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Y WOHDTARY BYSTIE OF FRENGH XIROUCO

Lhapter I. The State Pank of Warccce

1. Origine
The idea of a State bank, to perferm in iorocco what in modern

terminalogy woold be called central banking functioms, was first cone
ceived in 190k, at a tiwe when the Sultsnate was seriously involved
in politicsl and finencial difficulties =nd France was trying to gein
inflaence over the couniry,

Honetary disorder and politleal restlessness were not new evils
in the history of Horeeco., For alxost twelve centuries the country
had been accustomed 0o multiplicity of coins and %o changes in their
value, 85 well g2 %o conbinuous rebeilions of the Arab and Berber tribes
to the political suthearity of the Sultans. Nob until the erd of the
XIX century did the Sultan 1) Hassan succsed in giving an independent
and uniform neans of payment %0 iorocco. The new silver real of Il
Hassan, issaed in 1881, was able to replace almost completely the
Spanish duro and the varicus local colns previously circeulating in the
country. It aleo replaced as unit of account the gold dinar which was
introduced in ¥orooce in the eighth centuryy it later disappeared a8 &
means of exchange but remained the standard of value until the reign of
El Hassan, |

All kinds of disorders again shatiered Morocce during the unheppy
reign of Ll Hassan's mon, Abd-ul-hzis. In 1902 the new Sultan contracted
8 first losn with a group of Tronch banks, and soon after a second and &
third with inglish and Spenish banks. In 1903, in order to raise new
funds, he debased the real. As & conseguence, the Spanish duro, which
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pravicasly had bsen axchanged st parily with the “sssani real, cireu~
lated in Horocco at s prenium el was again preferred to the locsl coins
a3 a means of payment and a standerd of value.

In 190k, Imeed by the revolt of M Hemara, Atd~ul~Agis found his~
self again short of funds, He was then advised by the french consul
in Tangier Lo coatraot a new and largsy losn in order to recrganise
uis army, which was in & stabs of dissoalubion,

A& Convortivm of French Ranks headsd by the Tangque de Paris ot des
Paye~ias, and asaisted Ly officers of the French Jovermment, negotiated
& loan of about 50 million france with the Sultan,t/ The loan agresment
wsg sigoed in Juns 1904, It included two impartant clauses for the
protection of the French interests: (a) the proceeds of the loroccsn
customs were pladpwd as & guarantee of tae leang for this purpose &
right S0 superviss the custon office was granted to tha Consartiumy
and (b) the Consortiuws had to be notifisd vefare any obbhar losn was
nagotisted and, abt parity of comditions, was entitled Lo preference,

In this way France acquired coontrol over the Sultanste’s most
igporient internal source of revenus and on possible external sources,

A full rehabilitation of vhe ecountry would have callsd, howewver, for

& ponetary and fiscal reform, sstablisheent of a military fores capable
of deminating the country, and & prograa of public warks, For these
purposes wmuch larger funds would be roquired than those provided by

the loan, A proposal for the ereabion of a Btate Bank for repulating
the menetary system and controlling the public finances of the Sultanate

NOMINAL Valus Of Gre 108N WAS Ge.5 millich @t & rate of INtATast
of 5% but the bonds were sold at 52% of their face value.
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was Lirst advancad by the Bank Consortiua during the negotiationg fer
the loan,

The Prench Jovernsent, however, preferred to delay full discussion
on the matter until ths necessary diplomatic preparation of the mare
ambitious program was completed., At the end of 190k, after having
reached an sgresment with Spain, the propesal was sgein presented to
the Sultan by the French representatiwve in Tangisr. & Consortium of
Spanish banke had been allowed Lo become retroactively pert of the loan
agreemsnt of June 190l and to acquirs the same privileges as the French
Consortium,

The negotistions with the Sultanste for the creation of the dtate
Bank began en Felruary 22, 1905, They ware alrsady well advanced when
¢t March 31 the Cerman Famperor William II unexpectedly landsd inm Tangier
during the course of & Usditerrsnear cruise and sxpressed the wish that
oroces would ressin a free territory, cpen Yo cempetition from all
Babions on a basis of complate equality, without monopolies ar spacial
privileges for any of them. Soon after, the Gersan press started a
viclent campaign protesting the attempted viclation of the tresty of
Madrid and requesting a new international gonference to solwe the present
difficulties of Horoeco, Abd~ul=isiz favared the ides, hopimg to profit
by the differences smong the Europsan Powers,

The Conforencs was opensd in Algeciras on January 16, 1906, It
was attended by representatives of the same thirtesn Nations which had
participated at the Conference of Madrid in 1500, namely: Austria-
Hungary, Belgium, Ifrance, Ueraany, Oreat Britain, Italy, Moroeco,
Hetherlands, Portugal, Russia, Spain, Sweden and United States of Amsrica,
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" The two differant positlions at the Uonfarence were that of Germany,

saconded by Austriaviungary; and that of Franee, Jerotco played a

passive role, 41 the othor nailions were amore or less on the Franch

side, Franos maintained the Lhesis that the assistance needed by Liorocco

cauld not be given under the formula of an intemmationsl probectorate,

The Conference should make its recomssndations lut their isplemsntation

should be mainly the Lask of Prance togsther with Spain, With respect

to the crosation of the State Hank, Frauce waz prepared Lo saz itw

capital aubscribed by banks of the different nations, ut wanted the

State Bank to perforsm a purely techoleal roles with 1ie main alm the

rehabllitation of the monebary system. OJsrmany, on the contrary,

insisted that the Powsrs participating in the Confersnce should co~

ocperate in assisting Moroote, 7Through the State Bank, which should be

saded by a political body repressnting the respective Jovwernments, the

thirtesn Powers should contrel thes financial set-up for the reorganisation

of the Sultan's Army, the sxecution of public works and fiascal reforss

a8 well as nonetary matiars,

The Carsdn proposal did not appesr very practicable in the sctusl
ajtuation and the finsl resolutions of the Conference were mostly in
line with the Fremch approsel, The task of orgwnising & police ferce
in Yarooco was entrusted to france Jointly with Spain, About watters
of taxation, customs policy, arms contraband, public services and publie
works, recommendations were mads in the final aet of the Conferencs
without specilying the governments responsible for their isplementation.

