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MEMORANDUM TO THE EXECUTIVE DIRECTORS AND THE PRESIDENT

SUBJECT: Morocco Country Assistance Evaluation

This Country Assistance Evaluation covers the period since the last Country Assistance
Review (CAR) and the Country Assistance Strategy (CAS) were issued in January 1997. Mgor
political changes have occurred during this time, including an opening up of society,
accompanied by public discussion of a broad range of economic and social issues. However,
economic and social indicators show little improvement. A draft of this evaluation was
discussed by CODE on April 13, 2001 and areport of that discussion is attached as Attachment 7.

The 1997 CAS, which was fully consistent with the recommendations of the CAR, called
for progress towards the resumption of growth and poverty aleviation through reducing the
public deficit and reallocating expenditures; broad public sector reform and continued private
sector development; implementation of social and rural development programs and progress in
reducing the gender gap; and improvement in environmental management. The base case for
lending was US$1 billion over three years, of which US$750 would be for investment projects,
and one-third of that for social and rural development. Adjustment lending was to be limited to
one US$50-75 million loan (an additional US$180 million was designated for a guarantee).

The actua program differed substantially from that proposed in the CAS, with US$451
million in adjustment lending and less than US$300 million in investment lending. The Policy
Reform Support Loan, which accounted for one-third of the three year lending program, was a
one tranche operation with numerous actions; although some progress has been achieved, change
has been slow in anumber of crucia areas, including public sector reform, privatization and
price liberalization. The private sector response has been disappointing, with the notable
exception of telecommunications, where, with support through an adjustment loan, alicense for
mobile communications was recently awarded for US$1.1 billion.

Projects at risk have been reduced from 48 to 15 percent of the portfolio in the last three
years, and QAG ratings of quality at entry and supervision have been generally satisfactory. The
Social Priorities Program has generated some improvements in education, including increases in
girls enrollment, and in public health programs, but additional reforms are needed to increase
responsiveness to local needs and reorient expenditures toward basic education and primary
health care. Natural resources are not managed sustainably: resources are underpriced, water
availability is declining, and pollution costs are not recovered. Subsidized water for large scale
irrigation schemes, along with trade protection and consumer subsidies, have encouraged water
intensive crops in which Morocco has no comparative advantage. Decentralization of water



resources management and the establishment of users' associations for small scale irrigation and
water supply have, however, improved water management and quality outside of large scale
irrigation.

Financial sector lending in the last three years was through a one tranche Contractual
Savings Development loan, which initiated needed reforms; without Bank follow up, action on
medium term issues has lagged. Private participation has been strong in some infrastructure
sectors. Lending for the transport sector has rightly stressed institutional issues, and has resulted
in significant improvements in railway management and road maintenance. Urban water supply
and sewerage projects suffer from low cost recovery and environmental problems, but some
privatization has occurred, and arural water supply and sanitation project is progressing well.

The Bank's analytical and advisory activities have been of excellent quality; many pieces
have been publicly disseminated and used as the basis for workshops and seminars. The Bank's
catalytic support of the country's highly participatory preparation of a Gender Plan of Action has
been praised as best practice, and regional conferences organized by the Bank have helped get
difficult policy issues on the agenda. Work on the Comprehensive Development Framework has
so far taken place almost entirely within the Bank, with little government or donor participation.

The program proposed in the 1997 CAS was highly relevant to Morocco's needs, but the
program as implemented was much less so, and the objectives set out by the CAS have, on
balance, not been met. The program is relatively expensive, for both lending and non-lending
activities. Based on OED's evauation, the outcome of the program is rated marginally
unsatisfactory, with modest institutional development. Sustainability of the limited results
achieved islikely.

The recommendations of the 1997 CAR are still valid. The Bank should continue to
focus on public sector management issues, including the causes of the public deficit; support
budget reallocations to basic health and education, to rural areas, and to benefit women and girls;
support rainfed farming and small and medium scaleirrigation, as well as reductions in
agricultural subsidies; help remove obstacles to private sector development; and link future
lending to increased capacity for growth and poverty alleviation, with greater selectivity in
adjustment lending and measurable performance indicators in all projects. Given that the existing
models have not achieved great success, new models should be supported on atrial basis,
through ongoing as well as new lending, including support for nonformal schools and greater
outreach by health clinics. The base case lending program could be smaller than in the past, with
an emphasis on social and rural sectors, and should be based on progress in the key areas. The
Bank's contribution in terms of analytical work, dissemination and dialogue on critical issues
should continue regardless of the level of the lending program. In particular, the Bank should
engage the government on appropriate uses of the windfall proceeds from privatization and
continue to support the increasingly open discussions about corruption.
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Preface

This Country Assistance Evaluation (CAE) examines Bank assistance to Morocco
since the last Country Assistance Strategy was issued in January 1997. The CAEisa
countrywide evaluation that concentrates on the relevance, efficacy, efficiency,
sustainability and institutional development impact of the Bank's program of assistance.

It issimilar to project evaluations which review the relevance of the project objectives,
the degree to which they were achieved (efficacy) and the cost effectiveness of the
resources used (efficiency), but it takes the country as the unit of account.

The CAE isissues-oriented, is geared toward current decision-making, and is
selective as to time span and issues covered; the focus is on issues which are important
today. Thisreview covers all instruments of the Bank's assistance strategy, including
lending and analytical and advisory activities. An example of good practice in Bank
assistance is highlighted in Box 4.1.

The CAE is based on Bank reports, including the Country Assistance Strategy
paper of 1997, economic and sector reports (both formal and informal),
Project/Implementation Completion Reports, project and general country files, and
interviews with Bank, IMF and IFC staff, in Washington and in the Resident Mission;
Annex B lists the staff interviewed. A draft of the report was discussed with government
officials, representatives of NGOs and other donors, and members of civil society during
amission to Morocco in October 2000. Annex C contains alist of the government
officials and donors met. Their cooperation and assistance is gratefully acknowledged.

Written comments from the government, which were based on an earlier draft of
the report, are presented in Attachments 1 (in French) and 2 (in English). They have
received full consideration in thisfinal version of the CAE. A number of paragraphs
have been amended, and some footnotes added, to reflect the comments, and Attachment
3 presents OED's response. Written comments from Management on the final version are
presented in Attachment 4, and OED's response in Attachment 5. In both cases, some
differences in judgment remain, which is not unusual in an evaluation of thistype. A
draft of this evaluation was discussed by CODE on April 13, 2001 and areport of that
discussion is attached as Attachment 7.






1. Background

1.1  OED published a Country Assistance Review (CAR) in January 1997; the
Country Assistance Strategy (CAS) followed immediately. This Country Assistance
Evaluation (CAE) focuses on the subsequent three years, a period marked by major
political change. Following the approval of a new constitution by popular vote in 1996
and elections to a bicameral parliament in September 1997, a new government (formerly
the opposition) came to power in early 1998. These events were accompanied by a
significant opening up of society, with public debate of issues never before freely
discussed. Growing poverty, and the contrast between the prosperous urban population
and the other half that is rural, poor and largely uneducated, have become topics of
widespread debate, with civil society beginning to hold government accountable for
results. NGOs are a growing force, particularly in the areas of education, rural
development and poverty aleviation. A steering committee with government, private,
donor and NGO participants is creating an anti-corruption agenda. *

1.2  Thegrowth rate of Morocco's GDP fell from an annual average of 4.1 percent
during 1986-91 to 1.9 percent during 1991-99 (Annex Table 3). Agricultural growth
fluctuates due to periodic droughts, and stagnated in the 1990s, but growth in non-
agricultural GDP also fell, from an annual average of 4.2 percent to 2.9 percent. Most of
the gains of the late 1980s were lost in the 1990s, with rising urban unemployment, to 22
percent of the urban labor force, and a growing incidence of poverty, from 13 to 19
percent of the population (Annex Table 2). Twenty-seven percent of rural households are
poor, compared to 12 percent in urban areas. Export growth has fallen below 5 percent
per year, compared to 14 percent during the second half of the 1980s, duein large part to
a steep decline in manufactured exports.® Competitiveness has deteriorated, as reflected
in the appreciation of the real effective exchange rate by around 19 percent between 1990
and 1999.

1.3  Socia indicators revea major gaps in the education and health systems, aswell as
in basic infrastructure (Annex Table 2). Despite relatively high expenditures on
education and recent improvementsin rural areas, half the population isilliterate, and
primary school gross enrollment at 84 percent iswell below the MENA average. Access
to safe water has improved considerably in rura areas, but remains at 69 percent,
compared to over 80 percent for MENA. A large gender gap is aso apparent: the rate of
urban unemployment is 50 percent higher for women than for men, and when employed,
they earn up to 50 percent less; their rate of illiteracy is 65 percent, compared to

1. Morocco falls roughly in the middle of 99 countries on Transparency International's Corruption
Perceptions | ndex.

2. The government points out that these comparisons can change significantly depending upon the periods
chosen, due in part on the impact of droughts, which are becoming more frequent (Attachment 1). However,
social indicators show a deterioration in conditions during the 1990s. Taking alonger timeframe, real GDP
growth averaged around 4 percent per year during the 1970s and 1980s, while it fell to 2.4 percent per year
in the 1990s.

3. The government notes that measured in Euros, the rate of growth of exports remained stable. In volume
terms, growth rates in the second half of the 1990s have been below those of earlier periods.



39 percent for men; and their rate of primary school gross enrollment is 71 percent,
compared to 95 percent for males.

1.4  The 1997 CAR and the CAS were prepared in parallel, with extensive
consultation. The CAS objectives were in line with the CAR recommendations, which
identified the most urgent areas for action as: the structural elements of the budget deficit;
rationalization of public enterprises and acceleration of privatization; improvementsin
public sector management and the enabling environment for private sector growth; a
more aggressive program of social and rural development; and preservation of scarce
water resources. The CAR noted that despite a strong temptation to maintain the net flow
of Bank resources, it was becoming increasingly important to ensure that projects
contribute measurably to increasing the productive capacity of the economy. Structural
adjustment lending should be more selective, with concrete indicators to show how it
would improve the growth capacity of the economy and reduce poverty.

2. Country Assistance Strategy: Objectivesand Design

21  The1997 CAS stated that progress over the following three years should be
judged against policy advances, rather than immediate economic outcomes, given the fact
that the period would be one of transition toward renewed growth. It suggested that
success of the strategy should be measured against:

e progressin reducing the budget deficit, reall ocating expenditures and developing a business
environment conducive to economic and export growth;

» successin initiating and implementing a broad public sector reform and maintaining
the momentum of private sector devel opment;

» gpeed of implementation of social programs and rural development and progressin reducing
the gender gap; and

» achievementsin environmental management, especially in establishing river basin authorities
and in water pricing;

2.2  The CAS proposed a base case lending program of US$1 billion over three years,
consisting of US$750 million of investment lending, at least one-third of which would be
earmarked for social and rural development; US$50-75 million for a quick-disbursing
policy-based operation; and a US$180 million guarantee for a power generation project,
already well underway. Triggersfor the base case were continued improvement in
macroeconomic indicators and competitiveness; consistent progress on implementing
priority social projects; and strong progress on public enterprise (PE) reform, including a
significant opening of infrastructure to private investment.

2.3  Withinthe social sectors, educational priorities were to improve the efficiency of
primary education, curb the growth of higher education so as to free funds for basic
education, increase access to and improve the quality of basic education, and expand and
strengthen vocational training. In response to the very low indicators for female literacy
and school attendance, the CAS added a focus on access by rural girlsto basic education.
Health sector priorities included areallocation of resources, targeting expenditures toward



rural areas and priority programs, such as maternal care and immunization, as well as
controlling hospital costs and introducing new health financing schemes. The CAS
proposed incorporation of gender issuesin all social and rural projects, initiation of a
strategy note on gender issues in collaboration with women's groups and government
agencies, and inclusion of gender analysisin al major economic and sector work.

3.  Program Implementation and Outcome

3.1  Theratings of completed projectsin Morocco are not a good measure of the
country program performance since the 1997 CAS, as most of these projects were well
underway at that time. What the record of these projects does show is the great need for
improvement coming into the CAS period. Of the 16 projects that have closed and been
rated since FY 97, 9 had outcomes rated as satisfactory by OED (Table 3.1).* The record
for health and education was particularly poor: all 3 projects were rated unsatisfactory.

Table 3.1: OED Evaluation Findings, FY 97-00

Number of Satisfactory Likely Substantial 1D
Sector Projects Outcome Sustainability I mpact
Health/education 3 0 0 0
Infrastructure 5 4 5 3
Agriculture 5 3 4 1
Finance 3 2 3 2
Total 16 9 12 6

Source: OED

3.2  QAG rated the quality of entry of 5 projects approved during FY 98 and 99. All
were rated satisfactory, one highly so. Of 20 projects under implementation, 3 are
considered to be at risk (15 percent by commitment amount, see Annex Table 7). This
number represents a significant turnaround for the portfolio, which had 48 percent of
commitments at risk three years earlier. Two ongoing projects in education and health
were given excellence in supervision ratings by QAG following major efforts by the
Region to improve their implementation. Rapid supervision assessments of 5 other
projects rated 4 as satisfactory and 1 marginal, although the assessments did question the
realism of the project performance ratings for the 3 projects classified as non risky.

