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Abstract

The paper analyzes the structure of poverty argdetopenness in Morocco, and how trade
liberalization affects poverty. We present regioegldence in the last fifteen years. We
illustrate significant regional differences in teaihpoverty, vulnerability, inequality and trade
openness. We discuss the driving factors of thegeomal discrepancies. Our approach is
based on estimation on a panel model, includind.theegions. Our results show that extreme
poverty is almost eradicated in Morocco, except $ome areas. On the other hand,
vulnerability remains high with disparities betweesgions. The Expenditure negatively
affects poverty, and trade openness is positivelyetated with Expenditure. Which may
confirm the view that trade has a positive effectgnowth, and growth reduces poverty by
improving income. Our analysis provides policy macoendations for fighting effectively
poverty and reducing regional disparities.

JEL classification: F15; 132; O18
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Introduction

Since the late eighties, many developing counthiase progressively integrated global
markets through unilateral broad structural ecoramiiorms, bilateral free-trade agreements,
and multiparty trade negotiatioriBhis strategic plan was adopted in order to booshemic
growth and improve the welfare of the populatibhere are many economists who share the
view that, ceteris paribus countries with few trade restrictions will havaster economic
growth than countries that severely limit tradeugman, 2000; Baldwin, 2003; Wintessal,
2004; Duncan and Quang, 2003).

More recently, the reduction of poverty has became of the main goals of development
efforts as evidenced by the adoption of the Milierm Development Goals by most
developing countries and international agenciesq@iez M and Conconi A, 2008).

Mindful of the role of trade in economic developrjéviorocco was one of the first Arab and
African country to opt for the opening of its ecamp and its integration in the world
economy since 80sTrade openness was reinforced during the 90sxippre promotion,

import liberalization of goods and services, by aélelition of quantitative restrictions and by
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the signing of several free trade agreements i2@@®s.Actually, foreign trade of goods and
services confirm this trend, as it represents araye around 80% of GDP over the last five
years.

This gradual opening of the economy was accompayedl real decrease in the poverty rate
(extreme poverty). According to data of HCP, fro02 to 2014, this rate is almost divided
by 3, from 15,3% to 4,8% with a vulnerability rathich fell during the same period from
22,8% to 12,5%.

This finding suggests a correlation among tradenopss and poverty. What link can be
established between trade openness and poverthdorase of Morocco? What about their
real relationship? Moreover, what is the structafepoverty from a spatial perspective
between the different Moroccan regions?

More precisely, our objective in this paper is taldf on the one hand, to analyze the
structure of poverty in Morocco by region, while kimg a distinction between rural and
urban areas, and that of trade openness. On thee bHnd, to test the impact of trade
openness on poverty and inequality. To provide ansuo these questions, we have adopted
a three-part plan:

1. We discuss theoretical and empirical review on dragphenness and poverty,
highlighting the case of developing countries;

2. In this section, we apprehend the structure of pggvand trade openness in
Morocco.This section is divided into two sub-sections:

2.1. The first analyzes the evolution of inequality, melability and poverty using
the results of surveys of HCP (Haut-CommissariaPkn) by regions while
making a distinction between the rural and the nirbi@@as. Two main results
to draw:

- The rural world is more affected by extreme povertich caused
essentially by traditional and chaotic agricultueddtivities and no
safety net.

- Some regions are doing better than others. Thdses mainly, to public
subsidies, investments in human development andrexp

On this point, the result is to be taken lightlyclese several parameters must beings
considered. Structuring plans adopted by the Kingdlar ten years, the national initiative in
fighting poverty and isolation (INDH), improving éhquality of institutions, doing business
and fighting corruption.

2.2. The second studies, using descriptive statisties,structure and the trend of
foreign trade and the opening rate of the nati@wanomy over the last fifteen
years (2000-2014). Several dimensions of trade rgssnand the integration of the
Moroccan economy into globalization have been astdre.

3. We tried, finally, to analyze the impact of tradleefalization on poverty. In this
perspective, we used an econometric approach (Rdodkel) while trying to
consider other variables that can positively inficee poverty, such as economic
growth, GDP per capita, and unemployment rate.



We have adopted a more tailored approach and ctehpldifferent from other studies that
have addressed this issue in Morocco. The bulkeftork addressed the issue from the point
of view of computable general equilibrium by sintirlg the impact of a tariffs reduction on
the level of poverty and welfare [Tohami (2009)fidat al. (2014)].

Finally, our results show that there is a significeeduction of extreme poverty coupled with
increasing trade openness. This may confirm theoryheof “pro-poor growth” and
specialization of the Moroccan economy in actigitrequiring more unskilled labor. This
specialization could leave a population of inatyivo activity reducing consequently extreme
poverty.

This decrease of poverty is to be taken with cayti®cause a revaluation of the poverty line
in Morocco is necessary, what could possibly revdhe trend. This also depends on the
agreed income level.

Before we get to the heart of the matter, we gineoaerview of the main theoretical and
empirical findings on the link between trade opessne@nd poverty reduction.

1. Trade Openness and Poverty: An Ambiguous Relatnship

The argument that trade liberalization has a sSiggmit impact on economic
development and poverty reduction is at the heérthe controversy since the rise of
globalization. While many economiétand international financial institutions defenck th
merits of free trade and openness by claiming tthey are the key to economic success and
poverty reduction , Other economists, many non-guwental organizations and anti-
globalization movements argue that if it is nokéd to more ambitious social objectives,
trade openness can lead to inequalities and povEng disagreement lies in how to integrate
into globalization, because neither of these cusrenfor autarky. The question is how to take
advantage of the prospects offered by this surgmeSare for institution building, others for
better-structured or better-managed integration.