The articles concerning the orsation of the State Bank of Meroeco
resulted from & compronise between the two groups. Altheugh its role was
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limited in relation to the Osrman proposal, ths Jtate Bank was oreated,
with undenisble international charscteristies, az an organization subjech
to the joint superviaion of twelve Powers,

The Charter drawn in Algeciras, as amended in 1926, 1930, 1936 and
196, ressins at present the legel basis of the State Pank of iorocco.

2, ¢harecteristics of the Stave Bank

The churter of the "Banque d'Stat du daroe” is & part of the General
4ot of Algeciras signed on April 7, 1506, The Statutes of the Bank wers
drafved by a specisl committee in accordancs with Article 57 of the
General ict, and wers approwed by ths General sssembly of the stockholders
on February 25, 1907. |

The State Bank of Marooco is a wddue ¢mss of & bank exareising
public functions proper to & (antral Bank, and deriving ite legal suthority
fras an Internaticnal Apreement. The (eneral Act defines the banks as a
eporation governed by the Pranch law, It must, however, be noted first
that the French law i3 applicable only inesmuch as it is the law daslegated
by the Genspal ict of ﬁlgoew to supplement it rules; and, second, that
these rulms differ substantially from those which govern corporalions in
¥rance, especially with ragard to tvhe organisation of the Dank,

The duration of the Bank was ariginally established for farty years
anding on Decesber 31, 1946, Bofare the charter expired the Rank'a
privileges ware renewed for & period of twanby years., The legal residence
of the Bank ie in Tangier, whers the Sank bas ibs main office, ilowsver,
the adminietration of the Bank was located in Rabab and the Hoard of
Tirectars usually mests in Paris. The Sunk has agencies in She nmost
important citiss of ths Sulbanate and mn offics in Paris,
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. The ppivate field of Wuak;s of ﬁw_ Bank is stated very Lroadly
in the Bank Chorter and Statutesy “the Bank can do all kinds of business
proper 0 8 banking institution®, They are specifically mentioned:
short-tern losn and discomt operations; receliving of deposits, exchange
of money, trade aof securities for the sccount of customers, eto.

¥are importent are the exclusive rights given to the bank in the
pablic Lield.

The State Hank is the ouly bank in the country baving the privilege
to issus legal tender notes, convertible on demand, The convertibility
clause, which apparently referred to convertitility inte silver coins, was
cuptomary at & tisme when inconvertibility of paper money was exceptional,

wn Peserve squal o one-half of the mote circulation was reguired
during the firat two years of the Hank's operstions, and 2 33«1/3 percent
roserve wan required thersafter, the fore in which this reserve had to e
held was not specified, exvspt that ane-third of the reserve should consist
of gold and/er gold coins, Mo provisions exist for reserves against deposits.

The State Bank is allowed %o do "whatever it corwiders necessary to
establish 2 sound monetary system in lovooce'. Conseguently, the Bank
is the only institutlom in charge of the sinting of coins and related
mtmq These very broad powers later entitled the State Bank to
endorse a complete change of the monebary syntem.

ihe special privileges alresdy granted $o the Fresch Banks Consorw
tium 85 @ consequenee of the loan of June 190 were twunsferrved to the
State Bank, while the Consortium was eatitled to 2/14 of the capital
stook of thwe State Bank of Noroceo. As & consequence, the State Bank
had the right of preference o any loans the Sultanate might wish te
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nagetiate in the future, and the right 4o rocsive custom proceeds and %o
supervise the custam office,

In aadition, the Bank is eanbtitled to be the financial agent of
the Horooccan government for the placing and service of Treasury Bonds
and can also mmivu in an open account all obher soverwsent revenues
which the Sultanate can freely utilise. Noreover, within cartain
linibe, bhe Bank is allewsd to make advances to the Sulianate Uovern=—
menbt,

The capital of the Benk was initially fixed at fr, 15,400,000
reprezented by 30,800 serketable and nominative shaves of an individual
walue of francs 500, The totel amsunt was divided in 1k parts of 2,200
shares each, Twelwe parts were ressrved to the powers repressnted at
the Conferencs of Algeciras® and two parts to che Bank Consartiun which
signed the loan agresment with Horocce in June 1904, In sccordance with
the Aot of Algeeiras the parts had %o bs represented by banking institutions,

The French part as well as th» Lwo parts reserved for the Bank
Consartiue were rapresentsd Ly the Banque do Paris ot des Pays-Sas, The
govermmants of Spain, Italy and Portugal named as holders of their parts
the respeotive centrsl banks, and the Forocesan povernment named a high
officer of the Sultanabte., Ths parts reserved to the other Powsrs were
held by private banking institutions of the respective countries,

The eriginal holders or representatiwes of the fourtesn parts of
the bank stock had the right to designate one directar for each part,
provided thet they osntimued to hold titls to ab least one—half of the
shares subsaribed, If, as a consequence of sales, holders of the parts

I §m United States of ARrich did nob avell themaelives of this
right,



e 3 -
wors no longer enbitlad to appolnt directurs, the leneral issesbly of
the share~holdars would elact bhe direcicors needsd Lo fill the vacancles,
The sysitem of nomination of Jdirsctors by the holders of the original
paris represents ong departurs -~ 48 wesz menticrsd above - from Lhe
noraxl procecure of French copporsations, Other departures will be
noted in the orpanization of Lhe Bank which weg governed and controlled
by the Bodies Lo be seniiowed in the following paragraphs,

&) The Doard of Directors of 1l meabers - designaited or elscted -
has the largest powers in the sdalnistration and management of the
State hank, Uecizions are talenm by & ziaple sajorlty vote, with the
possibility of the absentoes expressing their vote by telegraph or by
proaxy through another director, Decisions are not walld unless 7 votes
are cast, of which $ at least zust be by Jirectors persanelly atiending
the meoting.

