (a) personnel expendi- 
ture; (b) p rice supports: and (c) investment expenditure. As regards 
the wage policy, the 1991-93 objective is to limit growth in the wage 
bill in nominal terms while improving productivity and the system of 
incentives in the public sector. To do this, it will be necessary to 
freeze fringe benefits in nominal terms at the 1990 level and to prevent 
increases in base salaries from exceeding the rate of inflation. In 
addition, the authorities intend to pursue an extremely cautious 
recruitment pol icy. As regards price supports, the authorities intend 
to reduce the subsidies on sugar and vegetable oils gradually, and 
ultimately to eliminate them in 1993. Accordingly, the retail prices of 
these products will be adjusted each year, taking into account changes 
in international market prices and the progress achieved in the restruc- 
turing of these two sectors. Finally, as regards domestic flour, the 
authorities will improve the existing system, in particular with respect 
to distribution. The medium-term public investment policy will address 
the following issues: (a) definition of an overall ceiling (exclusive 
of transfers to the local governments of certain categories of 
expenditure) consistent with the medium-term objectives of the program, 
including that of reducing the budget deficit; (b) reorientation of 
investment toward the social sectors (education, health, housing) and 
the infrastructure required for supporting the development of the 
private sector; and (c) an increase in local government participation in 
the investment effort, through the transfer of new categories of 
expenditure. 
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8. As regards revenues, the major tax reforms have already been 
put in place. Nevertheless, the authorities are of the opinion that 
there are still a number of structural measures to be taken in order to 
increase tax elasticity and broaden the tax base, in particular by 
improving the efficiency of the tax system and its yield. In 
particular, the authorities plan to reduce exemptions substantially and 
to strengthen tax administration. 

9. The major objective of the reforms undertaken with respect to 
the public enterprises is to achieve sound and efficient management of 
the Central Government’s portfolio, including the implementation of a 
privatization plan. In an inventory of the Centrcl Government’s 
holdings, the public enterprises have been classified into two major 
categories: those for which central government divestment over time is 
appropriate, and those that carry out essential public services. For 
the first group, the ongoing privatization program constitutes a 
fundamental point of departure. For the others, and with assistance 
from the staff of the World Bank in the context of the second Public 
Enterprise Rationalization Loan, a restructuring program will be drawn 
up and introduced to improve their management. This program will take 
into account the fact that these enterprises will no longer benefit from 
the rescheduling of their external debt service. In the medium term, 
enterprises experiencing difficulties should no longer receive any 
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transfers from the Central Government. In addition, the contribution of 
other enterprises to the Central Government budget will be reviewed. 
Accordingly, the public enterprises will be called upon to review their 
management, their investment plans, and their rate schedules. 

10. The Governmenl is aware of the essential role that the private 
sector ought to play in the achievement of the economic growth objective 
and it intends to pursue its efforts to improve the economic and 
financial environment ior private and foreign investment. In this 
context and in implementing his Highness’ Royal Directives, which aim at 
simplifying administrative procedures for investment, the Parliament has 
adopted in June 1990 a law defining a maximum delay of 60 days for the 
administration to respond to any administrative requests related to 
investment. Moreover, the Government intends to review all the 
investment codes with the view to rationalizing the incentive system. 
To that end, an interministerial commission will be created at the level 
of the Prime Minister by July 1990. This commission will present its 
recommendations before the end of 1990. 

11. The Government of the Kingdom of Morocco will take all 
necessary steps to successfully conclude the privatization of over 110 
enterprises and establishments identified in the law of April 11, 

1990. By mid-July 1990, the Government will approve the decrees related 
to the implementation of this law; these decrees in particular will 
specify the organization of the commission in charge of the transfers of 
properties, define the composition and organization of the commission in 
charge of the valuation of the properties, and set up the mechanisms to 
effect the transfers. In addition, a privatization program for the next 
six years, which will include a detailed timetable for 1990-1991 is now 
being prepared. The draft of this program will be discussed with Fund 
staff during 1990. The authorities intend to privatize a number of 
large enterprises and establishments in various sectors of activity 
before end-1990. 

12. Another key aspect of the medium-term strategy will be the 
modernization of the Moroccan financial system. The first stage will be 
the Lifting of the credit encadrement as of January 1, 1991 and the 
development of a monetary policy based on the use of indirect control 
instruments. During 1990, the authorities propose to introduce the 
instruments necessary for the pursuit of this new policy. In 
particular, while the regulations limiting the recourse of the Treasury 
to credit from Bank Al-MaRhrib under the form of conventional advances, 
statutory advances, and the rediscounting of customs bills and surety 
bills will remain unchanged during the program period, the Treasury will 
reduce its recourse to the money market through the issuance of notes 
that are rediscounted by Bank Al-Maghrib at a fixed rate. The 
outstanding amount of these notes will be reduced from DH 8.5 billion at 
end-1989 to DH 7 billion at end-June 1990, DH 6.5 billion at 
end-September 1990, and DH 6 bi I lion at end-1990. Apart from the 
statutory subscriptions by commercial banks, Treasury financing beyond 
these limits will be through a bidding process. However, in cases where 
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for a Limited period conditions in the money market do not allow the 
Treasury to satisfy its needs, the Treasury will be allowed on an 
exceptional basis to have recourse to advances from the central bank 
under an agreement that will be concluded with this institution before 
end-June 1990. These special advances will not be allowed to accumulate 
beyond an aggregate amount of DH 500 million and will be reimbursed 
within a maximum period of three weeks. In addition, in order to adapt 
them to the new environment, proposals for revisions in the banking law 
of 1967 and the Charter of the Bank Al-Maghrib will be prepared and 
submitted to the Government by end-1991. During the program, Treasury 
notes will progressively be made available to a greater number of 
economic transactors, inter alia nonbank economic agents, which will 
thus be able to engage in arbitrage activities between different types 
of investments. The monetary authorities will strengthen prudential 
regulations related to credit and bank administration by end-1990. In 
particular, the coefficient limiting the exposure per customer will be 
revised and appropriate ratios Limiting the risks resulting from cash 
loans and signature Loans in function of the banks’ own funds will be 
instituted. Moreover, in the context of the credit dksencadrement, the 
interest rates on both credit and debit sides will be freed. Thus, the 
rates on banking deposits above three months will be freed as of July 1, 
1990. The rates on loans extended by banks and specialized financial 
institutions will be freed as OF October 1, 1990 for the medium and Long 
term and as of January 1, 1991 for the short term. However, in any 
quarter the Lending rates will not be allowed to exceed by more than one 
third the average rate for Treasury notes with a maturity of one year 
that were placed through the bidding process during the previous 
quarter. This average rate will be communicated to the banks and the 
specialized financial institutions by Bank Al-Maghrib. All of these 
measures will be announced in the meeting of the Comitk du Crkdit et du 
March& Financier, which will be held at the end of June 1990. 

