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PRESS RELEASE

BANK AL-MAGHRIB BOARD MEETING

Rabat, June 18, 2013

1. The Board of Bank Al-Maghrib held its quarterly meeting on Tuesday, June 18, 2013.

2. During this meeting, the Board reviewed and approved the 2012 Annual Report on Morocco’s
economic, monetary and financial situation as well as on the Bank’s activities.

3. The Board also considered recent economic, monetary and financial developments and
inflation forecasts up to the third quarter of 2014.

4. The Board noted that inflation averaged 2.4 percent in the first quarter of 2013 and remained
unchanged in April, a trend consistent with the forecasts contained in the Monetary Policy
Report of March 2013. Core inflation rose from 0.9 percent in the first two months of the year
to 1.5 percent in March and 1.6 percent in April. This increase mostly reflects the dissipating
effect of the cut in communication prices in 2012. Due to the decrease in international
commodity prices, industrial producer prices continued to decline by 1 percent in March and
4 percent in April.

5. The international environment is still characterized by the continued worsening of economic
activity and the persistently high levels of unemployment, particularly in the euro area
where growth stood at -1.1 percent in the first quarter of 2013 after -0.9 percent in the
fourth quarter of 2012. In contrast, GDP in the United States expanded by 1.8 percent, up
from 1.7 percent a quarter earlier. Labor market data show that unemployment rate was
virtually unchanged at 7.6 percent in the United States in May, and reached 12.2 percent
in the euro area in April. Lending to the private sector continued to fall in the euro area
for the 12th month in a row, shrinking by 0.9 percent in April, while in the United States it
grew by 4.3 percent in May. In terms of outlook, the IMF expects the U.S. economy to grow
by 1.9 percent in 2013 and 3 percent in 2014. For the euro area, it predicts a contraction
of 0.3 percent followed by an increase of 1.1 percent. These developments, coupled with
lower commodity prices, contributed to keeping inflation at moderate levels, particularly in
partner countries, which suggests the absence of significant external inflationary pressures
on the national economy in the coming quarters.

6. At the domestic level, national accounts data for 2012 point to a deceleration of growth
to 2.7 percent, as a result of an 8.9 percent decrease in the agricultural value added and a
4.5 percent increase in nonagricultural GDP. In 2013, agricultural activity will benefit from
the good weather conditions of the crop year 2012-2013, while nonagricultural growth will
continue to feel the impact of the economic downturn in key partner countries. GDP growth
is projected torange between 4.5 and 5.5 percent, with a less rapid growth in nonagricultural
GDP between 2.5 percent and 3.5 percent. Under these conditions, nonagricultural output
gap would remain below zero in the short run, indicating the absence of inflationary
pressures from domestic demand.
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7.

10.

11.

12.

Concerning public finance, data as at end-April 2013 show a budget deficit of 18.6 billion
dirhams as against 15.1 billion at end-April 2012. This reflects a 6.1 percent rise in total
expenditure, though subsidy costs fell 31.9 percent, while ordinary income inched up by a
mere 1.6 percent due to the 3.1 percent drop in tax revenues. For the year 2013, fiscal deficit
is expected at 5.5 percent of GDP, down from 7.6% in 2012.

. External accounts data available as at end-May show a 7.3 percent reduction in the trade

deficit to 81.6 billion dirhams. At the same time, travel receipts and remittances posted
a year-on-year increase of 3.1 percent and 0.1 percent, respectively, while income from
foreign direct investment expanded by 32.8 percent to 17.8 billion dirhams, up from 13.4
billion a year earlier. Taking into account the Treasury’s last bond issuance in international
markets, net international reserves totaled 153.1 billion dirhams, covering 4 months and 9
days of goods and services’ imports.

. Recent developments in monetary conditions and asset prices suggest subdued inflationary

pressures in the medium term, as the money gap would remain negative. The annual growth
rate of M3 increased from an average of 2.9 percent in the first quarter to 4 percent in April,
and that of bank credit was up from 3.1 percent to 3.9 percent. As at end-December 2013,
credit growth would range between 5 and 6 percent, based on the latest available data. On
lending rates, the results of Bank Al-Maghrib’s survey among banks for the first quarter of
2013 show a decline of 21 basis points to 5.99 percent in the weighted average interest rate.
The effective exchange rate of the dirham appreciated at a quarterly rate of 0.5 percent in
nominal terms and 0.66 percent in real terms. The real estate price index remained virtually
flat year on year.

Based on all these elements, inflation up to the next six quarters should remain broadly
in line with the price stability objective in the medium term. It would hover around 2.1
percent in 2013 and 1.6 percent in the third quarter of 2014, averaging 2 percent over the
forecast horizon.

In this context of balanced risks, under the assumption of maintaining the current subsidy
system, and an inflation forecast permanently in line with the price stability objective, the
Board decided to keep the key rate unchanged at 3 percent.

Noting the continued deceleration in nonagricultural activity and bank credit, Bank Al-
Maghrib decided to implement a new program to encourage banks to finance very small,
small and medium-sized enterprises, particularly those operating in the industrial sector
or whose production is export-oriented. This program, with a minimum duration of two
years, provides banks with liquidity collateralized mostly by private securities issued by this
category of businesses.




OVERVIEW

In the first quarter of 2013, inflation stood at 2.4 percent on average, as against 2 percent in the previous
quarter, which is a trend in line with the forecasts published in the last Monetary Policy Report (MPR).
In April 2013, it remained at 2.4 percent, while its core component reached 1.6 percent, as against 1.5
percent in March and 0.9 percent in January and February. The increase in core inflation mainly reflects
the rise of prices of nontradables by 0.6 percent in February, 1.8 percent in March and 2.1 percent in April.
Inflation of tradables almost stagnated around 1.2 percent between January and April, in a context of
moderate international inflationary pressures. In addition, due to lower international commodity prices,
industrial producer prices continued to decline, by 4 percent in April from 1 percent in March.

Internationally, the continued weaker activity and its prospects, combined with high unemployment
rates, particularly in the euro area, contributed to maintaining inflationary pressures moderate. Despite
a relative easing in various financial markets, the latest available data indicate further deterioration of
activity in major advanced countries, confirming the decoupling between real and financial spheres. The
degradation of activity affected particularly the euro area, while a slight growth was registered in the
United States and the United Kingdom. Thus, the growth rate stood at 1.8 percent in the first quarter
of 2013 from 1.7 percent a quarter earlier in the United States, in a context marked by a return of
uncertainties relating to the lack of visibility on the budget plan beyond September 2013. In the United
Kingdom, growth improved relatively from 0.2 percent in the fourth quarter of 2012 to 0.6 percent in
the first quarter of 2013. In the euro area, economic activity continued to decline, with a 1.1 percent
contraction of GDP, year on year, as opposed to 0.9 percent in the fourth quarter of 2012. In Japan,
although its GDP grew by 0.2 percent, year on year, it recorded a quarter-on-quarter increase of 1 percent,
largely due to the new highly expansionary economic policy adopted by the government. Meanwhile,
labor markets did not show signs of improvement, especially in the euro area, while in the United States,
May data showed a creation of 175,000 jobs, albeit with a slight increase in the unemployment rate to
7.6 percent. Loans to the private sector grew by 4.3 percent in the United States, while they contracted
in the euro area by 0.9 percent, which is the 12th consecutive decline. In emerging and developing
countries, growth continued to slow down, with a slight decrease in China to 7.7 percent, mainly due
to lower domestic and foreign demand. In terms of outlook, recent updates published by international
institutions indicate downward revisions of growth projections for 2013 and a gradual recovery as of
2014. In this regard, the IMF projected an increase of 3.3 percent in global GDP in 2013 and 4 percent
in 2014, covering a growth of 1.2 percent and 2.2 percent, respectively, in advanced economies, and 5.3
percent and 5.7 percent in emerging and developing economies.

Nationally, the provisional national accounts estimates for 2012 show an overall growth of 2.7 percent,
reflecting a 4.5 percent increase in nonagricultural GDP and an 8.9 percent contraction in agricultural
value added. In the short term, the economic downturn, particularly in Morocco’s main partner countries,
continues to negatively impact nonagricultural growth. Under these conditions and according to estimates
by Bank Al-Maghrib, the nonagricultural output gap should be lower than zero, indicating the absence of
domestic demand inflationary pressures. This is confirmed by the findings of the BAM monthly business
survey of April, which show stagnation in the capacity utilization rate, a level below the historical average.
In terms of outlook, the deceleration of nonagricultural growth observed in 2012 should accentuate in
2013, with a forecast within the range of 2.5 percent to 3.5 percent, as against 4 percent to 5 percent,
published in the last MPR. However, driven by a significant improvement in agricultural activities, GDP
growth is expected to rise faster, ranging in 2013 from 4.5 percent to 5.5 percent.

In terms of public finances, the data available at end-April 2013 show that the fiscal deficit widened to
18.6 billion from 15 billion dirhams a year earlier. Current revenues were up by 1.6 percent, covering an
increase of 3 billion in non-tax revenues and a 3.1 percent decline in tax receipts. Meanwhile, overall
expenses moved up 6.1 percent, including particularly a 15.8 percent increase in spending on goods and
services and a 31.9 percent decrease in subsidy expenses.

The latest data available at end-May show that external accounts fell by 7.8 billion dirhams of imports
and 1.5 billion of exports. Against this backdrop, the trade deficit recorded a relief to 81.6 billion
dirhams from 88 billion over the same period of 2012. Meanwhile, travel receipts and remittances from
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Moroccans living abroad rose 3.1 percent and 0.1 percent, respectively. Given other components of the
balance of payments, net international reserves improved by 0.1 percent at end-May, following the
last Treasury issuance on the international market, to 153.1 billion dirhams at end-May, representing 4
months and 9 days of imports of goods and services.

In addition to the absence of price pressures of internal and external demand, the recent developments
of monetary conditions also show moderate inflationary pressures. Indeed, despite slight increases
in annual growth rates of monetary aggregates and credit at end-April, the monetary gap remained
negative. M3 growth rose by 4 percent from 2.9 percent in the first quarter, and the bank credit grew
to 3.9 percent from 3.1 percent in the previous quarter, reflecting an acceleration of cash advances and
real estate loans. Equipment loans have continued their almost steady contraction trend since July 2012.
Moreover, as to lending rates, Bank Al-Maghrib’s survey with banks for the first quarter of 2013 shows a
decrease of 21 basis points to 5.99 percent in the weighted average rate of credit. This decrease affected
only rates on cash advances.

The dirham’s effective exchange rate appreciated by 0.5 percent in the first quarter in nominal terms
compared to the previous quarter, and by 0.66 percent in real terms, due to a rate of national inflation
overall higher than that of major partners and competitors. The real estate price index virtually stagnated
from one year to another, covering a 0.5 percent increase in residential property, a 2.9 percent decrease
in commercial one and virtual stability in land property.

Based on all these elements, inflation should remain broadly consistent with the price stability objective.
The average inflation forecast for 2013 was revised slightly downward to 2.1 percent. At the end of
the forecast horizon, i.e. the third quarter of 2014, inflation would stand at 1.6 percent, while it would
average 1.8 percent over the same horizon. Core inflation should remain moderate, not exceeding 2
percent at the end of the forecast horizon.

In total, assuming that the existing price subsidy system would be maintained, risks to the central forecast
remain broadly balanced, particularly in light of uncertainties about the development of commodity
prices and economic growth in the main partner countries.




