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at 5.3 per cent. Non-agricultural GDP grew at 5.3 per
cent in 2005, but is expected to grow by only 4.5 per
cent in 2000.

In 2004, the primary sector registered a real growth
rate of 1.9 per cent (compared with 18 per cent in the
previous year) despite a significant decline in the fishing
sector output. However, the sector contracted by
12.5 per cent in 2005 as a result of insufficient rainfall.
The agricultural and fishing sector accounted for
13.3 per cent of GDP in 2005, down from 15.3 per
cent in 2004. The sector’s performance is nonetheless
expected to improve in 2006, growing at 11.6 per cent
and contributing 13.9 per cent to the country’s growth.
Cereal production reached 85 million quintals in 2004,
up 8 per cent compared with 2003. Similarly, livestock
activity increased by 6.9 per cent in 2004. Conversely,
citrus fruits production declined by 13.5 per cent in
2004, and the performance of the fishing sector dropped
by 8 per cent for the third consecutive year following

the extension of the biological rest period.

In 2005, agricultural output is estimated to have
contracted by up to 40 per cent in volume and up to
20 per cent in value as a result of below-average rainfall
throughout the year. The exceptionally cold weather
witnessed in January and February, and the extremely
hot and dry weather recorded in March damaged many
crops and delayed the harvesting of cereals.
Consequently, cereal production in 2005 amounted to
42 million quintals, down almost 50 per cent in
comparison with 2004. The authorities hope for an
increase in cereal production, to 60 million quintals,
in 2006. The strong heatwave experienced by the
country in 2005 also had adverse effects on milk
production, which fell by 10 per cent, and reduced the

olive oil sector’s output by 50 per cent.

Fish production, on the other hand, remained
constant in volume terms but increased by 17 per cent
in value terms during the first quarter of 2005. The new
fishing treaty signed between Morocco and the EU to
replace the one which expired in November 1999 will
come into effect in March 2006. It will grant EU
trawlers access to the Moroccan Atlantic waters for

four years in return for an annual payment of 36 million.

Each year, 14 million will be spent to upgrade and
restructure the Moroccan fishing sector, which employs
400 000 people and accounts for 16 per cent of the

country’s exports.

The secondary sector continued on a positive trend
in 2004, recording a growth performance of 4.9 per
cent compared with 2.6 per cent in 2003. The positive
trend persisted in 2005, especially in the energy and
mining segments, reaching 4.4 per cent, and is expected
to strengthen in 2006 at a rate of 4.5 per cent. The
secondary sector accounted for 29.6 per cent of GDP
in 2004. The industrial production index and the
mining production index rose by 5.5 per cent and
8.6 per cent respectively during the third semester of
2005 compared with the same period last year, while
exports of phosphates, phosphoric acid, and fertilisers
had strengthened by 32.4 per cent, 25.6 per cent and
8 per cent respectively, by the end of July 2005.

Fuelled by strong domestic demand, energy
production improved in 2004 by 11.2 per cent
following the restoration of the Samir’s production
capacity. Electricity production increased by 9 per
cent during the first half of 2005. The overall energy
sector growth rate is, however, estimated to have slowed
to 6.9 per cent in 2005. The energy production index
rose by 6.5 per cent in the third quarter of 2005,
mainly due to the 11.4 per cent increase in the
production of electricity. In September 2005, the
Spanish-Argentine oil and gas group, REPSOL, started
talks with the Moroccan authorities for the construction
of a second refinery on the Atlantic coast between
Casablanca and Rabat. With a refining capacity of
more than 100 000 barrels per day, the 500 million
project could be completed in 2008 or 2009, and
would supply the Spanish and North African markets.
However, no final decision has been taken yet

concerning this project.

The construction and civil engineering sector
continued to expand in 2005, recording growth of
6.5 per cent, up from 3.5 per cent in 2004. The sector’s
performance is mainly the result of the government’s
various initiatives to resolve the problem of shantytowns

that have mushroomed around the kingdom’s major
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Figure 2 - GDP by Sector in 2004 (percentage)
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Figure 3 - Sectoral Contribution to GDP Growth in 2004 (percentage)
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cities, to enhance investment in the tourism sector,

and to speed up infrastructure development.