13. In order to improve the competitiveness of the Moroccan 
economy and to strengthen the objective of financial stabilization, the 
Government of the Kingdom of Morocco devalued the dirham by 9.25 percent 
(in foreign currency terms) on May 2, 1990 and decided that henceforth 
the dirham would be pegged to a basket of currencies reflecting the 
relative importance of Morocco’s trading partners, with a band of 
fluctuation. This basket pegging implies that Morocco will pursue mone- 
tary and fiscal policies that are compatible with the objective of 
maintaining an inflation rate that is sufficiently low to ensure the 
competitiveness of the Moroccan economy. In any event, the objective of 
the economic policy, including in the exchange rate area, will continue 
to be the achievement of a viable balance of payments by 1993. 

14. The authorities intend LO accelerate the Liberalization of 
foreign trade with a view to increasing competition in the economy, 
allowing for the free play of market tortes so as to achieve improved 

resource allocation. Hence, Lhe authorities have decided to gradually 

abolish quantitative import reslrictions. In a first stage, imports ot 

new and used automobiles were liberali::ed in May 1990. Accordingly, and 



fol lowing publica tion of the general imports program scheduled for 
July 1990, about one third of the industrial products on List B 

(products subject to restrictions) will be moved to List A (unrestricted 
products). In addition, the authorities intend to transfer a number of 
agricultural products to List A by end-1990 as envisaged in the adjust- 
ment program for the agricultural sector supportea by the World Bank. 
If necessary, some of the products thus deregulated will be temporarily 
subject to a tariff rate that is higher than the rate normally corres- 
ponding to their customs nomenclature, up to a maximum rate of 45 per- 
cent. The tariff will then be reduced to the normal rate over a period 
of three years. In addition, the Government of the Kingdom of Morocco 
intends by end-June 1990 to reduce the number of customs nomenclatures 
from 26 to 15. Furthermore, a study will be conducted by end-September 
1990 to define the principles that will be used to reduce the spread 
among the various tariff rates and to lower the overall effective 
protection, while ensuring that these measures are revenue neutral. On 

the basis of this study, an action program will be prepared and adopted 
by end-1990. The system of reference prices will be limited to a few 
essential agricultural commodities and their major derivatives, and the 
reference prices themselves will be reviewed annually to ensure the 
gradual reduction of protection rates. Antidumping duties and 
countervailing duties will be applied only to provide compensation in 
the event of dumping or subsidization in conformity with the rules and 
disciplines of the GATT. Within the framework of this new policy, and 
except as regards a list of imports prohibited on the grounds of 
security, health, and public morality, the authorities will no longer 
have recourse to quantitative restrictions. In the case of infant 

industries, the authorities envisage the application, if necessary, only 
of a tariff which may not exceed 45 percent and which would be gradually 
reduced to the normal rate over a period of three years. The authori- 
ties intend to modify the legislative framework in order to reflect this 
new policy. The draft legal provisions corresponding to the above 

changes will be discussed with the Fund staff before end-September 1990. 
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15. As regards the tourism sector, the Government of the Kingdom 

of Morocco intends to open the sector to foreign tourist agencies by 
end-September 1990 and to take steps to prevent overbooking by the 
hotels. 

II. Program for 1990 

16. Within the context of the medium-term economic framework, the 
major objectives for 1990 are an acceleration in economic growth from 
2.2 percent in 1989 to 3.5 percent in 1990 and the maintenance of a 

relatively Low rate of inflation of 6.0 percent, as measured by the GDP 
deflator. After reaching 22.6 percent of GDP in 1989, investment is 

expected to increase to 23.5 percent of CDP in 1990. while in percent of 
GDP, savings are projected to increase by 2.1 percent owing to a growth 

in public saving from 1.7 percent of GDP in 1989 to 4.3 percent in 

1990. Thus, the gap between investment and saving, measured as a 



percen tage of GDP, will be reduced from 4.3 percent in 1989 to 3.1 per- 
cent in 1990. Notwithstanding the projected stabilization of the terms 
of trade for the second year in a row, the external current deficit, 
excluding official grants, is expected to decrease from 3.5 percent of 
GDP in 1989 to 1.8 percenl in 1990. To achieve these objectives, the 
budget deficit, on a payment order basis, should decline from 5.7 per- 
cent of GDP to 2.8 percent. This result will be achieved thanks mainly 
LO the revenue-enhancing and expenditure-cutting measures introduced in 
the supplementary budget law passed by the Parliament in June 1990. In 
addition, monetary policy will be pursued in conformity with the objec- 
tives of the program. Accordingly, broad money is expected to increase 
by 9.5 percent in 1990. Taking into account the target of increasing 
international reserves, total credit should increase by DH 4.8 billion 
(5.0 percent of beginning money stock), including a planned increase in 
net credit to the Government of DH 1.3 billion (1.3 percent of beginning 
money stock), which would consist in (a) DH 0.8 billion in credit to the 
Treasury and (b) DH 0.5 billion in other credit to the Government. In 
addition, the 1990 program will include the preparation and introduction 
of wide-ranging measures, which will form the basis of the medium-term 
program. The Government of the Kingdom of Morocco will monitor program 
execution with reference to the performance criteria and the indicative 
benchmarks defined in the technical memorandum of understanding annexed 
hereto. 
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Government finance 

17. The targs:r for 1990 is to reduce the overall deficit (on a 
payment order basis) to 2.8 percent of GDP, compared with 5.7 percent of 
GDP recorded in 1989. In order to achieve this objective, total 
expenditure will be capped at DH 59.1 billion, equivalent to 27.7 per- 
cent of GDP, or an increase of 7.0 percent over the 1989 Level. Total 
revenue will increase to DH 53.1 billion, equivalenr to 24.8 percent of 
CDP, or an increase uf 20.6 percent over the 1989 Level. 