Since the 1970s and after the "Washington Consé&nfeus developing countries have
succeeded in narrowing the gap between the mosinadd countries in terms of income and
technology. There are even countries that have ge®nsituation aggravated. The way in
which global economic integration is conceived sedm be decisive in the path that the
economy can take. The experience of the countfieast and South-East Asia shows that the
combination of active industrial policies and gralddimtegration is a winning strategy and has
enabled these countries to narrow the gap withldped countries. Several countries in Latin
America and Africa have adopted deep and rapid eoanliberalization and have failed to
achieve the expected results.

From a developmental perspective, after almostytgears of trade reform, the degree
of tariff liberalization, on average, has not cailed with proportional reductions in overall
poverty as initially expected (World Bank, 2007)lthdugh several factors beyond trade
policy appear to have contributed to this divergeriicis also true that the links between trade
openness and poverty are not well understood, rialgng it particularly difficult to design

4 As krugman (2000), Winters (2004), Ben-david (1993).



and implement trade-induced pro-poor public poficiln this context, further research —
based on new methodological approaches, improvement existing techniques and
accessibility to high-quality data — and continukdlogue with policy makers are two key
conditions to ensure the political viability of dereform and strengthen its poverty nexus.

In practice, the correlation between trade openaasdspoverty is neither simple nor
systematic. Theoretically, voluntary exchange isdbieial for countries. In this sense,
openness acts in favor of economic growth, which le@d to a reduction of poverty if it is
inclusive. The correlation can be described asréotliand can have a positive effect on
poverty, it is the idea developed by the “pro-pgoswth” theory (see Ravallion and Chen,
2003; Klasen, 2004; Kakwani and Pernia, 2000; Baalocd McCulloch, 2000; Kakwani et
al., 2002).

1.1. Trade Openness, Growth and Poverty Reduction: Theatical Literature

Nowadays, it is commonly recognized that tradenisnaportant source of wealth generation,
as well as an important means to self-sustainedtgrand poverty reduction. To begin with,
access to larger and richer foreign markets is thegnable domestic firms to generate the
level of demand required to exploit economies afesavhich, in turn, create the opportunities
for sustained economic growth. This is especially tfor low-income countries with small
domestic markets (OECD, 2008).

Under some conditions of competition and a minimafmhuman capital, trade allows
developing country firms to access technologies @@ essential for improving their
productivity and competitiveness, which will gertergrowth and employment opportunities,
including for poor men and womeithe experience of newly industrialized economies in
Asia has demonstrated from the 1960s through tol8#0s, is a very good example of
economic success in terms of technological catchtiplower cost and less risk.

According to the standard trade theory, opennegxtbange allows the equalization of the
relative prices of traded goods and consequentlyetfiualization of the relative prices of

factors of production. An increase in the relajwee of a good increases the relative pay of
the factor used intensively in the production oattlgood. Theoretically, international

competition tends to exert pressure on the remtinaraof factors such that these

remunerations are identical in all countries. Thii®orem is true only under certain

hypotheses: specialization, two goods exchangealdaet two countries using two factors of
production.

In a global economy characterized by a growing ime@ap between rich and poor countries,
trade can contribute to converging income levelan(Ben-David, WTO 2000). In general, in
addition to income convergence, the countries dpé&ed for liberalization are growing faster.
According to Winterset al. (2004), international trade liberalization genlgrabntributes to
poverty reduction by helping people realize thewductive potential, stimulating economic
growth, limiting arbitrary government interventiorad helping to resist shocks.

In reality, of course, the relative factor incom@® not equalized between countries. This
relates to a number of factors: transport costgjdra to trade, imperfect competition, trade
policy divergence, etc.



For a more detailed literature, see the UNCTAD wafrkmelia U. Santos-Paulino, 2012 and
that of Martin Cicoweiz and Adriana Conconi ,2008. Belowaisummary of trade-poverty
link.

Table N° 1: The Characterization of the Trade-Povety Link

Transmission chamnels / response Welfare impacts
Govemment
Mecha- Trade Relative Facfors revenues and Risk and In-
nisms focus prices income expendiures vulnerabiliy Growth eguality Poverly
McCulloch etal. Trade Changes in Impact on Tax and {+.- [+.-]
(2001); policy border prices  profits — spending
Winters et al. —changes in  employment
(2004) prices faced + Wages
by households
UNCTAD LDCs  Trade Changes in Impact on Macro-micro Dewelopment {+.- [+.-]
Report (2004) balance relative prices  employment policies, [abowr poficies that
and factor + WAges. market focus nk tradea
incomes Impact on and poverty
formal J infor- and human
mal sectors. development
Capital accu-
mulation and
technological
progress
Goldbeng and Exports Short and Impact on Broad based  Indusiry- |
Pawnick {2007k) medium term  employment Macioeco- specific
changes in + Wages. nomic policies.  poficies
factor mcome  Industry Tariff and trade
specific skil policy
biased-tech
change.
Impact on
formal /
informal
sachors
Thorbecke- Globaliza- Differential Shil-biased Broad based  Pro-poor
Missanke (2010, tion:trade cross-border  technological macro- nstitutions and
2011) and capital factor prices change ECONomic poficies i+ ) ) i+
openness, and mobility policies ’ '
factor
mosement

Source ‘AAmelia U. Santos-Paulino, UNCTAD, 2012, page 5

1.2. Empirical Analysis

The linkages between international trade and pgwa® not as direct and immediate
as the links between poverty and national polidiesthe areas of education, health,
microcredit, infrastructure, business governante, ldowever, international trade can have
both negative and positive effects on the econopriaspects of the poor (the most
disadvantaged).

