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MOROCCO

COMPLIANCE RATINGS

Monetary transparency 2006 2005 2004 2003
Clarity of roles eoce eooe eoe -
Open decision process sose eee eee -
Availability of information eoo eoe oo -
Central bank accountability oo oo oo -
Score 3.25 3.00 2.75 -

OUTLOOK & COMMENTARY

During 2006, the central bank of Morocco -- Bank Al-Maghrib -- enjoyed stronger autonomy
than in previous years, following the entry into force of its new Statutes and an amended
Banking Law, in February 2006.

The new Statutes introduce a revised structure for the Bank’s Council, which no longer
includes several government officials, and also forbid Bank Al-Maghrib from providing any
financial assistance to the government. The new Banking Law gives Bank Al-Maghrib full
supervisory autonomy and widens the range of supervised entities to non-bank financial
institutions.

No formal voting ratios or voting records are yet released following monetary policy meetings,
although a press communiqué describing monetary policy decisions is released immediately
afterwards.
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EXECUTIVE SUMMARY

3.25 Enacted

Following the entry into force of an amended Bagkiraw and new central bank Statutes in February62€ie

central bank of Morocco -- Bank Al-Maghrib -- haselm enjoying much stronger autonomy than in thé. Jae

new Statutes have changed the structure of the’8&@duncil. Several government officials have beemoved

from the Council, leaving only the director of thieeasury within the Ministry of Finance, who doest enjoy

voting powers during Council meetings that conaeonetary policy decisions. In addition, the newt8ts forbid

Bank Al-Maghrib from providing any financial assiate to the government or state-owned enterpribke.roles of
the central bank in relation to those of the Mimyjistf Finance are also clarified in terms of coaation to determine
the exchange rate policy.

The new Banking Law widens central bank supervisioimclude non-bank financial institutions andegvBank Al-
Maghrib full supervisory autonomy, which translate® a monopoly in the areas of issuing licenses @rudential
regulation (previously a responsibility shared withe Ministry of Finance), deciding about non-coiapte
sanctions, and ensuring the management of credituitions in difficulty.

A new Moroccan Gross Settlement Syst&Systéeme de Réglement Brut du Mareaimed at preventing systemic
risk, ensuring greater stability in cash holdingnaigement, and underpinning financial stability ashbeen
implemented in September 2006 and complementSyk&me Interbancaire Marocain de Télécompensatvbich
allows for the automatic and centralised treatneéitompensation operations.

While no voting ratio or voting record of centraartk Council meetings is made publicly availableprass
communiqué describing the decisions made by then€bis released immediately after each meetingaddition,
the governor of Bank Al-Maghrib holds a press cosrfiee at the beginning of each year to share Wwétpublic its
monetary policy evaluations and directions. Wittiie context of enhanced transparency, the cehaak has
committed to publishing annual reports on its suis@n activities. The first of these reports viesued at the end
of 2005, and Bank Al-Maghrib is conducting prepargtwork for the publication of periodic reports dne
payments system.

The Bank Al-Maghrib Governor can be invited to rgpon monetary policy at the initiative of permanen
parliamentary commissions, and there is a possiliitiat the governor might address the parliamentis own

initiative in the near future, should an amendnterthe new central bank Statutes be approved.

Bank Al-Maghrib is completing preparations of a n8trategic Development Plan for 2007-09, which o
implemented in January 2007 and will focus, amathgiothings, on finalising price analysis and fagting models.

Morocco’s overall score has improved from 3.00002 to 3.25.
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1. CLARITY OF ROLES, RESPONSIBILITIES, AND OBJECTIVESOF CENTRAL BANKS

eoee Compliance in Progress

The objectives and institutional framework of monetary policy

The institutional framework underpinning monetagligy in Morocco is set out in the Statutes of Bank Al-
Maghrib (BAM), the Moroccan central bank, and tf893 Law on Credit Institutions. A revised BankiAgt and
new Statutes of the BAM were passed in 2005 andredtinto force in February 2006. These amendments
strengthen central bank autonomy and clarify tHesrof the BAM in relation to those of the Ministo§ Finance
(MoF), for example in determining the exchange gaécy. As a consequence, the MoF and the BAM ravey
holding joint monthly meetings to explore issudatex to the exchange rate regime, the deepeniesgafange and
financial markets, and foreign exchange regulati&rsder the new Statutes, the BAM has a new org#oisal
structure, which is described in detail on its wiehsThe new Banking Act also gives greater poweithe BAM in
the area of supervision, which is broadened to memk financial institutions, including micro-credistitutions® In
addition, the central bank is now able to pickfit@ncial instruments in order to achieve pricebsity, which is
confirmed as the main objective of money policythg new statutes.