3.3  Theongoing program is substantially different from that proposed in the CAS.
Most striking is the distribution between investment and adjustment lending: whereas the
CAS base case called for one relatively small adjustment operation, the actual FY 97-99
program included three, totaling US$451 million, or 60 percent of the total. Some
projects included in the CAS were dropped or delayed due to low government interest or

4. Despite the relatively poor outcome ratings, the Aggregate Project Performance Index is 6.5, the same as
for MENA and only dlightly below the Bank as awhole; thisis due to relatively high sustainability ratings.
The APPI is a composite measure of the ratings on outcome, institutional development impact and
sustainability. The score can range from 2 to 10, with higher scores better than lower. The number given
here is the average for projects evaluated during FY 97-00 (Annex Table 4).



interventions by other donors, and others were reduced in scope. (The average
commitment size of investment loans during FY 97-99 was US$33 million, compared to
over US$100 million during FY90-96.) The difference was made up by much larger than
planned adjustment lending in the third year of the CAS period, while keeping total
lending within the base case.®> The President's Report for the Policy Reform Support
Loan (PRSL) argued that the base case triggers had been met, and the IMF reluctantly
supported the loan; subsequently the macro situation and competitiveness have
deteriorated (para. 3.29), and it could be argued that progress on PE reform has not been
strong (para. 3.5). The high case lending program included a higher level of adjustment
lending, but many of the triggers for the high case—including a declining public wage
bill and budget deficit, rising export growth, declining share of PEsin GDP, and doubling
of rural girls enrollment—have not been reached.

Adjustment Lending

3.4  Theshift to higher adjustment lending—particularly the one tranche PRSL
(FY'99), which accounted for one-third of the FY 97-99 lending program—was justified
by the Region as away of showing the Bank's strong support for the country's movement
toward a more open political system and commitment to reform; the need for a
commensurate commitment from the Bank; and the fact that with Bank lending fully
integrated into budget strategy, the government and the Bank need simply reach
agreement on performance indicators and then design an appropriate mix of lending
instruments. The PRSL was seen as the first in a series of one tranche loans. However,
while the PRSL may have established a more cohesive program than would otherwise
have been the case, it was too unfocussed to have amajor impact on any of the areas
identified in the CAR and CAS asin critical need of reform, and the cohesion has not
lasted.® Many of the actions taken prior to Board presentation were first steps, sometimes
in the form of studies or plans, and many others have not shown concrete results.”
Expanded adjustment lending was questioned by the Board, which noted the absence of
an IMF program, and the idea of a second PRSL was shelved. Subsequently, significant
inflows from atelecommunications license (para. 3.7) have reduced the need for Bank
funds.

3.5  Progress has been madein private participation in infrastructure, financing of
rural infrastructure, customs administration, and raising the priority of the social agenda
(see below).? In other areas, progress has been slower. Public sector reform—of the civil

5. During the second half of the 1980s and the early 1990s, more than half of lending was for adjustment.
The 1993 Country Strategy Paper saw no further need for adjustment lending, and the balance shifted to
investment projects. Implementation of the resulting program proved beyond the capacity of the
government, and about US$350 million was cancelled during a major portfolio restructuring in 1995/96.
Net transfers from the Bank to Morocco have been negative during the last decade (Annex Table 10).

6. The Letter of Development Policy was 43 pages long, and the matrix of policy objectives and actions
listed 53 actionsin 14 areas taken prior to Board approval.

7. The government points out that reforms were initiated which will have an important impact in the
medium term.

8. The Region also stresses the importance of having encouraged a shift in the way of thinking in Morocco
about the serious social gaps.



service, management of public enterprises (PEs), and budgetary processes—remains the
area of greatest concern for the Bank. Morocco's civil service wage bill is among the
highest in the world as a share of GDP—12.5 percent in the 2001 budget—and the
number of civil servantsisrising. The volume of privatizations has slowed, and transfers
to PEs rose to 22 percent of public investment expenditures in the 1999/00 budget. In the
area of trade liberalization, the EU Association Agreement alows 12 yearsto phasein
lower tariffs, with an increase in effective protection over the first three years.” Despite
membership in GATT and agreements with anumber of African and Arab countries,
protection remains high. Tariff protection on agricultural productsis particularly high,
averaging 62 percent. The competition law providing for price liberalization was passed
by Parliament, but with afive-year exemption for thirty commodities. Generalized food
subsidies perpetuate market distortions by providing transfers to inefficient producers
rather than relief to the poor. The Letter of Development Policy promised gradual reform
of the subsidy system; as of November 2000, only edible oil subsidies are slated to be
phased out. The long-sought law liberalizing road freight transport was diluted by a two
year moratorium. No agreement has been reached on a more flexible labor code, acritical
element of the environment for PSD, and few concrete results have emerged in the social
sectors. Altogether, the achievements of the PRSL do not justify its prominence in the
lending program.

3.6  The Contractual Savings Development |oan was also a one tranche operation,
designed to help mobilize savings and channel them into private investment. The
conditions for Board submission were met, including some substantive actions, but on the
whole the achievements were superficia and sometimes short-lived, and the outcome of
the loan has been rated marginally satisfactory.'® Action on medium term issues has
lagged, perhaps due to the absence of a concrete commitment for future operations (the
expected second loan is now scheduled for FY 02).

3.7 A 1996 law opened up ownership in the telecommunications sector to the private
sector and established a regulatory commission. The Telecommunications, Post and
Information Technology Adjustment Loan supported further steps. Although the state-
owned company has not been privatized, alicense for mobile communications was
awarded to a second operator. The winning bid of US$1.1 billion was far higher than
expected, increasing Morocco's fiscal revenue for 1999 by about 13 percent. Even before
the new license was issued, itsimminence led to improved service and lower prices.
Although more remains to be done, including privatization of the public operator, lending
in this sector has clearly attained its goals.

9. During the discussion of the CAS, the Board commented that it relied too heavily on the EU Association
Agreement to liberalize trade. The staff said they would continue to push for universal trade liberalization,
but progress so far has been limited to a study on the fiscal impact of generalizing the reforms.

10. For example, the requirement of adopting an Insurance Code was technically met when it was approved
by the Council of Government, but it was later rejected by the Council of Ministers. Other conditions
included creation of committees and preparation of terms of reference. The government notes that this|oan
led to a number of reforms which will have an impact in the medium term.



I nvestment Lending

3.8 Investment lending amounted to just under US$300 million during FY 97-99,
with about half going to social and rural sectors. While this share exceeded the CAS
target of one-third, it was relative to amuch smaller total.™

Social Sectors

3.9  The Socia Priorities Program (BAJ, FY 96), aready underway at the time of the
CAS, was expected to help increase the access of the poor to basic socia services,
enhance social protection and create opportunities for the poor to participate in
economically productive activities. It comprises three complementary projects designed
to improve the quality and quantity of basic health and education, enhance rural
infrastructure using labor intensive techniques, and improve the government’ s capacity to
monitor and analyze the socioeconomic status of the population in the 14 poorest
provinces, containing over one-quarter of the population.

3.10 The Bank haslong been concerned about the poor quality and coverage of
education. Morocco's indicators compare unfavorably with comparator countries (Annex
Table 2), despite arelatively high level of resources devoted to the sector.*® The main
advance in the sector in recent years was the establishment of a Roya Commission,
whose report contains many of the main ingredients for reform. However, the government
has not yet established clear priorities or an agenda for implementation. Indicators for
rural areaslag well behind those for urban, and they are far lower for females than for
males. The current system, with highly centralized management, rigidly allocated
postings, and inadequate teacher training, does not adequately address the problems. The
Rural Primary Education project (FY 89) and Rural Basic Education Development project
(FY91), both of which closed in recent years, had unsatisfactory outcomes and negligible
institutional impact. The BAJ has decentralized school construction and contributed to
increasesin girls enrollment,*® but suffers from a number of factors that discourage
school attendance, particularly by girls: location outside of villages, lack of facilities
(toilets, water, canteens), teachers who are not from the same area, or schedul es that
conflict with girls household responsibilities. Nonformal community schools are more
responsive to local needs and provide an excellent model for investment in the sector,
whether through the BAJ or through new projects. The fragmentation of the sector among
several ministries makes it particularly difficult to discuss efficiency improvements or

11. The Region and the government point out that Bank lending for social and rural sectors was highly
leveraged, attracting substantial cofinancing.

12. Morocco spends 5.5 percent of its GDP on education, compared to 4.5-5 percent in countries of
comparable per capitaincome, but 30 percent of the funds for basic education go for administrative
overheads. Expenditures per pupil are three times higher in secondary school than in primary; other
countries spend roughly the same, or in afew cases up to twice as much.

13. In one year, for example, government data show that the proportion of girls enrolled in the first year of
basic education in the BAJ provinces rose from 41.8 to 44.8 percent, compared to a 0.2 percent increase in
non-BAJ provinces (Direction de la Statistique, "Programme de Priorités Sociales: Indicateurs de Suivi,"
June 1999, p. 12). A recent study of the impact of the BAJ program also found that the majority of BAJ
provinces showed significant improvement in girls enrollment (Jacoby, 2000).



reallocation of spending within the sector. Nonetheless, thisisapromising areafor
continued Bank focus: the government is open to reform and the potential impact is great.

3.11  Public spending on health is low both in per capita terms and as a share of the
government budget, and disproportionately benefits higher income groups. One-third of
ministry recurrent spending is for teaching hospital's, with occupancy rates below 60
percent. Progress has been slow in areas that could have an impact on the poor, such as
redeployment of personnel to the poorest provinces, recruitment of more female nurses,
greater outreach by clinics to the surrounding villages, accessto essentia drugs, or
development of multi-sectoral approaches to improving health. The Health Sector
Investment project (FY 90), which closed in FY 99, was rated marginally unsatisfactory
because of shortcomingsin physical objectives, inadequate counterpart funding, and a
failure to increase public allocations to the sector; however, the project did help reorient
policy toward primary health care and the BAJ continued this emphasis.** A Health
Management project (FY 99) ams to improve the efficiency of hospitals and help
introduce new financing mechanisms for public health care.

3.12 The Coordination and Monitoring of Social Programs and Labor Promotion
project (part of the BAJ) aimsinter alia to improve basic infrastructure and generate
employment in rural communities through the labor-intensive public works program, the
Promotion Nationale (PN). This program supports important social infrastructure in rural
areas and helps local economies by injecting cash and creating temporary employment.
While it has some problems—Ilack of a participatory approach in identifying and
implementing activities, and inadequate coordination to ensure proper operation and
maintenance of its facilities—it does a technically good job at alower unit cost than many
line ministries, and with a reasonable administrative cost structure.

Environment, Water Resources, and Rural Devel opment

3.13 Morocco iswell endowed with natural resources, but they are not managed
sustainably: al are underpriced, water availability is declining, and pollution costs are not
recovered. A draft OED environmental review of Morocco finds the results of the Bank's
assistance to be marginally satisfactory. Water sector work was instrumental in setting
priorities and sequencing reforms and investments. Decentralization, users’ associations,
pricing (other than for large scaleirrigation) and privatization have improved water
management, distribution and quality, with afavorable impact on health. On the other
hand, air pollution, solid waste, and soil degradation continue unabated, problems remain
with urban water supply and sewerage (see below), and cost recovery for large scale
irrigation remains akey issue. Progress on the Environmental Management project,
intended to help the government strengthen its institutional and regulatory framework for
environmental protection, has not been satisfactory, due to lack of consensus, as well as

14. Government data show that the population per physician declined by 380 in one year in the BAJ
provinces, compared to 80 in the non-BAJ provinces, although it was till 3.5 times higher in the former
(Direction de la Statistique, op. cit., p. 16). However, arecent evaluation of the BAJ programs found no
significant gainsin access to health facilities, as measured by clinic visits and medicine acquisition (Jacoby,
2000).



to weak supervision.™ A project to tackle pollution in the Sebou River watershed was
dropped; the Fes-Medina Rehabilitation project (FY 99) which included waste
management and prevention of pollution by small enterprises was signed after lengthy
delays, and for atime was rated "at risk." The Lakhdar Watershed Management Pilot
project (FY 99) is testing participatory approaches to land use and natural resource
management. The OED review concludes that capacity building projects are better
carried out by aid agencies with staff in the field and grants available for pilot activities;
that policy analysis and advice have often been more useful than lending; that the Bank
should expand its contribution to setting environmental priorities, aswell asits
environmental interventions related to poverty aleviation; and that privatization and
decentralization will probably have a greater impact on the environment than any
investment project.

3.14 Morocco'srura development strategy calls for decentralized, community-driven,
cross-sectoral programs. The changing approach to water management is a good
example. Water is Morocco's most pressing environmental problem: about 85 percent of
itisused for irrigation, for which the fees collected, in the case of the large scale schemes
supported by earlier projects, fall well short of the costs of operation and maintenance.
These water subsidies, along with trade protection and consumer subsidies, have
encouraged water intensive crops in which Morocco has no comparative advantage; the
dialogue with the government on this issue has made little progress. The Bank is now
turning to adjustable program loans for small and medium scale irrigation schemes run by
water user associations and for rainfed agriculture.

Finance, Infrastructure and Private Sector Devel opment

3.15 Thefinancial sector has not been an area of emphasis for the Bank in recent years.
The Contractual Savings Development loan (para. 3.6) was the only post-CAS operation
in the sector (a microenterprise pilot was dropped from the program due to lack of
government interest). Despite weaknesses, it did contribute to improved management of
savings. Several other projects closed in recent years. The Financial Sector Devel opment
project (FY 91) helped remove credit ceilings and reduce the mandatory placement of
deposits. The Financial Markets Development project (FY 96) increased the use of market
mechanisms for Treasury financing and put in place aregulatory and institutional
framework for the capital market, but a key condition—the privatization of some public
banks—has yet to be met.'® Development of the capital market, which was spurred by the
privatization of public enterprisesin the early 1990s, has slowed; the last privatization
carried out through the stock market wasin 1997. Repeated efforts through Bank projects
have not improved the public agricultural bank. Banking services are weak. However, the
Bank is still involved in the sector through a PHRD grant for studies and training (some

15. This project, approved in FY 94, just closed; its outcome was rated moderately unsatisfactory, and its
institutional development impact, modest. The Region notes that the environment has not been atop priority
for the Bank in recent years, when the focus has been much more on social programs.