Industrial activity grew by 3 per cent in 2004, but
appears to have slowed during the first semester of
2005. This result is due in large part to the decline of
the textile sector since the phasing out of the Multifibre
Agreement in January 2005. Textile exports declined

by 17 per cent in value during the first five months of
2005, and up to 20 000 jobs may have been lost.
Official estimates from the Ministry of Industry forecast
that as much as 30 per cent of the sector’s jobs and 20 per
cent of its exports could be lost over the next five years.
Despite these mediocre results, big international firms
announced plans to invest $300 million in Morocco

over the next few years, thus generating 2 500 new jobs.
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Among these investments, Fruit of the Loom is investing
$16 million, the Spanish Tavex is planning to spend
$75 million over the next three years, and Legler is
investing $87 million in a denim factory near Rabat.
These investments could be explained by the recent
vertical international integration policies adopted by
the Moroccan government, one result of which was the

free trade agreement recently signed with Turkey.

In an attempt to resolve the crisis in the textile
sector, the government and the Moroccan Association
of Textiles (AMITH) signed an agreement to modernise
the textile and clothing industry in October 2005.
Called the Textile and Clothing Emergence Plan, this
agreement offers an array of measures and facilities
supposed to support companies restructuring
programmes. In this context, three agreements dealing
with customs, technical support and financing were
signed between the government and various industry

players.

The tertiary sector, accounted for 55 per cent of
GDP in 2004. It displayed a 4.5 per cent growth rate,
up from 3.9 per cent in the previous year. The positive
results of the sector are linked to the good performance
of tourism. The number of visitors topped 5.8 million
in 2004, up 15 per cent in comparison with the previous
year. This rise is linked to increases of almost 25 per
centand 9 per cent in the number of European tourists
and of Moroccans living abroad, respectively, who
visited the country in 2004. At the end of November
2005, 5.4 million tourists had visited Morocco, up
5 per cent compared with the same period in 2004. The

Moroccans living abroad accounted for more than half
of these visitors, reaching 2.53 million. The number
of tourist nights amounted to 14.2 million by
November 2005, up 16 per cent compared with the
previous year. Receipts from tourism amounted to
37.5 billion dirham over the same period, up 18.3 per

cent compared with the first eleven months of 2004.

In 2004, transport and communications increased
at a rate of 4.8 per cent, whereas commerce grew at
7.2 per cent, up from 3.2 per cent and 4.1 per cent
respectively in 2003. Projections for 2005 suggest the
transport and communications sectors will continue to
grow at 4.9 per cent, whereas commerce will grow at

5.3 per cent.

Following the deregulation of air transport initiated
by the authorities, Royal Air Maroc, the national carrier,
decided to increase significantly the size of its fleet and
invited tenders in June 2005 for four long-haul aircrafts.
It also showed interest in penetrating the hotel business
through its hotel affiliate, Atlas Hospitality Morocco.
It allocated some $55 million to acquire existing hotels
and build new ones in various resorts, including

Essaouira and El Hoceima.

Household demand slowed down in 2005 as a
result of the poor performance of the agricultural sector.
Private consumption rose by 0.7 per cent in real terms,
compared with 11.3 per cent in 2004. It is expected
to maintain its positive trend in 2006, with an expected
growth rate of 4.5 per cent. Public consumption, on

the other hand, almost tripled in 2005 compared with

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 20.7 22.7 241 25.0 23.8 24.7 25.5
Public 2.9 2.8 2.6 2.7 2.5 2.6 2.8
Private 17.8 19.9 21.4 22.4 21.3 221 22.7
Consumption 82.6 80.4 79.8 81.2 74.5 74.9 74.1
Public 17.8 19.4 20.0 20.2 19.1 18.8 18.7
Private 64.9 61.0 59.8 61.0 55.4 56.1 55.5
External sector -3.3 -3.1 -3.9 -6.2 1.7 0.4 0.4
Exports 28.5 33.8 32.5 33.1 39.1 38.2 38.0
Imports -31.8 -36.9 -36.4 -39.3 -37.4 -37.8 -37.6