18. Developments in 1990 have already included the introduclion of 
major tax measures within the framework of the budget law, including: 
(a) the intruduction of the ICR (general income tax); (b) the reform of 
the urban tax; (c) the reform of the local government tax system; (d) an 
increase in the minimum payment of corporate taxes from DH 100,000 to 
DH 150,000; and (e) the introduction of measures aimed at fighting tax 
fraud, in particular the requirement of paying by check effective 

January 1, 1991 for any commercial transaction in an amount equal to or 
greater than Dti 10,000, as well as the obligation to pos;t the business 
license, a critical component in the identification of taxpayers. 
Certain of these measures, which are surely desirable from the 
structural standpoint, nevertheless entail a revenue shortfall beginning 

in 1990. This is the case of the IGR, for example, where the 1990 
shortfall arising from rhe cut in rates has been esrimared a~ nearly 

0.3 percent of GDP. In addition, it has been decided in 1990 to carry 

forward the appropriations for supplies and equipment authorized under 
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the 1989 budget law. These measures partially offset the cost of the 
implementation of the last phase of the reform of the indemnification 

system. 

19. The updated forecasts for 1990 based on 1989 performance, 
including the higher implementation rate for investment expenditure, 
indicate an overall deficit for 1990 (on a payment order basis) 
estimated at DH 11.9 billion, equivalent to 5.6 percent of CDP, in the 
absence of new measures. Tn addition, the adjustment in the exchange 
rate would induce a worsening of the deficit estimated at 0.4 percent of 
GDP. Accordingly, the measures required to achieve the 1990 target of 
2.8 percent of CDP amount to DH 6.9 billion, or 3.2 percent of GDP. 
Therefore, the authorities have decided to introduce measures aimed at 
reducing total expenditure by DH 2.2 billion, equivalent to about 
1.0 percent of GDP, and to increase revenue by DH 4.1 billion, or about 
2.2 percent of GDP. 

20. On the revenue side, three types of measures have been 
taken. First, within the framework of the supplementary budget law 
before the Parliament, the Moroccan authorities have introduced (a> a 
three-year speedup in collections of the corporate tax through the 
phased introduction of provisional installment payments, which will lead 
to the full payment of the tax on the basis of the current year by 1993 
(DH 1.2 billion); (b) the introduction of an amnesty program (in the 
form of contributions in full payment) for violations committed during 
the preceding four-year period in respect of direct taxes, the value- 
added tax, and registration fees, with supporting measures concerning 
the implementation of penalties and the control of the tax administra- 
tion services (DH 1.5 billion); and (c> an evaluation of the revenues 
from implementation of the privatization program (DH 0.4 billion). 
Second, the authorities have taken the following additional measures: 
(a) an agreement has been concluded with the OCP with regard to the 
payment of DH 0.6 billion in dividends in 1990; (b) cigarette prices 
have been increased by about 11 percent on average, and the lag in 
payments by the tobacco monopoly will be reduced from three months to 
two months (DH 0.3 billion); (c) quantitative restrictions on automobile 
imports were eliminated effective as of May, 1990, and the basis for 
taxation of all imported used cars was updated (DH 0.2 billion); and 
(d) rental fees on government property and certain stamp duties were 
increased (DH 0.1 billion). Third, the authorities will adopt the 

measures needed to reach the amounts programmed for the domestic taxes 
on consumer goods (DH 0.2 billion). 

21. Three types of measures were also taken on the expenditure 
side. First, within the framework of the supplementary budget law, the 
existing investment appropriations were uniformly reduced by 15 percent, 
or DH 2.0 bltlion, which was reflected in a reduction of DH 1.3 billion 
as regards expected payment orders in 1990. In addition, certain 
categories of investment expenditure that were heretofore incorporated 
into the central. government budget have been permanently shifted to the 
local governments without transferring the corresponding external 
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financing. This measure will reduce Tri?asury payments in 1990 by 
DH 0.6 billion. Second, it was decided to postpone the hi ring date for 
permanent full-time government employees until Seprember 16, 1990 (for a 
saving of DH 0.2 billion). Third, the authorities wi IL take the 
measures needed, on the basis of current world market prices, to prevent 
the expenditure on account of consl!mer subsidies trom exceeding the 
Dtl 1.875 amount envisaged in the program (for a saving of DH 0.1 bil- 
lion). Finally, and in conformity with the projections of the initial 
budget law, prices of fertilizer will be freed at the beginning of July 
1990. 

22. Taking into account a reduction in domestic arrears of 
DH 1.9 billion, the deficit on a cash basis will be limited to 
DH 7.9 billion and will 
credit, DH 1.5 billion 
net external borrowing, 
debt of the Government, 
Treasury of part of the 
external debt. 

be financed by 
in nonbank cred 

DH 8.8 billion 
and DH 1.5 bil I 
gains from the 

23. The monitoring of investment 

up to DH 0.8 billion in bank 

t, a negative DH 4.7 billion in 
i.n debt service relief on the 
ion from the transfer to the 
rescheduling of the guaranteed 

will be an important component of 
the program. In this context, the Moroccan authorities will ensure that 
the level of commitments authorized by the Office of Expenditure 
Commitment Control (CED) will be compatible with the financing resources 
foreseen in the program. In order to ensure the achievement of this 
objective, the authorities have identified, ministry by ministry, those 
projects that have been altered, postponed, or canceled, as well as the 
external financing relating thereto. In addition, the level of commit- 
ments approved by the CED will be an indicator under the program. 
Finally, the Government would Like to avail itself of Fund technical 
assistance before end-1990 for purposes of improving the monitoring and 
control of expenditure, including investment expenditure. 