B} fThe Committes of Auditors, originally composed of four nembers
designated by the Central Banks of Geraany, (rest aribtaln, Franca and
Spaind/ nms the task of supervising the runctioning of the Hank and of
ascertaining that the articles of the charter and the statutes are
strictly ohaerved. Their annusl report to the Oeneral /sseably should
be aanexsd Lo Lhe mm of the Beard of Directors, The Auditors, howsver,
sannot interfers with the management of the Bank,

C) An Imperial High Comaiesioner has the right to be inforued
About the management of the Benk for the protsction of the Sultanate
interests.

X7 SInee 171V Lhe comaittee has only J GGABSrs BINGe USFRARy has WiLharaWn
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0} The Comainsiopers {me or sore) ara slacted every year by the
(eneral Assembly to make & report &t its following mseting on the financial
atate of the Hank and en the budget and balance shests pressnted by the
Board of Lirectars.

E) The Uiscount Coamission is an advisory body whose -members .
are selscted by the Doard of Jireetors from pecple residing in Tanpler,
The Comsisslion advises the Yoard periodically on dlscound amd #radit
policies.

F) The denerel Assembly of ihe stockholders can be attended by any
sbockholder heving direct title 4o or repressnbting the holdars of at
lsast twenby shares of the capital stoek of vhw Bank. Ordinery Assembliaes
maot overy year in the place chosen by the Board of Directors, Hutra-
ordinary isseambliss can alsce be called by ths Cosmisaionsrs in case of
urgent nesd,

The normal funclions of Lhe Ueperal Asseably, besides those already
mentioned concerning slections of Directors and Commissioners, are mostly
perfunstory. A clause prevents that suljecte other than those chosen
for the Agends by She soard of Direciors be discusssd in Lhe hssembly.

The assesbly is usually called to approve or rejlect the scommis
of the RBank, /Asendment® 5o bhe statutes smet be proposed by Lhe Board
of Directors and nead Lo ba approved by & twwmiéds msjority of the
Extraoprdinary leneral issembly.

Jthar rules provide for the possihle ligidetion of the Bamk, litige-
tions, distribution of profite, legsl recerves, etc, Witbout entering
into further details about the legislation of the State Bank of Noroceo,
1t can briefly be sald thet the drafuers of the Genoral ict of Algecires
areated & Central 2ank of Korosco governed by a Board of Directors, inter
national in s compositien, subject Lo the narmal type of sdeinistrative
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contrals, and to & Conmittes of Auditars having the task ~ mostly
political = of safegnarding the terms of the Algeciras igreement.

3+ Changes in the Scope and Control of the State Bank

sodifications of the statutes of the Hank are not very significant,
They are concernsd with the repswal for twenty years of the privileges
of the Bank and with increases of the oapital stock,

n the contrary, the scops of the Bank changed considerably due to
the different econmmic and political situabion in which the Bank had to
oporats, From this point of view, 1V 18 possible f.a distinguish three
perieds in the histery of the Hank:

4) 1506-1912. During this peried the scope of the Bank remained
what the drafters of Algeciras had intended to provide for, namsly, an
institution ruled by Zuropesns in charge of public econamic functions
in dorosoer in cther words, & sort of economic protectorate ower the
Sultanate, The increasing impartance of military foross of France and
Spain, whioh according to the Aet of Algeciras were responsibls for the
pacifisation of the country, »fmumm the new political organisation
of the country achieved thraugh the Treaty of Fes,

B) 1912-1920, The signature of the Treaty of Fes (March 30, 1912)
marks the fawal snd of the independence of Koroeco and the establishment
of the French and Spanish Protectarates, FPreviocusly, in Kovember 1511,
Germany had been induced to sign & convention with France,. practically
isaving the latter with free hands in lorooeo., The establishment of the
Frotechorate gave to Framve and Spaln the xight and the instrument of
direst cootrol over Morososn public &ffairs. The rols of the 3tate Dank
of Yeoroeco consequently Iez\hnn@ad considerably, becoming one element instead
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of the main institution in chargs of Lhe economic protecuion of tha
fultanate, The pablic powers of the Hank instead of veing limposed
on Lhe weak Sultanate now had to be coordinated wilh those of the
Protecting Powers.

C) filnce 1920, After the vietory over Germany, France obtained
the majority in the voting capital of the State fHank and, moreaver,
created in Sorotco a msonstary system tied to that of istropolitan
France, Since the loroccan frane is & satellite money with respect o
the metropolitan franes; She role of the State Hank of Yorocce reflects
this character of Central HJsnk of & dependant monetary system. the
participation of nationsls of countries othor than Franve in the capltal
of the Hemk has almost completely lost political siznificence,

As for Lhe institutional changes in the structure of ths Dank,
the most importent modificstion comcernad the distribution of the
Bank's voting atock and consequently the composition of the Hompd of
Uirectors by nabionmlities,

The Peace Treaties of Versailles (June 191%) and Saint~Germain
(mm* 191%) include some articles accarding to which Germany and
Austria, respectively, rencunced the righte they had derived from the
Aot of Algecirss and subsequant agrsements with France on Voroscan
questione, BDoth Jermeny and Austris transferred their shares of the
capilal of the “tate Bank of Harecco Lo entitice desigrated by the
franoh Governmants in Lhe case of Germuny the shaves wers tranaferred
to the Bank of Algeria, and in the case of Austrim to the Banque de
Paris ot des Pays—iad.