1. AGGREGATE SUPPLY AND DEMAND

Over the full year 2012, national growth stood at 2.7 percent, covering a slowdown in nonagricultural activities

from 4.9 percent in 2011 to 4.5 percent and an 8.9 percent decrease in agricultural value added. The demand
trend was mainly marked by a slower national final consumption and gross fixed capital formation, although
consumption and government investment accelerated. For 2013, mainly due to higher agricultural value
added, national economy should register a growth faster than that expected previously, to stand within a range
of 4.5 percent to 5.5 percent. However, the nonagricultural component should decelerate significantly within
a range of 2.5 percent to 3.5 percent. This trend reflects direct and indirect effects of persistent uncertainties
about the economic activity in Moroccos major partner countries. In terms of domestic demand, although
consumption may benefit from the positive effects of improved farm income, investment should suffer from a still
adverse economic environment, affected by the consequences of the budget cuts announced by the Government.
The foreign trade indicators show, at end-May 2013, a further decline in exports and imports. Against this
backdrop, the analysis elements of supply and demand suggest that pressures on price remain subdued.

1.1 Output Table 1.1: YoY growth of quarterly GDP at chained prices per
major sectors (%)
2011 2012 2013
. Activi
In 2012, natlgnal growth stood ~at 2.7 Aaivitysectors "0 Ton QIIQIV QI QI QI QIV QL QI
_percent' C.Overlng a 4.5 percent Increase Agriculture 59 61 60 43 -83 -9.6 -84 -9.0 16.9 16.5
in nonagricultural GDP and an 8.9 percent Nonugricaltural VA 60 44 50 54 44 41 46 39 34 36
decline in agricultural value added. These Exuactiveindusiry 145 28 17 82 79 54 32 28 39 42
trends are in line with the Bank’s forecasts pProcessingindustry 3.4 08 37 40 35 09 17 07 07 10
8 y
pUbliShEd in the MPR of March 2013. Electricity and water 0.4 5.7 53 128 126 10.8 11.5 1.7 -22 14
Construction 20 1.7 61 7.0 57 35 -17 -57 -6.8-6.0
In the first half of 2013, GDP growth would Tade 47 47 46 49 28 17 16 16 17 16
have accelerated to 5.1 percent, driven by Hotlsand restaurants 63 29 -3.9 7.0 49 23 14 56 22 19
a strong recovery of agricu|tura| growth' Transportation 74 65 59 39 17 24 21 35 2221
standing at 16.7 percent. The nonagricultural Fostand 450 155 241 230 134 128 181 196 147135
Id h | d 5 telecommunication
component W9u ave slowe to 3. G?ml.‘o’love”“.“e“t 65 64 57 45 103 99 93 90 64 57
percent, reflecting an underperformance of 0 socilsecurty
.. Other services* 70 63 56 43 60 59 57 57 50 50
almost all sectors of activity. I 4
axes on products Nt 36 25 35 14 3.0 31 19 21 19 14
of subsidies
Following the earliness and good temporal Nonagricultural .\ o S0 43 40 44 37 32 33
and spatial distribution of rainfall, which - ———
ross domestic 57 44 50 49 27 22 27 20 52 51

favored the cultivation of autumn cereals,
agricultural  activity should improve
significantly in 2013. Indeed, cumulative
rainfall amounted to 394.2 mm as at May 31,
2013, up 73.7 percent compared to the same
period a year earlier, bringing the filling rate
of farm dams to 87 percent as against 68
percent.

Regarding nonagricultural activities,
the latest available data show a marked
sluggishness. Indeed, the growth of the
mining value added would have continued its
downward trend, standing at -4.1 percent in
the first half of 2013 after falling 2.8 percent
in the fourth quarter of 2012. This change

product

(*) Including financial activities and i

health, and social action, and the FISIM.

Sources: HCE and BAM forecasts

e. services to corporations and personal services, education,
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reflects mainly lower foreign demand for
phosphate and derivatives, as evidenced by
a 12.1 percent decline in OCP exports at end-
April 2013. In the same vein, the phosphate
price decline that began in the second half of
2012 accentuated, with a 10.3 percent drop
on average during the first five months of
2013.

The value added of the processing industry
should improve slightly in the second quarter
of 2013, showing a 1 percent increase, which
is still below the average of the achievements
of the past three years. The findings of
BAM monthly business survey of April 2013
confirms this trend, showing that sales
increased and finished goods inventories
remained at their normal level, registered
since the beginning of the year. Similarly,
the order book remained at its usual level
and the utilization capacity rate stood at 68
percent.

Thevalue added of the “electricity and water”
sector would have fallen 2.2 percent in the
first quarter of 2013, reflecting a decrease
of 4 percent in local net production of the
National Electricity Office and 2.2 percent in
its high and medium voltage sales. However,
it should recover by 1.4 percent, assuming
that the improvement recorded in April 2013
would continue, with respective increases
of 3.7 percent and 4 percent in electricity
production and sales.

May 2013 indicators on the construction
sector continue to point to lower activity,
with a slight mitigation compared to the
first quarter. Indeed, cement sales dropped
by 6.6 percent at end-May after a decrease of
20.8 percent in the first quarter, while loans
to property developers rose 1.9 percent at
end-April after a virtual stagnation at end-
March 2013. Under these conditions, the
construction value added should decline by 6
percent in the second quarter of 2013, after
a 6.8 percent decrease a quarter earlier.

As to tertiary activities, the value added of
posts and telecommunications should grow
by 14.7 percent and 13.5 percent in the first
and second quarters of 2013, respectively.

Chart 1.1: YoY change in the GDP and its components
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Chart 1.3: Contribution of the primary, secondary and tertiary
sectors to overall growth, in percentage points
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The latest available data, which remain Chart 1.4: YoY change in the construction sector’s value added,

those of the first quarter of 2013, show a o cement cumulative sales and real-estate loans o
year-on-year increase of 9 percent in the 40 70
number of mobile phone subscribers and 30 60
17.9 percent in that of Internet subscribers, 2 >0
as against 8.6 percent and 58.5 percent, 0 0
respectively, over the same period of 2012. 0 ¥

0 20
The growth of tourism should stand at 2 20 o
percent in the first half of 2013, driven 30 102 030102 03 Q1 Q2 03 Q1 Q2 Q3 Q1 2 Q3 01 20201023 @’

by a favorable base effect as We” as some 06 06 06 07 07 07 08 08 08 09 09 09 0 10 10 1 21212 BBm
improvement in most indicators of the SW;;3?2';3::;;3;;;:“'““cememsales - feabestteloans
sector. Indeed, tourist arrivals totaled 2,558

thousand visitors at end-April 2013, up 1.5
percent compared to 2012. Meanwhile,
overnight stays in classified hotels rose by
8.6 percent, thus bringing the occupancy
rate to 48 percent from 46 percent a year
earlier. Meanwhile, travel receipts were up .
3.1 percent at end-May 2013. ’29”‘”"“”

Other services

Chart 1.5: Sectoral contribution to overall growth

Processing industry
The value added of transport, linked to

. General government
performance in other sectors, should grow and social security
at a rate slightly lower than that registered
in 2012.

Electricity and
water

Post and

telecommunication Construction

In terms of outlook, national growth

throughout the year should stand within Transportation Trade
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opposed to arange of 4 percentto 5 percent Sources: HCR and BAM forecasts and caleulaions

expected in March 2013. These projections

cover mainly a downward revision of the

nonagricultural growth, which should

stand between 2.5 percent and 3.5 percent.
1.2 Consumption

National final consumption expenditure
increased, in real terms, by 3 percent in " Chart 1.6: GDP projected growth Q1-2013/ Q4-2013*
the fourth quarter of 2012, as against 3.3
percent in the previous quarter and 7.3
percent in the same quarter of 2011. This
trend reflects slower growth in household
final consumption from 2.4 percent to 2
percent from one quarter to the next, while
the government consumption remained

Forecasts
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around 6.8 percent. In the coming quarters, 0
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the improvement in rural income. Other Sources: HCT and BAM forecass

available indicators suggest a downward
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trend, owing to the unfavorable trend of
nonagricultural activities.

In addition, end-May 2013 foreign trade
data indicate a recovery of 0.1 percent in
remittances from Moroccans living abroad
and 3.1 percent in travel receipts. Imports
of finished consumer goods showed a 5.7
percent decline, as against a 12.1 percent
increase over the same period a year earlier.

The government consumption should
continue its growth. Indeed, the latest
available data indicate a 15.8 percent
increase in operating expenses at the end
of April 2013, as against 9 percent over
the same period a year earlier, driven by
higher personnel costs and spending on
miscellaneous goods and services.

1.3 Investment

Investment fell 0.7 percent in the fourth
quarter of 2012, after a growth limited to
0.4 percent in the previous quarter. The
findings of BAM monthly business survey
of the first quarter of 2013 show a business
climate considered normal after two
consecutive unfavorable quarters. Indeed,
investment expenditures in the first quarter
would have stagnated, according to 46
percent of manufacturers, and decreased
according to 37 percent of them.

Moreover, the monetary data indicate
a 0.9 percent contraction in equipment
loans at end-April 2013 and a 7.3 percent
increase in real-estate loans. Foreign trade
indicators show an 8.8 percent increase
in imports of equipment goods at end-
May 2013. In addition, the wait-and-see
attitude marking the real-estate market,
with an 8.1 percent decline in the number
of transactions and a virtual stagnation of
real estate price index in the first quarter,
is a further source of uncertainty for
household investment.

Treasury investment expenditures grew at
end-April 2013 by 39.5 percent compared to
last year.

Chart 1.7: YoY change in household final consumption and
travel revenues (%)
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1.4 Foreign trade

Data available at end-May 2013 indicate a
continued year-on-year decline in the trade
deficit, due to lower imports. Indeed, the
trade balance posted a deficit of 81.6 billion
dirhams, down 7.3 percent compared to the
same period of the previous year, as against a
worsening of 14.7 percent a year earlier. This
trend is attributed to a drop of 4.7 percent
or 7.8 billion dirhams of imports, which
amounted to 157.6 billion dirhams. Exports
fell 1.9 percent, or 1.5 billion dirhams,
amounting to 76 billion dirhams. Thus, the
import coverage stood at 48.2 percent.

The decline in exports is due to an 18 percent
decrease in sales of mining extractive
industry, totaling 5.5 billion dirhams, as
well as a 7.9 percent drop in exports of the
chemical industry to 14.7 billion. Exports of
the automotive sector grew by 10.7 percent
to 12 billion, due to a 50.5 percent increase in
sales of passenger cars to 3.9 billion dirhams.
Similarly, shipments of the aeronautics
sector moved up 22.5 percent to 3.2 billion
dirhams. Deliveries of the agri-food sector
also rose 4.1 percent to 15.3 billion dirhams,
covering a 17.4 percent increase in sales of
the food industry and respective declines
of 10.4 percent and 9.4 percent in those of
fishing and citrus. Meanwhile, exports of the
electronics sector recorded an increase of
7.6 percent, totaling 3.3 billion dirhams. In
contrast, shipments of the textile and leather
sector were down 0.9 percent to 13.9 billion
dirhams.