16. The Financial Sector Development project was rated satisfactory, with substantial institutional
development impact; the Financial Markets Development project was rated marginally unsatisfactory, with
modest institutional development impact.



in association with an ongoing African Devel opment Bank project), and QAG noted the
likely positive impact of recent sector work on the banking system (para. 3.21).

3.16 Thetransport sector isrelatively well developed in physical terms. The Bank has
rightly stressed institutional issues in its lending, delaying the Railway Restructuring and
Privatization project (FY 97) for nearly 5 years until the government approved tariff
adjustments and key managerial measures. Draft |aws establishing a new railway
organization, appropriate for eventual privatization, have been delayed by the issue of
financing the pension deficit. The Secondary Roads project (FY 95) was also delayed for
two years until the government agreed to eliminate the road freight forwarding monopoly
and liberalize trucking, but although the Land Transport Law was approved, its
implementation has been delayed. Highway projects have contributed to increasing the
priority of maintenance and ensuring its financing under aroad fund. Air Maroc is being
prepared for sale, and concessions are being considered for the airports. One big port has
been offered for aBOT. Thus the sector is moving, if slowly, in the right direction, and
Bank projects have encouraged this trend.'” No new transport projects are planned.

3.17 Two urban projects were rated "at risk" in recent years (one has been upgraded)
because of institutional problems and lack of internal and management controls. Two
water supply and sewerage projects were also at risk (one now upgraded), with unmet
cost recovery targets. Efficiency islow, with high levels of unaccounted for water and
less than 60 percent of domestic and industrial wastewater collected by existing sewerage
systems. The Second Sewerage and Water Reuse project is still missing an
environmental action plan. Meanwhile, raw sewage discharge pollutes rivers and coastal
areas, and use of treated wastewater for irrigation is still only experimental. A Rural
Water Supply and Sanitation project is, however, progressing well, with full operation
and maintenance costs and one-quarter of investment costs being collected by user
associations; eventually the project will provide safe water to about 150,000 people,
while reducing the burden on women and girls of carrying water for long distances.
Access to safe water in rural areas has already improved dramatically (Annex Table 2).

3.18 Private participation has been important in some infrastructure sectors, most
notably in telecommunications (para. 3.7). The Second Rural Electrification project
(FY91), which closed in FY 97, was substantially reduced in scope because of inadequate
financing and institutional arrangements, but in its last years the project contributed to
broad sector reform, including the privatization of Casablanca’s distribution company and
the undertaking of a major |PP-financed generation project (with a US$180 million Bank
guarantee).’® Distribution of water supply is also being privatized. Concession
agreements for Casablanca and Rabat permitted the cancellation of 44 percent of the
commitment for Water Supply V (FY 94), and agreements are underway in two additional
cities. The Bank continues to press for additional such agreements.

17. All closed projects were rated satisfactory, and those under implementation are progressing
satisfactorily.
18. The project was rated marginally unsatisfactory, with modest institutional development impact.
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3.19 Intheareaof private sector development, a Private Sector Assessment Update
(1999) noted that after a decade of efforts at stabilization, liberalization and deregulation
and the launching of the privatization program, the response of the private sector has
fallen short of the high expectations generated by the achievements of the 1980s. It
concluded that further reforms are needed, of both policies and institutions. One of the
suggested reforms, to improve the judicial system, isincluded in aLegal and Judicial
Development Loan (FY 00). FIAS has been discussing with the government three possible
advisory projects designed to improve the foreign direct investment environment in the
country: the development of a strategy and possible establishment of an investment
promotion agency; afeasibility study for the establishment of an export processing zone;
and areview of the investment incentives system. In the area of vocational training, the
PSD 111 project had a covenant requiring the passage of acritical law by September 1998;
this law has still not been approved, and the project is currently “at risk.”

3.20 IFC straditional investment activity in Morocco has been modest for two reasons:
IFC's relatively high spreads compared with other international institutions such as the
European Investment Bank; and the reluctance of local enterprises to assume the foreign
exchange risk on borrowing. In this context, since FY 97 prepayments of about US$18
million were made, and as of end-FY 00, the total IFC held portfolio was only US$32
million in six projects. However, because there is still aneed for IFC investment where
structuring is complex and the volumes are large, IFC invested US$94 million for its own
account (plus an additional US$329 million in B-loans) in FY01 in Medi Telecom, the
winning cellular consortium for the second telecommunications license. This investment,
which was recently committed, brought IFC's portfolio in Morocco up to US$114 million
at the end of October 2000. Other new investments since the last CAS consist of an
investment of US$14 million (both equity and loan) in atextile company; a partial risk
guarantee in the MENA Forfaiting Facility to provide trade finance for local companies,
of which the exposure in Morocco is expected to be US$10 million; and a US$5 million
equity stake in aregional investment fund that will provide financing and venture capital
to small and medium enterprises. MIGA has issued only one guarantee in Morocco—in
1994. It hasreceived 4 preliminary applications for coverage of prospective investments.

Analytical and Advisory Activities (AAA)

3.21 AAA inMorocco isgeneraly of high quality, but relatively expensive, well above
the average for MENA and for the Bank as awhole in recent years. For example, QAG
reviewed a Financia Sector Strategy Note (still in draft), finding it "a solid piece, with
good analysis...leading to clear recommendations. The study...has anarrow, albeit
excellent, focus [and] islikely to have considerable impact on GOM." Although the study
was not cheap, QAG concluded that "it was time and money well spent.”

3.22 The1997 CAR found that much of the Bank's excellent economic and sector work
on Morocco had not been well used and recommended that relatively more resources be
spent on dissemination and constituency building. This appears to be taking place, with
some recent reports discussed in the local press and used as the basis for workshops and
seminars in Morocco (ten seminars during 1999 covered such topics as educational
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reform, health financing and corruption). A study of rural development is reflected in the
government's just-published rural development strategy, and a PHRD grant funded 10
studies on different aspects of educational reform. Narrowly focused think pieces, often
not issued formally, have replaced broader country economic memoranda.® For
example, one recent piece identifies weaknesses in the economy and sources of growth
for the future, and another suggests judicious uses of the fiscal windfall arising from
privatization. These pieces should provide a strong analytical backing for future
discussions and lending. Given the high costs of AAA in Morocco, and the limited
ability to influence government views, future work should focus on key areas where the
Bank is most likely to make a difference (e.g., promoting education and health reform or
advising on methods of privatization).®® As has been found in other middle income
countries (e.g. Mexico), AAA work by the Bank can be highly valued and effective even
when not attached to specific lending operations.

3.23 The CAS cdled for a strategy note on gender issues, to be developed through a
participatory process. The Bank played a catalytic role by funding consultants and
workshops which brought together government institutions and women's associations in
public meetings. The result was a Gender Plan of Action, written by the Moroccans,
designed to integrate women more fully into development. The processis considered a
best practice example in the Region. Programs are underway in health, education,
literacy, and basic infrastructure, with a particular focus on rural areas. A national
research and training center for gender issues has been created, as well as a national
campaign against violence. Draft legislation to improve the legal and political situation of
women is strongly opposed by fundamentalist groups in the country, but the existence of
open debate in itself isamajor advance.

3.24  Morocco has had a number of IDF grants, with recent ones concentrating on
social sectors and core governance functions (e.g. budget and accounting systems,
procurement reform, and economic policy formulation). These grants have helped the
Bank enter new areas, with eventual major involvement (e.g., telecommunications), and
have addressed private sector activities, such as the modernization of legal information
services. They have on the whole been very successful.

3.25 Attheregional level, the Bank supports the Mediterranean Development Forum,
aconsortium of think tanks and universities which has helped get difficult policy issues
on the agenda. Thefirst two MDF conferences, organized by the WBI, were held in
Morocco in 1997/98 and attracted a broad range of Moroccan officials, aswell as
members of civil society. Coverage included education; economic journalism;
telecommuni cations; empowering poor entrepreneurs; fiscal decentralization; global

19. The last formal economic report (CEM) was in 1995. Economic or sector work is planned or underway
in arange of areas, including macroeconomics, public expenditure review, agriculture, environment,
industry, financial sector, municipal management, private sector, gender, education and health (see also
Bibliography).

20. The government suggests that to ensure agreement over the work program, alist of proposed studies be
prepared, accompanied by expected contributions from the Moroccan side, and that the final documents be
reviewed with the government before publication.

21. Based on a draft consultant review of IDF grants.
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integration; poverty reduction; governance; and public-private partnerships. Participants
rated these conferences highly, and the WBI evaluation concluded that the MDF
partnership provides a good platform for collaboration and policy dialogue in the region.

Comprehensive Development Framework and Donor Coordination

3.26 Morocco isapilot country for the CDF. A letter from the Bank to the King
proposing the effort was never answered, but based on enthusiasm in some parts of the
government, the Bank pressed on. Seventeen matrices detail medium and long term
sectoral goals, aswell asthose for cross-cutting areas such as gender, governance, and
social protection. Numerous monitoring indicators for each matrix emphasize outcomes,
selection of asmaller number of key indicators may be necessary. Governance has
become atopic of open discussion in Morocco, and a project to improve the judicial
system was approved in late FY 00. A process of workshops and commissions, supported
by the Bank, is broadening ownership of the development agenda. However, no
coordinating document has yet been prepared to pull together the matrices, nor has much
been done on cross-sectoral priorities, partnerships or comparative advantage. Morocco
has no formal system for donor coordination.?? Substantive discussions with the
government and other donors are only beginning: far from being in the driver's seat, the
government was not involved in the initial preparation of the matrices. Staff note that the
CDF provides alonger term framework for the government’s new five-year plan. Not
surprisingly, the recent evaluation of the CDF shows Morocco as being at relatively early

Box 3.1: Meetingswith Civil Society and Donors

Meetings with members of civil society, including the heads of a number of NGOs, revealed a
fair amount of anger against both the government and the Bank, as well as a sense of urgency
about the challenges facing Morocco and suggestions for a more effective role for the Bank. The
anger stems from several sources. NGOs see the Bank and the government as close partners
whose interactions are totally non-transparent to society at large. While the specifics of the
Bank's activities are unknown to civil society, it is apparent to them that there has been no
economic or social progress, least of al for the poor, even though at the same time the country's
indebtedness has increased. Consultations by the Bank with civil society during late October
2000 on the upcoming CAS were seen as lip service and unlikely to have any effect on future
Bank strategy. At the same time NGOs had concrete recommendations as to which sectors ought
to be the focus of Bank activity—education, health and infrastructure services such as water,
electricity and roads—and on how the Bank could improve its poor past performance in the
health and education sectors by adopting different strategies which take account of the views and
experiences of potential beneficiaries, and which have proven to be successful.

Some of the donors also felt left out from any consultative process. The government points out
that since all donor funds are channeled through the budget, no coordination is necessary.
However, these donors believe that greater coordination on strategy and on implementation
would have a very beneficial impact on what is now largely ineffective external assistance.

22. The Region notes that unlike in many IDA countries, donors do not finance most of the investment
budget in Morocco, so the CDF is less critical as a mechanism for coordination. The government points out
that since all donor funds are channeled through the budget, no further coordination is necessary.
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stages of many CDF elements (World Bank, 2000). It istoo early to judge the
effectiveness of this approach.

Efficiency of the Morocco Program

3.27 The Morocco country assistance program isrelatively expensive (Annex Tables
8aand 8b). Average total administrative costs per project are above both MENA and
Bank averages. Costs per dollar of net commitment are close to the MENA average for
the 1990s as awhole, but more than 50 percent higher than the average in the last three
years—and more than double the bank average. This reflects arelatively high number of
dropped projects,?® but also high costs of operations and relatively small projects.
Preparation can be lengthy, and supervision expensive, due to low interest by many
ministriesin Bank loans,** slow decision making, and weak incentives for disbursement.
Finally, reflecting the high rate of unsatisfactory projects in recent years, aswell as
dropped projects, Morocco's average costs per satisfactory or non risky project for the last
three years are nearly 75 percent higher than for MENA as awhole, and triple the bank
average.

Ratings

3.28 The program proposed in the 1997 CAS was highly relevant to Morocco's
development needs. However, the program as implemented was much less so. In
particular, the shifting of a substantial portion of the lending program from investment to
adjustment operations, along with the loose focus of the biggest adjustment loan, the
PRSL, reduced the potentia for the program to contribute measurably to increasing the
productive capacity of the economy and to reducing poverty, the two prime objectives
highlighted in the CAR (para. 1.4). With some exceptions, the outcome of the program
has been disappointing. In comparison both to the CAS projections and to other countries
in the Region, the results in terms of growth and poverty reduction have been weak.

3.29 Measuring the success of the CAS strategy against its own criteria (para. 2.1), the
results are at best mixed. In the provinces covered by the social priorities program, first
year data indicate progress in reducing the rural education gender gap and improving rural
access to health care. Private participation in some infrastructure sectors has expanded.
However, the budget deficit has risen (to 8.3 percent of GDP in the 2001 budget);
reallocations have not taken place as expected; and the business environment has
improved only mildly. Competitivenessis deteriorating (para. 1.2). Broad public sector
reform has not taken place, and the momentum for PSD has slowed, except in
infrastructure. The critical need for strong growth—a pivotal objective of the CAS—has
not been met. Environmental management remains weak, and water pricing is still

23. Inanumber of cases, the Bank has reportedly brought projects to the point of negotiations only to have
them funded by other donors who offer cheaper money and |ess conditionality.