Soon after the Government of the U.S.5.R. pressed by iis need of
foreign exchange, transferred the Russian part Lo the Bangue de Paris et
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des Poyse-das and Oreat Britein - a5 g friendly diplometic gestore -
transferred her part to & public banking institution of her war ally,
the French "Caisse de Dépdts et Conslgnations",

I% musd be added that in 1520 the shares which originally constituted
the part of the soroccan Sultanate hed been already sold out mostly to
Freach nationals.

On the other hand, the originel caplial of the State enk of Yorocce |
{france 15,400,000} was doubled in 1926 and was brought to three tines
the origingl ameunt in 1930, that is, to francs 46,200,000, fThe increase
wos effected by issuing new shares bared on esisting reserves to present
stockholders proportisnately to their holdings. BDesides the large tresfevs
of shares mentioned above, considerable ssles between entities of different
netionslities have taken place since 1906, ar 1t 1s shown in the following table,

Capital of the State dank of uoprogco

Distribution of the Shares by Nationulity of the (nmers

1 inal Dz.strilmtim - Fresent, Disteibution 1/
Wow es  Percentage o, OF Dhares '}’mm&:

?I‘m% 6,6»00 21.’32 52’891 572
}’W 2,200 7 ol 6,597 1
Belginm 2,200 Telh 6,500 7
¥etherlands 2) 200 Telh 6@&5@ 7
Ttaly 2,200 Tolly 3,399 bel
Sweden 2,200 7ol 2,970 342
Oreat Sritain 2,200 71k 759 Q.8
Austria 2 ,300 7 61}4 -
Germany 2,200 Tolly - -
Rusais 2,200 72k - -

Horecco 2,200 To1ht - -
Vatican - C- 3,200 303
Various - - 8 092

Total

Howaver, it sccme thnt no importmt chmges hnvn occumd in
the following yesrs.

Sources A. Je Marty. le Franc Marocain, Mennais satellite {Paris, 1951).
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The preceding table shows thal envities of French naticnality now
hold the majority of the shares of the Siate Hank, This situation enables
France Lo bave eight French drsctors: ithree noainated, as originally,
by the Bangue d@ Faris ot Jdes Pays-38s and five olected by the General
hmsenly, Of the remaining six directors, five are nominated by tvie
represantatives of the parts of Spain, Partugal, felgium, Netherlands
and Ivaly. 3ince 949 the General Assembly chose a lorcccan subject to
be tiw fourteenth ii.mM.

It is alao inmatmg to note that out of 52,891 shares held Ly
entities of French nationality, 17,667 were recently held by nationalised
banks o pablic institutlons, 15,110 by the GHangue de rariy et des Pays-—
Bas, 14,936 by other banks and 3,178 by non~banking firms and individuals.
The Bangee de Yaris et des Pays-iae, mg renains the largest single
stockholder of the State Bank of Harocco, is a bank ®diaffaires® and, as
such, is now subject to She control of & government Comsissioner with
vet.o power on all majar decisions (Law of December 2, 1945). Horeover,
the French Uovernment participates in & majority or minerity position in Ltiw
capital of most private bunks, These strioct relstions between the govern~
ment and the banking system in Yrance make: prestically impossible any
open divergenos within the Franch group on the policy to be followed by
the Stats Bank of Horeoco,

Economie and political disorder in Lorocco and riuiriu betwean
Europsan Powars led to the Intermational Conference of Algeciras (1906),
which gave origin to the State Bank of Horooco,

Tim State Bank carries on functions proper to a central bank as well

&s Lo & private bankiag institution. It waa originally conceived as an
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international instrussnt (o exercise a sart of economie protectorate
over the Bultanate, In 1920, homewvar, framce obbteined controlling
power over the State Hank and, with the establishusnt of the voroccan
frane system, introduced in ‘arocce & currency tied to the tetropolitan
franc. Since thon the States fHank has played the role of a central bank
in a dependant aonetary aystem,
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Crapter fi, nvelusion of the uonetary wobes

When the Stabe Nank of worocco was establlished, the Cultanute wia
going through & very troubled phase of ive histary. In 1508, Abd-ul-Asis
was abiacked by his older brather, iulal iafid, who had bewn recognized
sulben by bhe tribes of Lhe South. Abendened by his soldiers, Abd-ule~hmis
flad to the Fremch Army for refuge. Four years later wulai vafid, himeelf
faced by yebsllicns, sipned the Ireaty of Frotectuwreta with Frauce (Fes,
warch 30, 1912) and soon after was induced Lo abdicate in faver of anobhep
brovher, Mulai Yasef, After that the ailitery operebions, under vhe
desdarship of Lyautey, procesded more rapldly. The cowplate pecification
of the oountry wes achieved in 193hL; the last full-scale aperations were
thoas condugted in 1925-1926 in the mountainous Rif region Lo repress
thes reballiom of Abdel~Hriam. The accasplishmanis of Iysutey and of his
succossars warw not, hossver, purely military. The politicsl, administrotive
and evoncmic reorganisation of Horooco is the groavest achievesent of the
French daring this periad, The esconomic developmant of m countyy con~
tinved, despite sll 4ifriculiiss, even during ¥orld Uar I and wes pardicularly

A+ = Spanish 2‘&“& and THassanll owprengy

Lo

The perled 1907=1920 is characterised by an increasing maliiplicity
of monetary fowns and the developesnt of & banking systea in Yoroeco,
Although 4t is not possible to haw‘ a quantitative ssasure Cor all tﬁ
different neans of paymsnt in actiwe circulstion, thair ordar of relative
importanes in the money supply of Morosco and their characteristiocs sees
o haw changed ss follows during the periods
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1) Spanish coins 1} Ipconvertible Algerian franc notes
2) Hassanl coins 2} Haseani colma (incluaing new issuss

of Lhe Gtate hank of Herooeo)

3) Cenvertible ¥etrapclitan franc 3) Inconvertibls detropolilan frane
notes ' pobas

k) Convertitle Algerian franc notes L) Franc deposit money

5) old coine, other foreign currency, 5) Spunish coine
st

6) Convertible Hussani notes of the
State Horsteo

L3

7) Hassani deposit meney
8) Prench cuins

9) 0id coins, cther foreign currency,
ate,.