The decline in imports is mainly attributed to
a 16.2 percent drop in purchases of energy
products, which totaled 38 billion dirhams.
This trend is mainly due to the 29.9 percent
decrease in purchases of crude oil, totaling
10.4 billion dirhams. However, purchases
of non-energy products edged down 0.4
percent, year on year. Indeed, imports of
crude products fell 21.2 percent to 7.6 billion
dirhams, including particularly a 29.3 percent
decline in those of crude sulfur to 1.6 billion
dirhams. Purchases of consumer goods also
moved down 5.7 percent to 26.3 billion

Chart 1.10: Change in general business climate*
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Table 1.2 : Change in the trade balance at end May 2013

(In millions of dirhams) may may Variations
2012 2013* Amount %
Exports 77 438 75 983 -1455 -1.9
Ore extractive industry 6701 5495 -1206  -18.0
Chemical industry 15 984 14718 -1266 -7.9
Textile and leather 13 986 13 860 -126 -0.9
Agriculture and food 14 699 15 300 #6014 4.1
industry
Aeronautics 2571 3150 +579 4225
Automotive industry 10 786 11 939 +1153  +10.7
Electronics 3025 3254 +229 +7.6
Imports 165 430 157 595 -7 835 -4.7
Energy goods imports 45374 38011 -7363  -16.2
Non-energy imports 120 056 119 584 -472 -0.4
Capital goods 31079 33 803 +2 724 +8.8
Semi-finished goods 32 828 34 264 +1 436 +4.4
Consumer goods 27 893 26312 -1581 -5.7
Food products 18 639 17 623 -1016 -5.5
Unprocessed goods 9617 7582 2035 -21.2
Trade deficit 87 992 81612 6380 -7.3

* Provisional data
Source: Foreign Exchange Office

Chart 1.11: Total exports
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dirhams, in conjunction with a drop of 27.1
percent in those of ready-made garments to

676 million and 13.6 percentin passengercars ()
and related spare parts to 6.1 billion dirhams. ©

Chart 1.12: Total imports
(change compared to the previous year)

Similarly, imports of food products fell 5.5 zz
percent to 17.6 billion dirhams, particularly o
due to respective declines of 90.4 percent .
and 26.9 percent in supplies of barley and 10
corn, to 109 million and 1.4 billion dirhams.

However, imports of equipment goods
. . 30 may aug. nov. feb. may aug. nov. feb. may aug. nov. feb. may
grew by 8.8 percent to 33.8 billion dirhams, 010 10 1 1 1M M 12 12 12 12 13 13
mainly following the significant increase — Total imports —— Non-energy imports
. . . Source: Foreign Exchange Office
in purchases of spare parts for industrial
vehicles, which moved up from 685 million
to 1.5 billion dirhams in one year. Similarly,
purchases of semi-finished goods rose by 4.4
percent to 34.3 billion dirhams.

Chart 1.13: YoY change in volume and price of phosphate
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2. PRESSURES ON OUTPUT CAPACITY AND LABOR MARKET

In a context marked by the persistence of difficult international economic conditions, particularly in the euro
area, and some slowdown in domestic demand, nonagricultural output gap should stand below zero in the
second quarter of 2013, according to estimates by Bank Al-Maghrib. Meanwhile, the BAM monthly business
survey shows that the capacity utilization rate stagnated at 68 percent in April 2013, a level below the historical
average of /1 percent.

In the labor market, the unemployment rate fell 0.5 percentage point to 9.4 percent in the first quarter of 2013.
Over the same period, the hourly minimum wage and private sector wages showed respective increases of 2.2
percent and 6.1 percent in real terms. Overall, despite some pressures on production costs, the analysis of all
Jactors indicates the absence of significant pressures on prices in the coming quarters.

2.1 Pressures on Olltpllt capacity Chart 2.1: Nonagricultural output gap
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As reported by Bank Al-Maghrib monthly
industrial survey, the capacity utilization
rate (CUR) stagnated at 68 percent in April %)
2013, a level, since last August, remaining 8
lower than its historical average (71 75
percent) registered since 2007 (Chart 2.2).
This covers an improvement of the CUR in
the agri-food industries, stagnation in the .
mechanical and metallurgical industries,
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Chart 2.2: Industrial capacity utilization rate
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——Capacity utilization rate

. Source: BAM monthly business survey
Meanwhile, the results of the same survey . )
Chart 2.3: Balances of opinion* on the change in the

reveal higher unit industrial production . . .

X X _ components of the production unit cost per sector, in Q1-2013
cost in the first quarter of 2013. This trend
affected all sectors, with the exception of
electrical and electronics industries and
mechanical and metallurgical industries,

Food processing industries

Textile and leather industries

in which the increase in financial expenses
was the main factor behind higher costs
(Chart 2.3).

Apparentlabor productivity innonagricultural
activities increased by 0.2 percent in the first
quarter of 2013, year on year, as against

Chemicals and related industries

Mechanical and metallurgical industries E

Electric and electronic industries
Mo (%)

0 10 20 30 40 5 60 70 8 90 100

u Financial costs
Commodity costs (excluding energy)

¥ Wage costs
Energy costs

* Difference between the percentage of businesses reporting an increase and those reporting a
lecrease.

Source: BAM monthly business survey.
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2.6 percent in the last quarter of 2012
(Chart 2.4). This trend is attributable to an
increase in nonagricultural employment at
a rate (3.2 percent) lower than that of the
nonagricultural value added, as estimated by
BAM (3.4 percent).

2.2 Pressures on the labor market

At the end of the first quarter of 2013,
the labor force aged 15 and over rose by
0.4 percent to nearly 11.5 million people,
reflecting an increase of 1.2 percent in
urbanareasand adecrease of 0.4 percentin
rural ones. This increase was accompanied
by a decline in the participation rate from
48.2 percent to 47.6 percent.

A total of 99,000 jobs were created, while
109,000 positions were lost over the same
period of 2012. At the sectoral level,
services and industry provided 243,000
and 20,000 jobs, respectively. However,
construction and agriculture lost 56,000
and 100,000 positions (Chart 2.5).

In total, employed labor force stood at

Chart 2.4: YoY change in apparent labor productivity
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Chart 2.5: Employed labor force per sector (in thousands)
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Table 2.1: Quarterly indicators of activity employment and
unemployment indicators per place of residence

10.4 million people, up 1 percent. The .. . Q2 - 2012 Q2 - 2013
I t t h d light decli n muiflion /1n 7o Urban Rural Total Urban Rural Total
employment rate showed a slig ecline porforcemnd
from 43.4 percent to 43.2 percent. employment
Labor force @ 6.075 5.353 11.428 6.145 5.329 11.474
Labor force participa-
om rate (96, 0 426 566 482 422 559 476
Underthese Conditions, the unemployment Employed labor force  5.202 5.096 10.298 5.303 5.094 10.397
. Employment rate (%) ©® 36.5  53.9 43.4 36.4 53.5 43.2
ratefell0.5percentagepointto9.4percent, [ -
. . nemp oyment
reﬂeCtIn_g a decrease of 0.7 points to 13.7 Unemployed labor force 873 257 1.130 842 235 1.077
percent in urban areas and 0.4 point to }Jng;n)gﬁyymentrate 144 48 99 137 44 94
. m /o
4.4 percent in rural ones. Unemployment gy
among young people aged 15 to 24 years .15 - 24 years 328 103 192 356 92 195
remains high at 19.5 percent (Table 2.1). 25 - 34 years 209 56 145 196 52 135
.35 - 44 years 8.2 2.5 59 73 27 5.5
By degree
Regarding labor costs, the private sector — -Nongraduawes 770330500 78 28 47
. Graduates 19.4 10.7 174 182 10.9 16.5

wage index, based on CNSS data, recorded
in the first quarter of 2013 a year-on-year
appreciation of 8.6 percent in nominal
terms and 6.1 percent in real terms. This
trend is in line with the BAM’s quarterly

(1) Population aged 15 years and above (in thousand of persons)

(2) Labor force aged 15 years and above /total population aged 15 years and above

(3) Employed labor force aged 15 years and above /toral population aged 15 years and above
(4) Unemployed labor force aged 15 years and above /labor force aged 15 years and above
Source : HCP
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business survey of March, which indicates
arise in wages. The hourly minimum wage
increased by 2.2 percent in real terms in
the first quarter 2013.

Chart 2.6: YoY change in the private sector’s average wage index

) in nominal and real terms
%,

12
8
4
0/\\/\/\/\
V v
4
slor 4 @ 4 @ W o2 oW @ oo U @ @
06 06 07 07 08 08 09 09 10 10 11 11 2 12 13

—— Nominal average wage index
Sources: CNSS, and BAM estimates

—— Real average wage index

Chart 2.7: Minimum wage in real and nominal terms
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3. INTERNATIONAL ENVIRONMENT AND IMPORT PRICES

In a context marked by a relative easing of financial conditions, the latest data on the international economic
environment show overall a continued weakening of the economic activity and its prospects. This applies
particularly to developed countries, albeit with divergent trends between the United States and the United
Kingdom, where GDP showed increases, and the euro area, which remains in recession for the fourth consecutive
quarter. In emerging and developing countries, growth recorded a further slowdown, mainly in China, where
it decelerated from 7.9 percent to 7.7 percent due to lower domestic and foreign demand. The latest forecasts
of international institutions show that the growth of the global economy should not improve significantly in
2013. Indeed, the IME the European Commission and the OECD revised down their growth projections for
2013, while assuming that the economic activity would recover progressively as of 2014. In addition, adverse
conditions in the labor market constitute a major concern, especially in the euro area. On commodity markets,
excluding energy prices, which remain high, compared to the same period of last year, prices are overall tilted
to the downside. This trend, coupled with slower demand, high unemployment rates and unfavorable growth
prospects, contributed to keeping inflation moderate, particularly in developed countries.

3.1 Global financial conditions and ,, Chart3.1: Change in the OIS-LIBOR spread®
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In bond markets, sovereign yields eased or
stagnated across countries for the second
consecutive month. In the euro area,
10-year yields of peripheral countries
recorded declines, between April and
May 2013, from 4.3 percent to 3.9 percent
in Italy, from 4.6 percent to 4.2 percent
in Spain and from 6.2 percent to 5.4
percent in Portugal. Slmllarly' those of Chart 3.2: Change in the yield of ten-year euro area and U.S.
Greece decreased to 9.3 percent from 11.6 government bonds

percent. Meanwhile, French and German

bond yields stagnated at 1.8 percent and 1
1.3 percent, respectively. Yields in the
United States rose in May to 1.9 percentas 1,

against 1.7 percent in the previous month. 10
8
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spreads virtually stagnated. Indeed, the = Gemmany france bortucal  ——Sogin

3-month Euribor reached 0.21 percent in May Italy Irland — United States —— Greece
from 0.20 percent in the previous month’ Source: Datastream
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while 3-month Libor stood at 0.27 percent
from 0.28 percent. The euro Libor-OIS spread
stabilized at 4.9 basis points from April to
May 2013, while the dollar Libor-OIS spread
was up to 15.4 points in May as opposed to
14.6 points in April.

Moreover, loans to the private sector grew in
April to 4.3 percent from 4.1 percent a month
earlier in the United States. In contrast, in the
euro area, they shrank by 0.9 percent, which
is the 12th consecutive decline.

In stock markets, major indexes broadly
performed well in May, while being less
volatile compared to April. Indeed, in the
European markets, the EUROSTOXX50,
DAX30, CAC40 and FTSE rose by 5.6
percent, 7 percent, 5.9 percent and 4.2
percent, respectively. Concerning other
indexes of advanced economies, the
NIKKEI225 and the Dow Jones were up
10 percent and 3.1 percent, respectively.
In terms of volatility, VSTOXX fell from
20.4 basis points to 17.4 points, while the
VIX dropped from 14 to 13 points, from
one month to another. Similarly, indexes
of emerging economies grew, in contrast
to the trend of the previous month. Thus,
the MSCI EM rose in May by 2.9 percent,
month on month.