24. The budgetary f It-get for 1991 will be to reduce the deficit 
(on a payment. order basis) at 2.0 percent of GDP despite (a) the absence 
of tax amnesty contributions: (b) the t ransfer of the business license 
to the local governments; and (c) the additional negative impact on 
revenues of the full application of the ICR to all taxpayers. To 
achieve this objective, the authorities will envisage, within the 1991 

budget law, a series of measures affecting both revenue and expenditure. 

25. On the expenditure side, in line with the medium-term 

strategy, the increase in the wage bill will be Limited by the 
application of the following measures: (a) fringe benefits will be 

frozen at their 1990 level; (b) the restrictive policy followed in 1990 
relating to recruitment will b? strengthened in 1991: and (c) the 
increase in base wages, with the wa:se drift and promotions taken into 

account, will not exceed the rate of inflation envisaged for 1991. 
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26. As regards the other categories of expenditure, the measures 
include: (i) transferring to the Local governments additional 
categories of expenditure that represented DH 1 billion of credit in 
1990, net of corresponding external financing; and (ii) the quasi- 
stabilization in nominal terms at the level programmed Ear 1990 of the 
categories of investments that will remain within the purview of the 
Central Government. Moreover, measures will be taken to ensure that, 
taking into account the structural improvements envisaged, the 
expenditure on the consumer subsidies will be limited to DH 1.4 billion 
in 1991. 

27. On the revenue side, achievement of the fiscal target for 1991 
while improving revenue performance in the medium term will require 
major structural measures. Within this framework. the authorities would 
like to receive technical assistance from the Fund by end-September 1990 
for purposes of identifying measures to upgrade the efficiency of the 
tax system, reduce distortions, broaden the tax base, and improve the 
elasticity of the tax system. Moreover, the authorities intend to 
strengthen tax administration and the fight against tax fraud. 

External sector 

28. The program target is to reduce the current external deficit, 
in 
The 

ial 

excluding official grants, to SDR 344 million (1.8 percent of GDP) 
1990, compared with SDR 630 million (3.5 percent of GDP) in 1989. 
anticipated improvement in this deficit is explained by a substant 
increase in exports (17 percent over the 1989 level), particularly 
phosphate products. In addition, action at the exchange rate leve 1 
should have a positive impact on exports of manufactures. On the 
imports side, the program projects a 10 percent increase over the 1989 
level, compared with an increase of 20 percent in 1989. This slowdown 
is envisaged despite the large increase in sulphur imports needed to 
sustain the recovery in exports of phosphate derivatives. Finally, the 
balance of services and transfers is expected to improve, despite an 
increase in interest payments on the external debt before rescheduling, 
thanks to an anticipated increase in receipts from nonfactor services, 
in particular tourism, as well as in transfers from Moroccan expatriate 
workers. Despite a deterioration in the deficit of the capital account 
(before rescheduling) attributable to an increase in amortization 

payments, the overall balance of payments deficit (before rescheduling) 

should decrease from SDR 976 mill on in 1989 to SDR 759 million in 1990. 

29. As regards the external 
consist in improtiing the maturity 
the outstanding external debt in 

debt management policy, the objectives 
profile of the external debt, reducing 
elation to exports of goods and 

services, and containing debt service costs by strictly Limiting 

nonconcessional borrowing. Nevertheless, debt service will continue to 

pose a heavy burden on the Moroccan economy. Debt service payments in 

1990 before rescheduling are expected to be equivalent to 49 percent of 
exports of goods and services, includin;: private transfers, compared 

with 52 percent in 1989. Consequent 1 y, in support of the program, the 
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Government of the Kingdom of Morocco hopes to receive some debt service 
relief from official creditors. The Government of the Kingdom of 
Morocco recently concluded an agreement in principle with the commercial 
banks regarding the restructuring of all its reschedulable debt, which 
will enable it to eventually negotiate debt and debt service reduction 
operations. There are no payments arrears on the nonreschedulable 
external debt. In addition, no new payments arrears will be accumulated 
and the amount of payments in suspense on the reschedulable debt will be 
eliminated through rescheduling or through cash payments by end- 
September 1990, or in accordance with the terms agreed with the Paris 
Club. 
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Technical Memorandum of Understanding Annexed to the 
Memorandum on Economic and Financial Policies 

1. The Co,Jtl rnmen r ot the Kingdom of Morocco will monitor 
execution of the prosram with reterrnce to the performance criteria 
(Section A) and the benchmark indicators (Section B) set forth in this 
Technical Memorandum ot Understanding and summarized in the attached 
Table 1. Purchases from the Fund under the stand-by arrangement will be 
contingent on observance of the performance criteria, white nonobser- 
vance of the benchmark indicators will entail consultations with the 
Managing Director of the Fund with a view to determining the causes of 
the overruns and identifying such remedial measures as may prove 
necessary. In addition, provision is made for one review of program 
execution during the period of the stand-by arrangement. The purchases 
contingent upon observance of the end-September 1990 performance 
criteria shall likewise be conditional upon the completion of this 
review wi tl-, the Fund prior to December 15, 1990. The ceilings mentioned 
below (Section A) for end-July 1990, end-September 1990, and end- 
December 1990 constitute performance criteria. 

A. Performance Criteria 

2. The Government’s domestic payments arrears, which amounted to 
DH 8,428 million as at December 31, 1989, will be reduced by cumulative 
amounts of at least DH 1,350 million by July 31, 1990, DH 1,350 million 
by September 30, 1990, and DH 1,900 million by December 31, 1990. For 

the purposes of this paragraph, domestic arrears include all government 

arrears, including the balance of the fonds r&servbs, public utility 
arrears of the admini st rat ions, arrears LO the Caisse de Compensation, 
and unpaid financial transfer charges, including those for exchange 
risk. The target for the reduction ot outstanding domestic arrears 
shalt be revised upward tar any surplus cumulative revenues trom tax 
amncsLy payments o’Jtlr- and above the figure provided for in the program, 

i.e., zero as at July 31, 1990, DH 500 million as at September 30, 1990, 
and DH 1,500 million as a[ December 31, 1990, up LO a maximum adjustment 
of DH 1,000 milliiin. Beyond DtI 1,000 million, all surplus cumulative 
revenues from tax amnest v payments wilt be used to achieve a further 
reduction in the Treasury detici! on a cash basis and in net bank credit 
LO the Government. 