Empirically, analysts focus more on the relatiopsbetween openness and growth to
link poverty and inequality. As a result, trade opess stimulates growth through several
channels, and growth contributes to poverty reduactin this sense, several empirical studies
have examined the triangular relationship: growtigquality and poverty [Bourguignon
(2003); Ravallion and Chen (2003); ...]. Using th&roeconomic approach and / or the
econometric approach, economists seek to establisiusal relationship between the first two



factors and poverty. According to Bourguignon (200f&r a given level of growth, a

reduction in inequalities greatly reduces extreraeepty. Similarly, with a constant level of

initial inequality, the pure effect of growth caibites to a rapid reduction in poverty. Given
this approach, known asro-poor growti, growth is not a sufficient condition and it is
therefore necessary to distinguish between a grev¥igict and an inequality effect.

Using panel data for the MENA region, Daymon C &idet C, (2007) sought to
identify factors to reduce inequality and poveftya first step and using a test of the Kuznets
hypothesis, the results of their study show thaPGi@r capita has not reached a sufficiently
high level to reduce inequalities. With the exceptof Kuwait, the remaining countries are
still at a stage where rising per capita incomethér deepen the gap between rich and poor.
In a second step, these authors tested the théprp-@oor growth, which shows the interest
in promoting policies that improve social equitytiese countries.

The majority of the cross-country regression stidenducted during the 1990s share
the common finding that openness is associated mvdhe rapid growth (see Dollar, 1992;
Sachs and Warner, 1995; Ben-David, 1993). Howawvest of these studies are subject to
different critiques (see Rodriguez and Rodrik, 1999

In studying this relationship for the case of India Salcedo Cain, Rana Hasan and
Devashish Mitra (20108)show that the link between trade openness andwitrsening
poverty is unfounded. In their article, "Trade lidkezation and poverty reduction, new
evidence from Indian States," the authors argueth®alndian states most exposed to trade
openness have experienced a more rapid reductaipsimiute poverty.

For a more recent work on this issue and usingnelpaf African countries over the
period 1981-2010 in the trade-poverty relationsiaélan Le Goff and Raju Jan Singh,
2014, find that trade openness tends to reducerfyovecountries where financial sectors are
deep, education levels high and institutions strong

Despite some criticism and in particular methodwal criticism (Bhagwati and
Srinivasan, 2002), the theoretical explanationsrandh of the empirical analysis argue for a
positive effect of openness on poverty. The examplée countries of South and South-East
Asia and China is prominent where openness hagybtouillions of people out of extreme
poverty, while countries that have turned to impsubstitution policies with trade barriers
have failed, or at least less efficiently, to remalre population from poverty, as was the case
in Latin America during the 1960s.

2. Structure of Trade an Poverty in Morocco

We are interested in this part, on the one handanalyze the structure of poverty,
vulnerability and inequalities at the national leM®y region and by distinguishing between
rural and urban area. On the second hand, we foou$e structure and dynamics of the

> Contrary to this approach, for the theoreticians of trickle-down development (Kuznets, 1955), the reduction
of inequalities and poverty stem from the growth process.

6 J.Salcedo Cain, Rana Hasan and Devashish Mitra, 2010, “Trade liberalization and poverty reduction, new
evidence from Indian States”, Working Paper N° 2010-3, Columbia Program on Indian Economic Policies.



opening in Morocco. It will lead us to answer thesgtion about trade-poverty link in the last
point using an econometric approach.

2.1. The Structure of Poverty at National and Regional level
2.1.1. National View

Based on the statistics of the poverty surveyhiefHCP, we find that the downward trend in
the poverty rate announced in the UNDP 2012 repbdut the Millennium Development
Goals (MDGs) is also confirmed in the case of MomcThe poverty rafewas sharply
reduced nationally and divided by 3 between 200d 20114, from 15.3% to 4.8% (Graph
N°1). This decline is not monotonous but occurditierent rates depending on the place of
residence. In 2014, Morocco has nearly 1605,000.p&dlonost 80% of them live in rural
areas. All other measures of poverty (magnitude sswerity) indicate the same trend, i.e. a
decline since 1985.

Graph N° 1: Evolution of the Absolute Poverty Rateby Area (%)
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The same trend is observed when we look vulnetbiité. Between 2001 and 2014, the

vulnerability rate is halved in both urban and hamr@as. It decreased from 30.5% to 19.4% in
the rural area and from 16.6% to 7.9% in the urlvamch reduces the national rate from

22.8% to 12.5% 5 (Graph N°2).

” Poverty rate: the proportion of poor people in the population, or even the percentage of
individuals in a household whose per capita expenditure is below the relative poverty line. In 2007,
this threshold was 3834 MAD per person per year in urban areas and 3569 MAD per person per year
in rural areas. This threshold of poverty is reviewed in 2014, taking into account changes in living
cost, and achieved 4667 MAD (2.6 S US PPA) for urban and 4312 MAD (2.5 $ US PPA) for rural.

8 The rate of vulnerability to poverty is the proportion of individuals whose average annual
expenditure per person is between the relative poverty line and 1.5 times this threshold.



Graph N° 2: Rate of Vulnerability to Poverty by Area (%)
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According to the last data from the National SureeyHouseholds Consumption and
Expenditure, the per capita living standard impbbg 3.3% between 2001 and 2014, with
more favorable rates for modest and intermediatéascategories. Thus, the share in the
overall consumption of 10% of the least affluentieholds increased by 7.7 %, and the most
affluent 10% falling by 5.4%. Under these circumsts, social inequaliti®ésassessed by
consumption brought about, between 2007 and 20X#stainflection of their downward
rigidity. Measured by the Gini Coefficient, theyodeased by 4.7% nationally (from 0.407 to
0.388). They dropped sharply by 6.8 % in urbansaegm 4.8% in rural areas (Graph N°3).