24. Bank lending to Morocco is fully integrated into the country's budget and expenditure management, and
Bank projects do not change the budget envel ope for a particular sector.
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inadequate. Based on this assessment, the outcome of the CAS program must be judged
marginally unsatisfactory, and institutional development impact, modest.

3.30 The Bank has contributed significantly to the growing public debate over
economic policy. Asnoted above, AAA has been of high quality, and although itsuseis
spotty, public dissemination of some studies has served to inform and broaden the debate
and foster a consensus. On the lending side, the Region has put forth amajor effort to
improve the implementation of the investment portfolio. However, the magjor increasein
adjustment lending vis-a-vis the CAS program is hard to justify. In particular, the PRSL
was arisk which has not paid off in terms of cementing government ownership for a
continuing reform program.? In terms of the CDF criteria, the record is mixed. The
Bank has encouraged country ownership and participation within the country, but has
been less active in promoting partnership or coordination with other donors and in
identifying inter-sectoral linkages and its own areas of comparative advantage. The
matrices identify many indicators of outcomes; these have not yet been narrowed down to
aset of key indicators. While both the country, through its five-year plan, and the Bank,
through the CDF matrices, are taking along-term approach, the two exercises were
carried out independently, and only now is the government attempting to integrate them.

3.31 Sustainability of the achievements so far is likely, but this assessment should not
breed complacency, since the achievements in many areas are limited and are unlikely to
have a major impact on the ultimate objectives of growth and poverty reduction.

4. Lessonsand Recommendations

4.1  Therecommendationsin the CAR policy ledger (now called the Management
Action Record) are still relevant. In particular:

» The Bank should continue to spotlight public sector management issues, including the
causes of the public deficit, such as the excessive public sector wage bill and
inefficiencies of public enterprises.

» The Bank should encourage the government to increase the share of the budget
allocated to basic health and education, to rural areas, and to benefit women and girls.

» The Bank should continue to focus on increasing cost recovery for irrigation water
and eliminating other agricultural subsidies, aswell as on promoting rainfed farming
and small and medium scale irrigation.

* The Bank should assist the government in removing obstacles to the private sector,
including further efforts at trade liberalization (beyond the EU agreement), ensuring a
market determined exchange rate,?® and reducing administrative bottlenecks.

25. The government notes that the PRSL permitted the launch of important reforms.
26. The government believes that such an exchange rate policy would cause increased inflation, with
negative social consequences.
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» Future lending should have a demonstrable link to capacity for growth and poverty
reduction, structural adjustment lending should be more selective than in the past, and
every operation should include measurable performance indicators.

4.2  Developments since 1997 reinforce and extend some of these recommendations.
The Bank should support the growing willingness in the country to discuss corruption
issues. Theinflux of privatization proceeds from infrastructure presents both an
opportunity and a danger, and Bank should continue to engage the government on the
appropriate use of thiswindfall. The slow rate of privatization more broadly calls for
particular efforts, whether through AAA or lending, to improve the environment for
private sector development; the recent Private Sector Assessment Update outlines the
many reforms needed to enable the private sector to become the main engine of growth in
the Moroccan economy. One tranche lending has proven ineffective, and any future
adjustment loans should be smaller in size and conditioned on substantive and
irreversible progress on afocused set of key reforms.

4.3 A minima program would include lending for education, health and rural
development, and should be based on progress on the first three areas highlighted above.
Given that the existing models have not achieved great success, new models should be
supported on atrial basis, through ongoing as well as new lending, including support for
nonformal schools and greater outreach by health clinics. It may be difficult to maintain a
sizeable lending program, since the government is apparently not eager to borrow from
the Bank for programs with a high social content, for which funds on concessiona terms
are available from other sources, and in view of high inflows from privatization.
Therefore, and in light of the implementation difficulties of recent years, the base case
lending program could be substantially smaller than in the previous CAS. Beyond the
social and rural sectors, lending should be based on evidence of substantive progressin
the other areas listed above. The Bank's contribution in terms of analytical work, in
collaboration with Moroccan experts, along with dissemination and dialogue on critical
issues should continue regardless of the level of the lending program.

Box 4.1: Morocco—Good Practice

The Bank funded consultants and workshops that brought together civil and government
institutions to design a Gender Plan of Action. The Bank's role was catalytic—the plan itself was
produced by the Moroccans in a highly participatory manner. This processis regarded as best
practice in the Region, and is a good example of the strategic use of relatively small sums of
money.
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Annex Table 1: Morocco at aglance o

M. East Lower-

POVERTY and SOCIAL & North middle-
Morocco Africa  income Development diamond*
1999
Population, mid-year (millions) 28.2 291 2,094 Life expectancy
GNP per capita (Atlas method, US$) 1,190 2,060 1,200
GNP (Atlas method, US$ billions) 33.6 599 2,513 -
Average annual growth, 1993-99
Population (%) 1.7 21 11
Labor force (%) 26 3.0 1.2 GNP . Gross
per I ' primary
Most recent estimate (latest year available, 1993-99) capita enrollment
Poverty (% of population below national poverty line) 19 . .
Urban population (% of total population) 55 58 43
Life expectancy at birth (years) 67 68 69 -
Infant mortality (per 1,000 live births) 49 45 33
Child malnutrition (% of children under 5) . 15 15 Access to safe water
Access to improved water source (% of population) 52 71 86
llliteracy (% of population age 15+) 52 36 16
Gross primary enroliment (% of school-age population) 86 95 114 Morocco
Male 97 102 114 Lower-middle-income group
Female 74 88 116
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1979 1989 1998 1999 ) _
Economic ratios*
GDP (US$ billions) 15.9 22.8 35.7 35.0
Gross domestic investment/GDP 245 23.7 225 24.2 Trade
Exports of goods and services/GDP 175 17.4 17.8 18.8
Gross domestic savings/GDP 12.9 14.9 14.2 15.3
Gross national savings/GDP 16.9 17.2 175 18.2
Current account balance/GDP -9.6 -3.5 -0.4 -0.8 Domestic
Interest payments/GDP 3.0 4.8 2.9 3.4 Savings Investment
Total debt/GDP 49.6 95.7 58.0 55.2
Total debt service/exports 26.3 30.2 23.0 27.7 l
Present value of debt/GDP . . 52.3
Present value of debt/exports . . 153.2
Indebtedness
1979-89 1989-99 1998 1999  1999-03
(average annual growth)
GDP 4.0 2.3 6.8 0.7 3.7 Morocco
GNP per capita 15 0.6 5.8 -2.2 2.0 Lower-middle-income group
Exports of goods and services 43 35 2.2 4.8 5.9
STRUCTURE of the ECONOMY
1979 1989 1998 1999 Growth of investment and GDP (%)
(% of GDP) 0
Agriculture 17.9 17.2 17.0 14.8
Industry 32.7 33.2 31.9 32.7 20
Manufacturing 16.8 17.8 17.1 17.3
Services 49.4 49.6 51.1 52.6 0 =
94 9% 97 98 99
Private consumption 65.8 69.4 67.7 65.4 201
General government conspmptlon 21.3 15.7 18.1 19.3 cbl O==GDP
Imports of goods and services 29.0 26.2 26.1 27.7
1979-89  1989-99 1998 1999 Growth of exports and imports (%)
(average annual growth)
Agriculture 5.8 -0.8 24.7 -19.8 30
Industry 24 3.2 1.8 2.8 20
Manufacturing 3.9 3.0 2.4 25
Services 4.3 2.8 51 31 10
Private consumption 4.6 3.0 8.5 -3.2 0
General government consumption 1.0 3.2 6.6 6.2 94 95 97 98 99
Gross domestic investment 0.6 1.7 30.1 6.9 -10
Imports of goods and services 1.3 4.9 21.4 4.7 Exports == |mports
Gross national product 3.7 2.4 7.6 -0.6

Note: 1999 data are preliminary estimates.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Morocco

PRICES and GOVERNMENT FINANCE

Domestic prices
(% change)
Consumer prices
Implicit GDP deflator

Government finance

(% of GDP, includes current grants)
Current revenue

Current budget balance

Overall surplus/deficit

TRADE

(US$ millions)

Total exports (fob)
Agriculture and food items
Phosphate rock
Manufactures

Total imports (cif)

Food
Fuel and energy
Capital goods

Export price index (1995=100)
Import price index (1995=100)
Terms of trade (1995=100)

BALANCE of PAYMENTS

(US$ millions)

Exports of goods and services
Imports of goods and services
Resource balance

Net income
Net current transfers

Current account balance

Financing items (net)
Changes in net reserves
Memo:

Reserves including gold (US$ millions)
Conversion rate (DEC, local/US$)

EXTERNAL DEBT and RESOURCE FLOWS

(US$ millions)

Total debt outstanding and disbursed
IBRD
IDA

Total debt service
IBRD
IDA

Composition of net resource flows
Official grants
Official creditors
Private creditors
Foreign direct investment
Portfolio equity

World Bank program
Commitments
Disbursements
Principal repayments
Net flows
Interest payments
Net transfers

1979

8.3

222
2.8
-9.4

1979

1,955
641
568
345

3,673
550
710
844

71
78
91

1979

2,707
4,752
-2,045

-409
923

-1,531

1,499
32

3.9

1979

7,886
504
38

972

95
331
673

39

357
137
25
112
41

1989

3.1

22.6
14
-6.0

1989

3,851
1,016
489
1,644
5,842
590
843
1,458

85
85
99

1989

5,391
6,641
-1,249

-1,159
1,606

-803

808
-5

552
8.5

1989

21,874
2,686
40

2,042
381

101
688
228
167

518
364
182
182
200

-18

1998

2.7

27.4
3.8
-2.7

1998

7,144
1,627
459
3,932
10,274
1,191
922
2,567

93
89
105

1998

9,970
11,425
-1,455

-1,033
2,345

-144

391
-247

4,693
9.6

1998

20,687
3,388
29

2,797
505

-377
469
313

130
291
300
-9
207
-216

1999

26.9
2.6
-4.7

1999

7,372
1,590
434
4,085
10,804
1,177
1,330
2,830

87
89
98

1999

10,535
11,964
-1,429

-977
2,137

-269

1,907
-1,638

5,920
9.8

1999

19,309
3,377
28

3,502
515

-176
-265
839

356
404
304
100
213
-113

Inflation (%)

0+ + + + + +

94 95 96 97 98 99

GDP deflator ~ === CPp|

Export and import levels (US$ mill.)
12,000
9,000
6,000
3,000

0
93 94 95 96 97 98 99

@ Exports H Imports

Current account balance to GDP (%)

1

0 + +

=y : : 1
93 94 95 96 97 L?BJ 99

Composition of 1999 debt (US$ mill.)

116

3377

6089

2140
7559
A-IBRD E - Bilateral
B-IDA D - Other multilateral ~ F - Private
C-IMF G - Short-term

Development Economics
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Annex Table 2 : Social indicatorsfor Morocco and Comparator Countries'

Lower-
Middle-
Countries Morocco  Morocco  Morocco  Morocco  Tunisia Egypt MENA Income
Year 1990-1993 1994-1997 1998 1999 1994-1997 1994-1997 1994-1997 1994-1997
Population and Labor force
Population, total (million) 254 27.3 27.8 28.2 9.2 60.3 174.1 3,603.0
Population growth (%) 20 20 18 17 15 18 2.7 18
Labor force, total (Thous.) 9,348 10,316 10,832 11,295.2 3,501 22,328 160 2,370
Labor force growth (growth rate %) 18 17 18 1.0 2.8 2.6 31 21
Labor force, female (% of total) 34.6 34.6 34.7 34.7 30.9 29.4 26.0 40.0
M acr oeconomic I ndicators
GDP Growth, Real (%) 0.2 35 6.8 -0.7 54 55 21 31
GNP per capita, Atlas method (growth, %) -3.0 -3.9 -1.0 . 9.2 45 3.0 1.0
GNP per capita, PPP (current international $) 3,210 3,200 3,120 3189.7 3,050 3,080 4,577 4,880
Private consumption (annual % growth) -5.8 -10.3 1.9 . 4.3 4.3 . 4.3
Poverty and Inequality (%)

Population below national poverty line as a% 13.1 . 19.0

Rural 18.0 . 27.2

Urban 7.6 . 12.0 . . . . .
Labor force, children 10-14 (% of age group) 10.6 5.6 2.6 . . 10.0 5.0 14.0
GINI Coefficient 39.2 . 39.5 395 . 32.0
percentage share, Lowest 10% 2.8
percentage share, Highest 10% 30.5

Education & Gender .
Illiteracy rate, adult total (% of people 15+) 61 54.1 52.9 52.0 33.0 47.3 38.0 26.0
Illiteracy rate, adult male (% of males 15+) 47.0 40.7 39.7 389 21.9 35.3 27.0 19.0
Illiteracy rate, adult female (% of females 15+) 75.0 67.3 66.0 64.9 442 59.5 50.0 34.0
School enrollment, primary (% gross) 715 835 . . 116.5 100.5 96.0 108.0
School enrollment, primary, female (% gross) 58.9 714 . . 95.0 88.0
School enrollment, primary, male (% gross) 83.7 95.2 . . . 98.0 . .
School enrollment, secondary (% gross) 36.2 385 . . . 63.9 64.0 58.0
School enrollment, secondary, male (% gross) 41.6 438 . . 66.0 79.6
School enrollment, secondary, female (% gross) 304 33.0 . . 63.2 69.9 . .
Public spending on education (% of GNP) 5.6 5.4 5.0 . 6.7 4.8 5.2 4.3