3. The consoltdated Treasury operations deticit on a cash basis, 
which is esLimatrd at DH 2.396 billion for the first three months of 

1990, wilt not exceed Ijii 4.5 bill ion as at July 31, 1990, DH 6.3 billion 

as at September 30, 1990, and L)ll 7.85 billion as at December 30. 1990. 

For the purposes of this paragraph, the total budgetary expenditure to 
be used in calculating the deticit shall not include repayment of debt 
principal. Inrerest char:g:es on the external debt, including the 
mi 1 i tat-y debt, wi 11 be included in expenditure. in the amount due prior 

to reschedul inR. The ceiling for the Treasury d*ticit on a cash basis 
may br revised downward tor: (a) any surplus cumul aI i ‘:e re\renues from 
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privatization over and above the figure provided for in the program, 
1 .e., zero as at July 31, 1990, and as at September 30, 1990, and 
DH 400 million as at December 31, 1990; and (b) any surplus cumulative 
revenues from tax amnesty payments over and above the figure provided 
for in the program plus DH 1,000 million, as indicated in paragraph 2. 

4. Outstanding net bank credit to the Government, which amounted 
to DH 56,621 million as at December 31, 1989, will not exceed 
DH 58,000 million as at July 31, 1990, DH 57,850 million as at 
September 30, 1990, and DH 57,900 million as at December 31, 1990. For 
the purposes of this paragraph, net bank credit to the Government is 
defined as the sum of (a) credit to the Treasury from the Bank 
Al-Maghrib and deposit money banks, the provisions for purchases of 
foreign currency paid to the Treasury, and the outstanding counterpart 
balances of drawings on the Fund transferred to the Treasury, minus the 
cash balance of the government accounting officers, and (b) direct Bank 
Al-Maghrib credit and special credit. Net credit to the Government will 
be revised downward for: (a) the amount of any overshooting of the 
programmed net external financing (including rescheduling of the direct 
external debt, delayed payments, and grants), i.e., DH 3,800 million at 
end-July, 1990, DH 4,200 million at end-September 1990, and 
DH 4,100 million at end-December 1990, and which is not to be used for 
debt buy-backs; (b) any surplus cumulative revenues from tax amnesty 
payments over and above the figure provided for in the program plus 
DH 1,000 million, as indicated in paragraph 2; and (c) any surplus 
cumulative revenues from privatization over and above the figure 
provided for in the program, i.e., zero as at July 31, 1990, and as at 
September 30, 1990, and DH 400 million as at December 31, 1990. In 
addition, bank credit to public enterprises, as determined by the Credit 
Information Department (Centrale des Risques), which amounted to 
DH 2,171 million at end-December 1989, will not exceed DH 2,200 million 
as at July 31, 1990, DH 2,600 million as at September 30, 1990, and 
DH 2,700 million as at December 31, 1990. 

5. Total bank credit, which amounted to DH 87,119 million as at 
December 31, 1989, will be limited to DH 90,200 million as at July 31, 
1990, DH 90,650 million as at September 30, 1990, and DH 91,950 million 
as at December 31, 1990. This ceiling includes net bank credit to the 
Government and bank credit to public enterprises as defined in para- 

graph 4, as well as bank credit to the rest of the economy. The ceiling 
on total bank credit will be revised downward for the amount of any 
overshooting of the programmed next external financing to the Treasury 

as defined in paragraph 4. 

6. a. Outstanding short-term external borrowings (up to one 
year) contracted or guaranteed by the Government and contracted by the 
pub1 ic enterprises, with the exception of normal import financing, will 
not exceed US$300 million during the program period. 
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b. The amount of new nonconcessional borrowings contracted 
or guaranteed by the Government (excluding new loans contracted in the 
context of debt reschedulings, restructurings or refinancings) with 
maturities between 1 and 12 years will not exceed SDR 500 million for 
the period from January 1 to July 31, 1990, SDR 500 million from the 
period from January 1 to September 30, 1990, and SDR 500 million for the 
period from January 1 to December 31, 1990. Under these ceilings, new 
loans with maturities of 1 to less than 3 years will be limited to 
SDR 100 million for the period from January 1 to July 31, 1990, SDR 
100 million for the period from January 1 to September 30, 1990, and 
SDR 100 million for the period from January 1 to December 31, 1990. To 
qualify as concessional, the terms of new borrowings will need to 
correspond to the definition of concessionality adopted by the 
Development Aid Committee. 

7. No new external payments arrears will be accumulated. For the 
purposes of this program, external payments arrears include the payments 
arrears on the direct debt and Government-guaranteed debt, as identified 
by the Ministry of Finance, and delayed external payments as identified 
by Bank Al-Maghrib. 

8. The increase in the net foreign assets of the Bank Al-Maghrib 
will not be less than SDR 175 million as at July 31, 1990, SDR 175 mil- 
lion as at September 30, 1990, and SDR 225 million as at December 31, 
1990. The net foreign assets of the Bank Al-Maghrib as defined in this 
Technical Memorandum of Understanding include gold holdings, convertible 
and nonconvertible foreign exchange assets, SDR holdings (according to 
IMF accounts), and the subscription to the Arab Monetary Fund, less the 
other commitments of the bank of issue (not including the use of Fund 
credit). The minimum amount of net foreign assets may be revised upward 
for any surplus net external financing to the Treasury (including 
rescheduling of direct external debt, delayed payments, and grants) over 
and above the figure provided for in the program (i.e., SDR 350 million 
at end-July 1990, SDR 370 million at end-September 1990, and 
SDR 370 million at end-December 1990) that is not to be used for debt 

buy-back operations. 

B. Indicative Targets 

9. Total government current revenue, which amounted to 

DH 11.575 billion as at March 31, 1990, is estimated at DH 28.85 billion 
for end-July 1990, DH 37.9 billion for end-September 1990, and 
DH 53.15 billion for end-December 1990. 