Graph N° 3: Evolution of Household Consumption Inegalities (GINI Index)
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% Inequality is based on the internationally recognized Gini index as a measure of the level of disparity
in living standards. This index lies between the values 0 (in the case of perfect equality of living
standards) and 1 (in the case of absolute inequality).



2.1.2. Regional View

Regional data, as in national perspective, shoveah decline in extreme poverty in all

regions, even for the region that was most affe¢aéara-Tafilalet with a clear drop of

poverty rate from 40.3% to 14.6% between 2001 a4 Despite this downward trend,

some regions are characterized by higher ratesrthtimnal one (graph N°4), this concerns 5
regions: Draa-Tafilalet; Marrakech-Safi; Orient8lpuss-Massa; Fez-Meknes, Beni Mellal-
Khénifra.

Graph N° 4: Evolution of the poverty rate by region(2001-2014)
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Examining the rate poverty and the unemploymet logtregionwe can make the following
observation: Overall, a high rate of unemploymentesponds to a low poverty rate. This is
true for Southern regions, Settat-Casablanca anderal etouan-Al Houceima.

We can explain this for two reasons. The first @ns the southern regions. Despite a high
poverty rate, the poor covers its basic needs girogovernment subsidies and human
development policies. The second reason relatdgetstructure of the inhabitants of the other
regions. Regions with a large urban populationesuffss from poverty than regions with an

important rural world despite a very high poverdye; as is the case in the region of Settat-
Casablanca and Rabat-Salé-Kénitra (Graph N°5).

Graph N° 5: Regional Poverty and Unemployment Ratesm 2014
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Looking at trade by region, it is very difficult establish a direct link between foreign
trade and poverty. The following figure shows expdry region between 2005 and 2013.
Two regions (Grand Casablanca and Tangier-Tetoaign@lynamic in exports and have low
poverty rates. Openness benefits the most neeitigse regions (graph N°6).

Graph N°6: Evolution of Export by Region
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2.2. The Moroccan economy and international trade
2.2.1. Overview of trade liberalization policies in Moroc®

Since independence, the Moroccan economy has wntergn important evolution and
profound and irreversible changes. These develomi@ve gone through several phases that
have strongly influenced the country's economicicgobnd have relatively altered their
objectives and priorities. Indeed, we can distisguhree main periods:



1. The first phase is that of a "protected developirat economists would tend to call
a model of substitution for importing and promotiexports. This phase was marked
by high tariffs, quantitative and non-quantitatrestrictions and a high exchange rate.
However, this policy oriented towards the intermerket has not enabled the country
to achieve the expected economic and social results

2. The second period started in the 1980s, markechéyintroduction of trade policy
reforms. Since then, trade liberalization has bex@n integral part of Morocco's
trade policy, through the gradual disengagementhef State, the strengthening of
private initiative, and the reduction of tariff andn-tariff barriers applied to imports.
In addition, Morocco's trade liberalization ledthe promulgation in 1992 of a new
trade law that eliminated quantitative restrictiamsl used the tariff as the main means
of protecting domestic production. Import produci®re classified into three
categories: free-to-import (listed A), subject taheorization (list B) or prohibited (list
C)

3. Lastly, the third phase, 1993-2004 until todaya igeriod during which Morocco has
put in place sectoral development poliéfe&Green Plan, Emergence Plan ...) and the
signing several bilateral and multilateral freede#aagreements with the countries of
the North as well as the countries of the South.

As a member of the World Trade Organization agregr&TO) in January 1995, Morocco
Is committed to two main obligations: the Most-FadNation clause (MFN) and the
National Treatment obligation.

In addition, since its accession to the WTO, Mombas signed Free Trade Agreements with
56 countries: the member countries of the Europgdaion and the European Free Trade
Association (in 2000), the Turkey and the Unitedt& (in 2006), 18 countries of the Arab
League in the Framework of the agreement of thet8reArab Free Trade Zone (in 1998),
With each of the countries of the Agadir Agreem@ntnisia, Egypt and Jordan) 1999, then
under the Agadir Agreement (in 2007) and the Unikeab Emirates (in 2003).

The country is also pursuing its Opening its dodesseloping its commercial relations with
Regional groupings in Africa: it signed a trade andestment Agreement with the West
African Economic and Monetary Union (UEMOA) and tl&conomic and Monetary

Community of Africa (CEMAC).

Negotiations for a Deep and Comprehensive FreeeTfada (DCFTA) between the EU and
Morocco were launched orf*March 2013. Four negotiating rounds have takenepsm far,
the most recent in April 2014.

10 The main goal of these policies is the diverstfaaof the productive structure as well as théffiggainst
rural poverty



Morocco adopted the Pan-Euro-Mediterranean sysfecuraulation of origid! in December
2005. This is based on a network of Free Trade éygents (FTAs) across Europe and the
Mediterranean and aims to promote regional integrahrough a common system of rules of
origin.

The country also conducted three rounds of negotisit which took place from June 18-22,
2012, in Ottawa for a Free Trade Agreement withadan The first round of negotiations
took place in October 2011, followed by a seconghcbin March 2012. Good progress has
been made so far on all aspects of the negotiatioogbly in areas related to custom
procedures, sanitary and phytosanitary measureg@manment procurement.

11 Cumulation of origin means a product of one papéint can be processed or added to a productefand
participant and still be considered an originagigduct for the purposes of a trade agreement.