In foreign exchange markets, the euro
traded at $1.30 on average in May,
registering a slight depreciation of 0.5
percent from the previous month. The
single currency also depreciated 0.5
percent vis-a-vis the pound sterling,
while it appreciated 2.8 percent against
the Japanese yen. The latter depreciated
significantly, standing at 133 yen against
the euro and 103 yen to one dollar in May,
levels never recorded since January 2010
and April 2009, respectively. This change
is mainly attributed to monetary easing
measures taken by the Central Bank of
Japan to fight against deflation.

Chart 3.3: Change in the major stock market indexes of
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Chart 3.5: Change in VIX and VSTOXX
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With regard to monetary policy decisions,
the Bank of England and the Federal
Reserve (FED), at their last meetings, kept
their key rates unchanged at 0.50 percent
and within a range of 0 percent to 0.25
percent, respectively. Similarly, the ECB
kept its key rate at 0.5 percent.

In addition, the minutes of the Fed in May
2013 showed divergences within the Federal
Open Market Committee (FOMC) about
the bond-buying program, which currently
amounts to $85 billion per month. Some
FOMC members indicated that this program
could be slowed or stopped before the
condition of the unemployment rate is met.
Thus, the statement highlight that the FOMC
should be prepared to adjust the pace of its
purchases up or down, either in response to
an improvement in the economic outlook or
in case of a reassessment of efficacy and costs
of such a program.

3.1.2 Global economic activity

Regarding the real sphere, national
accounts data for the first quarter of
2013 indicate a continued deterioration
of economic activity, particularly in the
euro area, while a slight increase was
registered in the United States and the
United Kingdom.

In the first quarter of 2013, growth in
developed countries showed divergent
trends across countries. In the United
States, growth stood at 1.8 percent from
1.7 percent in the previous quarter. This
improvement is mainly due to the buoyant
trend in household consumption and a
rebound in exports. Similarly, in the United
Kingdom, GDP increased slightly, year on
year, to 0.6 percent from 0.2 percent in
the fourth quarter of 2012, driven mainly
by the services sector. In Japan, GDP grew
by 0.2 percent, year on year.

Table 3.1: YoY change in quarterly growth

2011 2012 2013

Q3

Q4 Q1 Q2 Q3 Q4 Q1

United States 1.6
Euro area 1.3
France 1.8
Germany 2.7
Italy 0.3
Spain 0.6
United Kingdom 0.7
Japan -0.5
China 9.1

2.0 2.5 2.1 26 1.7 1.8
0.6 -0.1 -05 -07 -09 -1.1
1.4 0.3 0.1 0 -03 -0.4
1.9 1.3 1.0 09 03 -0.3
-05  -1.7 25 -26 -2.8 23
0.0 -07 -14 -16 -1.9 2.0
1.0 0.4 0.04 03 02 05
0.0 3.3 40 04 04 02
8.9 8.1 7.6 7.4 79 7.7

65

60

55

50

45

40

35

Source : Eurostar

(%)

6

4

2

o

Chart 3.7: GDP growth in advanced countries

\/

——

Forecast

A

2004 2005 2006 2007

—— Euro area
Italy

Source: IMF

——
20| 20! 010 2011 3 2014

—— Germany France
—— Spain —— United states

Chart 3.8: GDP growth in emerging

countries (Brazil, Russia, India, China)

Forecast

| 2004 2005 2006 2007

—— Brazil

Source: IMF

30
may aug. nov. feb. may aug. nov. feb. may aug. nov. feb. may aug. nov. feb. may

09

zoos\ioy/zmo 2011 2012 2013 2014

Russia ~ =——— China India

Chart 3.9: Change in high-frequency
indicators in the USA and euro area

09 09 10 10 10 10
—— US ISM index

—— Euro area composite PMI

Expansion

Contraction

m o1 1112 12 12 12 13 13

== Euro area PMI manufacturing index

Source: Datastream

%



INTERNATIONAL ENVIRONMENT AND IMPORT PRICES

In contrast, in the euro area, the economic
activity continued to decline, with GDP
contracting by 1.1 percent, year on year,
in the first quarter, as against 0.9 percent
in the previous quarter.

This change mainly reflects lower activity
in the major economies of the area.
In Germany, GDP fell by 0.3 percent,
after a slight increase of 0.3 percent in
the previous quarter, thus registering
the weakest performance since 2009.
Moreover, the underperformance of
exports affected GDP growth in France
and Spain, worsening its year-on-year
contraction from 0.3 percent to 0.4
percent and from 1.9 percent to 2 percent,
respectively, from one quarter to another.
In Italy, the decline in GDP eased slightly
from -2.8 percent to -2.6 percent.

In emerging Asia, growth in China fell
slightly from 7.9 percent to 7.7 percent
in the first quarter, partly due to slower
domestic and external demand. While in
India, GDP growth increased slightly from
4.7 percent to 4.8 percent.

The findings of eurozone purchasing
managers’ surveys suggest an easing in
economic contraction in May. Indeed, the
composite PMI rose from 46.9 in April
to 47.7 points, but remaining down 4.8
percent compared to the threshold of 50
points. The manufacturing PMI rose to
47.8 points from 46.7 a month earlier. In
the United States, the results indicate that
the ISM manufacturing index stood at 49
points from 50.7 in the previous month,
thus ranking above the level of 50 points.

In light of economic developments over
the last two quarters, the IMF slightly
revised down its growth projections in
April. Thus, it predicts that global GDP
should increase by 3.3 percentin 2013 and
4 percent in 2014, covering a growth of

Table 3.2: Global growth outlook

Forecasts (%)

European

L IMF* OECD
commission
2013 2014 2013 2014 2013 2014
Global GDP = 3.1 38 33 4.0 3.1 4.0
United States 1.9 2.6 1.9 3.0 1.9 2.8
Euro area -0.4 1.2 -0.3 1.1 -0.6 1.1
Germany 0.4 1.8 0.6 1.5 0.4 1.9
France -0.1 1.1 -0.1 0.9 -0.3 0.8
Italy -1.3 0.7 -1.5 0.5 -1.8 0.4
Spa.in -1.5 0.9 -1.6 0.7 -1.7 0.4
United 0.6 17 07 15 0.8 15
Kingdom

Japan 1.4 1.6 1.6 1.4 1.6 1.4
China 8.0 8.1 8.0 8.2 7.8 8.4
India 5.7 6.6 5.7 6.2 5.7 6.6
Brazil 3.0 3.6 3.0 4.0 2.9 3.5
Russia 33 3.8 34 3.8 2.3 3.6

Sources: European commission (May 2013), OECD (May 2013), IMF (April 2013).

Table 3.3: Change in unemployment rate

march apr. may
2011 2012 Y513 2013 2013
United States 9.0 8.1 7.6 7.5 7.6
Euro area 10.2 11.4 12.1 12.2 N.A
France 9.6 10.2 11.0 11.0 N.A
Italy 84 106 11.9 12.0 N.A
Germany 6.0 5.5 5.4 5.4 N.A
Spain 21.7 25.1 26.7 26.8 N.A
United Kingdom 8.0 7.9 N.A N.A N.A

Source : Eurostar

Table 3.4 : Expected change in unemployment rate in main

advanced countries

IMF OECD commbaon
2013 2014 2013 2014 2013 2014
United States 7.7 7.5 7.5 7.0 7.7 7.2
Euro area 12.3 12.3 12.1 12.3 12.2 12.1
Germany 5.7 5.6 5.0 4.8 5.4 5.3
France 11.2 11.6 10.7 11.1 10.6 10.9
Italy 12.0 12.4 11.9 12.5 11.8 12.2
Spain 27.0 26.5 27.3 28.0 27.0 26.4
Ei“r:;im 7.8 7.8 8.0 7.9 8.0 7.9

Sources : European commission (May 2013), OECD (May 2013), IMF (April 2013).

Chart 3.10: World price of brent oil in dollar per barrel
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1.2 percent and 2.2 percent in advanced
economies and 5.3 percent 5.7 percent
in emerging and developing economies.
Growth would be around 1.9 percent in
2013 and 3 percent in 2014 in the United
States, -0.3 percent and 1.1 percent in
the euro area and 1.6 percent and 1.4
percent in Japan. In addition, the IMF
forecast a growth of around 8 percent
and 8.2 percent in China, 5.7 percent and
6.2 percent in India and 3 percent and 4
percent in Brazil.

Similarly, the European Commission
revised down its growth forecast in
its economic outlook of May 2013,
reaffirming that the return to growth
should occur in a progressive manner as
of the second half, before accelerating
in 2014. Indeed, global GDP should grow
by 3.1 percent in 2013 and 3.8 percent
in 2014. By group of countries, growth
would stand, respectively in 2013 and
2014, at 1.1 percent and 2.1 percent in
advanced economies, and 5.2 percent and
5.6 percent in emerging and developing
countries. In addition, the Commission
expects that growth would be 1.9 percent
in the United States, and -0.4 percent in
the euro area in 2013, before rising 2.6
percent and 1.2 percent in 2014 (see Table
3.2).

The OECD outlook for May 2013 indicates
also downward revisions of growth in
most advanced countries in 2013. The
OECD forecasts a global GDP growth of
3.1 percent in 2013 before increasing to
4 percent in 2014. In the United States,
GDP growth should reach 1.9 percent in
2013, as against a decline of 0.6 percent
in the euro area. In partner countries, GDP
growth should increase by 0.4 percent in
Germany and show contractions of 0.3
percent in France, 1.7 percent in Italy and
1.8 percent in Spain in 2013.

Table 3.5: Oil futures price (Brent in U.S. $)

Q213 Q3:13 Q413 QL:14 2013 2014 2015

Oil 103.59 103.15 102.16 101.20 10529 99.78  96.07

Source : Bloomberg

Chart 3.11: Change in the DJ-UBS non-energy commodity

indexes (2006=100)
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Data as at end-April 2013 indicate that the
labor market continues to be marked by
persistently high unemployment rates in
most developed countries. In the United
States, May data reveal a slight increase in
the unemployment rate to 7.6 percent from
7.5 percentin the previous month. However,
this increase is due to a higher participation
rate, which rose from 63.3 percent to 63.4
percent, owing to a significant job creation
of 175,000.

In the euro area, the unemployment rate,
which has been rising since the beginning
of 2008, stood in April at 12.2 percent,
as against 12.1 percent a month earlier.
In partner countries, this rate remained
unchanged in France and Germany at 11
percent and 5.4 percent, respectively, while
in Italy and Spain, it rose slightly to 12
percent and 26.8 percent from 11.9 percent
and 26.7 percent in the previous month. In
the United Kingdom, unemployment data
remain those of February and indicate a
slight decrease to 7.7 percent as against 7.8
percent in the previous month.

Short-term forecasts of the labor market,
mainly those of the OECD dated end-May,
show overall an increase in 2013 for the
majority of developed countries. Thus, the
OECD expects in 2013 for the United States
anunemployment rate of 7.5 percent, which
would slow down to 7 percent in 2014,
while in the euro area, it would stand at
12.1 percent in 2013, before rising to 12.3
percent in 2014.