Central bank objectives and responsibilities

The new Statutes of the BAM regard price stabdiythe fundamental objective to be pursued byéhéral bank in
cooperation with the MoF. BAM is also responsifile ensuring the good functioning of the paymerstegs, and
stability in the banking sectdrThe functions of the BAM, as set out in its Stagytare issuing currency, guarding
currency stability and convertibility, developingetmoney market and ensuring its regulation, mauggatiie public
exchange reserves, banking supervision, actingnasidial agent of the Treasury, and producing fomgnand
monetary statistics.Not only does the new Banking Law enlarge the remmif entities to be supervised by the
central bank, but it also gives the BAM full autompin terms of supervision. The BAM now enjoys anopoly in
the areas of issuing licences, prudential regutatiteciding about non-compliance sanctions, andirars the
management of credit institutions in difficulty] af which were previously MoF responsibilities. egffically, the
MoF was in charge of approving banking licencesin§ the minimum capital endowment of banks, isguin
prudential regulation and, based on the opiniothefDisciplinary Commission, imposing penaltiest ttauld go as
far as withdrawing banking licenc@s.

In 2004, the BAM produced a Strategic DevelopmdahB2004-2006), an internal document aimed afifating
reform and refocusing the central bank’s objectiv@ie plan targeted nearly every operational aspethe BAM,
including monetary policy, banking supervisiongimtal systems of payments and improved communicatith the
public. As part of the strategic plan, officialsatiated its technological capabilities with thdphef external
consultants and the Banque de Frahcén evaluation of the 2004-06 Strategic Developtiélan conducted over
the last few months shows a number of positivee@ments, and the BAM is completing preparationa oew
Strategic Development Plan for 2007-09. The newn Rldl be implemented in January 2007 and will fe@an the
transmission mechanisms of monetary policy, thaliation of price analysis and forecasting models] the
elaboration of a structural model to describe th@ddcan econom§.
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Oper ational autonomy

The BAM is legally independent and financially audoous. The new Statutes formally grant significan
autonomy to the central bank, giving its Counci thbility to fix quantitative objectives and mongtaolicy
instruments, and clarifying the respective rolethefBAM and the MoF in the conduct of monetaryigof

The BAM governor is appointed by royal decrdak(ir) and is accountable to the kifngThe governor presides over
the BAM Council and is responsible for ensuringpitsper functioning’ The new Statutes of BAM do not specify
the term, conditions or causes for dismissal ofgbreernor. While this arrangement has worked welliate, with
governor mandates lasting on average ten yeargneomators have pointed out that its efficacy depdarcfely on
the personal qualities of the governor. The curgavernor is highly respected in the financial coumity, and he
has a reputation as someone capable of implemeratfagm™*

Under the revised Banking Act, the National Creahitl Savings Council is no longer consulted on trections and
implementations of monetary policy, nor is the Giethstitutions Committee asked for its opiniontbe technical
aspects of policy instruments.

Institutional relationship between monetary and fiscal operations

L ending to gover nment

The separation between monetary and fiscal opesii® satisfactorily defined and is reinforced bg trevised
Statutes of the BAM. These prevent the grantinglicéct financial assistance to the state and publiiterprises,
except for cash facilities, which are also reguldfeArticle 27 of the new Statutes specifies thaséheash facilities
are limited to 5% of the previous year's fiscalaipts and can only be used for a maximum of 12G gy year.
The BAM can suspend the use of these cash fasjlieould the monetary market require so.

Central bank involvement in therest of the economy

The procedures governing the BAM'’s participatiorthe primary and secondary markets are set ous iBtatutes
and theCirculaire relative aux interventions de Bank Al-thaib sur le marché monétaifé Furthermore, the BAM
has divested nearly all of its ownership in fornprblic enterprises with the exception of those ingbns
specifically named by the revised Statutes of tévIBand the Banking Act, for example tl@aisse Centrale de
Garantieand theCaisse de Dép6t et de Gestion

Central bank profit allocation

In accordance with Article 56 of the Statutes of BBAM, losses and profits are defined as the sarjuthe
operating account minus administration, managerardtother operational costs. At least 10% of tmegeprofits
are then allocated to a general reserve fund thisil fund reaches an amount equal to that of timéralebank’s
capital. After the above deductions, the centaalkpays the remainder to the state in the formdifidend"®

Agency roles performed by the central bank on behalf of the gover nment

The BAM serves as financial adviser to the govemmmnand is responsible for the management of damesd
external public debt The central bank assists the government in itatioes with international financial
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institutions, while the state assumes liability #ory risks and reimburses any losses or expensesréd by the
BAM.