Health & Gender "

Life expectancy at birth, total (years) 64.5 66.6 66.9 . 69.5 66.3 67.0 65.0
Life expectancy at birth, female (years) 66.0 69.0 68.8 " . 68.0 68.0 67.0
Life expentancy at birth, male (years) 62.0 65.0 65.1 . 68.0 65.0 66.0 63.0
Safe water (% of population with access) 58.2 . . 69.0 . 84.0 81.0 75.0
Safe water, rural (% of rural population with access) 14.0 . . 42.0 . 74.0
Safe water, urban (% of urban population with access)  100.0 . . 100.0 . 95.0
Sanitation (% of population with access) 63.2 65.0 . . 80.0 70.0
Sanitation, urban (% of urban population with access 95.8 . . . . 95.0 . .
Mortality rate, infant (per 1,000 live births) 60.0 51.0 494 . 30.0 51.0 49.0 60.0
Mortality rate, under-5 (per 1,000 live births) . 67.0 61.0 . 33.0 66.1 62.0 83.0
Malnutrition prevalence (% of children under 5) 9.5 . 11.7 . . 15.2 . .
Contraceptive prevalence (% of women 15-49) 415 50.0 . . 60.0 48.0 53.0 61.0
Fertility rate, total (births per woman) 3.8 31 30 . 2.8 3.2 4.0 3.0
Mortality ratio, maternal (per 100,000life births) 34.0 51.0 " . 30.0 51.0 49.0 36.0
Health expenditure, public (% of GDP) 1.3 1.3 . . 6.7 1.6 4.7 4.4
*_atest single year when available. $ = US dollar

Sources: World Development Indicators (World Bank, 2000); draft CAS for Morocco (World Bank, April 11, 2001); Moroccon Government
Comprehensive Development Review (6/30/99)
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Annex Table 3: M orocco—M acroeconomic | ndicators, 1989-1999
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1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Real GDP Growth (%) 25 3.9 69 -40 -10 104 -66 122 -2.2 6.8 -0.7
Real Non-Agricultural GDP Growth (%) 6.3 3.6 46 -04 26 23 3.6 32 3.9 3.0
Real GNP Per Capita (% growth) 0.0 31 47 57 -34 86 -84 102 -3.8 5.3 -1.0
Imports(% of GDP) 260 290 262 275 269 299 332 249 259 26.1 27.7
Exports(% of GDP) 170 194 183 174 179 208 236 172 18.8 17.8 18.8
Conumer Price Index 698 746 806 852 89.6 942 1000 1030 1039 1069  108.0
Foreign Direct Invmt. (% of GDP) 0.3 0.7 0.6 11 15 18 15 14 39 16 54
Budget Deficit (% of GDP) 51 -22 -21 -14 -26 -32 -44 -33 -34 -25 -4.8
BOP Curr. Acct. Balance(% GDP) -35 -08 -15 -15 -20 -24 -36 0.1 -0.3 0.4 -0.8

Source: World Bank indicators and IMF
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Annex Table4. OED Summary Ratingsfor Morocco, FY 97-00

EVALUATED PROJECTS"

Number Percent Value $m Percent
Adjustment Loans 3 18% 552 40%
Non-Adjustment Loans 14 82% 818 60%
TOTAL 17 100% 1,370 100%
MENA 58 3,915
Bankwide 869 71,033
EVALUATED PROJECTS: OED OUTCOME RATINGS

Number Percent Value $m Percent
Satisfactory Outcome
Adjustment Loans 2 67% 302 55%
Non-Adjustment Loans 7 50% 482 59%
Total Satisfactory Outcome 9 53% 784 57%
MENA 40 69% 2,891 74%
Bankwide 636 73% 57,655 81%
EVALUATED PROJECTS: OED SUSTAINABILITY RATINGS

Number Percent Value $m Percent
Likely Sustainability
Adjustment Loans 3 100% 552 100%
Non-Adjustment Loans 10 71% 573 70%
Total Likely Sustainability 13 76% 1,125 82%
MENA 32 55% 2,236 57%
Bankwide 469 54% 46,654 66%
EVALUATED PROJECTS: OED INSTITUTIONAL DEVELOPMENT RATINGS

Number Percent Value $m Percent
Substantial 1D
Adjustment Loans 1 33% 202 37%
Non-Adjustment Loans 29% 373 46%
Total Substantial 1D 5 29% 575 42%
MENA 18 32% 1,551 40%
Bankwide 343 40% 32,062 47%
ARPP RATINGS OF ONGOING PROJECTS

Number Percent Value $m Percent
Development Objectives Satisfactory
Satisfactory 17 85% 763 85%
Unsatisfactory 3 15% 133 15%
TOTAL 20 100% 896 100%
MENA (Sat) 132 91% 6,630 91%
Bankwide 1,408 93% 99,025 93%
Implementation Progress Satisfactory
Satisfactory 18 90% 833 93%
Unsatisfactory 2 10% 63 7%
TOTAL 20 100% 896 100%
MENA (Sat) 129 89% 6,222 85%
Bankwide 1,353 90% 95,742 90%
DISCONNECT RATINGS FOR MOROCCO?®
Number of projects ARPP % Sat OED % Sat Net disc. at exit
Morocco 65% 53% 12%
MENA 2% 68% 4%
Bankwide 83% 73% 10%
AGGREGATE PROJECT PERFORMANCE INDICATOR (APPI)

FY1997-00 Number APPL SD

Morocco 17 6.5 21
MENA 57 6.5 1.9
Bankwide 861 6.7 1.9

' Comprises projects approved and evaluated by OED as of August, 2000 in the OED Database,

updated as of September 2000.
2 The ratings of on-going portfolio as of 10/31/2000.

> The "Disconnect” is the difference between the share of projects rated satisfactory during the last supervision

year and the share of projects rated satisfactory after completion. Thusit is an indication of the optimismin

supervision ratings.
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Annex Table 5: OED Evaluation Findings, FY97-00
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OED Rated Projects

On-
Total Approved goingPortfolio***: Net Likely
Projects / Projects / Net Number of Commitment, Satis. Outcome  Sustain Subst. Inst.
Country Commitment $m (*) Commit. $m (*) Projects $m (%0)** (Yo)** Devt. (%)**
Morocco 15/947 21/901 17 1,369 53/57 76 /82 29/42
MENA 99 /4,874 151/ 7,493 58 3,915 69/74 55/57 32/40
Bank-wide 1,230/ 93,964 1,614 /110,012 869 71,033 73 /81 54 /66 40/ 47

*As of August 2000
** By number/by value

*** As of October 31, 2000; Not all projects in the portfolio are rated.



Annex Table 6: Morocco All Aproved Projects, Evaluated and Ongoing as of October 31, 2000

Fiscal year Proj. ID Title lBRD&%’? Amt Outcome Inst|t=1r2g;i dev. Sustainability APPI LaDtgst Laltl;sst
Agriculture

1965 P005350 SIDI SLIMANE IRRIGATION 18

1966 P005351 AGRICULTURAL CREDIT 10

1970 P005355 SEBOU IRRIGATION 46 Unsatisfactory nr nr

1972 P005360 AGRIC. CREDIT CNCA Il 34 Satisfactory nr nr

1974 P005365 SEBOU Il DEVELOPMENT 32 Unsatisfactory nr nr

1975 P005369 MEKNES AGRICULTURE DEVT 14 Satisfactory nr nr

1975 P005370 SOUSS GROUNDWATER 19 Satisfactory nr nr

1976 P005372 DOUKKALA IRRIG 30 Satisfactory nr nr

1977 P005377 AGRICULTURE CREDIT IIl 35 Satisfactory nr nr

1977 P005378 DOUKKALA IRRIGATION Il 41 Satisfactory nr nr

1978 P005381 KARIA-TISSA RAINFED AGR. 65 Marginally Satisfactory Modest Uncertain 6

1979 P005384 CNCA IV 70 Satisfactory nr nr

1980 P005390 RURAL DEVT.LOUKKOS 34 Satisfactory Substantial Likely 8.25

1980 P005391 VEGETABLE PROD. & MKTG. 58 Satisfactory Modest Likely 7.25

1982 P005397 AG. DEV. MIDDLE ATLAS 29 Unsatisfactory Modest Unlikely 4.25

1982 P005398 FORESTRY PLANTATION PROJ. 28 Satisfactory Modest Likely 7.25

1983 P005404 AG.DEV.OULMES 30 Satisfactory Modest Uncertain 6.75

1983 P005405 SMALL&MED.IRRIG. 42 Satisfactory Substantial Likely 8.25

1984 P005410 CNCA-V 115 Satisfactory Modest Likely 7.25

1985 P005412 AGRIC.SEC.I 100 Satisfactory Modest Likely 7.25

1986 P005418 LARGE IRRGN. IMPROVE 46 Unsatisfactory Modest Uncertain 4.5

1986 P005424 CNCA VI 120 Satisfactory Substantial Likely 8.25

1988 P005425 S.& M IRRIG.II 23 Satisfactory Modest Likely 7.25

1988 P005430 AGR.SECTOR Il 225 Satisfactory Substantial Likely 8.25

1989 P005468 AGRIC. EXT. & RES. 28 Marginally Satisfactory Modest Unlikely 5.75

1989 P005469 NATIONAL AGRIC. CRED 190 Highly Unsatisfactory Negligible Unlikely 2

1990 P005437 FORESTRY Il 49 Satisfactory Modest Likely 7.25

1992 P005441 AG. SEC. INV. LOAN | 50 Unsatisfactory Modest Uncertain 4.5

1993 P005462 SECOND LSI IMPROVEME 215 S S

1994 P005486 MA-NATIONAL RURAL FINAN 100 Highly Unsatisfactory Negligible Unlikely 2

1994 P005493 ASIL Il 121 Marginally Unsatisfactory Modest Likely 5.75

1994 P005499 IRR. AREAS AGR. SERV 25 S S

1996 P041303 EMERG. DROUGHT RECOV 100 Highly Satisfactory Substantial Likely 10

1998 P005521 WATER RESOURCE MGMT. 20 S S

1999 P005519 LAKHDAR WATERSHED MG 4 S S

1999 P052247 PILOT FISHERIES DEV. 5 S S
Economic Policy

1992 P005477 SAL Il 275 Satisfactory Modest Uncertain 6.75

1999 P058356 POLICY REFORM SUPPOR 250
Education

1966 P005353 EDUCATION | 11 Satisfactory nr nr

1972 P005362 EDUCATION I 9 Satisfactory nr nr

1976 P005374 EDUCATION Il 25 Satisfactory nr nr

1979 P005386 EDUCATION IV 113 Satisfactory Negligible Uncertain 6.25

1982 P005401 EDUCATION V 50 Unsatisfactory Negligible Uncertain 4

1985 P005415 VOC. TRNG. | 27 Unsatisfactory Modest Uncertain 4.5

1986 P005421 EDUCATION SECTOR | 150 Unsatisfactory Substantial Likely 6

1987 P005426 VOC.TRAINING Il 22 Satisfactory Modest Likely 7.25

1989 P005480 RURAL PRIMARY EDUCAT 83 Unsatisfactory Negligible Uncertain 4

1991 P005460 BASIC EDUCATION 145 Unsatisfactory Negligible Uncertain 4

1996 P005501 SPI - EDUCATION 54 S S

1997 P038978 PSD IlI-VOC TRG. 23 U U
Electric Pwr & Engy.

1974 P005367 POWER 25 Satisfactory nr nr

1976 P005375 SIDI CHEHO MULTIPURPOSE 49 Satisfactory nr nr




Annex Table 6: Morocco All Aproved Projects, Evaluated and Ongoing as of October 31, 2000 (continued)

F;Segfl Proj. ID Title l:iﬂg?ﬁ Outcome Instlt;lr;lggil dev. Sustainability APPI L"E)thI Lalt:st
Electric Pwr. & Engy. (cont.)