{Hotes Underlined items are legal tender aomey at the datss indicated)

In 196 a considerable amcunt of Spanish coins cireculated in Korosco
and the Act of Algeciras had recognised this money us legal tender in the
Sultanate,

With regmd Lo the issue of local currsnoy, no written rules existed
axcept those in the Karan, with the interpretation given by the axperts of
Moslen religious law, #ccording to these texts, the mustary system of
Horoaoo was a blmetallic (gold and sijver) memsbtary systes, In fuch, how~
aver, gold coins had sinoe long disappesred fram ciroulstion being hoarded or
exchanged abroad &% their setal walus, Ths aminting of silver coins was &
prerogative of the Sulten, altheagh sosetizss usurped by his contenders,

These silver cuins wers neither full body mouey nor purely token acey.
In fact, in the absenve of fres exchangs Detween silver and coina, the coins
may well be worth more than the value of their silwr content, plus minting
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expenses, when they parforn a specifie monetary functlion within the
country and thelr supply i= relatively scarce in relation to the actual
monetary requirenents of the econway. &8 the Sultans had learned to
their advanbige, fluctuations of the valus of the coins theoy issued
abovs parity with silver could be substantlal,

In 1907 the Horoccan monay in eirculation consisted almost exclusively
of "Hassani® coina, so callad fros the nase of the Sultan U1 Hasasan,
Thay were of two types: the coins first issusd by £l Hassan in 1881,
which were based on 2 silwr resl of 29 grass; and thoes issved from
1903 ta 1906 by Abd-ul-Asiz which wers based on & silver real of 25 graas,
Both reals wers very similar o the Spanish duro, a silver coin of 25
grams, circulating at the (ime in Horoeco as well as in Spain,

The main econamic differencess betwaon the Spanish and the local
Karcocan amey wire originally due o the faeh that (a) the Spanish
amey could be used as such Par making fareisn mmntuy which tha
Meroccan monay could notsy and (b) ‘t«im. the value of the Spanish menwy
was not subject Lo manipulation by the Sultans and had been much aocre
stable than the Moroscan money, The lack of physical uniformity amung
differant joroccan coins of Lhe sam denominmation and among their
fractiona) units was an additional bad feature of the losal eirculation,

The State Bank first trisd throughout Maretco to achieve unif rmity
rather than stability of the exchangs rates between ciffersnt coinm. The
affoctiveness of the Bank's operations could not de too grest due to the

I7 The Spenish monsy, which Was 8b Uhe Cime on & SLIVer Standard, Rad
been used for direct payments betwsen Spain and Horocce and as an
intermediary for payments to and from other countries, mostly on &
gold standard.
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disrapted political conditlons of the country and to the limited facilities
avail;able to the State dank for this purpose in its first ysars of existence,
me hank, however, succeeded in reducing the possibility of arbitrage
operations, on which a large number of merchantes had tnde ensy profits
in the paat.

Finally, in 1911, under She pressurs of higher currency requirements,
the State Bank of lorocco entered into & more active phase uiih the
new issus of coing, the presence of larger occupation forces, the revival
of trade and an intense speculation 1n iand transactians jusiilied an
increase in circulabione

‘he silver coins of the State Sank were also of the Hassanl type,
based on a unit of 25 grams as were the resls issued by Abd-ul-Aszis
after 1903. 7he comson unlt of account became, however, the Pesets which
was squivelent to onewtenth of the ald real snd one~fifth of the Hassani
dm*o.y About 127 miilion ifassanl Feseias were minted by the State Bank
Lbetween 1¥11 and 1919,

Previoualy, betwoen 1661 and 1503, the issue of Hassani coins based
an @ real of 25 grams had attained s total of about 80 millicn hassani
pesetas and beween 1903 and 1506 the new coins of AbdeuleAziz had amounted
4o gowe HePe 77 million. The coins of the State Lank, like the previcus
ones of Abd-uleAzls, were partly made out of new stocks of silver and
partly by reminting Hassani coins of the 29 grase type. The profits
realiged fron these monetary issues should goy accerding to the Act of

17 Apparently eince the Ltate Dank atarted Lo operate, the unit which
formeriy had been called 1/2 real er duro came to be known by the
naxe of "real®,
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slpeciras; Lo the Sultanaie Uovernment, on whose behalf the State Bank
issued the colns. But at first one-third of the proceeds, then ones
half and since 191l the entire amwount has been used to establish a roserve
for stabilisglng the mhmgermm of the Hassani.

The anvant of credlt money of the Hassani type, issued by the State
Bank, was not very important., The {irst type, introduced in 1909, was
m caghier's check, mainly wtiliged by traders to transfer funds between
gities of dorocce wlthout actuxl trangport of coing. The cashler’s check
gtieined a waximum clreulation of almest He.Ps 200,000 in 1911,

lisssanl notes proper were {irst introduced in December 1910 in
deponinations of cpe hmindrsd pesstas, Thefr circulation never attained
a high level, however, due to ihe reluctence of the native population
who were not accustomed to paper woney and who were very susplcious of

curpyency manipulations.