In the United States, the European
Commission expects an unemployment rate
of 7.7 percent in 2013 and 7.2 percent in
2014.Inthe euro area, it forecasts respective
unemployment rates of 12.2 percent and
12.1 percent in 2013 and 2014.

Based on IMF forecasts, the unemployment
rate in the United States would stand at
7.7 percent in 2013 and slow down to 7.5
percentin 2014. However, it would remain
stable in the euro area at 12.3 percent in
both 2013 and 2014. In partner countries,
the unemployment rate in Germany
would move up to 5.7 percent in 2013
before decreasing slightly to 5.6 percent
in 2014. In Spain, it is revised upward
to 27 percent in 2013 and would slow
down to 26.5 percent in 2014. In France,
it increased to 11.2 percent and 11.6
percent in 2013 and 2014, respectively.

3.2 Commodity prices and inflation

During the last three months, commodity
prices declined overall, year on year, with
the exception of energy prices, which
remain high compared to the same period
of last year. Inflation resumed its rise in
May, particularly in the euro area, after
five consecutive months of decline.

After sharp declines in the past two
months, the Brent price almost stabilized,
moving from $102.96 to 102.98 per
barrel. This trend is due to the weakening
of the dollar, hampered, however, by the
abundant supply of oil.

In terms of outlook!, the World Bank
revised slightly upward its estimates in
May, now assuming a price of $102.4 per
barrel in 2013 as against $102 previously.
Similarly, the IMF forecast rose from
$99.71, published in its WEO of January
2013, to $102.6 per barrel, reported in its
WEO April 2013. However, the European

1 The World Bank and the IMF make their forecasts based on the ave-
rage price of the three oil categories (Brent, WTI, Dubai). The Euro-
pean Commission makes projections about the price of Brent only.
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Commission lowered its Brent price forecast, Chart 3.13: Outlook for commodity price indexes
which should stand at $104.9 per barrel in

2013, a revision of -7.7 percent. >80 Forecast
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In the world market of phosphate, the price

of crude fell by 2.2 percent from one month

to another, to $165 per tonne in May.

Similarly, Urea and DAP prices recorded

respective declines of 4.7 percent and 4.6

percent, month on month. After stagnating Chart 3.14: Inflation change in the main partner countries
at $435 per tonne over the last five months,

the price for TSP moved down 2.8 percent 61
in May. In contrast, Potassium Chloride
prices edged up 0.4 percent from one
month to another. Year on year, prices for 2]
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3.2.3 Inflation in the world

According to preliminary estimates by
Eurostat, inflation in the euro area increased
to 1.4 percent in May, after having stood at
1.2 percent in April. Indeed, it reached 1.7

. . . Table 3.6 : Recent trend in world inflation, YoY
percent in Germany and Spain, as against

march april may Forcasts

1.1 percent and 1.4 percent, respectively, 2013 2013 2013 2013 2014
in the previous month, while in Italy, it  United States 1.5 1.1 na 1.8 21
stagnated at 1.3 percent. In other partner Euroara 17 1.2 14 1.6 L5
countries, the data remain those of April  Germany 1.8 L1 L7 1.8 1.6
and show decreases from 2.8 percent to  frnc L1 08 na o
2.4 percent in the United Kingdom, and 152?;“ fg 1: 1; 12 ?2
from 1.1 percent to 0.8 percent in France. ; Y 0r e

In the United States, inflation dropped in
April from 1.5 percent to 1.1 percent, a
level reached for the last time in November

Sources: European commission and Datastream
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2010. In emerging countries, inflation
moved up in China from 2.1 percent to
2.4 percent in April, while it fell from 6.6
percent to 6.5 percent in Brazil.

Regarding the outlook, according to
the IMF forecasts, published in the April
2013 WEO, inflation would reach 5.9
percent in 2013 and 5.6 percent in 2014
in emerging and developing countries. In
developed countries, it should be limited
to 1.7 percent in 2013 before increasing
to 2 percent in 2014. Moreover, according
to the latest forecasts from the European
Commission, inflation should stand in the
euro area at 1.6 percent in 2013 before
declining slightly to 1.5 percent in 2014.

3.3 Morocco’s import unit price index

Accordingtodataavailable atend-April 2013,
non-energy import price index (IPI) recorded
a monthly decline of 2.2 percent, as against
0.4 percent a month earlier. Indeed, the food
IPI fell 2 percent as opposed to 1.9 percent in
March, mainly owing to a 5.8 percent drop in
the average import unit price of corn, offset
by a 1.9 percent increase in that of sugar.

Meanwhile, the IPI of semi-finished goods
decreased by 0.6 percent, as against 1
percent in the previous month, due to a 3.3
percent decline in the average import unit
price of wires and bars, while that of paper
and cardboard grew by 0.9 percent.

Similarly, the mining IPI fell by 3.2 percent
as opposed to 1.3 percent in March. This
trend was mainly due to a 2.5 percent
decrease in the average import unit price
of crude sulfur and 4.7 percent in that of
iron and steel.

Year on year, non-energy IPl decreased
by 1.3 percent, as against an increase of
6.5 percent a year earlier. The mining IPI
dropped by 7.8 percent in April 2013,
following a 13.9 percent decline in the
average import unit price of crude sulfur,
while the food IPlI rose 3.3 percent,
following a 9.6 percent increase in the

Chart 3.15: Non-energy import price index (1996=100)
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Chart 3.16: Food products’ import price index

(1996=100)
240

220
200

1801 2013 2012

160 —\\
=z \/\_\zoos
2010

140 ~N

2011
120 \_/\\_//\2009
100

jan. feb. march apr. may june july aug. sept. oct.
Sources: Foreign Exchange Office, and BAM calculations

nov. dec.

Chart 3.17: Mining products’ import price index
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165  Chart 3.18: Semi-finished products’ import price index
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average import unit price of wheat, offset
by a 16.4 percent drop in that of sugar. The
IPl of semi-finished goods increased by 2.8
percent, mainly owing to a 4.7 percent
increase in the average import unit price
of paper and cardboard.

Chart 3.19: Change in world commodity price index and
domestic non-energy import price index (2005=100)

230
220
210
200
190
180
170
160
150
140
130

120
apr.
10

dec.
10

aug.
10

apr.
1"

aug.
1"

dec.
"

—— Non-energy import price index
—— Morocco's non-energy import price index
Sources: Foreign Exchange Office, World Bank and BAM calculations

dec.
12

apr.
12

aug.
12

apr.
13

Table 3. 7 : Change in import price index (IPI)

Monthly change in % Annual change in %

feb. march apr. feb. march apr.
2013 2013 2013 2013 2013 2013
Non energy IPI 1.6 04 22 3.0 1.7 -1.3
Food IPI 0.4 -1.9 -2.0 6.3 326 3.30
Semi-finished products IPI -1.7  -1.0  -0.6 5.8 53 28
Mining IPI -1.5 -1.3 -3.2 -5.4 29 -7.8
N.B: Indexes calculated on the basis of unit prices in Dirhams
Chart 3.20: YoY change in import price index
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4. MONETARY CONDITIONS AND ASSET PRICES

Data as at end-April 2013 show a slight increase in the growth of the money supply and bank credit, while the
monetary gap remained negative. Indeed, M3 growth stood at 4 percent from 2.9 percent in the first quarter.
Bank credit grew by 3.9 percent as against 3.1 percent in the previous quarter, particularly reflecting an
accelerated growth of cash facilities and real-estate loans, while equipment loans continued their contraction
that started in July 2012. As to lending rates, Bank Al-Maghrib’s survey for the first quarter of 2013 shows a
decline of 21 basis points to 5.99 percent in the weighted average lending rate. However, this drop affected only
rates on cash facilities.

The dirhams effective exchange rate appreciated by 0.5 percent in the first quarter in nominal terms compared
to the previous quarter, while in real terms it appreciated 0.66 percent, due a national inflation rate overall
higher than that of key partners and competitors. The real estate price index almost stagnated, year on year,
covering an increase of 0.5 percent for residential property, a decrease of 2.9 percent for commercial one, and
virtual stability for land property. Overall, the analysis of recent developments of monetary conditions and asset
prices indicate an absence of monetary inflationary pressures in the medium term.

4.1 Monetary conditions Chart 4.1: Change in the interbank rate
(Daily data)

4.1.1 Interest rates )

4.5
Taking into account a neutral balance 40 1

of risks, under the assumption that 35/, o Y .
the existing subsidy system would be 39 ' LWl JLVAVES
maintained and the central inflation ]
forecast would be in line with the price 12: :
Stablhty ObjeCtive, the Board, at its last . may alug. nov.  feb. r:'nay alug. nov. feb. nl1ay aijg. nov. feb. n;ay

meeting on March 26, 2013, decided to ™ ™ ' m m om0
Weighted average rate = Deposit facility rate
keep the key rate unchanged at 3 percent. —— Key rate —— 24-hour advance rate

Against this backdrop, the weighted
average rate on the interbank market
stood at 3.08 percent on average between
April and May 2013, remaining virtually

stable from the first quarter. Table 4.1: Change in Treasury bond yields on the primary
market

2011 2012 2013 apr.
. 13
The rates of short and medium-term 21 daye 3(3238 Q4_ Ql_ QZ_ Q? Q4_ Ql_ -
primary market Treasury bonds continued 24 days ] o R, o
their upward trend that began in the third 554, S .. 378 412 -
quarter of 2012, with increases in April t0 43 days . S . 348 . . .
8 basis points from the previous quarter. 44 jours - - - - 359 - - -
In the secondary market, the same trend 45 jours - - - - - 397 -

characterized the various maturity ratesl 13 weeks 330 3.34 3.42 321 3.31 340 393 3.96
except for those on 15_year bonds, which 26 weeks 333 333 3.55 339 342 357  4.07 4.10
dropped Sllghtly and those on 20—year 52 weeks 346 349 3.65 353 374 384 420 4.23

. . 2 361 371 388 371 393 424 457 465
bonds, which remained unchanged. yean
5 years 3.85 391 4.05 4.00 432 452 475 -
10 years 413 420 432 429 451 4.84 - -
. . . 15 years 434 445 446 452 474 5.08 552 -
Concerning deposit rates, the weighted
20 years - - - - 501 - - -

average rate of 6 and 12-month deposits

.
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declined 18 basis points between the first Chart 4.2: Term structure of TB interest rates in the Treasury
quarter and April 2013, to 3.67 percent. %) securities market

This change reflects a decline of 22 basis ;3]

pointsin one-year deposit rates and virtual ig
stagnation in the 6-month deposit rates. 45
434
4.04
3.84
3.54

As to lending rates, the findings of BAM's 33
Survey Wlth bankS fOf the firSt quarter 203months 'Gmonths '1year 2'years Sy;ears 10'years 15y'ears 20y('ears
of 2013 indicates a reduction of 21 basis ?;1 ?31 ?32

points in the weighted average rate of

*Observation of the second quarter of 2013 corresponds to the daily average of data from April 1
bank loans, to 5.99 percent. However, 272053

Source : BAM

this contraction affected only rates on

cash facilities, while rates on other loan

categories recorded increases ranging Table 4.2: Borrowing Rates (time deposits)

from 4 to 15 basis points. 2011 2012 2013 13

QB Q4 Q1 Q2 Q3 Q4 Q1

6 months 333 335 349 343 349 355 352 353
12 months 3.78 3.74 3.84 3.83 3.83 3.84 4.02 3.80

Weighted average 3.63 3.59 3.68 3.69 3.71 3.73 3.85 3.67

Box 4.1: Liquidity and monetary policy implementation

During the first quarter of 2013, bank liquidity deficit slightly narrowed compared to the end of the previous quarter,
from 64.1 billion to 63.7 billion dirhams, due to foreign assets operations. Indeed, foreign exchange transactions led
to a liquidity injection of 2.6 billion dirhams, due to the difference between foreign banknotes sales, amounting to 5
billion dirhams, and foreign exchange purchases by commercial banks from Bank Al-Maghrib, which were limited to
2.4 billion dirhams.