1979  P005388 VILLAGE ELECTRIFICATION 42 Satisfactory nr nr

1982 P005402 OIL-SHALE ENGINEERING 20 Satisfactory nr nr

1988  P005428 POWER DISTRIBUTION P 920 Marginally Unsatisfactory Modest Uncertain 5.25

1991 P005459 SECOND RURAL ELECTRI 114 Marginally Unsatisfactory Modest Likely 5.75
Environment

1994  P005504 ENVIRONMENT MANAGEME 6 Moderately Unsatisfactory Modest Likely 5.75
Finance

1963  P005349 BNDE | (DFC) 15

1966  P005352 BNDE Il (DFC) 18

1969 P005354 BNDE Il (DFC) 15 Satisfactory nr nr

1970 P005356 BNDE IV (DFC) 15 Unsatisfactory nr nr

1971 P005358 BNDE V (DFC) 35 Satisfactory nr nr

1973  P005363 BNDE VI (DFC) 24 nr nr nr

1975 P005371 BNDE VII (DFC) 30 Satisfactory nr nr

1977 P005379 BNDE VIII (DFC) 45 Satisfactory nr nr

1982  P005399 BNDE IX 70 Satisfactory Substantial Likely 8.25

1983  P005406 FEC/MUNICIPALITIES 16 Satisfactory Modest Uncertain 6.75

1987 P005452 IND.EXP. FINANCE | 70 Unsatisfactory Negligible Unlikely 3.75

1990 P005458 INDUSTRIAL FINANCE 170 Marginally Satisfactory Negligible Uncertain 5.5

1991  P005495 MA-FINANCIAL SECTOR DEVELOPMENT 235 Satisfactory Substantial Likely 8.25

1996  P005522 FIN.MARKETS DEV. 250 Marginally Unsatisfactory Modest Likely 5.75
Hith, Nutn & Popultn

1985  P005422 HEALTH DEVELOPMENT 28 Satisfactory Modest Likely 7.25

1990 P005440 HEALTH SECTOR INVEST 104 Marginally Unsatisfactory Modest Uncertain 5.25

1996  P042415 SPI - HEALTH 68 S S

1999  P005525 HEALTH MANAGEMENT 66 S S
Industry

1974  P005366 MAROC PHOSPHORE 50 Satisfactory nr nr

1977  P005380 CIOR CEMENT 45 Satisfactory nr nr

1979  P005385 SMALLSCALE INDUSTRIES 25 Satisfactory nr nr

1982 P005400 SMALL SCALE IND Il 70 Satisfactory Negligible Likely 6.75

1985 P005413 ELEC.MECH.IND 25 Unsatisfactory Modest Uncertain 4.5
Mining

1979  P005387 MAROC PHOSPHORE EXPANSION 50 Satisfactory nr nr

1982 P005403 SMALL SCALE MINING ENG 10 Unsatisfactory Negligible Unlikely 3.75

1985 P005416 JERADA COAL 27 Highly Unsatisfactory Negligible Unlikely 2
Multisector

1984  P005411 IND.TR.POL(SAP) 150 Satisfactory Substantial Uncertain 7.75

1986  P005414 IND. TR. POL (ADJ. Il) 200 Satisfactory Substantial Uncertain 7.75

1989  P005472 SAL | 200 Satisfactory Modest Uncertain 6.75
Oil & Gas

1980 P005392 PETROLEUM EXPLORATION | 50 Satisfactory nr nr

1983  P005407 PETROLEUM EXPL. Il 75 Satisfactory Modest Likely 7.25
Private Sector Devel

1997  P043725 RAILWAY RESTR & PRIV 85 S S

1999 P058128 MA-TELECOM, POST AND IT 101 S S
Public Sector Mgmt.

1987  P005466 PERL 240 Satisfactory Substantial Uncertain 7.75

1989  P005473 PUBLIC ADMIN. LOAN 23 Satisfactory Modest Likely 7.25

2000  P063918 LEGAL AND JUDICIAL DEVELOPMENT 5




Annex Table 6: Morocco All Aproved Projects, Evaluated and Ongoing as of October 31, 2000 (continued)

F;Segfl Proj. ID Title IABHTP(/;S?H? Outcome Instlt?;:gzzll dev. Sustainability APPI nggSt Lalt:st
Social Protection

1996 P042414 COOR/MON SOCIAL PRO 28 S S

1998 P047582 MA-CONTRACTUAL SAVINGS 100 Marginally Satisfactory Modest Likely 6.5
Telecommunications

1987 P005420 TELECOMMUNICATIONS | 125 Satisfactory Substantial Likely 8.25

1993 P005438 TELECOM.RESTRUCTURIN 100 Highly Satisfactory Substantial Likely 10
Transportation

1970 P005357 ROADS | 15 Satisfactory nr nr

1974  P005368 ROADS II 29 Satisfactory nr nr

1980 P005393 ROADS IIl 62 Satisfactory nr nr

1983  P005408 HIGHWAYS IV 85 Satisfactory Modest Likely 7.25

1986  P005417 PORT PROJECT 22 Highly Satisfactory Substantial Likely 10

1990 P005481 FIFTH HIGHWAY PROJEC 79 Satisfactory Modest Likely 7.25

1991 P005433 PORT SECTOR 132 Satisfactory Substantial Likely 8.25

1995 P005489 MA-SECONDARY ROADS 58 S S
Urban Development

1971 P005359 CIN HOTEL FINANCING 10 Satisfactory nr nr

1972 P005361 CIH HOTEL FINANCING II 15 Satisfactory nr nr

1976  P005373 CIH HOTEL FINANCING I 25 Satisfactory nr nr

1976  P005376 TOURISM INFRASTRUCTURE 21 Unsatisfactory nr nr

1978  P005382 URBAN DEVELOPMENT | 18 Satisfactory Negligible Unlikely 6

1981  P005394 CIH IV 100 Satisfactory Substantial Likely 8.25

1981  P005395 URBAN Il 36 Satisfactory Negligible Unlikely 6

1983  P005409 URBAN Il 60 Satisfactory Modest Likely 7.25

1990 P005434 HOUSING FINANCE 81 Marginally Satisfactory Negligible Likely 6

1993  P005514 LAND DEVELOPMENT 130

1993  P005517 MA-MUNICIPAL FINANCE | 104 Satisfactory Substantial Likely 8.25

1998  P005523 MUNICIPAL FINANCE II 70 U S

1999 P005524 MA-FES/MEDINA REHAB. 14 S S

SUSTAINABLE COASTAL TOURISM

2000 P065757 DEVELOPMENT 2 S S
Water Supply & Santn

1973  P005364 CASABLANCA WATER SUPPLY 48 Satisfactory nr nr

1978  P005383 CASABLANCA SEW-ENGR 2 Satisfactory nr nr

1979  P005389 WATER SUPPLY II 49 Satisfactory Substantial Likely 8.25

1981  P005396 WATER SUPPLY Ill 87 Satisfactory Substantial Likely 8.25

1987  P005423 NATL. WATER SUPPLY R 60 Satisfactory Substantial Likely 8.25

1987  P005449 GREATER CASABLANCA S 60 Marginally Satisfactory Modest Likely 6.5

1994  P005435 WATER SUPPLY V 160 S S

1996 P005503 SEW.& WATER REUSE I 40 U U

1998  P040566 RURAL W.S.& SANITATN 10 S S
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Annex Table 7: Morocco--Active L oans as of December 1, 2000

. Approval Net Commit. Undisbursed Last AR'.DP
Name of Project Loans Supervision
FY (Ussm) Balance .
Rating

Deut. Imp.  Prorject

Obj. Prog. atrisk
COOR/MON SOCIAL PRO 1996 40260 28 11.6 S S Nonrisky
HEALTH MANAGEMENT 1999 44240 66 54.6 S S Nonrisky
IRR. AREAS AGR. SERV 1994 36880 15 42 S S Nonrisky
LAKHDAR WATERSHED MG 1999 44260 4 38 S S Nonrisky
LEGAL AND JUDICIAL DEVELOPMENT 2000 45630 5 54 n.a na Nonrisky
MA-FES/MEDINA REHAB. 1999 44020 14 11.6 S S Nonrisky
MA-SECONDARY ROADS 1995 39010 58 21.7 S S Nonrisky
MA-TELECOM, POST AND IT 1999 44650 101 50 S S Nonrisky
MUNICIPAL FINANCE II 1998 42310 70 21 U S Actua
PILOT FISHERIES DEV. 1999 44640 5 4 S S Nonrisky
PSD I11-VOC TRG. 1997 40910 23 12.7 U U Actud
RAILWAY RESTR & PRIV 1997 41280 85 63.3 S S Nonrisky
RURAL W.S.& SANITATN 1998 42540 10 5.6 S S Nonrisky
SECOND LSI IMPROVEME 1993 35870 144 28.2 S S Nonrisky
SEW.& WATER REUSE |1 1996 40100 40 30.3 U U Actud
SPI - EDUCATION 1996 40240 54 30.8 S S Nonrisky
SPI - HEALTH 1996 40250 68 15.9 S S Nonrisky
SUSTAINABLE COASTAL TOURISM DEV. 2000 45730 2 23 S S Nonrisky
WATER RESOURCE MGMT. 1998 42890 20 17.2 S HS Nonrisky
WATER SUPPLY V 1994 36640 89 20.9 S S Nonrisky




Annex Table 8a: Comparative Cost Table for Morrocco and MENA, FY97-99

Net Total costs $ per Net commit. for satisf. Total costs $ per $1000 of
Total cost Average total cost commitment $1000 of net and nonrisky projects,  net commit. for satisf. &
($m)  No. of projects  $'000 per project $m commitment $m nonrisky projects
Morocco 13.9 12 1,158.3 370.5 375 272.2 51.1
MENA 60.8 63 965.1 2,539.0 23.9 2,077.6 29.3
Bank wide 843.1 888 949.4 54,991.4 15.3 48,316.9 17.4

Annex Table 8b: Comparative Cost Table for Morrocco and MENA, FY91-99

Net Total costs $ per Net commit. for satisf. Total costs $ per $1000 of
Total cost Average total cost commitment $1000 of net and nonrisky projects,  net commit. for satisf. &
($m)  No. of projects  $'000 per project $m commitment $m nonrisky projects
Morocco 37.5 34 1103.0 2,141.0 17.5 1,455.0 25.8
MENA 175.3 170 1031.0 10,324.0 17.0 7,732.0 22.7
Bank wide 2,266.10 2,310 981.0 167,653.0 13.5 141,008.0 16.1
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Annex Table 9: M orocco—Development Assistance by Donor: Total Receipts Net in $m

Donor Countries 1986-1990  1991-1993 1994-1998
IBRD 1,129.3 419.7 -98.6
African Development Bank 571.23 543.9 283.4
EC 117.8 349.9 1292.2
Italy 453.8 313.2 360.5
France 539.4 485.3 1,181.1
Japan 211.2 40.8 -197.8
Spain 222.4 383.0 197.2
UN Agencies 156.9 100.8 65.7
Others 2,322.2 1,181.9 561.2
Total Receipts Net 5,724.3 3,818.4 3,644.9

Source: OECD CD ROM 2000 "International Development Statistics®



Annex Table 10: Morocco—I BRD Flows ($m)

Year 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

a. Gross Commitments 482.5 626.0 325.0 549.0 412.0 57.6 540.0 108.0 200.0 440.0 7.5

b. Gross Disbursements 372.4 357.5 506.1 347.2 310.7 231.5 485.0 301.7 2709 411.4 106.8
c. Repayments 183.2 222.4 243.1 289.3 291.9 333.2 344.0 325.7 301.6 298.6 332.0
d. Net flows (b-c) 189.2 135.1 263.0 57.9 18.8 -101.7 141.0 -24.0 -30.7 112.8 -225.2
e. Interest payment and fees 209.3 238.4 241.0 258.5 263.3 278.7 274.4 249.9 218.1 2158 200.4
f. Net transfers (d-e) -20.1 -103.3 22.0 -200.6  -2445 -3804 -1334 -2739 -2488 -103.0 -425.6

Source: CTR
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Annex Table 11
M or occo
STATEMENT OF IFC's
Held and Disbursed Portfolio
As of October 2000

|FC Data Warehouse (Amountsin US Dollar Millions)
IFC Held | FC Disbursed

FY Approval Company Loan Equity Quas Partic Loan Equity Quas Partic
1995 Attijari 0.00 0.48 0.00 0.00 0.00 048 0.00 0.00
1987/90 CIH 5.30 0.00 0.00 0.00 530 0.00 0.00 0.00
1990 ENNASR 0.94 0.00 0.00 0.00 094  0.00 0.00 0.00
2000 Maghreb Inv. Mgt. 0.00 0.02 0.00 0.00 0.00 0.02 0.00 0.00
2000 Maghreb Invest P 0.00 5.00 0.00 0.00 000 125 0.00 0.00
2001 Medi Telecom 66.38 0.00 2213 296.70 0.00 0.00 0.00 0.00
1994/96 Mediafinance 0.00 1.16 0.00 0.00 000 116 0.00 0.00
1999 Settavex 3.43 9.00 0.00  0.00 3.43  9.00 0.00  0.00

Total Portfolio: 76.04 15.66 22.13 296.70 9.67 1191 0.00 0.00

[ Approvals Pending Commitment |

FY Approval Project Name Loan Equity Quas Partic
2000 Tikida 4.45 0.00 223  0.00
Total Pending: 4.45 0.00 2.23 0.00




Annex Table 12: Bank Senior M anagement and Country Team Responsiblefor MoroccointhelLast Ten Years

FY Vice President Director Division Chief Res. Representative Country Officer Country Economist
1991 Willi Wapenhans Kermal Dervis Waefik Grais n.a J. Coudol |sabel Guerrero
1992 Caio Koch-Weser Pieter Bottellier Mahmood Ayub n.a J. Coudol Isabel Guerrero
1993 Caio Koch-Weser Harinder Kohli Mahmood Ayub n.a J. Coudol Ali Khadr

1994 Caio Koch-Weser Daniel Ritchie Mahmood Ayub n.a J. Coudol Ali Khadr

1995 Caio Koch-Weser Daniel Ritchie Christian Delvoie n.a Rene Vaurs Luc De Wulf

1996 Kermal Dervis Daniel Ritchie Christian Delvoie n.a Rene Vaurs Luc De Wulf

1997 Kermal Dervis Daniel Ritchie Christian Delvoie n.a Rene Vaurs Luc De Wulf

1998 Kermal Dervis Christian Delvoie n.a Olivier Godron n.a Paolo Zacchia
1999 Kermal Dervis Christian Delvoie n.a Olivier Godron n.a Paolo Zacchia

2000 Jean-Louis Sarbib Christian Delvoie n.a Olivier Godron na Paolo Zacchia
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World Bank Group and IMF Staff I nterviewed
World Bank Group Staff and Consultants

LailaAl-Hamad
Regina Bendokat
Denis Chaput
Christian Delvoie
Luc De Wulf

Karim El Aynaoui
Leila El-Hafi
Mourad Ezzine
Marisa Fernandez-Pal acios
Olivier Godron
Margaret Henderson
Ali Khadr

Amine Khene
Hassan Lamrani
LindaLikar

Douglas Lister
Michel Loir

Karen Mason
Carmen Niethammer
Anne Paugam

Axel Peuker
Christian Rey

Dan Ritchie

Shaha Riza

Eluned Roberts-Schwelitzer
Lorenzo Savorelli
ClemenciaTorres
Hans Wyss

Paolo Zacchia

IMF
VaeriaFichera

Edward Gardner
Karim Nashashibi
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List of People Met: Morocco, October 22-28, 2000
Government

Ministére de I'Agriculture, du Développement Rural et des Péches Maritimes
M. Mohamed Ait Kadi, Secrétaire Général

Ministére des Affaires Générales du Gouver nement
M. Hassan Benabderrazik, Secrétaire Général
Mme. Sabah Benchekroun, Relations Economiqgues Internationales
M. M'hamed Hilali, Relations Economiques Internationales
M. Karim Mansouri, Relations Economiques Internationales
M. Younes Zrikem

Ministere du Développement Social, de la Solidarité, deI'Emploi et de la Formation
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COMMENTSREGARDING
COUNTRY ASSISTANCE EVALUATION
MOROCCO

1. Choiceof periodsfor assessing GDP growth rate

The report finds that the GDP growth rate in Morocco, which averaged 4% per year
for the 1986-91 period, fell to 1.9% during the 1991-98 period.