Circulation of Hessani Notes

ﬁec. 313 1911 Hi?i 1’196!508
- ] " 55461,600
o 12 1 # 2,537,320

Soures: State Bank of dorgeco, Heport of the Auditors
to the Ueneral Assexbly of Jane 28, 1920,

B. Frangh frage circulatimn

Finally, attention nmt- be ealled to the circulation of French
bank notes im Korocco, which becenme izzc?eaainaly i.mpaﬂm‘h during the
period 1507-1920, The French money had been alrsady accepted in Morouce
in the XIX Century, expecially in the sasiern part of the country bordering
on Algeris. The French oocupation forces, which had been in Loreeco since

1907, became a much move important vehicle for the expansion of the French
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cirenlation., The troops in the region of Casablanca were {irst paid
with notes of the Bank of France, and those in the region of (ujda
with notea of the Bank of Algeria, later, after 19lh, all troops were
paid with Algerian francs, Thearetically, the men of the French army
should have exchanged thair francs into Hassanl sonsy before making
local purchases, but in fact very soon merchants in frequent contact
with the Fremch troops became accusiomed Lo take payment in French
monsy, The larger acale of military opsrations afber 1911, and the
progresaive pasification of the country after the establishment of the
Protectorate enhanced the process of expansion of the frane circulatien
in ¥orooco,.

Ascarding o De Roux{ the exchange rate bstwsen the Hassani Pessta
and the Franc bad varied considerably in the four years precading the
astablishusnt of the State Nank of Lorceco, reaching & minimm of H.P,
1.35 per franc in Hovember 1903 and & maximum of K., 1,85 per frane in
_ hugust 1905, In that period, a&mmnrmmdtmw
to decline in relation to the Franc reflecteds (a) directly, the
inflationary impact of the monetary issues of Abd~ul-Asix, made during
a period of politieal and economic weakness of the Sultanate and, (b)
indirectly, the erisis of the Spanish money to which the Morocean coins
wore atrictly tiod at the tims,

Since the establishment of the State Bank of Worosco, on the
contrary, the value of the Hassani in tsrms of francs tendsd to rise,

17 Ds Roux - Ia T8farme monBLaire au Waroc,( Peris, 1728)
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Exghange Rates of the ilassani Fesela
{in teras of france 100)

Hax g Hinimum Gnd of the Tesr

s

1908 163.5 7.6 155
1920 13, 3.5 1515
1912 12}, n6 124
1914 13845 126,5 138,53
1916 130.5 123 123

Sourcet ﬁuﬁa Bark of Borooco: Reports to the Ueneral Asseably,

During L907~1716 the eppreciation of the Hasseni in relation to
the Franc was the consequence of a higher sffective desand for loeal
goods and servicss on the part of ths “franc ares of loroeco®, and of
the relatively sumll increase dia the supply of hassani cuwrrenty. In this
period the fromuier of the "hassani area™ ran according to social rethar
than geographical boundariess the peor section of the nativwe population,
the farmers, the inmhabitants of regions not yob ogeupiad by the FPrench
sti)) used exclusively hussani coins far their tramsicticns, The esport
swplus of the purely bassani ares, in relation to the area where both
francs and hassanis wers sccepted as payment, tendsd to drain hassanis
out of the latter srea and to raise their walue in terws of france,

In contrest with the moderale increase of the hassani money which
alsc had & low velocity of circulation, was the large increase of the
Trane supply in Iééruma, sntianced not only by allitery expenditures, tut
also by bhe expansion of banking activities in Maroeco, Particularly
impertant were the discownt operations in Algerisn franes of the Algero-
Tunisian Bank fer Export Trads, an affiliate of the Bank of Algeris, The
latter bank, which wae the Bank of Issue in ilgeris and Tunisia, encouraged
the expsnsion of iws mtma‘s.n Yoroces, hoping to replace eventually the
State Bank of NHoroooo, |
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- In 191h, the suspension ni' whe franc convertibility into gold gave
rise in Zarocco bo & gansral rush Lo withdraw deposits and to sxchangs
notes into coins, Among the measwres taken to relisve the benks of
me of bisir ditfﬁaalmn. ana bo aveld & further appreciation
of the jassani coinw, was the granting of legal tender gbatus in Lorotoo
Lo the notes of the Bank of france and of the Bank of Algeria, |
sron 193k until 1920 three independent currencies wers vherefore
lagal vendsr in french Moroccos the Hsssani, the Spanish and the rrench
cuwrrency, o exchangs problam existed betwesn the ilgerian and the
¥stropolitan francs, since & convention passed bstween the Bank of
Algeris snd the Hetropollten Tressury assured unlimited credits in both
currencies, as meeded Lo maintein parity between them, The iupartance
of the Zpanish circulation in Lhe French Protectorate was continuously
declining. The real problem besetting the monstary system of Marocco
was than the instability of Lhe exchange rate between the Hassanmi coins
and the French notes,

A first attempt at stabilimstion was tried in 1917, despite the
difficultiss encountered by the mint office in Paris in providing large
smounts of Hassani coina, The exchange rate of the Hassani could bawe
been do facto stauilized at i,P. 12y per {rs. 100 between Jamuary and
Septexber 1917, bubt in October the rate had to bw revalued at parity.
The new siebilization which was deemad to be definitive, lasted in fact
enly two years. The failure of both atiempts st stabilisation waz due
to cauwes differsnt from those which had previcusly tendsd to raise the
value in france of the Yassani pesstas, The boom of silver in the Londem
market, lster combined wi’ﬁh the fall of the franc in terms of pounds,
rajsed the frane value of the metal cantent of the Hassani, so that ab
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the end of Septembar 1917 the silver of H.¢. 110 {instead of 12L) was
warthh frkmcs 100 and in October 1917 the metal of H.0, 100 was worth
sometoing aore than one hunired francs. On both occasions the main-
tanance of the previously established rete was impussible, because the
gsale of the coins far bheir metal walus would have besn more profitabls,

The break of | parity of ths franc-lmssani rate in Qchobar 1919 made
inevitable and uwrgent & radicsl reform of the monetary system of Morocco,
& reform which had been considersd since 191k, AL the snd of 1919 the
franc price of silver continued to rise and it was not possible to fore-
cast wien and ab what leavel it would settls. Reliance on “stabilisetions®
had been so badly simken in sorocce shat recowery of confidence in a
rew rate would bave been in any cage a long and difficult procems,
Ksanwhile the franc walue of the hassani had doubled and so had tLhe cost
of living for the Buropsans residing in Norosco and for that part of Lhe
native population in closer contact with them,