Morocco and Free Trade Agreements

Regional Agreements

- Union of the Arab Maghreb (Morocco, Mauritania, Tunisia, Algeria, Libya)

- Greater Arab Free Trade Area (GAFTA), 2005, (18 countries): Morocco, Egypt, téu Arab Emirates,
Bahrain, Jordan, Tunisia, Saudi Arabia, SudagnaSiraq, Sultanate of Oman, Palestine, Qatary&it)
Lebanon, Libya, Algeria and Yemen

- Declaration of Agadir (Agreement Quad),signed on May 2001 by Morocco, Egypt, Tunisia, doddan,
The Agadir Agreement was signed on 25 Febru@fdand entered into force on 27 March 2007

- Discussion on a Free Trade Agreemeriietween Kingdom of Morocco and the countries oRIEOSUR
(Argentina, Brazil, Paraguay and Uruguay). The fiosind of negotiations was held in Rabat, Moroaod. 1
April 2008.

- Trade and Investment Agreement with the West Africma Economic and Monetary Union (UEMOA)

The agreement notably entails full exonerationseductions of up to 50% on customs duties anddax f

specific products, besides the most-favoreibnastatus. The aim is to establish an adequatal |
framework designed to boost economic ties betwhertwo parties. It should also be noted that natotis
are underway between Morocco and the Central AfriEaonomic and Monetary Union (CEMAC) to sign

Free Trade Agreement.

Bilateral Agreements

- Free Trade Agreement (FTA) between Morocco and United States signed on June2@84. This

Agreement entered into force on January 1, 2006.

—Free Trade Agreement (FTA)with Turkey, signed on 7 April 2004 and enteret iforce on
January 2006

- The Association Agreement between the European Umioand Morocco, forming the legal basis of th

EU-Morocco relationship signed on 1997 and enterngd force in March 2000. This bilateral agreems

replaces earlier cooperation agreements betweerEtliepean Union and Morocco, and constitutes

framework for EU-Morocco political, economic, sdciacientific and cultural cooperation within theirg-

Mediterranean Partnership.

- Negotiations for a Deep and Comprehensive Free TradArea (DCFTA) between the EU and Morocco
were launched on 1 March 2013

- Bilateral Free Trade Agreementsalready entered into force with Egypt, United Arab Emirates

Jordan and Tunisia.
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During this period, a range of non-agriculturaiftaleforms was introduced to reduce tariff
barriers, eliminate quantitative restrictions opax products and simplify customs policy by
reducing the number of tariffs Taxes and lines lapéhacilitating import procedures.

Two main tariff reforms have been put in placehrs tdirection. The first reform came into
force in 1983 and aimed at reducing customs dinye400% at rates of 160%, 120%, 90%
and 60%.

As for the second reform, it took place in 1993 aeduced the maximum rate to 50%. The
Uruguay Round in 1995 resulted in the fixing of 58%tariffs (including the import levy)
and a commitment to reduce the rate by 2.4% paertgea reduction of 24% over a ten-year
period.

Since 2002, the main import tariffs varied accogdio the nature of the imported product and
the number of quota applicable to non-agricultpralducts has been reduced from 13 to 6 (in
addition to the zero rate), generally: (2.5, 7@, 20, 27.5, and 35). This new structure is the
result of a tariff reform consisting of a graduardantling of the MFN rates in four tranches,

with the aim of achieving a four-tariff structure 2012 (2.5, 10, 17 and 25%) on non-

agricultural products.

Since 2009, the Kingdom has implemented a tariforre to, inter alia; reduce the
discrepancies between the import duties governethéygreements and those with the rest
of the world, which may be the origin of Fraud ¢w torigins. Moreover, the main change
will be on products that are similar to locally naéactured products, which are protected and
therefore have high duties. The latter will ince&®m 30% to 25%.

These duties were 35% in 2009 and 2010, and 402008. This will include goods such as
paints, leather goods, made-up clothing, refriggsaind furniture, industrial vehicles, tires,
Ceramics, articles of cast iron and steel and icelighting fixtures. Imports of semi-finished
products will be affected by 17.5% compared witke2h 2011, 27.5% in 2009 and 2010 and
32.5% in 2008.Imports of semi-finished products| W& hit by 17.5% compared to 25% in
2011, 27.5% in 2009 and 2010 and 32.5% in 2008.

Graph N°7: Evolution of the simple average tariff iate, applied, all products (%)
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2.2.2. Performance of Moroccan foreign trade

The performance of Morocco's trade openness shossstined increase in exports and
imports, indicating a strong integration into therld economy. The graph below shows how
exports increased from 84 MMDH to 215 MMDH betwe00 and 2015, an increase of
156%.

Indeed, this evolution remains volatile as evidenbg the drastic decline in the value of
exports from 155 MMDH in 2008 to 113 MMDH in 200®hich largely explains the
dependence of Moroccan exports to the vagariesegaadgenous shocks such as, Changes in
oil and phosphate prices or the economic conditadrits main partners.

GraphN°8: Evolution of Moroccan Exports and Imports (in Billion MAD)
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As regards to the trend of the trade balance, ihasked by a deficit, which is increasingly
increasing due to a considerable appreciation ofoettan imports and this concomitantly
with the shrinking of exports.

In 2015, the trade deficit reached 151 MMDH, a detation of 190% compared with 2000,
due to the difference in absolute growth betweenttvo years of imports and exports: +230
MMDH for the first and +131 MMDH for the seconds.

Nevertheless, this widening of the trade balan@art) shows Morocco's new strategic
orientation by making foreign trade an engine abrexnic development, especially since
Morocco has set up in recent years a panoply absdalevelopment policies, which consists
of diversifying the productive structure and ene@ming infant industries.