It isimportant to note that the periods chosen for assessing the evolution of the GDP
are not relevant in that between 1984 and 1990, there was only 1 year of drought,
whereas between 1990 and 1998 there were 4 years of severe drought. Choosing other
periods would have permitted a more precise understanding of the growth, if not the
opposite conclusion. By comparing the periods 198691 and 1992-98, the Bank
found that growth went from 4.1% per year to 1.9% per year and drew a series of
conclusions on the basis of this finding.

However, if for example one used the two periods 1988-93 and 1993-98, the growth
rate would go from 1.6% per year to 3.8% per year. With this choice, the conclusion
would be that the pace of growth has more than doubled over the last five years
compared to the preceding five years, which would make one question all the study’s
conclusions.

2. Choiceof indicatorsfor reporting on certain trends

According to the report, growth in exports has fallen below 5% per year, whereas it
reached 14% during the last half of the 1980s.

Thistrend needs to be nuanced in that if one expressed the same exportsin Euros,
which would be more logical, since the majority of our exports are meant for Europe,
the two percentages would be 9% and 8%, respectively. The conclusion in this case
would be that our exports have shown a certain stability rather than a sharp set-back.

3. Implementation and Results of the 1997 CAS

The evaluation report underlines the large difference between what is intended and
what is achieved. It finds, among other things, that the results of the 1997 CAS were
marginally unsatisfactory and the objectives of the CAS were not achieved.

The modified results of the 1997 CAS can be explained as follows:

» Implementation of the CAS in the absence of aclear and precise strategic framework
such as the economic and social development plan. It must be noted that for the
future, the government has developed afive-year plan covering the 2000-04 period,
which defines the priorities and action plans, in order to better orient the development
efforts of the State, as well as the World Bank’s aid and support efforts.
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Inadequacies at the levels of project preparation and appraisal.

4. PRSL and reforms

The report finds that:

The PRSL program did not permit the strengthening of reforms envisioned in the
CAS.

The PRSL was not sufficiently targeted to have a significant impact in areas where
reforms were essential and many measures did not translate into concrete results.
The performance of the PRSL, with few exceptions, was disappointing and does not
seem to justify the central roleit held in the lending program (pages 5 and 14%).

In thisregard, it must be noted that the PRSL reflected above all the willingness of
the Bank to support the government in undertaking economic and social reforms.
Other similar loans were to follow to support implementation of the principal

reforms. Therefore it must be noted that several short-term measures were taken
before presenting the PRSL to the World Bank Board of Directors, mostly concerning
adoption of legislative texts and studies, with aview to preparing the necessary
institutional framework for economic and socia development. In addition, reforms
and measures were set out in the development policy letter and thereby constituted
the government’ s medium-term commitments.

In this case, significant reforms were begun. They correspond perfectly to the
Government’ s strategic framework with the central objective of strong and
sustainable growth and reduction of social disparities.

Although certain measures have not yet translated into concrete results, they will not
fail to have significant medium-term impact.

Consequently, it appears premature at this stage of implementation to judge the
performance of the PRSL.

- Thereport also notes that the PRSL itself constituted a*“arisk which has not paid
off in terms of cementing government ownership for a continuing reform program.” It
is proposed to reformulate this paragraph to specify that the PRSL permitted the
launch of important reform work.

- Interms of trade liberalization, it must be noted that Morocco has made appreciable
efforts to further liberalize its economy. Morocco isimplementing al clauses of the
GATT interms of tariff reduction; these are applied to all partner countries. In
addition, in the framework of the Association agreement with the European Union, a
tariff reduction program is being applied, with the objective of total trade
liberalization of non-agricultural products over a period of 12 years. This experiment
has been opened to many other countries, mostly African and Arab, with whom

! Note that the page references refer to the French translation of the previous version of the report.
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Morocco has signed similar association agreements, contrary to what is stated in the
report (p. 5).

- Also, the report notes that “the Letter of Development Policy promised gradual
reform of the subsidy system, but the program has yet to be modified.”

In thisregard, it is important to note that a reform of the edible oil subsector became
effective as of November 1, 2000. The primary aim of this reform, which was
accompanied by aliberalization of oil prices, isto alow the consumer to profit from a
more dynamic management of the compensation fund by offering him avaried line of
edible oils at alower or equal price than is currently offered, while preserving the
incomes of sunflower producers, and assuring, thanks to the possibility of diluting
olive oil, asupplemental outlet for the national production of this commodity.

The outcome of thisreform is a decrease of the import duties to the minimum rate of
2.5% on edible oil and raw oils, to allow manufacturers to purchase them at the
lowest prices on the international market and establish healthy competition between
grinders and refiners.

This reform will be accompanied by significant tariff protection on refined oil and a
decrease in the protection of oil-cake, which will allow adecrease in livestock feed
prices and thereby in process of animal proteins, particularly poultry.

Among other accompanying measures that will guarantee the outcome of thisreform
will be amethod of paying farmers the difference between the current price and the
cost price of the imported grain.

Thisreform of the edible oil subsector isin addition to the measures already taken in
1999 concerning the return by manufacturers of the subsidies given on granulated
sugar used in manufacturing.

. Public sector reform

The report finds that change has been slow in several main areas (public sector
reform, privatization...).

There isinsufficient support for the idea that change in the main areas was slow.

In this regard, the reports prepared on the PE sector by the Ministry of the Economy
and Finance at the time of preparation of the draft financial laws since 1998/99 make
note of important achievements in this area. Copies of said reports could be made
available to the World Bank for additional information.
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6. Adjustment loans: Contractual savings development project

The results of this project are judged to be superficial and sometimes short-lived.

It must be noted, however, that this program permitted the launch of large-scale
structural reforms with medium-term benefits. In this regard, one cites notably the
claims regulations for liquidated insurance companies, the current liberalization of
insurance tariffs, thoughts on the devel opment of retirement systems and the missions
of the CDG.

7. Weight of PEsin the national economy

The report notes that the role of the public sector in value added has evolved little
since 1990.

To the contrary, the public sector’ s role in value added has decreased, due notably to
privatization of large corporations (SONASID, SAMIR, SCP, FERTIMA, BCME,
RAD, RED...) and to the transfer to the private sector of certain activities, such as
production of electricity and water.

8. Financial sector

The report mentions the fact that banking services and mobilization of savings remain
weak (p. 9).

In thisregard, it must be noted that savings has evolved at a sustained pace, because
the domestic savings rate went from 15.8% of GDP in 1996 to 20% in 1999. The
commercia banks played a significant role in mobilizing this savings. Among others,
the various reformsin the financial sector should further energize banking sector
activities, mostly in mobilizing savings thanks to the creation of new savings
instruments. In this sense, the Plan envisions a domestic savings rate of 24.3% of
GDPin 2004.

9. Moratorium on enforcement of thelaw on road freight transport

According to the report, a two-year moratorium was established for the
implementation of the law liberalizing road freight transport.

Actualy, Article 6 of Law No. 16-99 relating to road freight transport specifies that it
will not be effective until 36 months from the date of its publication in the official
bulletin (13 mars 2000). This moratorium became necessary to allow for the reform
of the ONT (staff reduction, restructuring...), even more because the same law
required this office to convert to a corporation four years from the date of its
enactment.
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Regulation of the telecommunications sector

It is stated in paragraph 3.7 that an independent commission is charged with
regulation of telecommunications activities.

Law No. 24-96 states that regulation of telecommunications activities is entrusted to
ANRT and not to an independent regulatory commission.

Management of water utilities

It is stated in paragraph 3.18 that most water utilities are part of the public sector, and
consequently suffer inefficient management and weak competitiveness.

Thisfinding is not very redlistic in that water supply was concessioned to the private
sector in the large cities (Casablanca, Rabat) or isin the process of being
concessioned (Tanger, Tétouan). In fact, of 404 million m® distributed by the group of
community distributors outside ONEP (125 m®), the two concessionaires in Rabat
and Casablanca contribute 178.8 million m®, or 44% of thetotal.

Recourseto World Bank loans

Paragraph 3.28 raises the issue of lack of interest shown by many ministriesin World
Bank loans.

It istrue that recourse to the World Bank has declined in recent years for severd
reasons.

Burdensome project preparation, appraisal, and implementation processes,
Better targeting of operations before being submitted for *World Bank financing
(technical assistance, restructuring);

Budget constraints due to the fact that each operation being submitted for Bank
financing must be justified by budgetary support.

The portfolio of Public Enterprise projects financed by the World Bank has also
declined. Thisis primarily because of:

Animprovement in their financia results;

A debt-reduction policy initiated by certain Public Institutions (ODEP, IAM, Régies
de Distribution...);

An improved targeting by donorsin terms of the nature of the project, specifically for
socia projects requiring better concessional financing.

13. Privatization revenues

The report finds that the Bank should encourage discussion with the authorities on
better use of the windfall coming from privatization revenues.
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14.

15.

It was decided that the HASSAN Il Fund for economic and social development will
receive 50% of the revenues from privatization with aview to carrying out
investment projects.

Recommendations and directions for the next CAS

- The report indicates that the recommendations of the 1997 CAS remain timely. It
proposes to emphasize the questions linked to public sector management,
redistribution of budgetary expenditures toward the education and health sectors and
rural areas, support for rain-fed agriculture and support for private sector
development.

In this regard, the actions to be adopted in the next CAS should be integrated into the
framework of the 2000-04 five-year plan.

In addition, it would be appropriate for the next CAS to target limited, precisely
defined and prioritized areas for cooperation with the Bank. These areas could be
agricultural development (PMH, development of the “bour” culture), human
development, and institutional development through support for sectoral reforms.

- The report recommends adoption of a market-based exchange rate.

It isimportant to remember that in the current context marked by arelative mastery of
macroeconomic balances, the measure called for by the Bank does not seem
appropriate in that it would generate costs, notably in terms of increased inflation,
with social consequences.

Analytic and Advisory Activities (AAA)
- Thereport finds that AAA in Morocco is costly.

In addition, it indicates that in light of the high cost of AAA and the Bank's limited
ability to influence government views, work should focus on key areas where the
Bank ismost likely to make a difference.

In order to avoid divergent points of view concerning these studies, the following
procedures are suggested:

Draw up aformal list of analytical work to be undertaken by the Bank;

Closely associate the Moroccans to the development of this work, notably at the level
of gathering statistical data and necessary information, as well as the approach to use
for the work; and

Proceed with reviewing said documents prior to their finalization, and submit their
publication to the Moroccan authorities for approval.
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OED Responseto Government Comments

The written comments from the Government were based on an earlier draft of this report.
This final version of the CAE reflects some of the comments through revisions to the text or
addition of footnotes (for example, in points 4, 7, 8, 10, and 11, the relevant material has been
revised or, in some cases, deleted). In some cases, the Government agrees with the CAE,
providing additional explanatory material. Some differences in judgement remain, however,
which isnot unusual in an evaluation of thistype. Key comments (in italics) and OED’s response
are shown below:

Recommendations and directions for the next CAS OED agrees with the Government
that the actions to be adopted in the next CAS should be integrated into the framework of the
five-year plan and that the CAS should target specific, well defined areas. However, these should
not be limited to the examples provided by the Government. In particular, the reform of public
sector management and the elimination of obstacles to private sector development remain
essential to increased growth and poverty aleviation.

Choice of periods for assessing GDP growth rate: It istrue that these
comparisons can change, depending upon the periods chosen. Thisisduein part to the
impact of droughts, which have been occurring with greater frequency in more recent
years, causing wide fluctuations in GDP growth. However, social indicators show a
deterioration in conditions during the 1990s. Taking alonger timeframe, real GDP
growth averaged around 4 percent per year during the 1970s and 1980s, while it fell to
2.4 percent per year in the 1990s. To the extent that this may be due to the higher
frequency of droughts, it is more urgent than ever to diversify the economy and use water
in the most efficient manner possible.