The only sciuntlon appesred to be the unification of the wonetary
oystene elthar on Lhe basis of the Hassani, or on the baslis of the
Franc, The first alternstive waz finally chosen and a "dahir" (deeres)
Zor domonetiving the Hassani wae euacted on Harch 1?, 1920, The dabir
provided a cartain peried duriag which the Hussani eurrency would have besn
sxohanged against notes of the Hank of Algeria and Damk of Fresce at an
initial rate of one hassani per two {ranve, Sanctions were Lhrsabened
againat persons not complying with the dahir and persisting in making o
recaiving paymenis in hassani ocwrrency. The operations far the collection
of the hassanis were carried on by the State Bank on behalf of thwe
Sultanate Government,
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At the and of the period allowed for the exchange of Hassanis
the Stabe Henik had in its vaults soms 80 milllon hassani pssetas,
Later, nowever, obther consldsrable amounts of hsssanis were confiscated
or withdrawn at & lower rate of exchangs. Certainly more than 50% of
the Hassani currengy estimpated in circulation at the bime of the dabir
of demonsiiszation (sawe H,P, 180 million} wers aince then withdrawn,
voluntarily or forcibly. The cost of the coperation, inclwiing pramiums
for Lhe cooperation of the local lioroccan officers, run on the averape
around francs 1,75 per hassani peseta retired. The financial require~
ments were met in part by utilizing Ifranc reserves of the Sultanate, in
pary through advances withoul intarest of ths State Bank, but mainly
though advances in Algerian f{rancs made by the Algero~Tunisisn Rank, l/

2) The Moroeecan Pranc

Recognicion of the notes of the Bank of Franos and Dank of Algeris
a8 legal tender in Worocco (191k) and utilisation of them for withdrawing
the Hassani circulation (1920) were messures which hardly cculd be com~
sidered in accordance with the Usneral ket of Algeciras and the issue
privilege of the State Bank of Marotco. The Gommitéee of Auditors in
its Report to the General .sseably of Jurs 28, 1980, made this mildly
eritical comments "Has it (the period from October 1917 to October 1919
in which the hassani peseta and the frenc were sxchanged at parity) the

I/ Tn ordar to withdraw a Tirst amount of H.F, 70 million, The Following
funkis were available to the State Bank:

Fram Sultanete Reserves Pres, 23 million
From Advantes of ths Stete Bank _

of Horooeco 29 =
from Advances of Lhe Algero~Tunisisn

Baalk ‘ 7% ®

Total Fres, 127 milliom
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propar tiue Lo declare the inconvertibility of Lhe hassanl notes and
te reastablish 4 unifors Goroccan systom based on that cwrency? And
could the existing parity {of ihe hassani pesata with the franc) be
then maintalmed as & lasting poliey cbjective? It was nodt judged so.*

It is known Lhas only at the last monont & clause wes inserted in
the dahir of sarch 19, 1920, mentioning the evantual substituiion of the
notes of Lhe Bank of Francs and Iank of ilgeris with a Franc pots issued
by the State Bunk of doprosco, 48 & saiter of fach, through all this
pepriod the felure sxistence of the 3iats Bank war 1tselfl 2 peoint undar
diseussion, [t sssmed Lhal the pew polilical statuz of Horocco ne longer
Justified & Bunk of the iype anvissged in Algeciras. However, since
the dissoclutim of tis Uthle Benk hed nob occurrad and ils stzlules were
golng to ressin practically unchanged, it was necessary tiab the formal
charactoristics of Lhe monctapy systes should be more in agresment with
the chartor of the “tabe Bank of Xoreees. Ib sust b2 recallsd at bhis
point that since 1920 “rence had cblained controlling power on the Bank,

The dakir of June 21, 1520, stated that the notes Lo be issued by
the State Bank would in the future be the widy legal tendsr curvenoy
recognised in iaresce. Other franc nam woald be allowed to circulste
only tempeordarily. The issue of daroccan [rancs started in Wovimber of
the sass ywar and & decrss of Hareh 1927 declared legally terminated
the period of tolerance for Algerian and :stropelitan notes, | Thia
decres, howevar, was not enforesd unbil the bagimning of 1928,

Three separabe agreessnis concluded abmt tLhat btime by the Stave
Bank allowed iV Lo bevems in faet, as well as in principle, the sols

instisution having bthe privilege of issuing carvency in scroeco. The
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throe agresmenta of the State Hank wers:

a) Tie convention wibth the forocean Devernment of Hovember 10,
192L, by whnich the latter, inter alis, engaped itself to take severe
measures in order to prevent the circulation in French loroeco of bank
notes obher than thome issusd by the State Bank,

b} The convention of Hovesber 29, 192, with the French Wetropolitan
Treasury, renewing for an indefinite periocd the previous three year:
agreement concerning the so-called "cperation sccount” systen,

¢) fThe agreement wiith the Dank of ‘lgeria, effective on Jamuary M,
1925, by which ssveral controversial metters betwsen tiw two banks were
firmlly ﬂgulam. Direct or indirect interference by sach Benk within
the area of mamatary authority of the obther Pank was explicitly precluded,
Accordingly, it was decided that Lhe Algero-Tunisian Bank, the cmmpmﬁsn&'
in doroeco of the Bank qi‘ Algeria, had to be liquidated,

The systes which was £inally established in 1925 is practically the
sime a3 the ane still poverning the sanstary econcmy of Mrench Larocco.
Changes within this regime wiich have ovccurred in the last 27 yoars
mainly rellset parallel changes in the monetary system of setropolitan
France, such as: peestablishment and then definitive abandoneent of
note: convertibility inte wold, devaluations of the franc, introduction
of exchange coutrols, etc,