10. Commitments authorized by the Office of Expenditure Commitment 

Control (CED) under the capital budget, including the balance of the 

special Treasury accounts, but excluding the commitments on the fonds 

rkservks, will not exceed DH 10.1 billion as at July 31, 1990, 
DH 12.4 billion as at September 30, 1990, and DH 16 billion as at 
December 31, 1990. Each month, the authorities will provide Fund staff 
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with data on the execution of the investment budget, by no Later than 
two months after the month in which they are executed, in accordance 
with the format set out in Table 2. 

11. Net foreign assets of the Bank Al-Maghrib, as defined in 
paragraph 8, will amount to SDR 564 million as at July 31, 1990, 
SDR 574 million as at September 30, 1990, and SDR 654 million as at 
December 31, 1990. These indicators may be revised upward in the manner 
provided for in paragraph 8. 
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Table 1. Morocco: Performance Criteria and Indicative Targets 
Under the Program, 1990 

1989 1990 
December July Sept. Dec. 

Actual Program 

A. Performance criteria (In millions of dirhams) 

L. U\ltIget def lcit 1/ 
2. Reduction of Government’s domestic 

payments arrears 21 
3. Net bank credit to The 

Government 3/ 
4. Bank credit to public enterprises 
5. Total bank credit 31 - 

9,162 4 ) 500 6,300 7 ,H50 

1,350 1,350 1,900 

56,621 58,000 57,850 57,900 
2,171 2,200 2,600 2,700 

87,119 90,200 90,650 91,950 

(In millions of U.S. dollars) 

6. External borrowing by the 
Government 

a. Outstanding short-term debt 4/ 235 - 

b. New nonconcessional borrowing 
1-12 years 21 

Of which:- l-3 years 21 - 

7. External arrears -- 

8. Increase in net foreign assets 
of Bank Al-Maghrib 2/ 

B. Indicative targets 

1. Total government revenue 21 
2. Investment expenditure - 

commitments 21 - 

3. Net foreign assets 
of Bank Al-Maghrib 354 

300 300 300 

(In millions of SDRs) 

500 500 500 
100 100 100 

-- -- -- 

175 175 225 

(In millions of dirhams) 

28,500 37,900 53,150 

10,100 12,400 16,000 

(In millions of SDRs) 

564 574 654 

Source: Technical memorandum of understanding of July 2, 1990. 

l/ On a cash basis. 
T/ Cumulative in relation to end-December 1989. 
T’/ According to new definition in the program. 
71 Excluding Kuwaiti deposit. - 



Table 2. Morocco: Monitoring Inpkmentstion of the Investment Program 

(In miLLions of dirhams) 

Non-PIC 

Transfers Pro iects ,UtiLities 

Total Target Non-Pit Total Public Other Total National Non-ADN Total Debt Other 

Investment Enterprises Defense 

Program Administration 

(PIG) WN) 

1. 

2. 

3. 

4. 

5. 

6. 

Total carryover 1989 6,177 

Arrears 1989 2,429 

Carryovers of appropriations 3,748 

Appropriations under 

1990 Budget Lau 

Total available 

appropriations 19,282 

Comnittnents 

(Authorirations, Expenditure 

Commitment Control (CED)) 

Commitment rate (4)/(3) 

18,439 I/ 8,737 I/ 9,702 i/ 1.585 

95.6 95.6 95.6 100 

Payment orders (General 

Treasury authorizations) 

Payment order rate 

14,516 z/ 6,145 4/ 8,371 tJ 1,585 

78.7 70.3 86.1 100 

3,515 2,662 239 239 __ 2,423 881 1,542 

1,162 1,267 201 201 _- 1,357 800 985 

2,353 1,395 38 38 -- 1,357 800 557 

5,621 7,484 1,346 773 573 3,389 1,377 2,012 2,749 1,200 1,549 

9,136 10,146 1,585 1,012 573 5,812 2,258 3,554 2,749 1,200 1,549 

1,012 

100 

1,012 

100 

573 5,363 

100 92.4 

573 4,037 

100 75 

2,087 3,281 2,749 1,200 1,549 

92.4 92.4 100 100 100 

1,566 

75 

2,471 2,749 

75 100 

1,200 1,549 

100 100 

. 



Table 2 (concluded). Morocco: Monitoring Inplementetion of the Investment Program 

7. lrrplemntation rate (5)/(4) 

a. Payments (5)/(3) 

9. Total carryovers of 

appropriations 1990 

Arrears 1990 

Carryovers of 

appropriations 1990 

75.3 

( 13,416 

1,100 460 640 -- -- -- 640 246 394 -- -- -- 

3,923 2,592 1,331 -_ 

10. New General Treasury 

authorizations 

12,087 

As defined in the Budget 

Adjustments: 

ADN debt service 

Highway Fund 

Local goverwnts 

Balance of Special Treasury 

Accounts 

12,087 

-1,200 

-390 

3,582 

500 

Other adjustments 1990 225 

As defined by the Treasury 14,834 

(In millions of dirhams) 

67.3 82.3 100 100 100 69.3 69.3 

5,685 7,731 1,585 1,012 573 3,397 1,320 

-_ . . 1,331 521 

69.3 100 100 100 

2,077 2,749 1,200 1,549 

810 -- -- __ 

I/ 100 percent arrears + 95 percent (carryovers l 'T.P.N'). 

2/ 100 percent arrears + 75.5 percent commitments year 1990. 

I/ 100 percent arrears + 95 percent (carryovers + V.P.“). 

A/ Arrears + 65.8 percent commitments. 

z/ Arrears + 95 percent (carryovers + “C.P.“). 

$/ Arrears + 84 percent cotrmitments. 
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APPENDIX II 

1. Membership status 

(a> Date of membership : April 25, 1958 
(b) Status : Article XIV 

(A) Financial Relations 

II. General Department (General Resources Account) 

it; 
Quota: SDR 306.6 million 
Total Fund holdings of member’s currency: 

SDR 864.29 million; 281.89 percent of quota 

Millions of Percent of 
SDRs quota 

(c) Use of Fund credit 551.7 181.9 
Credit [ranches 148.5 48.4 
EFF 18.2 5.9 
EAR 376.6 122.8 
CFF 14.4 4.7 

(d) Reserve tranche position: SDR 0.03 million 

I1 I ,, Stand-by arrangements, extended arrangements, and special 
facilities 

(a) Previous stand-by and extended arrangements: 

(i> 

(ii) 

(iii > 

Stand-by arrangement approved on August 20, 1988, 
for the period ended December 31, 1989, in an 
amount of SDR 210 million, 69 percent of quota. 
Amount drawn, SDR 210 million. 