In contrast, net withdrawals of currency in circulation reached 1.3 billion dirhams during school holidays.

Similarly, Treasury operations (excluding interventions on the money market) contributed to tightening liquidity
conditions by 634 million dirhams due to the difference between:

. On the one hand, bank subscriptions to T-bills’ auction (44.6 billion dirhams) and the collection of tax revenues,
including the remainder of the 4th installment of corporate tax for 2012,

. On the other hand, the repayment of the domestic debt maturities to the banking system (30.7 billion dirhams),
the settlement of civil servants’ salaries (16.2 billion dirhams) and subsidization expenses (15.5 billion dirhams).

Chart B 4.1.1: Change in liquidity position and in the Chart B 4.1.2: Liquidity position and weighted average rate of

weighted average rate, in quarterly average the interbank money market
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Chart B 4.1.3: Change in reserve requirements Chart B 4.1.4: Change in liquidity factors’ effect
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In the second quarter of 2013', the bank liquidity shortage widened slightly by 900 million dirhams from the previous
quarter to 64.6 billion dirhams due to the restrictive impact of Treasury operations (excluding interventions on the
money market), combined with an increase in currency in circulation.

Indeed, Treasury operations caused a liquidity drain of 1.4 billion dirhams: Bank subscriptions to T-bills’ auction (27.4
billion dirhams) and the collection of the 1st installment of corporate tax for 2013, were only partially offset by the
repayments of domestic debt maturities to the banking system (24.6 billion dirhams), the payment of civil servants’
salaries (5.2 billion dirhams) and subsidization expenses (3.5 billion dirhams).

Similarly, the net outflow of currency in circulation totaled 1.2 billion dirhams.

However, foreign assets operations led to a liquidity injection of 2.4 billion dirhams resulting from the difference
between foreign banknotes sales, amounting to 3 billion dirhams, and foreign exchange purchases by commercial
banks, which were limited to 574 million dirhams.

Outstanding money market Treasury investments remained unchanged from the last quarter of the previous year, at
nearly 900 million dirhams on daily average.

To fill the shortage in bank liquidity, Bank Al-Maghrib intervened mainly through 7-day advances with an average daily
amount of 48.2 billion dirhams, as against nearly 50 billion dirhams in the previous quarter.

Bank Al-Maghrib also raised its outstanding 3-month refinancing operations to 19 billion dirhams, of which 4 billion as
operations of loans secured by private bills representing claims for SME and VSE.

Money market weighted average rate registered a slight increase to 3.09 percent on average during this quarter, as
against 3.07 percent in the first quarter of 2013.

However, its volatility declined to 3 basis points, as opposed to 5 basis points in the previous quarter, due to the stability
of the weighted average rate at levels close to the key rate.

Chart B 4.1.5: BAM interventions on the money market Chart B 4.1.6: Change in the mean and standard deviation of]|
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4.1.2 Money. credit and liquid investments
M3 growth

April 2013 data show that the money
supply grew slightly to 4 percent from
2.9 percent in the first quarter. Despite
this increase, the monetary gap remained
negative, indicating the absence of
monetary inflationary pressures in the
medium term.

The increase in M3 in April reflects a slight
acceleration of the bank credit growth
and net claims on central government, as
well as a mitigated decline in net foreign
assets.

This accelerated growth of the money
supply was almost universal to all
components. Thus, bank money and
currency in circulation increased by 3.7
percent and 3.9 percent, respectively,
as against 2.7 percent and 3.5 percent
in the first quarter. At the same time,
after successive declines since the fourth
quarter of 2011, time deposits showed
annual increases of 1.6 percent in the first
quarterand 4.5 percentin April. Thistrend
would be due to the cumulative effect
of increases in the weighted average
deposit rate since the third quarter of
2012, despite a slight fall in April. As for
money market UCITS, although up 7.1
percent from one month to another, their
outstanding amount remains at a lower
level by 6.4 percent compared to the
same period of 2012. Demand deposits
increased by 8.2 percent, year on year,
a rate similar to that registered in the
previous quarter.

By economic wunit, the accelerated
growth of deposits, included in the M3
aggregate, reflects particularly higher
contribution of both nonfinancial private
corporations and financial companies.
Indeed, the deposits of the latter grew
by 10.6 percent, as against 2.1 percent
a quarter earlier, thus contributing
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0.6 percentage point to the growth
of deposits. After a decrease of 3.3
percent in the first quarter, the assets
of nonfinancial private corporations
moved up 6.6 percent, thus contributing
one percentage point to the growth of
deposits. However, the public sector
deposits, down 9.5 percent year on
year, contributed negatively to the
growth of deposits. Household assets,
which remain the main contributor to
the increase in deposits, were up by 5
percent, a rate similar to that of the
previous quarter.

Credit

The data available at end-April show a
slight acceleration in the annual growth
of bank lending, which stood at 3.9
percent, from 3.1 percent on average
during the first quarter of 2013. The
quarterly survey on lending conditions
of the first quarter of 2013 indicates
that the supply criteria remained overall
unchanged. However, banks are split in
their views on demand trends between
stagnation and decline.

This credit growth reflects divergent
trends across loan categories. Thus, cash
advances increased by 5.4 percent, from
4.1 percent in the first three months of
the year. At the same time, the annual
growth of real-estate loans stood at
7.3 percent from 6.8 percent in the
previous quarter, covering a 1.9 percent
improvement in the growth of loans to
developers, after a 0.5 percent decline,
and a slight deceleration from 10.1
percent to 9.7 percent in that of housing
loans. In contrast, the annual growth
of consumer loans slowed down to 6.7
percent from 7.7 percent. Meanwhile,
despite a monthly increase of 0.8
percent, equipment loans contracted
by 0.9 percent, after falling 0.8 percent
in the first quarter, thus showing an
almost continuous downward trend
since July 2012. Miscellaneous loans to

4
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customers dropped 2.9 percent, while
nonperforming loans, up 1.6 percent
from one month to another, grew by
10.4 percent, year on year, representing
a share of 5.4 percent of bank credit.

The analysis by institutional unit
indicates that the slight acceleration in
bank lending in April was attributable
to higher growth rates of both loans
to households and loans to other
financial corporations. Indeed, loans to
households grew 8.2 percent, as against
7.6 percent in the previous quarter,
contributing 2.7 percentage points to
the growth of bank credit. In addition,
loans to other financial corporations
posted an annualincrease of 0.5 percent,
after a decline of 9.1 percent on average
in the past quarter. In contrast, the
annual change of loans to nonfinancial
private corporations decelerated to 3
percent from 2.2 percent, a contribution
of 1.1 percentage point. Similarly, loans
to the public sector slowed down from
9 percent to 2 percent in April, year on
year, thus limiting their contribution to
0.1 percentage point.

Other sources of money creation

Net international reserves (NIR), which
constitute the official net reserve assets
of short-term liabilities of the Central
Bank to nonresidents, showed a new
mitigation of their contraction in April.
They recorded an annual decline of 10.6
percent, after that of 13.2 percent in
the first quarter.

Net claims on central administration
moved up 28.7 percent in April, from
27.3 percent in the previous quarter,
mainly reflecting the Treasury’s greater
use of the banking system.
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quuld investments Chart 4.14: YoY change in liquid investments and time
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in nominal terms in the first quarter of
2013. The 0.66 percent appreciation of the
national currency appears slightly more
significant in real terms, due to a national
inflation rate overall higher than that of
main partners and competitors.

4.2. Asset prices
4.2.1 Real estate assets

In the first quarter of 2013, real estate
prices were virtually flat, year on year. This
stability covers an increase of 0.5 percent
for residential property, a decrease of 2.9
percent for commercial one and a virtual
stability for land property. Quarter on
quarter, prices trended similarly, with
a 1.8 percent decline in land property
prices, a 0.7 percent increase in residential
ones and a 2.6 percent rise in commercial
ones. By city, the largest increases were
recorded in Oujda, with 5.1 percent, and
Tangier, with 4.4 percent, while the most
significant decreases were registered in El
Jadida, with 1.4 percent, and Agadir with
1.3 percent.

Transactions’ fell by 8.1 percent compared
to the same period of 2012.

4.2.2 Share prices

In the first quarter of 2013, the MASI
continued its downward trend, showing
an underperformance of 17.4 percent,
year on year, and 3.4 percent, quarter on
quarter. The decline in this index since
the beginning of the year stood at 3.7
percent in April and 4.8 percent in May. In
particular, the share prices of real estate
companies decreased by 26.7 percent

1 Transactions concern property registered at the Land Registry Office
(ANCFCC), fixed 35 days after the first quarter of 2013.

Chart 4.17: Change in real estate price index (REPI)
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compared to the same period of last year
and 19.8 percent since the beginning of
the year.

By sector, the decreases ranged from 0.9
percent for the chemical industry to 33.1
percent for electronics and electrical
equipment. However, increases were
recorded ranging from 0.4 percent for
the mining sector to 44.2 percent for the
leisure and hotels industry.

As a result, the market capitalization
shrank by 3.1 percent from one quarter
to the next, to 431.6 billion dirhams in
the first quarter 2013. In April, it reached
439 billion dirhams, while it declined in
May to 429.6 billion dirhams.

Against this backdrop, the valuation
indicators of the Casablanca stock
market in particular, mainly the Price
Earnings Ratio (PER)' and the price/book
ratio (PB)? stood respectively at 15.6 and
2.2 in May, as against14.9 and 2.18 in the
first quarter. These levels remain high
compared to those of some emerging
countries, as evidenced by the data in
Table 4.3.

The volume of transactions in the first
quarter reached 14.8 billion as opposed
to 11.7 billion dirhams a quarter
earlier. This volume totaled 5.2 billion
in April and 2.9 billion dirhams in May.
It thus amounts to 23 billion since the
beginning of the year, as against 18.3
billion dirhams compared to the same
period of last year.

1 PER is the ratio of a company’s share price and its per-share ear-
nings.

2 The price/book ratio is calculated through dividing companies’
equity market value (market capitalization) by their book value.