The BAM is responsible for supervising financiaktitutions as described in the new Banking Law,clwhiras
reinforced the central bank’s supervisory fSleThis now includes approving any change of conbfolor merger
and acquisitions between, domestic credit instingt®
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2. OPEN PROCESS FOR FORMULATING AND REPORTING MONETARY PoLICY DECISIONS

eeee Compliance in progress

The framework, instruments, and tar gets of monetary policy

Framework and monetary tar gets

The new Statutes which took effect in 2006 haven®rced and clarified the powers of the BAM and méce
stability as the main objective of monetary poli€he new statutes give the central bank the nexesstependence
to achieve this objective, and the BAM providesadetl information in its public pronouncementsyadl as on its
website, about the specific frameworks it uSes.

The BAM has had considerable success in maintailumginflation in the past and is currently stremgting the
monetary policy framework, possibly with a viewadopting inflation targeting in the medium termeTduthorities
have expressed interest in organising a regionafecence on inflation targeting in 2007, in coopiera with the
IMF.?*

M onetary instruments

The instruments available to the BAM for implemagtimonetary policy, such as open market operatemesset out
in Article 25 of the Statutes of the BAM and debed in greater detail in various circulars, in jgafar the
Circulaire relative aux interventions de Bank Al-yhaib sur le marché monétaifé The revised Statutes give the
BAM complete autonomy in selecting monetary insteais for policy implementatioff. They empower the Council
to set the interest rates and to determine the ohtihe monetary reserve.

A new Moroccan Gross Settlement Syste3gsteme de Reglement Brut du MaroSRBT), aimed at preventing
systemic risk, ensuring greater stability in casidding management, and underpinning financial &tgbiwas
implemented in September 2006. It complementsSisteéme Interbancaire Marocain de Télécompens48tT),
which allows for the automatic and centralised tiremt of compensation operations. SIMT is currettging
expanded?

The monetary policy-making body

Monetary board

As an additional way of enhancing BAM independertbe, new Statutes change the composition of the BAM
Council, which is no longer composed of severalegnmnent officials. The director of the MoF Treasigyhe only
government representative to remain a member o€thencil, and he is not allowed to vote during ritegt aimed
at making monetary policy decisioffsAccording to the Statutes, the Council is now cosgul of the BAM
governor, the vice governor or the director genefdahe BAM, the director of the MoF Treasury, asid members
appointed by the prime minister, three of whom pireposed by the governor. The appointed membexsy emj
renewable mandate of six years and are nominated #fmong those who have shown expertise in monetzaly
financial affairs’® The Council meets at least quarterly and canmiset at the initiative of the governor or at least
three of the other participating memb&rsThe Council has a broad mandate, making decisimas performing
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tasks that range from approving the BAM’s annuald®t to giving advice on the nomination of a newegaor®
The BAM website gives detailed information regagdthe remit of this advisory body in French andc&®

Advance meeting schedule

The Central Bank Council meets at least once egeayter, and additionally at the request of theegoer or three
of its members. The dates of the quarterly couneiétings are published in advarite.

Public statements on monetary policy

Periodic publications

According to its new Statutes, the BAM has an @il@n to communicate its monetary policy decisitimthe public

in a timely manner. The BAM announces monetary gyolilecisions and changes in its principal monetary
instruments through regular public information $egs. It is legally obliged to publish thennual Reportand
present it to the king before the 30th of JeheThe BAM’s website provides up to date informatiom deposit,
lending and inter-bank interest rates, foreign exgfe rates, T-Bill and T-Bond issues, negotiabl decurities and
interest rates. It also contains summarised myprntifibrmation about secondary market transactionsT#Bills and
T-Bonds up to approximately two months before tineent montt?

The BAM issues statements to the public descripimgress towards meeting monetary policy objectiiés main
statements are also available on the website aiitd Annual Reportwhich contains extensive financial data and
analyses the national and international macroecansituation®?

Within the context of enhanced transparency, th&/B¥as committed to publishing annual reports osifgervision
activities. A first report was issued at the end®005, covering activities undertaken over the sewf 2004. The
BAM is conducting preparatory work for the publicat of periodic reports on the payments systém.