Stand-by arrangement approved in December 1986, 
for the period ended March 31, 1988, extended to 
April 30, 1988, in an amount of SDR 230 million, 
75 percent of quota. Amount drawn, 
SDR 230 million. 

Stand-by arrangement approved in September 1985, 
for the period ended February 28. 1987, in an 
amount of SDR 200 million, 65.2 percent of 
quota. Amount drawn, SDR 10 million. Canceled 
on December 15, 1986. 
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(iv) Stand-by arrangement approved September 16, 1983, 
for the period ended March 15, 1985 in an amount 
of SDR 300 million, 98 percent of quota. Amount 
drawn, SDR 300 million. 

(VI Stand-by arrangement (one year) approved 
April 26, 1982 in an amount of SDR 281.25 
million, 125 percent of quota. Amount drawn, 
SDR 281.25 million. 

(vi) Extended arrangement approved October 8, 1980 in 
an amount of SDR 810 million, 540 percent of 
quota, was canceled on March 8, 1981 and replaced 
by a new extended arrangement for 
SDR 817.05 million. This arrangement was 
canceled on April 26, 1982 with an undrawn 
balance of SDR 680.55 million. 

(b) Compensatory financing facility (with the cereals option) 

Morocco has used the CFF four times, the latest being: 
Date: September 12, 1985 
Amount: SDR 115.1 million (37.5 percent of 
quota) 

IV. SDR Department 

(a) Net cumulative allocation: SDR 85.69 million. 
(b) Holdings: SDR 1.05 million; 1.23 percent of net 

cumulative allocation. 

V. Administered accounts 

SFF Subsidy Account payments: SDR 10.23 million 

Trust Fund loans 
(i) Disbursed: SDR 110.43 million 

(ii) Outstanding: SDR 0.97 million 
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VI. Financial obligations due to the Fund 

Overdue 
financial Principal and Interest Due 

obligations 1990 1991 1992 
6/30/90 July - Dec. 

Principal 
Repurchases 
Trust Fund repayments 

-- 79.2 125.0 99.4 
-- 0.5 0.4 -- 
-- 
- 

79.7 125.4 99.4 

Charges and interest 
including SDR and Trust 
Fund (provisional) -- 29.8 50.0 38.7 - 

Total -- 
- 109.5 175.4 138.1 

(B) Nonfinancial Relations 

VII. Exchange system: Other managed floating; SDR 1 = DH 11.5855 at end- 
May 1990. 

VI II. Last Article IV consultation: Consultation discussions took place in 
Rabat during January 16-30, 1989, and were concluded by the Executive 
Board on June 28, 1989. The decision adopted was as follows: 

1. The Fund takes this decision relating to Morocco’s exchange 
measures subject to Article VIII, Section 2(a) in concluding the 
1989 Article XIV consultation with Morocco and in the light of the 
1989 Article IV consultation with Morocco conducted under Decision 
No. 5392-(77/63), adopted April 29, 1977, as amended 
(“Surveillance over Exchange Rate Policies”). 

2. Morocco maintains exchange restrictions as described in 
EBS/89/118 in accordance with Article XIV, Section 2. 
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Morocco - Relations with the Fund (concluded) 

Morocco is on the standard 

IX. Technical assistance 

12-month consul tation cycle. 

BUR Government Finance Statistics mission (March 5-15, 1985) 
General Economic Data mission (September 22-October 8, 1986). 

FAD Since the early 198Os, there has been technical assistance to 
help in the preparation of the reform of the tax system. 
More recently: 

Assistance in the budget field--budgetary and accounting 
procedures, link between multiyear planning and the annua1 
investment budget, and fiscal reporting system and 
computerization (October 24-November 14, 1986); li - 

Assistance in the fiscal field--tax reform, structure of 
taxation, broadening the tax base (November 19-December 11, 
1986). l/ - 

li Jointly with the World Bank. - 
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Morocco - Financial Relations with the World Bank Gt-OUD 

(In millions of U.S. dollars) 

A. (i> IBRD/IDA lending: 1/ Disbursed - 
IBRD IDA Total 

1. Agriculture 950.1 
Of which: ASAL IT (134.9) 

2. Industry and energy 1,354.0 
Of which: PERL (235.8) 

3. Population and human 
resources 

Of which: education 
sector reform 

4. Infrastructure 

5. Structural Adjustment 
Loan (SAL) 

6. Public Administration 
Loan 

Total 

Less: repaid (-1,032.7) 

Total outstanding(IBRD/IDA) 
cancellations: 

(ii) TFC investments 2/ - 

321.4 

(150.0) 

609.5 

200.0 

-- 

3,435.0 

net of 

16.5 966.7 
(--> (194.9) 

-- 1,354.0 
C--J (235.8) 

20.4 341.8 

c--j (150.0) 

8.2 617.8 

-- 200.0 

-- -- 

45.1 3,480.l 

(-5.6)(-1,038.4) 

3,799.05 

162.7 

Undisbursed 

420.5 
(90.1) 

403.4 
(4.2) 

233.7 

(--> 

276.7 

-- 

23.0 
1,357.3 

-- 

-- 
- 

l/ As of May 31, 1990. 
2/ As of March 31, 1990. - 



. 
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Morocco - Financial Relations with the World Bank Croup (continued) 

(In millions of U.S. dollars) 

B. Net lending by the World Bank (by calendar year), 1985-90 

Ctimmicments 379.2 366.4 802.3 313.0 574.5 
Projects 79.2 216.4 465.0 113.0 574.5 
Policy 300.0 150.0 337.3 200.0 -- 