This trend has been strongly confirmed in recerrgjesince this deficit is exponentially
beginning in 2005, a trend that can be explainepairt by the increase in imports, such as
intermediate goods, finished goods of industrialipopent and energy products, which make
up about 2/3 of total imports.



Table 2: Evolution of the Trade Openness Indicator

Years Imports of Goods and | Exports of Goodg Openness Rate%
services /GDP and
Services/GDP

2000 334 28 61,4
2001 31,9 29,4 61,3
2002 32,3 30,2 62,5
2003 31,5 28,7 60,2
2004 34,3 29,4 63,7
2005 37,9 32,3 70,2
2006 39,7 34,2 73,9
2007 44,9 35,7 80,6
2008 50,9 37,5 88,4
2009 39,7 28,7 68,4
2010 42,9 33 75,9
2011 48,7 35,6 84,3
2012 50,3 35,9 86,2
2013 47,2 32,8 80
2014 46,8 34,3 81,1
2015 42,1 34,3 76,4

Source : Exchange Office dmo, 2016, author’s elaboration

The rate of openne¥smeasured by the weight of exports and importsPGhows that the

latter increased from 61.4% in 2000 to 76.4% in®2@xports accounted for nearly 34% of
GDP.This development indicates a stronger integmaitito the world economy through the
signing of several trade and investment agreenwetiisboth northern and southern countries.

12 This indicator of openness needs to be complerddntether trade policy measures in terms of rijliotas
and non-tariff barriers (see Ann Harison 2007)tHa case of Morocco, these indicators are in liith the
opening rate measured by the volume of trade ientegears.



Graph N°9: Evolution of Coverage of the trade Balane of Goods and Services
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As for the coverage rate, it should be emphasited this indicator remains very low
compared to the ambitions of the Moroccan econdtryeclined from 62% in 2003 to 59%
in 2015.

Several reasons account for decline of this rateuding trade framework of a small open
economy, increased demand for intermediate prodoapstal goods and energy products and
high demand of finished goods of high and mediunnevadded with quality requirements
imposed by consumers and their ever-changing copisoimpatterns.

3. Empirical Analysis

Most studies examining the effect of trade openm@spoverty are based on a cross-country
approach. Thereby, estimates are made at the ahtfievel and on aggregated data. This
methodological choice could yield biased resultse Tonclusions of some works presented
below show the extent of this confusion.

Krueger (1983) shows in her case studies thosela@ag countries' manufactured exports
were, indeed, labor-intensive, but that the emplaytreffects of freer trade policies were
generally rather limited. A number of cross-courgiydies on poverty, while not dealing with

trade explicitly, incorporate trade openness asrdral variable and showed similar results: at
best the benefits of greater trade openness sekavéoby passed the poor.

Beck et al. (2007) and Kpodar and Singh (2011than case of developing countries only,
find no effect on the poor. Similarly, Dollar andagay (2001) find a lack of any evidence of
an impact of openness on the income of the poapastile in a sample of advanced and
developing economies. By contrast, looking at a pamof developing countries,
Guillaumont-Jeanneney and Kpodar (2011) find a tmegarelationship between trade
openness and the income of the poorest quintiteil&ly, Singh and Huang (2011) focusing
on a sample of sub-Saharan African countries stigbas greater trade openness increases
headcount poverty, widens the poverty gap, andoesithe income of the poorest quintile.



As indicated in Le Goff and Singh, 2014this lack of any clear correlation between

openness measures and poverty indicators in agtgegauld be because there is too much
heterogeneity in the effects of trade reforms om ploor. Since poor workers in import-

competing sectors lose from reforms, while poorkems in export-oriented sectors gain, it

could be that in the aggregate these differentceffeancel each other. Similarly, cross-
country studies have tended to favor larger sampled focus on developing countries at
best. While using a broader sample increases tlyeeds of freedom, it may also introduce
unwanted heterogeneity if factors explaining poyeitfer between country groups

For our case, the methodological choice differs mletely. We are working on
regional data, that are measured in the same werelore no heterogeneity problem.

3.1. Sample

Our empirical objective is to examine how the ptyeeduction effect of openness may
depend on a variety of regional characteristics.this purpose, we work with pooled cross-
country and time-series data for 14 Moroccan regiaveraged over ten-year periods from
2004 to 2013. Summary statistics and the correlatmatrix for the variables used in our
estimation exercises are provided in Appendix

We selected all Moroccan regions according to teeidution that was in effect before 2014,
ie 16 regions. After 2014, a new regional sepamati@s selected, making the number of
regions to 12In order to have as much data as possible, we mdhgethree regions of the
South, which gives us 14 regions in the end.

Southern regions Rabat-Salé-Zemmour Zaer
Souss Massa Daraa Doukala-Abda
Gharb-Chrarda-Béni Hssen Tadla-Azilal
Chaouia-Ouardigha Meknes-Tafilalt
Marrakech-Tensift-Al
Haouz Fes-Boulmane
Taza-Al Hoceima-
Oriental Taounate
Grand Casablanca Tanger-Tétouan

3.2.  Model and variables
Our model is a random effects model (see Hausmaniif eesults), which is specified as:
Povertyit = B1EXporti:c + f2Xi:t + @t + pi + &t

where the subscripts i and t represent countrytiamel period, respectively, Poverty is the log
of a poverty indicator, X is the matrix of contredriables, Export is a measure of trade
opennessy: corresponds to time effects, denotes unobserved country-specific effects, and
&it the error term.