Public hearings

There is no formal requirement for public consittas on substantive technical changes to the sireictf monetary
regulations. However, the National Credit and 8gviCouncil (CNCE), which replaces the National Etany and

Savings Council (CNME), provides a forum for re@msitives from business and financial institutiemsliscuss
credit policy with the BAM governor. In additionhég BAM is constantly in touch with th€onfédération des
Entreprises The governor also meets with the press frequenttyrder to explain policy decisions. While no ingt

ratio or voting record of BAM Council meetings isade publicly available, a press communiqué deswgibbhe

decisions made by the Council is released immdgliafiter each meeting. In addition, the BAM govearholds a

press conference at the beginning of each yeanareswith the public an evaluation of monetary @oliuring the

previous year, as well as the new monetary poliictions for the year ahedd.

Awareness campaigns about bad cheques and bark ward conducted regionally at the beginning of&200

order to enhance the credibility of payment insteats. Following these campaigns, recommendations baen
made to improve relevant laws and regulatins.

Regulations on data reporting by financial institutionsto the central bank

Banks and credit institutions are required to pievihe BAM with all relevant data and documentatieeded to
fulfil its supervisory role. The financial statente of banking institutions must be certified byotwtatutory
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auditors. If an institution fails to abide by thihe BAM may recommend to the minister of finartbat the
institution be sanctionet. The Morocco Securities and Exchange CommissZongeil Déontologique des Valeurs
Mobilieres CDVM) has adopted a bill on the minimum organaal rules for savings management companies,
which are obliged to inform both the CDVM and thebfic about their activities, thus increasing tygarency®

The CDVM has seen its role re-enforced by the nawlihg Law and is focusing on the quality of dathlshed by
listed Moroccan companies. The Banking Law alsaldisthes aCommission de coordination des organes de
supervision du secteur financier composed of BAM, the CDVM and the administratio charge of supervising
the insurance sector -- which aims at facilitatthg exchange of information on their supervisiotivittes and
supervised entitie¥.
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3. PUBLIC AVAILABILITY OF INFORMATION ON MONETARY PoLIcy

oo Enacted

Release of central bank data

As of December 2005, Morocco participates in th&¥/Special Data Dissemination Standard (SDDS)megares
monetary and financial statistics in compliancehvifiternational standards. Apart from real seqgtoblic finance
and external accounts data, the SDDS covers thigtimad accounts of the banking sector and the re¢rdank,
interest rates, exchange rates, reserves andatitmal liquidity tables, as well as stock exchaimgicators?

The new Statutes of the BAM give responsibilityth@ central bank for preparing and publishing maneand
financial statistic4 The Strategic Development Plan for 2004-06 inaiLideproject aimed at creating a database of
monetary statistics, which is expected to be cotadlat the beginning of 2007 Since November 2005, the BAM
has published an advance release calendar for etorend financial data, international reserves &eign
currency liquidity®® Data are accessible upon direct request to thiel,BtArough its publications or its websfte.
Each year by the end of June, the BAM presentiddking itsAnnual Reportwhich is also made fully available to
the public in Arabic, French and English. Monetdiyancial and other macroeconomic statisticsparelished on
the website weekly, monthly and quarterly. Comratms have indicated that all central bank datacarapletely
independent of any political interference, as tliwegnor receives the data at the same time as dfficially
published®®

The central bank balance sheet

In its monthlyMonetary Statisticeind theQuarterly Bulletin,the BAM publishes a summary balance sheet of asset
and liabilities. A detailed balance sheet is gisblished in theAnnual Report. Monetary Statisticgjives detailed
information on the financial position of the BAMh& IMF has noted that the degree of detail in tteakdown of
financial assets and liabilities by resident ingtitnal sector could be more extensive, as somestaonaggregates,
including credit indicators, are currently lackipgecision?® Morocco is a member of the International Orgaiosa

of Supreme Audit Institutions (INTOSAI).

In both the monthly and quarterly reports, the BA&ts out information on aggregate market transastiproviding
comparison data for the reference months in theigue year. Data in the monthly report cover manetaind liquid
investment aggregates, M3 counterparts, net foreiggets, and claims on government and the privateors
Aggregate data for the banking system are alsoigedv

Lender of last resort

The BAM acts as the lender of last resort for thirs@ncial institutions in need of liquidity intesmtions. In case of
severe financial crisis, it is the Treasury thasas lender of last resdft.