Chart 4.21: Performance, since the beginning of the year, of

sectoral indexes, in %
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Table 4.3: Equity market valuation

PER Q3:11 Q4:11 QIl:12 Q2:12 Q3:12 Q4:12 Ql:13 may-13
PER
Argentina 9.9 88 8.1 7.4 7.1 7 9 2.6
China 8.7 7.4 9.2 7.3 6.8 7.7 8.4 8.1
Mexico 12.8 139 176 163 183 188 199 202
Turkey 102 105 109 9.5 114 112 121 12.6
Marroco 17.4 16.8 179 157 156 157 149 15.6
P/B
Argentina 1.85 1.76 132 098 096 1.11 1.07 1.15
China 1.2 136 129 116 119 139 136 1.37
Mexico 236 2.6 282 278 291 316 322 3.15
Turkey 1.56 137 142 141 149 174 192 192
Marroco 2.92 2.75 2.63 2.4 226 224 218 222

Sources : Datastream, CFG

Chart 4.22: Stock market valuation in Morocco and in some

emerging countries (*) in the first quarter of 2013
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5. RECENT INFLATION TRENDS

Inflation, measured by the increase in the consumer price index (CPl), stood at 2.4 percent in April, from
2.2 percent in March, bringing the average over the first four months of the year to 2.3 percent. Excluding
volatile food and administered products, core inflation (CPIX), after being limited to 0.9 percent in January
and February, rose to 1.5 percent in March and 1.6 percent in April. This change reflects an increase of 0.6
percent in February, 1.8 percent in March and 2.1 percent in April in nontradables’ prices, particularly in
the sectors of ‘transportation”, ‘education” and “restaurants and hotels”. The inflation of tradables remained
almost unchanged at 1.2 percent since the beginning of the year, reflecting a continued decline in international
inflationary pressures, particularly in partner countries. Moreover, recent developments in global commodity
prices, marked by slower energy and food prices, continue to feed through to industrial producer prices, whose
year-on-year change decreased from -1 percent in March to -4.0 percent in April.

Table 5.1: Inflation and its components

5.1 Inflation trends Monthly change (%) YoY (%)

feb. march apr. feb. march apr.
13 13 13 13 13 13

Headline inflation 01 -02 00 22 22 2.4
Including:

During the first four months of 2013,
inflation trends remained in line with
the price stability objective, in a context
characterized by the absence of internal

- Volatile food products 06 -32 -02 76 3.6 5.0

excluded from core inflation

- Fuels and lubricants 0.0 0.0 00 172 171 17.1
and external demand pressures. Thus, ;iﬁlrgfﬁgﬁriffsgﬁbricanm o 08 00 10 19 18
the year-on-year increase in consumer Core inflation 00 01 01 09 15 L6
prices stood at 2.4 percent in April from Including:

- Food products 0.0 0.0 0.0 1.5 1.8 1.9

2.2 percent in February and March. On
average, inflation stood at 2.4 percent in
the first quarter and 2.3 percent in the
first four months of the year.

- Clothing and footwear -0.3 0.1 -0.2 1.0 1.2 1.0

- Housing. water. gas.
electricity and other fuels* 00 04 06 13 17 21

- Furniture. household
appliances and common house 0.0 0.0 0.0 -0.1 -0.1 0.0
maintenance

- Health* 00 00 01 -02 -02 -01
) ) ) - Transportation*® 0.1 0.3 -0.1 1.0 1.4 1.3

Recent inflation trends are mainly due to - Communication 02 00 00 -162 87 -88
ab percent increase in Aprll in “volatile - Entertainment and culture 0.1 0.0 0.0 1.1 1.0 1.1
food” prices, especially vegetables, fruits - Education 0.0 00 00 61 61 61
- Restaurants and hotels 0.0 -0.1 1.1 2.3 2.2 3.0

and citrus, asagainst 3.6 percentin March.
The contribution of these three headings
to inflation rose to 0.5 percentage point,
while it was zero a month ago. With
regard to administered products, prices
excluding fuels and lubricants moved
up 1.9 percent on average in March and
April, as against 1 percent in February,
mainly in connection with higher tobacco
prices. In contrast, prices of fuels and
lubricants did not change (Table 5.1).
Core inflation (CPIX), which excludes
volatile food and administered products,
stood at 1.6 percent in April, as against
1.5 percent in March and 0.9 percent in

- Miscellaneous goods and 0.1 05 0.1 0.9 1.4 1.4

services

* Excluding administered goods
Sources: HCR and BAM calculations

Chart 5.1: Headline inflation and core inflation, YoY
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February. The absolute difference between
headline inflation and core inflation
diminished to 0.8 percent in March and
April, while it was 1.3 in February.

The analysis by main components shows that
the core inflation trend was influenced by
communication prices, particularly those of
“telephony and fax services”. Indeed, the
partial dissipation of the base effect of the
decline in these prices in 2012 contributed
significantly to the increase in the CPIX as of
March. In addition to this mechanical effect,
the momentum in core inflation was also
affected by the accelerated growth of prices of
food productsincluded in it, rent, “restaurants,
cafés and similar services” and “miscellaneous
goods and services”.

5.2 Tradable and nontradable goods

The core inflation trend is due to a virtual
stagnation in inflation of tradables (CPIXT)
and a relatively significant increase in
inflation of nontradables (CPIXNT) (Charts
5.3 to 5.6).

Indeed, inflation of tradables stood at 1.1
percent, from 1.2 percent in March and
February, covering a net slowdown in prices
of some food staples and an accentuated
increase in the prices for dried fruits and
“other appliances, articles and products
for body care”.

Inflation of nontradables was 1.8 percentin
March and 2.1 percent in April, as against
0.6 percent in February. This increase,
the fastest since June 2010, is attributed
to the mitigation of the base effect
caused by the sharp decline in 2012 in
communication prices. It is also due to the
rising prices for meat, rent and headings

Chart 5.2: Contribution of the main components’ prices to

headline inflation, YoY
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Chart 5.3: Contribution of tradables* and nontradables* to
core inflation (YoY)
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Table 5.2: Change in the price indexes of tradables* and
nontradables* included in the CPIX

Monthly change YoY change
(%) (%)
feb. march apr.  feb. march apr.
13 13 13 13 13 13
Tradables* 0.0 0.1  -0.1 1.2 1.2 1.1
Nontradables* 0.0 0.3 0.2 0.6 1.8 2.1

* Excluding volatile food and administered products
Sources: HCR and BAM calculations

Chart 5.4: YoY change in the prices of tradables*, nontra-
dables*, volatile food products and administered products
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of “transportation”, “education” and

"restaurants and hotels”.
5.3 Goods and services

The analysis of the breakdown of the CPI
basket into goods and services indicates
that during the first four months of 2013,
the inflation trend was mainly driven by
dynamic prices for unprocessed goods.
Thus, on average, during the first four
months, the price growth in this category
stood at 4.9 percent, as against 2.1
percent for the full year 2012. Inflation
of services, almost stable at around 0.8
percent since October 2012, rose to 1.6
percent in March and 1.7 percent in April.
Its contribution to the annual change in
the CPI moved up from 0.2 percentage
point in January and February to 0.6
percentage point as of March 2013.

Prices of processed goods, excluding fuels
and lubricants, continue to trend, since
last November, at a virtually stable rate
of 1 percent. Similarly, prices of fuels and
lubricants rose by 17.1 percent, a rate
unchanged since the beginning of the
year.

5.4 Industrial producer price index

Industrial producer prices showed a
monthly decline of 2.5 percent in April
2013, after rising 0.7 percent in March.
This decline is the result of a combined
trend of respective declines of 3.8 percent
and 8.9 percent in prices for “oil refining”
and “chemical” industries. Apart from
these two branches, producer prices rose
0.1 percentin April, driven by a 0.3 percent
increase in prices for “food industries”.

Chart 5.5: YoY change in the prices of tradables*, nontradables*
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Chart 5.6: YoY change in inflation of tradables* and inflation in

trade partner countries
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Table 5.3: Price indexes of tradables and nontadables excluding
volatile food and administered products

Monthly g
contribution to Y%7 contribution
N . to inflation
inflation
march april march  april
13 13 13 13
Prod}lcts e'xclu.ded from 0.3 01 12 13
core inflation index
Including;
Administered products 0.2 0.0 0.7 0.7
Volatile food products -0.4 0.0 0.5 0.7
Tradables* 0.0 0.0 0.5 0.4
Nontradables* 0.1 0.0 0.6 0.7

* Excluding fuels and lubricants
Sources: HCP and BAM calculations

Chart 5.7: Contribution of goods and services prices to

inflation (YoY)
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RECENT INFLATION TRENDS

Year on year, producer prices recorded their
third decline with -0.2 percent in February,
-1 percent in March and -4 percent in
April. “Oil refining” prices declined by 11.7
percent in April, as against 7.1 percent in
March. Similarly, prices for the “chemical
industry” fell 8.7 percent in April, after
rising 0.1 percent in March. Meanwhile,
producer prices excluding “oil refining”
and “chemical industry” showed a slightly
slower growth from 3 percent in March to
2.8 percent in April.

5.5 Inflation expectations

Based on the findings of Bank Al-
Maghrib’s business survey of April 2013,
industrial producer prices should not
change significantly over the next three
months. Thus, the percentage of corporate
managers anticipating stagnant prices
remained at 87 percent, the same level since
the beginning of the year, while 7 percent
of manufacturers expect an increase in
prices and 6 percent projecting a decrease,
with a positive balance of opinion of one
percentage point (Chart 5.11).

Meanwhile, the findings of the same
survey indicate a continued moderation
in inflation over the next three months.
The percentage of corporate managers
expecting stagnation stood at 73 percent
in April 2013, as against an average of 71
percent in the first quarter. The share of
manufacturers anticipating an increase
declined slightly from 23 percent to 21
percent over the same period (Chart 5.12).

Moreover, according to BAM'’s quarterly
business survey, inflation, as projected
by financial sector experts, stands at 2.5
percent on average over the coming six

Table 5.4: Price indexes of goods and services

Monthly change YoY change
(%) (%)
feb. march apr.  feb. march apr.
13 13 13 13 13 13

Processed goods* -0.1 0.3 0.0 0.9 1.1 1.1
Unprocessed goods 02 .18 01 53 34 44
and others
Services 0.0 0.3 0.2 0.8 1.6 1.7
Fuels and lubricants 0.0 0.0 0.0 172 17.1 17.1

* Excluding volatile food and administered products
Sources: HCP and BAM calculations

Chart 5.8: YoY change in industrial producer price indexes
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Chart 5.9: Contribution of the main headings to the manufactu-
ring producer price index (YoY)
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Chart 5.10: YoY change in domestic food industrial producer
prices and world prices of agricultural products
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quarters, while wuniversity professors Chart5.11: Trend in industrial producer prices in the next three
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Chart 5.12: Corporate managers’ inflation expectations for the
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6. INFLATION OUTLOOK

1his section presents the inflation trend deemed most probable (central forecast) over the next six quarters, and
examines the major risks associated thereto (balance of risks). The baseline forecast scenario depends on the
assumptions and developments considered for a series of variables affecting economic activity and inflation.
Assuming the non-realization of the major risk factors identified, the inflation trend over the next six quarters
remains in line with the price stability objective, with an average forecast of about 1.8 percent, a rate slightly
lower than the average rate of 2 percent expected in the last MPR. Over the year 2013, inflation would evolve
around 2.1 percent. Assuming that the diesel price at the pump would remain at its current level of 8.15 dirhams
per liter, the balance of risks to the current forecast exercise is broadly at equilibrium, due to uncertainties
surrounding the change in non-energy commodity prices and economic growth main partner countries.

6.1 Baseline scenario assumptions

6.1.1 International environment

After a two-speed growth dynamic, strong in
emerging countries and sluggish in advanced
economies, recent developments point to a
new widening gap even within developed
countries. In the United States, renewed
confidence continues to stimulate private
demand and credit and real estate markets
recovery confirms the beginning of a long-
sought recovery. In contrast, the euro area
continues to suffer from fiscal adjustment
plans whose intensity has not decreased.
Similarly, despite a significantimprovementin
financing conditions in peripheral countries,
the bank credit cost which is the main source
of external financing, remains high in these
countries.