Variables



Poverty.: The proportion of poor people in the population, ewen the percentage of
individuals in a household whose per capita exgarglis below the relative poverty line. In
2007, this threshold was 3834 MAD per person par ye urban areas and 3569 MAD per
person per year in rural areas. This thresholdaMepy is reviewed in 2014, taking into
account changes in living cost, and achieved 468DNR.6 $ US PPA) for urban and 4312
MAD (2.5 $ US PPA) for rural.

Trade openness (Openness We retained exports as a proxy to illustrate thenmess and the
weight of foreign trade in each region. We are t@dito this indicator because of the lack of
import data and trade policies at the regionallleve

To control for economic and social development, rg&ined GDP, GDP per Capita
(GDPPERCAPITA the size of thé’opulation as a market size, thexpenditure Households
(EXPEND andUnemployment Rate (UNEMP), to test its influence on poverty.

3.3. Results

The results of the estimate show no direct relatigmbetween trade openness and poverty. In
contrast, only household consumption expenditudéP(®) negatively affects poverty with
high statistical significance (1%). Any increasel® of consumer spendinggteris paribus
reduces the poverty rate by 1.49%, (see tizxfta).

As highlighted in the descriptive part, and paradatky, the unemployment rate has no
impact on the poverty rate. It has even been dwnsbme regions with high unemployment
have succeeded in bringing down their poverty rates

Dependent Variable: LOG(POVERTY)

Method: Panel EGLS (Cross-section random effects)
Date: 01/29/17 Time: 17:25

Sample: 2004 2013

Cross-sections included: 14

Variable Coefficient Std. Error t-Statistic Prob.
C 216.6522 200.1956 1.082203 0.2868
LOG(OPENNESS) 0.018886 0.075406 0.250461 0.8037
LOG(EXPEND) -1.491116 0.505312 -2.950884 0.0057
LOG(GDP) 29.85651 28.94246 1.031582 0.3096
LOG(GDPPERCAPITA) -30.43338 28.96475 -1.050704 0.3008
LOG(UNEMP) -0.023180 0.244438 -0.094830 0.9250
LOG(POPULATION) -28.25534 29.16937 -0.968665 0.3396
Effects Specification
S.D. Rho
Cross-section random 0.348249 0.5422
Idiosyncratic random 0.320027 0.4578
Weighted Statistics
R-squared 0.751704 Mean dependent var 0.963838
Adjusted R-squared 0.707886 S.D. dependent var 0.622874

S.E. of regression 0.333181 Sum squared resid 3.774322



F-statistic 17.15551 Durbin-Watson stat 1.151898
Prob(F-statistic) 0.000000

Correlated Random Effects - Hausman Test
Test cross-section random effects

Chi-Sq.
Test Summary Statistic ~ Chi-Sq. d.f. Prob.
Cross-section random 8.806200 6 0.1848

The correlations table below shows a strong pasitimear correlation between Trade
Openness, Expend, GDP and GDPPERCAPH®verty is negatively correlated with all
variables, but is significant only with EXPEND a@DPPERCAPITA.The Graph N°
suggests a positive relationship between the tmaables.

Table N° 3: Correlations Matrix

POVERTY | EXPORT | EXPEND GDP | GDPPERCAPITA | POPULATION | UNEMP

POVERTY 1.000000

EXPORT -0.353488 | 1.000000

EXPEND -0.508859 | 0.732892 | 1.000000

GDP -0.459144 | 0.842576 | |0.920571 | 1.000000
GDPPERCAPITA | -0.618866 | 0.671018 | |0.740101 | 0.855883 1.000000
POPULATION |-0.128297 | 0.585966 | 0.813213 | 0.752603 0.377586 1.000000
UNEMP -0.196168 | 0.193097 | 0.149607 | 0.227364 0.348829 -0.010118 | 1.000000

Graph N°9 : Evolution of Export, GDP and Expend byRegion
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Granger's causality analysis shows a significanisal link betweenTrade Openness
GDPPERCAPITAand EXPEND (Table infra). Indeed, exports boost economic growth and
increase GDP per Capita, which positively affeadastimer spending andy fine, reduces
poverty.



Granger Causality Tests
Sample: 2004 2013

Null Hypothesis: Obs F-Statistic Prob.
GDPPERCAPITA does not Granger Cause OPENNESS 126 0.44404 0.5064
OPENNESS does not Granger Cause GDPPERCAPITA 6.85280 0.0100
GDP does not Granger Cause OPENNESS 126 6.00859 0.0156
OPENNESS does not Granger Cause GDP 17.0991 7.E-05
EXPEND does not Granger Cause OPENNESS 126 4.37373 0.0386
OPENNESS does not Granger Cause EXPEND 0.94021 0.3341

3.4. Results discussion

According to the model results, we can deduce mwportant statistical conclusions: first,
there is a negative correlation between povertytaedour main variables: Openness, GDP,
GDP Per Capita and Expenditure. Second and usengahel model estimate, only household
consumption expenditure has a significant impagb@rerty.

These results should be taken with caution. Histause of the problem of veracity of data
collection and the lack of long series for all @g. In addition, other factors not captured in
our modeling for lack of regional data that caredily or indirectly influence the decline in
poverty. We can cite:

- Geographical positioning and territorial spedaific
- The importance of investment in infrastructureor{p, motorways, airports,
competitiveness clusters, etc.);
- State commitment through human development ajc{INDH since 2005), and
public subsidies for commodities and energy pragjuct
- Transfers in the form of an allowance for widowe®men, increase in small
pensions, etc.
We can argue that the more open regions, with dnstnial sector export-oriented, have
benefited from a positive effect resulting in arcrease in income and, consequently, a
reduction in poverty. This is the case of the Chsata-Settat and Tanger-Tétouan regions.