Public information services
The BAM'’s publication programme consists Ahnual Reports, Quarterly Bulletinghe Bulletins Trimestriels),

Notes Mensuelles de Conjoncturenenthly Notesin French and Arabic and monthlyMonetary Statistics BAM
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public information services have recently been merably improved. The BAM website provides exieas
information on the central bank, its publicatiomegulations and statistics, in Arabic, French amblih.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY BY THE CENTRAL BANK

L Intent declared

Accountability before a designated public authority

The BAM governor is officially accountable directly the king.  In addition to the annual discassbn central
bank operations held when the Finance Law is ptedeto parliament, the BAM governor can be invitedeport
on monetary policy at the initiative of permanemrliamentary commissions. There is a possibilitgt tthe
governor might address the parliament on his ovitiafive in the near future, should an amendmenth&® new
BAM Statutes be approvéd.

Financial statement

Audited financial statement

The BAM’s Annual Reporicovers monetary policy and aggregates, and prevédsummary balance sheet. This
information is provided as part of a more geneeglort on the overall economy in the reference yeanigwing
national output, demand, prices, employment, for¢igde, external financial relations, the domédstioking system
and the capital market. The BAM'’s operating exgsnsevenues and net profit are clearly discloadtie Annual
Report*

Exter nal and internal audit

The process and regulations for auditing the cebimak are set out clearly in the BAM Statutes asspective
regulations. Acommissaire aux comptesdertakes annual audits of BAM accounts, anddbelting audit report is
submitted to the members of the Council andab@missaire du gouvernemeat the latest after five months from
the end of the fiscal yeat.

The National Accounting Council sets the accounsitagndards. In addition, in 1997 the Moroccan &t Council
of the Institute of Chartered Accountants developedhanual of professional auditing standards basedhe
standards of the International Federation of Actants (IFAC). Nonetheless, the accounting starsl&raimework
is substantially different from the framework apyed by the International Accounting Standards Cottemi(IASC)
in 1989. Independent data users are generallsfigatiwith the quality, integrity, and timelinestbe BAM’s data.
In January 2005, the BAM adopted a new accountodgdn line with international standards for thegmse of
presenting its financial statements, which now havee certified by an auditdt.

Conduct of officials

Limited guidelines for staff conduct are set outtie Statutes of the BAM. Its governor, vice-gow@t directors-
general or directors cannot be members of intaynatipublic institutions or of commercial companiescept in
companies run by the state or in which the stat flreancial participation. They cannot represéntdtparty
interests, as this is considered incompatible githernment posts. All senior officials need todebby information
confidentiality requirements. By law, senior oféils are only responsible for their duties and yamo personal
liability for the BAM’s commitments.
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In May 2005, the BAM adopted a code that requite®fficials to accomplish their mission with awaess, rigour
and efficiency in the exclusive interest of BAM.n the exercise of their functions, officials areubd by an
obligation of professional secrecy and may not seesitive information for their own personal pumgmseither
directly or indirectly. An ‘ethical committee’ hdseen established to examine questions relatedet@dnduct of

BAM officials.>?
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INTERVIEWS

Representatives @xford Analyticainterviewed the following individuals during a itiso Morocco between 13 and
17 November 2006:

Bank Al-Maghrib, Rabat

13 November 2006

Lahcen Boutahar Adjoint au Directeur des Etudetes Relations Internationales

Ministry of Finance and Privatisation, Rabat

14 November 2006

Nizar Baraka Adjoint au Directeur des Etudesest Hrévisions Financieres
Mohamed Kabbaj Adjoint au Directeur du Budget
Chargé du Financement des Projets Publics
Ragbi Bonamour Chef du Service des Prévisionarfiéres
Abbad Taoufik Administrateur au Service des Fgiévis Financiéres

16 November 2006

Zouhair Chorfi Directeur du Trésor et des FinanEgtérieures
Benyoussef Saboni Adjoint au Directeur Chargé dle Rlacroéconomique et Dette Intérieure
Younes Zouhar Chef de la Division de la Balaneg Baiements

ADDITIONAL INTERVIEWS

14 November 2006

Carl Dawson Executive Director AMCHAM Morocco
Salah Benyussef Expert in local finance Ministryrderior

15 November 2006

Mohamed Boussetta Professor Faculté des scigumigigues économiques

16 November 2006

Nadia Yousfi Charif Jurist Conseil Déontologeodes Valeurs
Mobilieres (CDVM)

Khalid El Massnaoui Senior Economist World Bank
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