Choice of indicators for measuring exports: The critical point is that
competitiveness has deteriorated, as reflected by the appreciation of the real effective
exchange rate. In volume terms, growth rates of exportsin the second half of the 1990s
have been below those of earlier periods.

PRSL and reforms. OED agrees that a number of reforms were undertaken in the
context of the PRSL, and has updated the text based on the Government’s comments.
Whileit istrue that the impact of some of the reforms will be felt only in the medium
term, OED finds that on balance, the evidence of what was accomplished does not
support a higher rating: despite efforts at trade liberalization, protection remains
relatively high, and while reforms of the food oil subsector have taken place, important
subsidies remain on other products.

Reform of the public sector: While reforms have taken place in the public sector,
thisareais still of greatest concern for the Bank. The civil service wage bill hasincreased
as ashare of GDP in the 2001 budget (to 12.5 percent from around 11 percent in 1997
and 1998). Privatizations have taken place, particularly in infrastructure, but the volume
has slowed.
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OED Response to Management Comments

Asnoted in the Preface, this report was intended to be alimited exercise, covering
only the period since the previous country evaluation—the Country Assistance Review or
CAR—was issued in January 1997. Thisisthe period covered by thelast CAS. In OED's
view, much of the CAR diagnosis and agenda remains both relevant and incompl ete.

For these reasons, this CAE focussed on the issues and operations which were most
relevant during the past 4 years.

While a CDF process has begun in Morocco, it is so far difficult to link it to
specific concrete results. OED appreciates Management's view that the changes occurring
in Moroccan society may enhance the effectiveness of World Bank assistance in the
future. However, thisinfluence has yet to be realized. In the end, the assistance must be
judged by itsimpact on growth and poverty reduction; but as acknowledged by
Management, the objectives in these and other areas have not been met.

OED shares the view of Management that institutional development and policy
reform are at the heart of what is needed to put Morocco on a path of sustainable growth
and poverty reduction. Much is happening in Morocco that may strengthen institutions
and lead to policy reform in the future. However, many of the reforms supported by the
Bank have yet to take hold. The PRSL, which was the mgjor strategic initiative in these
areas during the CAS period, did not have a significant impact. For this reason, OED
judges the institutional development impact of the World Bank program to have been
modest.

The following points respond to some of Management’ s specific comments:

» Thedescription, in paragraph 2 of Management’s comments, of what is being
evaluated is consistent with OED methodol ogy.

* Management’s response states (paragraph 5) that the CAE perspectiveis biased by
the disappointing outcomes of one operation, the PRSL. The PRSL, which
represented one third of the FY 97-99 lending program, was a key policy initiative and
was presented as a cornerstone in the policy dialogue with the Moroccan authorities.
Still, OED aso took into account the rest of the program, where, as described in the
CAE (e.g., paragraphs 3.9-3.14), the results have been mixed. For example,
effectivenessin the critical areas of health and education is still limited: better
models are needed for providing primary education and health carein rural areas, and
the alocation of public expenditures till does not reflect priorities. Water isacritical
environmental problem and yet the pricing of water, along with trade protection and
consumer subsidies, encourage the cultivation of water intensive crops.

» OED agrees with Management’s views (paragraph 6) that development is a process of
societal change. However, political and social change often occurs in tandem with
economic reform. Experience in many devel oping countries suggests that there need
not be trade-offs between political and economic reforms.
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The government’ s response and OED interviews with government officials indicate
that they believe that the Bank program was relevant (paragraph 7 of Management’s
comments). While thisis very important, the CAE points out (Box 3.1) that segments
of civil society are concerned that the Bank’ s program has increased the country’s
indebtedness, with nothing to show in the way of economic or social progress,
particularly as the incidence of poverty has increased. Moreover, a number of NGOs
and other members of civil society interviewed by OED are unclear about the object
and follow-up of Bank consultations with them.

Management explains (paragraph 9), as the CAE had noted (e.g., paragraphs 3.2-3.3),
that disbursements have remained negative and that the portfolio has been cleaned up.
It is true that what matters more than any specific project is the ultimate impact on
areas such as health reform, education reform or rural infrastructure. Butin OED’s
view, the evidence so far does not support higher ratings. The report of the Royal
Commission on Education does contain many of the main ingredients for reform, but
these have not yet been reflected in clear priorities or in an agenda or even an agreed
model for implementation. Consumer subsidies have not been eliminated, nor has the
debate on health reform led to areorientation of expenditures or to programs more
responsive to local needs.

This CAE, asdl other OED evaluations, is based on a comprehensive, long-term
approach to development. Consultation and participation, are also an integral part of
most OED evaluations. OED welcomes the Bank’ s efforts to apply these CDF
principles, e.g., through its dialogue with stakeholders, including civil society.
Looking forward, a strategy more focussed on results, another CDF pillar, would
enhance the effectiveness of the Bank’s assistance. In fact, results in reducing
poverty and in strengthening growth need to be at the center of any evaluation. This
is an area where Management and OED agree that progress has been slow to come.
Finally, OED appreciates Management’ s agreement with the CAE assessments on
outcomes and welcomes the statement (paragraph 11 of Management’ s comments)
that several of its recommendations will be incorporated into the CAS currently under
preparation.



Morocco Country Assistance Evaluation
MANAGEMENT ACTION RECORD OF OED RECOMMENDATIONS AND MANAGEMENT RESPONSES

Recommendations

Management Response

() In the area of public sector management, the Bank should focus on
the structural aspects of the fiscal problem, including the excessive
wage hill, inefficient public enterprises and the allocation of public

spending.

(it) The Bank should continue to urge the government to increase
budget allocations for basic health and education, for rural areas, and
to benefit women and girls and should direct more of its lending to

these areas; new models should be supported on atrial basis,

including support for nonformal schools and greater outreach by

heath clinics.

(i) The Bank should support measures to improve the environment

for private sector development, including price and trade
liberalization.

The structural aspects of fiscal problems were an area of
focus under the previous CAS. Progress was made on the
elimination of food subsidies, the reorientation of spending
towards rural areas, and privatization of public enterprises
improved management. Under the next CAS, the Bank will
continue its efforts, through: (i) ESW, including a public
expenditure review, and (ii) readiness to support public
sector reform efforts in aflexible way should consensus
emerge. Inthe meantime, we plan to deepen our support for
decentralization, community participation and governance
issues, and to reinforce our overall program focus on poverty
aleviation and social development.

The proposed CAS' ‘core program’ fully conforms with this
recommendation, including a proposal to support informal
education and literacy programs through a dedicated
operation.

The Bank recently conducted analytical work recommending
trade and price liberalization, and more generally the
elimination of biases in the incentive framework including
the exchange rate and agricultural protection. It intendsto
deepen this work as needed, and use it as abasis for high-
level policy dialogue and consensus-building. It will also
follow up on, and possibly assist with the implementation of,




the recently-adopted competition law which also liberalizes
most domestic prices.




61 Attachment 7

April 23, 2001 CODEZ2001-42

Report from CODE

Committee on Development Effectiveness

Informal Subcommittee’ s Report on Morocco Country Assistance Evaluation

1 The Informal Subcommittee of the Committee on Development Effectiveness
(SC) met on April 13, 2001 to discuss the Country Assistance Evaluation (CAE)
for Morocco (CODE2000-109). The U.S. Chair issued written comments in
advance of the meeting. OED remarked that the CAE covered the four years
since the 1997 CAS. Magjor political changes had occurred in Morocco during
this time, including a substantial opening up of society, but poverty had increased
significantly and social indicators showed little improvement. While the 1997
CAS was relevant to the needs of the country, OED stressed that the actual
program implemented in this time period was quite different than what had been
proposed in the CAS. OED aso noted that the single-tranche Policy Reform
Support Loan (PRSL), which accounted for one-third of the three year lending
program, achieved little in criticad areas such as public sector reform,
privatization, and price liberalization. OED remarked that the Bank’s economic
and sector work had been excellent and cited the preparation of the Gender Plan
of Action as best practice. Work on the CDF had, however, dlicited little
Government or donor participation and donor coordination was generally weak.
As awhole, OED concluded that the outcome of the Bank’s program in Morocco
was rated marginaly unsatisfactory, with a modest impact on institutiona
development.

2. Management noted that the Country Assistance Review (CAR) done by OED in
1997 had been very useful in preparing the 1997 CAS and it had been hoped that
this CAE would provide similar guidance. However, Management found that the
CAE was much more limited in scope than the earlier CAR, and that the analysis
in the CAE had not been comprehensive and had been weaker than expected. In
particular, Management stressed that the CAE did not sufficiently account for the
major political, societal, and demographic changes that had taken place in
Morocco nor did it acknowledge the improvements in rural and socia indicators
which had occurred through the launching of rural infrastructure programs
supported by the Bank. Management considered that the CAE focused too much
on narrow project outcomes and relied on past project performance and not
enough on the current Bank strategy over the period. Management disagreed with
the main recommendations of the CAE on stronger implementation of reforms.
Instead, it felt that the new environment in the country was much more complex
than in the past, and required a rethinking of Bank strategy and positioning. In
particular, the current political opening process required much more effort on
consensus building and new ways to tap the emerging civil society. The growth



62 Attachment 7

April 23, 2001 CODE2001-42
agenda was also not simply a matter of stronger reforms but required rethinking
the whole economic management strategy of the country.

3. The SC welcomed the CAE and thanked OED for awell-written study. Members
particularly welcomed the frank dialogue and exchange between OED and
Management. The Chair representing Morocco noted that the CAE was a useful
and important report. However, he stressed that Morocco was in the midst of
major changes and the sustainability of its reform programs would only be clear
in the medium to long term, rather than the shorter-term focus taken by the CAE.
He aso added that key exogenous risk factors had affected Morocco's
performance and the CAE had not accounted for these. Finally, he stressed that
development tradeoffs were inevitable due to the maor politica and social
transformation taking place in Morocco.

Among the specific comments raised by the SC were:

Methodology. Members questioned the CAE methodology of measuring
outcomes of closed projects and wondered how the review of project performance
was augmented to produce the overall evaluation in the CAE. Others questioned
how to judge the value added of the new approaches (such as participation,
empowerment, civil society) promoted by the Bank. Members also noted the
comments made by the Chair representing Morocco and wondered whether OED
was evaluating adjustment and institutional development reforms too early to
truly judge impact and whether a broader approach was needed. Some members
agreed with Management’s contention that the CAE should have made greater
allowance for the fundamental changes taking place in Moroccan society. Others
responded that it was necessary to evaluate the Bank’s programs regardless of
changes in a country though some acknowledgement had to be made for dynamic
and changing situations. Overal, the SC noted the tension between outcomes and
time frames noting that it was difficult to redlistically judge outcomes in the short
time frame reviewed in the CAE. Members also stressed that when CAEs are
limited low-cost exercises, it may not be possible for them to do justice to
dynamic and complex situationsin client countries. OED responded that the CAE
reviewed ongoing as well as closed projects, and also noted that it had been
explicitly stated in the CAE that the evaluation was meant to be an update on the
more extensive CAR undertaken in 1997 which had a longer-term focus and time
frame. OED further observed that though changes occurring in Moroccan society
may enhance the effectiveness of Bank assistance in the future, this influence had
yet to be realized. OED stressed that the latest data showed that GDP growth had
slowed and poverty had increased by nearly 50 percent since the early 1990s, to
19 percent of the population.

6. CDF. Members expressed concern that the CAE indicated that the Government
had not been sufficiently involved in the CDF and the CDF process had been
Bank-led rather than Government-owned. The SC questioned why Morocco was
a CDF pilot if the Government did not seem to own the process and stressed that
the lessons from the 1997 CAS experience amplified the importance of country
ownership. Overal, the SC expressed concern that the CDF seemed to be a
supply-driven process. Management responded that the Government had been
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very much involved in the CDF through the preparation of their Five-Year Plan,
and that they had asked for specific Bank input. It also noted that the current
environment, with elections scheduled in about a year, was perhaps not conducive
to completing the process and that various aternatives were under study.
Management further noted that the Government had taken its own approach to the
CDF by building consensus with various groups in society when preparing the
Plan, and the Bank was assisting in this regard.

7. AAA. The Subcommittee stressed that the Bank’s analytical and advisory activity
had to be done in consultation with and in line with the priorities of the
Government. Management agreed and noted that the Bank’s comparative
advantage in MNA countries was knowledge and advice rather than lending and
the Bank was sensitive to the priorities laid out by clientsin this regard.
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8. Instruments. The SC noted the poor outcomes of the PRSL and questioned the
efficacy of adjustment lending, particularly single tranche programmatic-type
operations, in circumstances such as those in Morocco in that time period.
Overdl, members felt that Management needed to do a better analysis of the
appropriate instruments for Morocco and justify these in the upcoming CAS.
Management agreed but stressed that the key issue was not single tranching but
the need for clear upfront commitment and action from the Government.

0. Board Review. Members noted that OED and Management had both pointed to
changes on the ground that had required major adjustments to the 1997 CAS. In
this regard, members questioned why the 1997 CAS had not predicted these
changes and asked why a CAS Progress Report had not been prepared to inform
the Board. The SC asked how the Board had been involved given that such
fundamental changes had taken place in the Bank’s program. Management
replied that these changes had indeed been brought to the attention of the Board
when presenting the PRSL. It also stressed that CASs were to be viewed as living
documents rather than static snapshots.

10. Next Steps. The CAS will be discussed at the Board in May 2001 and the SC
requested Management to take account of its comments in the upcoming CAS.

Matthias Meyer
Chairman, CODE Subcommittee

Distribution

Executive Directors and Alternates
President

Bank Group Senior Management
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