In all regions, we note the significant reductioneixtreme poverty rates. The magnitude of
this decline varies among regions. CasablancatSedtpon achieved the highest average
share of GDP in the period 2001-2013, contribu6g8%, followed by the regions of Rabat
Salé Kenitra (14.8%), Marrakesh Safi (11.9%) and Meknes (10.3%). These four regions
account for 63.8% of the national GDP. These fegrans have low poverty rates. As for the
southern region, it is worth highlighting the imteorce of public subsidies in the reduction of
extreme poverty.

On the other hand, landlocked regions, such asDiida-Tafilalet, Beni Mellal-Khénifra,
Marrakech-Safi, Eastern, Souss-Massa and Fez-Melawggsns, and despite a remarkable
decline in poverty rates, still have higher ratemntthe national rate (4.8%). Poverty rates are
respectively 14.6%, 9.3%, 5.4%, 5.3%, 5.1%, anéoa.@spectively in 2014.



The following table summarizes the factors thattgbate to poverty reduction as well as the

factors that hinder regions from removing peopterfrextreme poverty or even vulnerability.

Regions

Factors in favor of poverty
reduction

Factors that obstruct poverty
reduction

Southern Regions

Geographical positioning; direct
subsidies; investments in
infrastructure; natural resources

High unemployment rate; lack of
industrial competitiveness zones

Souss-Massa-Draa

Internal and external migration
(transfers) ; agriculture ; tourism

Landlocked region

Gharb-Chrarda-Béni Hssen

The Green Plan

High vabiliy rate

Chaouia-Ouardigha

Fertile land, investment in human
development, industrial economic
zones

Inadequate infrastructure; Low value
added activities; climate-dependent
agriculture

Marrakech-Tensift-Al Haouz

International tourism

nddocked region; Services with lov
added value; Higher vulnerability rate

Oriental

The informal sector as income
resources

Landlocked region, High
unemployment rate

Grand Casablanca

Openness to the Atlantic,
contribution to national GDP;
informal economy; High urbanizatio
rate

nunemployment rate

Urbanization rate which is likely to
become a source of poverty; high

Rabat-Salé-Zemmour Zaer

High urbanization rate ;

,GDP ; Infrastructure ; Human
Capital

High inequality rate (Gini Index =0.46
upper than the national average, 0.4
in 2007); high unemployment rate

Doukala-Abda

The agricultural potential

High vulaleility rate

Tadla-Azilal

L'investissement dans le
développement humain,

High vulnerability rate

Meknes-Tafilalt

The agricultural potential ;
Investment

High vulnerability rate ; high
unemployment rate

Fés-Boulmane

Local Tourism ; Agriculture

Landlodkegion;

Taza-Al Hoceima-Taounate

Geographical positioning

ightvulnerability rate

Tanger-Tétouan

Opening on the Mediterranean,
proximity to Europe, offshore zones
informal sector, infrastructures

High vulnerability rate ; High
inequality rate (GINI Index = 0.47,
More than national Average, 0.40,
2007)




Conclusion

The relationship between trade openness and poigengither direct nor unambiguous, and
closing up the economy to international trade dusshelp.In other words, the potential of

trade to alleviate poverty depends on a multidincered set of economic and institutional
factors.

Morocco, since the 1980s, has opted for opennesgsamtegration into the world economy.
This strategy has been followed since the 1990s bgduction in extreme poverty. The
opening has necessarily benefited some, but criaa for all.

The regional analysis of poverty in Morocco showseay sharp drop in extreme poverty

between 2000 and 2014. On the other hand, we hatesbme regions did better than others
did. Several factors in which each region has itenemic and social specificity, as

highlighted in the table below can explain thisioegl disparity.

The rate of vulnerability and the unemployment ramain very high despite the efforts
deployed.This could bring down people into extreme poveftyneasures and adequate
reforms are not made.

Another crucial point, which could conceal the extef extreme poverty, is the poverty line
taken into account to measure the poverty rates Tirieshold, and despite its actualization,
remains rather low compared to the reality of thst ©f living, especially in the city where

the cost of a round trip by bus exceeds 1.5 dollars

In some ways, we can also mention that the humamlalement policies pursued by
Moroccan government are on the right path to aehilne Sustainable Development Goals
(SDGs)13 for 2030. This can only be achieved bgnsifying efforts, introducing good
reforms, putting the citizen and the public intéesthe center of all public policy and all this
in a sustainable way.

Today, to get out of poverty and vulnerability ashtave a minimum income guaranteeing the
basic needs. It is a natural right. An unconditidasic Income will guarantee this right and
takes many people out of social exclusibtorocco must consciously reflect on this possipilit
and prepare the necessary conditions for its sac€¥scourse, not forgetting the fundamentals that
can improve the overall welfare of the populatioamely sustainable and inclusive economic growth,
efficient and equitable redistribution, and takendfés of a voluntary and transparent international
exchange.

“Growth should be the principal, not the exclusigs&gategy to remedy poverty” Bhagwati (2001)

13 The Sustainable Development Goals (SDGs) were born at the United Nations Conference on
Sustainable Development in Rio de Janeiro in 2012. The objective was to produce a set of universal
goals that meet the urgent environmental, political and economic challenges facing our world. The
SDGs replace the Millennium Development Goals (MDGs), which started a global effort in 2000 to
tackle the indignity of poverty. The MDGs established measurable, universally-agreed objectives for
tackling extreme poverty and hunger, preventing deadly diseases, and expanding primary education
to all children, among other development priorities.
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