Source: National Statistics Office data; estimates (g) and projections (p) based on authors’ calculations.
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the previous year but is expected to grow at a significantly
slower pace in 2006. The overall fiscal deficit increased
in 2005, supporting demand, but is expected to be
less expansionary in 2006. At constant prices, the
balance of payments deficits on goods and non-factor
services deteriorated in 2005, further depressing
domestic demand. Deterioration in the terms of trade
reinforced the deflationary pressure. However, gross
fixed capital formation increased at a rate of 4.6 per
cent in 2005, taking advantage of the large infrastructure
programmes and the investment promotion measures
currently implemented by the government, as well as
the reduction of import duties on capital goods. It is
expected to strengthen further in 2006, with a forecasted
growth rate of 5 per cent. This is expected to raise the
investment to GDP ratio to 24.7 per cent in 2006,
compared with 23.8 per cent in 2005.

Macroeconomic Policies

Fiscal Policy

The Moroccan government managed to maintain
its budget deficit to reasonable levels over the period
2001-04, owing mainly to exceptional privatisation
receipts. It is however facing strong structural pressures,
linked primarily to wages and salaries expenses, as well
as external pressures resulting from severe droughts
and the significant increase in oil prices, that require

serious fiscal discipline in the medium term.

Revenues from public finances increased by 6.6 per
cent in 2004 while expenses grew at a rate of 6.3 per
cent, causing the budget deficit to reach 3.2 per cent
of GDP (5.7 per cent excluding privatisation receipts).
The increase in government expenses was the result of
a significant rise in oil prices, of the El Hoceima

earthquake, and of the locust invasion.

Ordinary revenues, excluding privatisations,
amounted to 122 billion dirham or 26.5 per cent of
GDP in November 2005, up 17.1 per cent compared
with the same period in 2004. They are expected to
reach 128 billion dirham or 24.3 per cent of GDP in
2006. Fiscal revenues improved by 8.5 per cent in
2005, following 9.8 per cent and 9 per cent increases
in direct and indirect taxes respectively. They are
expected to grow at 2.5 per cent and reach 98.7 billion
dirham in 2006. Custom proceeds grew at 2.4 per
cent in 2005 relative to 2004, despite the dismantling
of tariffs undertaken by Morocco to comply with the
FTAs it has signed. As far as VAT proceeds are
concerned, they have increased by 11.3 per cent
compared with 2004, following the 2 per cent and
19 per cent increases in VAT proceeds from the
domestic market and imports respectively. These
increases are linked to the 14.6 per cent increase in
goods and services imports. Customs proceeds are
nonetheless expected to decline by 6.9 per cent in
2006 compared with the previous year, as a result of
further tariffs removals following the enforcement of

the free trade agreements with the United States and

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Total revenue and grants® 25.7 24.7 24,5 25.1 24.5 24.3 24.3
Tax revenue 23.0 22.9 22.5 22.7 22.2 22.0 22.0
Grants 1.1 1.6 1.6 1.6 1.6 1.6 1.6
Total expenditure and net lending® 29.4 29.8 30.3 30.8 29.0 28.8 28.9
Current expenditure 25.1 23.9 24.0 24.2 22.7 22.3 22.0
Excluding interest 19.7 19.5 19.9 20.3 19.2 18.9 18.8

Wages and salaries 11.3 12.2 12.7 12.8 12.0 11.7 11.5
Interest 5.4 4.4 4.1 3.9 3.6 3.4 3.2
Capital expenditure 4.4 6.0 6.3 6.7 6.3 6.5 6.9
Primary balance 1.8 -0.7 -1.7 -1.8 -1.0 -1.1 -1.4
Overall balance -3.6 -5.1 -5.8 -5.7 -4.6 -4.5 -4.6

a. Only major items are reported.