Di sbursements 
Projects 
Policy 

Agriculture II 
TTPA I 
ITPA II 
Agriculture I 
Education I 
PERL 
SAL 

Debt Service IDA 0.8 0.9 1.1 1.0 0.9 0.2 

Debt service IBRD 167.4 233.4 345.1 385.8 381.4 188.3 
Interest 21 80.5 125.0 181.6 197.9 200 .o 102.5 
Principal- 86.9 108.4 163.5 187.9 181.4 85.7 

Net transfer 138.8 128.3 58.3 28.4 -18.1 -0.3 

1985 1986 1987 1988 1989 

307.0 
158.6 
148.4 

c--j 
(0.5) 

(120.0) 
(27.9) 

(--I 
(--> 
t--j 

362.6 
192.0 
170.6 

C--J 
-- 

CSh.0; 
(62.1) 
(28.5) 

(--> 
t--j 

1990 l/ - - 

232 .o 
232.0 

-- 

404.5 415.2 364.2 188.2 
189.2 213.2 138.2 100.9 
215.3 202 .o 226.0 87.3 

c--j (74.0) (1.0) (59.9) 
(--I (--I (--I (--I 
l--j (--) (--I c--j 

(37.9) (--> (--> c--j 
(58.8) (25.5) (10.1) (27.1) 

(118.6) (2.2) (114.8) (0.2) 
t--j (100.0) (100.0) (--> 

l/ Actuals as of May 31, 1990. 
z/ Includes charges. 

Policy loans 

A Structural Adjustment Loan (SAL) of US$200 million became 
effective in December 1988. 

Progress under the Loan has been satisfactory, Leading to the 
release of the second and last tranche in August 1989. 
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Morocco - Financial Relations with the World Bank Group (concluded) 

A second Agricultural Sector Adjustment Loan (US$225 million) 
became effective in July 1988. The loan supports the second phase of 
the implementation of the Government’s medium-term agricultural sector 
adjustment program, within the framework of a general macroeconomic 
restructuring program. The essential objectives of the sector 
adjustment program are to foster efficient agricultural growth and to 
contribute to the reduction of budgetary and current account deficits to 
manageable levels, while minimizing the social costs of adjustment. 
Progress, although somewhat behind the appraisal estimate, is 
nevertheless sound, with release of the third tranche possibly before 
the end of 1990. 

Project Loans 

In fiscal year 1989, three project Loans (besides the PAL mentioned 
below) were approved. The three include a Rural Primary Education 
Project (US$83 million), an Agricultural Research and Extension Project 
(LfS$28 million) and a National Agriculture Credit Project 
(US$190 million). A loan for Housing Finance (USS80.5 million) became 
effective in April 1990. 

Technical Assistance 

The IBRD has provided extensive technical assistance to Morocco 
through its various lending operations for projects as well as through 
its sectoral adjustment loans. A free-standing technical assistance 
project in support of a Structural Adjustment Loan and the Government’s 
efforts to improve and streamline Morocco’s public administration was 
approved in early May 1989 for US$23 million. 

Recent Economic and Sector Reports 

January 30, i987 Morocco: CEM: Issues for a Medium- 
Term Structural Adjustment Program 
(Report No. 6608-MOR) 

April 16, 1987 

April 30, 1987 

March 15, 1988 

Morocco: Report an Industrial Export 
Finance Project (Report No. P-4520- 
MOR > 

Morocco: Report on the Public 
Enterprise Rationalization Loan 
(Report No. P-4545-MOR) 

Morocco: CEM : The Impact of 
Liberalization on Trade and Industrial 
Adjustment (Report No. 6714-MOR) 



. 
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November 8, 1988 Morocco: Report on the First 
Structural Adjustment Loan (Report 
No. 4867-MOR). 
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Morocco: social Indicators, I.96048 

APPENDIX Iv 

1960 1971 1980 1985 1988 

Population characteristics (In millions unless indicated otherwise) 

Total population 
Rural population 
Population under l.5 years of age 
Birth rate (per l.000) 
Death rate (per 1ooO) 
Life expectancy 
Population grwth 
Kmberofchildrenpermmn 
Population in absolute powrty (percent 

of population) 
Urban population 
Rural population 

11.26 
8.22 
5.02 
52.0 
23.0 
47.0 
2.9 
. . . 

33.0 
45.0 

35.21 
9.95 
7.01 
50.0 
16.0 
51.0 
2.4 
7.4 

20.05 22.06 23.92 
11.61 12.34 l3.00 
8.98 9.39 9.86 
44.0 38.1 35.4 
x3.0 10.4 9.4 
56.0 59.0 60.8 
2.6 2.8 2.6 
6.5 5.9 5.1 

... ... 

... ... 
28.0 
32.0 

Health, food, and mtritim 

Infant mrtality (per lCO0) 161 149 91 91 82 
Persons per physican (thousands) 9.0 12.5 11.0 6.2 4.8 

Education 

Literacy rate (percent) 
Prixmryenrollnmt (percent) 
Secondary enrollnmt (percent) 
Pupils pertea&erinprinrary schools 
Pupils per teacher insecondaryschools 

14 
47 
5 

. . . 

. . . 

14 
61 
16 

. . . 

. . . 

2.8 28 33.1 
76 74 79 
24 33 34 

39.4 30.1 26.0 
21.3 19.5 19.0 

lhploynmt (In percent of urban population) 

Total employment rate 
Female employment rate 
Unemploymnt rate 
Young unemployment rate 

. . . 

. . . 

. . . 

. . . 

23.6 . . . 30.5 31.2 
7.0 . . . 15.3 12.7 
2.3 . . . 14.0 14.3 1/ 
. . . . . . 27.6 28.4 i/ _ 

Salary and incaw 

GDP/capita (1980 dirhms) 
(IIP/capita (current dir-ham) 
GDP/capita (current U.S. dollars) 
Mtninm~ge((Lnl98Odirhamperhou.r) 

2,802 
852 
168 
l . . 

3,098 3,695 3,949 4,243 
1,527 3,695 5,870 7,495 

302 939 583 913 
..* 1.96 2.32 2.36 

sources: Minis&e du Plan, Direction de la Statistique, and the World Bank. 

l/ 1987 estimtes. - 