The growth rates registered in the euro area
in the first quarter of 2013 perfectly illustrate
the difficulties facing European economies.
Indeed, the euro area GDP contracted by 1.1
percent, confirming the downward trend
that started four quarters ago. This poor
performance reflects, on the one hand,
lower activity in Germany (-0.3 percent in the
first quarter of 2013 as against 0.3 percent
in the fourth quarter of 2012) and, on the
other hand, further recession in France (-0.4
percent in the first quarter of 2013 after -0.3
percent in the fourth quarter of 2012), Spain
(-2 percent) and more severely in Italy (-2.3
percent).

The factor behind this weakness is mainly
a sluggish trend of domestic demand.
Indeed, household consumption remains

moderate, as evidenced particularly by the
weaker growth in the retail sales volume
and the decline of new vehicle registrations.
Regarding investment, the production of
equipment goods moved down compared
to the fourth quarter of 2012 level. Also,
funding constraints and ongoing adjustments
in the residential real estate market continue
to weigh on investment in the construction
sector.

In light of these developments, the latest
statistics for the first quarter of 2013 indicate
a slight worsening of the unemployment
rate in the euro area, which reached 12
percent, thus remaining high. However,
disaggregation of this indicator by country
reveals significant disparities. In Germany,
the unemployment rate stabilized at 5.4
percent between December and March, while
it increased slightly in Spain (to 26.7 percent
from 26.2 percent), France (to 11 percent
from 10.6 percent) and ltaly (to 11.9 percent
from 11.2 percent).

In this context, inflation dropped significantly
in the euro area from 2 percent in January to
1.4 percent in May (Eurostat estimate). This
trend mainly reflects lower energy prices.

Unlike the euro area, the U.S. economy grew
by 1.8 percent in the first quarter of 2013,
after 1.7 percent in the fourth quarter 2012.
Although these rates are still below the
performance achieved in the first half of last
year, due to lower government expenditure
and negative contribution of net exports,
the economic activity is still driven mainly
by the private demand. In this regard,
household consumption reached the highest
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growth rate in two years (3.2 percent) and
the contribution of GFCF remained positive.
This momentum was further enhanced by
the pursuit of an accommodative monetary
policy. Indeed, the Fed kept the target federal
funds rate within a range between 0 and
0.25 percent and expanded its RMBS'-buying
program and long-term Treasury bonds at a
pace of 40 and 45 billion dollars per month.

Reflecting the uptrend in the U.S. economy,
labor market indicators continued to
improve, as evidenced by the statistics for
the first quarter of 2013. Thus, in March, the
unemployment rate fell to 7.5 percent, the
lowest level since the crisis. Nevertheless,
despite this significant improvement, surveys
attribute this decline mainly to workforce
contraction .

Concerning prices, inflation in the United
States dropped in March (1.5 percent)
and April (1.1 percent), after the increase
registered in February (2 percent). This trend
is due to significant lower energy prices and
moderate food prices.

Given all these developments, the IMF, in
its update of April, forecasts a growth of
around 1.9 percent in 2013 and 3 percent in
2014 in the United States. For the euro area,
the forecast stood at -0.3 percent and 1.1
percent. Compared with rates reported in the
MPR of March, growth projections remained
virtually similar.

Uncertainties about growth prospects
relatively diminished, given the efforts
made by governments in Europe to avoid a
collapse of the euro area, and in the United
States to counter the dangers of the fiscal
cliff. However, downside risks persist. In the
short term, the exacerbation of geopolitical
tensions can prompt a surge in oil prices.
Also, delays in governments’ action to fulfill
commitments to reduce imbalances could
destabilize financial markets, which are still
recovering.

In the medium term, the absence of a fiscal
adjustment plan able to restore the viability

1 Residential mortgage-backed securities

of the U.S. publicdebt fuels fears about future
developments in public finances. In Europe,
the very high level of the private sector debt
and the governments’ increasingly limited
margins for maneuver could undermine the
prospects for a gradual recovery as of 2014.
In addition, the extension of unconventional
monetary policy measures could help boost
excessive risky lending due to lower financing
costs. Finally, the growth slowdown in 2012 in
emerging countries could continue because
of deeper structural problems, which would
certainly impact global trade.

Under these conditions, the weighted growth
rates of the major trading partners (Germany,
Spain, France, Italy and the United Kingdom),
assumed in this forecast exercise, stands at
-0.7 percent for this year and 0.9 percent
for 2014. Compared to those projected in
the March MPR (-0.4 percent in 2013 and
0.9 percent in 2014), the 2013 forecast was
revised downward. The growth rate of the
major trading partners is calculated on
the basis of an average weighted by these
countries’ respective shares in the Moroccan
foreign trade.

With regard to inflation forecasts, the Fed
expects, in its latest monetary policy report,
inflation rates ranging from 1.3 percent to
1.7 percent in 2013 and between 1.5 percent
and 2 percent in 2014 (central trend). The
ECB, in its bulletin of May, lowered its
inflation forecasts and now predicts rates of
1.7 percent and 1.6 percent respectively in
2013 and 2014 (as against 1.9 percent and 1.7
percent). Taking into account lower interest
rates reported by the ECB in May, risks to
inflation trends in the euro area remain
broadly balanced. In the medium term,
the rise in commodity prices, and possible
increase in administered prices and indirect
taxes are offset by a weaker-than-expected
economic growth.

In these context, projections of non-energy
import prices, included in the forecast models
developed by Bank Al-Maghrib, still show a
slight decrease in 2013 and 2014 due to mixed
demand forecast from developed countries.

$
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In line with the projections reported in the
previous MPR, the growth prospects of the
national economy remain overall positive for
2013. This trend is mainly due to prospects for
a good crop year, and therefore, a significant
contribution of agricultural value added to
the overall output. Although decelerating,
domestic demand would continue to support
growth, unlike the foreign demand, which is
still suffering from persistent sluggish activity
in partner countries.

Cereal production in the current year should
reach 97 million quintals, accordingto Ministry
of Agriculture and Fisheries estimates, up
91 percent compared to the 2012 crop year
and 33 percent compared to the average of
the past five years. This uptrend is due to
favorable weather conditions, in conjunction
with a year-on-year increase of 71 percent
in cumulative rainfall at end-April as well as
regular and well-distributed precipitations.
In this context, Bank Al-Maghrib revised
upward its forecast for cereal production for
the current year. Concerning the 2013-2014
crop year and given the lack of visibility,
an average cereal production of 68 million
quintals is maintained in the central scenario.

With regard to nonagricultural activities,
the dynamics in various sectors suggest
divergent trends. Thus, telecommunications
should show a good momentum, while
the construction sector would maintain its
bearish trend in 2013, as evidenced by lower
cement consumption at end-April. However,
the positive trend in domestic demand would
continue to support nonagricultural growth.
As such, households’ consumption would
improve significantly, owing to prospects for
a good crop year and dynamics of consumer
loans, which, albeit moderate, remains
favorable.

Under these conditions, the nonagricultural
value added should grow at a rate between
2.5 percent and 3.5 percent. Compared to the
previous MPR, these forecasts were revised
downward, due to the sluggish outlook for
nonagricultural activities. Indeed, overall

growth should stand between 4.5 percent
and 5.5 percent, a slight upward revision from
the forecast of the last MPR, which projected
a rate between 4 percent and 5 percent.

Regarding the labor market, the latest
statistics for the first quarter of this year
point to a slight decline in the unemployment
rate in the first quarter of 2013 (-0.5
percent), year on year, to 9.4 percent. This
performance reflects a decline of 0.7 percent
in urban areas (from 14.4 percent to 13.7
percent) and 0.4 percent in rural areas (from
4.8 percent to 4.4 percent). These changes
cover a net creation of 99,000 jobs, including
243,000 jobs provided by the tertiary sector
and 20,000 positions by the industrial sector.
Construction and agriculture lost 56,000 and
100,000 jobs, respectively.

Moreover, according to BAM’'s quarterly
business survey, employment prospects in the
industrial sector suggest overall a stagnation
of workforce employed in the current quarter.
Thus, these changes should not weigh on
wages levels and no increase in the minimum
wage is anticipated in the baseline scenario.
Therefore, a minimum wage of 12.24 dirham/
hour is assumed over the forecast horizon.

Finally, in a context marked by persistent
geopolitical tensions, the IMF, in its May
update, revised upward its oil price forecasts
for 2013 and 2014. They now stand at
$102.6 a barrel in 2013 and $97.58 in 2014,
as against $99.71 and $96.78 reported in
the previous year. The World Bank forecasts
(May 2013) stand at an average price of
$102.4 per barrel in 2013 and $101 in 2014, a
virtually stagnant level compared to January
projections. Finally, the European Commission
significantly revised downward its Brent price
forecasts, which now amount to $104.9 per
barrel in 2013 and $99.2 in 2014 as against
$113.7 and $106.4 reported in the last MPR.
Against this backdrop, subsidy costs in 2013,
based on an average price of $105 a barrel,
should not exert additional pressures on the
fiscal deficit. Thus, the central scenario of this
forecast exercise assumes that the diesel price
at the pump would remain at 8.15 dirhams
per liter.
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6.2 Inflation outlook and balance of Table 6.1: Inflation outlook for 2013 Q2 -2014 Q3

l'iSkS 2013 2014 Average HP*
Q2 Q3 Q4 Q1 Q2 Q3 2013
. .. . Central
Assuming the non-materialization of the forecast 24 20 17 15 15 1.6 21 18
- . . 0,
major risks described below, the central (%)

forecast for the next six quarters is expected (G dese o1

to stand at 1.8 percent, a level slightly below """

the average rate of 2 percent projected in

the last MPR. Similarly, inflation forecast for Chart 6.1: Inflation forecast, 2012 Q3 - 2013 Q4
2013 was revised slightly downward to 2.1 (Quarterly data, YoY)

percent from 2.2 percent. In the first half of ° Forecast
2014, inflation should stand at around 1.5 I
percent as against 1.6 percent. Finally, in
the third quarter of the same year, inflation

should reach 1.6 percent. 2 \ - /A\ . /\/ N

These projections are based on assumptions L\ /\/ \/ \/
deemed most probable. However, there are A2

several sources of uncertainty stemming
0102Q3Q40102Q3Q4Q102Q3Q4Q1Q2Q30Q40Q1.Q2 Q3Q4 Q1 Q2Q3
from both the future developments of< 2009 2010 of it 20t Y B

. . *)This chart represents the confidence interval of inflation forecast based on the
€exogenous va riables as well as fo recastlng baseline scenario (dark red); confidence intervals between 10 percent and 90 percent

H H H are also reported. Each addition of intervals with the same color, on both sides of the
mOdElS, which may affeCt the Inﬂatlon rat_e central forecast, increases by 10 percent the probability that inflation would fall within
elther upwa I"d or downwa rd. The analySIS the range set by these intervals. Therefore, if we consider the range delimited by the

. fifth interval around the central forecast, this means that we have a 50 percent chance
of the balance of risks generates a foreFaSt that inflation would fall within this range in the future
range, represented as a fan chart. It is a
probabilistic assessment of uncertainty
areas surrounding the central forecast

(Chart 6.1).

The fan chart of this forecast exercise
is broadly balanced, involving an equal
probability that inflation would deviate
from the central forecast. This trend arises
from the uncertainty surrounding non-
energy commodity prices and foreign
demand for Morocco. The materialization
of one or more of these risks could cause
the inflation to deviate from the central
forecast, at a value within the forecast
range represented on the fan chart (with a
probability of 90 percent).
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