Source: Ministry of Finance data; estimates (e) and projections (p) based on authors’ calculations.
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Turkey on 1 January 2006 and July of the same year
respectively. Non-fiscal revenues, on the other hand,
totalled 16.6 billion dirham in 2005 and should reach
19.5 billion dirham in 2006. In order to stabilise
receipts and improve the fiscal system in Morocco, the
authorities intend to implement a set of reforms that
will simplify the VAT, enlarge the tax base and reduce

fiscal exemptions.

Privatisation receipts are expected to amount to
7 billion dirham and 4.95 billion dirham at the end
0f2005 and 2006 respectively. These will be generated
following the sale of Comanav, Somathres, and the

remaining 20 per cent of Régie des Tabacs.

Total expenditures totalled 138.9 billion dirham in
2005 and are expected to decline by 4.4 per cent to
115.7 billion dirham in 2006 after the completion of
the “voluntary departure” programme initiated by the
government to alleviate its expenditures on salaries.
Expenditures on goods and services will decrease by
6.3 per cent in 20006, while other current expenditures
are expected to fall by 16.6 per cent compared with
estimates for 2005. Compensation charges totalled
8.7 billion dirham in 2005, and are expected to decline
slightly by 0.3 per cent to 8 billion dirham in 2006.
The larger share of these charges (81 per cent) is allocated

to energy products.

Investment expenses totalled 18 million dirham at
the end of 2005, equivalent to 6.3 per cent of GDP.
They are expected to increase in line with GDP in
2006. At the end 0f 2004, 83 conventions were signed
with the Hassan II Fund for a total amount of
11.9 billion dirhams. These conventions involved
projects in low-cost housing, ports and maritime
infrastructure, highways and roads, and the industrial
sector. Combining public entities’ investments with
those undertaken through the Hassan II Fund will
amount to a total public investment of 78 billion
dirhams in 2006.

Official figures therefore suggest that the overall
budget deficit amounted to 4.6 per cent of GDP in 2005
and should decline in 2006. At the end of 2005,

outstanding direct treasury debt stood at 70.8 per cent

of GDP (compared with 66.4 per cent in 2004) and
is expected to remain at 70 per cent of GDP in 2006.

Monetary Policy

Excess liquidity persisted in 2005. Money supply
(M3) grew at 11.4 per cent in 2005, up from 7.6 per
cent in 2004 and 8.7 per cent in 2003. Quasi-money,
on the other hand, contracted by 0.9 per cent over the
first quarter of 2005 while M1 increased by 4 per cent.
Lending to the private sector accelerated by 6.3 per cent
over the first five months of the year compared to 6 per
cent for the whole year of 2004. Net claims on the
government declined in 2005, essentially as a result of
the sale of a further stake in Maroc Telecom to Vivendi
at the end of 2004.

Inflation was kept down to 2.1 per cent in 2005,
compared with 1.5 per cent in 2004. Food prices grew
by only 0.7 per cent in 2005, following the good
performance of the primary sector in 2003-04. Inflation
is expected to be contained around the same level in
2006 and 2007.

Finally, the Moroccan currency appreciated by
0.7 per cent against the euro in 2005 and by 4.6 per
cent against the US dollar.

External Position

As expected, Morocco’s export performance
worsened in 2005, after the phasing out of the MFA
in January 2005 and the resulting increased competition
from Asian countries textile producers. Export earnings
fell by 6 per cent in value compared with the same period
in 2004. This downturn is related primarily toa 17 per
cent decline in clothing exports, Morocco’s largest
export sector. But clothing exports were not the only
goods to experience a decline. Exports of electrical
wires and cables also fell by 26 per cent in value over
the same period, as did citrus fruits and other fruits (-
20 per cent and -68 per cent respectively), and tomatoes
(-7 per cent). Conversely, phosphates and phosphate
derivatives, along with fish exports grew by 9 per cent
and 22 per cent respectively over the first five months

0f2005. The European Union and France in particular,
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