3) Ihe “Operation Account”

The demonetiszation of the Hazoanl ¢ ey hod aslved the problem

of internal exchange rates by giving to French Morocco a unifors monebary
system based on the ﬁ&m". The creation of & bank note distinguished
from the Letropolitan and the Algerian franc posed again the problem
ofmgﬁm rate of exchangs of the new currenoy.
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In 1920 the system of the operation account wes already used by the
Bank of Algeria and the Fank of Madagascar as an automatic exchangs rate
stabiliser for their notes, A4t first it was thought possible that the
sama Acccunt opensd at the Freach Tressury in the name of tiwe Bank of
Algeria, for the benefit of Algeris and Tunisis, could be utilised also .
for the advantage of Horoece, This, however, would have moant the
liqguidation of the Hank of ierocco or iLs subordination to the Bank of
Algeria, The final solution was the establishment of a separate operation
account betwsen the State Bank of Herocce and the French ?rawi in
Peris,

This account,” btechnieally known &3 curpent account No, 2007 at
the Prench Tressury, serves to cradit to France or ¥orooco an uniimited
sacant of the respsctive currenciss as needsd for Treasury operations
and for compensation of periocdical balance of mmnt disequilibeia
botwesn the two currency areas. This in tuwrn paraits the saintenance
of & stable sxchange rate under conditions of free trensferability
between Eﬁbrapmm francs and keroccan francs,

The telance culstanding in the operation mccount can be favorable
to the French Tressury, in which case it is said to be "payabls in
Rebat®, or favorable to the Siate Bank of Worosco, in which cese it is
“paysble in Paris”®, 1In other wards, there can bs Hetropolitan franc
balences or Korecokn franc balances outstanding, In both cases the
bslance of Lhe operation sccount is productive of interests the
rate of intersst, however, is progressive only in the event that the
debtor 1a the State Bank of Norosco,

Gfmmnwmmunm between the two currency aress nesd Lo
be clsared through the operation sccount. Pirst, nombanking institutions
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anc individeels in freguent business conbact with both arwes can, and
in fact do, offset part of their debits and ersditve in Ustropolitan
francs againet credits and debiia in Yoroccan francs, 3JSecond, in the
cass of banks, the same occures with regard Lo payments made and received
for their om account and for the sccount of their custamsrs, Third,
in the case of Lhe Treasuwry of the Vrench Frotectorate, compensations
take place ha%mh trangfers of public funds to and fros the metropolitan
Treasury, directly, as well as far the account of other public institutions
in France and in lUorotvo, In addition, the lorogean Traasury operates
& looal systea of poetal monsy orders, connected with the wetropoliben
ayatom, 4o which banks and non~banking firme and individuals ¢an have
Aacoss3, Postal monsy transfers batween Fraanoe and Morocco are alse
entared into the network of Tweamiry compensations,

The balances which are not settled in any of the ways mentionad
above are finally brought to the State Bank of Horooco which perforss
exchange operations for the ageount of its direct customers, of banking
institutions and the Treasury. 1% regulates periodically the balance
Jaft after clesarance by crediting cbligatorily the operation ascamt
far the surplus of Welropoliten francs at its disposal. In the opposite
casa, whan there is an excess of iorosvan franes sesking conversion into
Notropelitan francs, the technical procedure for setiling: am difference
has been as folloms: a) m State bank of Morogco usss the ﬁwm
franes to buy at the Post (ffice a4 aoney order payable in etropolitan
france; b) this item, as mentionsd befave, is clsared with other items
of tha Tressurys ¢) the balance left is brought back to the State Henk
which settles it Lhrough the opersbion account.d/

m a:!.ao %a talm TRCUTEY ﬂimeh)g to the cperation sccount,
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‘In addition, the operation account is also credited for the intarest
arising mn its balance cutstanding and is debited (or credited) for the
amount of Yetropolitan franes needsd to sstisfy (or in excess of) the
mindaum ressrve requivessnts of the Sitate Jank, & pary of the State
Hanit logal reserve, consisting of letropolitsn franc assets, is held by
the French Tressury in & ssparabe account called the *“provisional account®,

A fow points aust be further stressed: {(a) the French Treasury,
in Paris and Rabat, can utilize the oporation account far monetary and
non-acnetary operationg.. Vhe Stabe Zank, on the contrary, utilises the
sccount prissrily for exchangs purposes, in arder to assurs convertibility
at par batween Horcccen and debropolitan franca. mily far & few othey
well~defined Wtiorm,‘ such &2 the alrsady menbioned transfers from
aixdi o the provisional accosnt and bhe crediting of intarest, can the
Suate Dank take recourss Lo the operstion accounby (b) convertibility
&% a Lixed rate betwson Mstropolitan and loroccan francs also assures
uniformity between the exchangs rates of ihe two franc notes in relation
to all other foreign currencies, In the abssnce of exchange conirols
and allooations, it would thus be always possible Lo taks recourse in
arvitrage opsraticns on France of on liopocce whan & differencs
avoso betwesen the exchange rates of the Metrupoliten franc and the
Haroscan franc in relation m a third currenoy. This, in turn, would
automatically reestablish orderly cross-rates betwsen the two currencies;
{e} the progressive rate of interest on the State Dank dabii".‘ balance
in the oparation account was intendsd to be an inducament [or the State
Bfank to take appropriate action in order to readjust a fundamental
disaquilibrium in the balance of payments of Yorodco, NHo analopgous
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proviso was deaned nsces2ary in the case of a istropolitan Treasury
debit position,

In practice the speratisn account remsainsd unfavorable to the
State Bank until 1940, The maximum year-end balance of 1,177 willion
francs had been achieved in 1937, Since 1940, however, the situation
has revarsed and the French Treasury debit rose to & yesar-snd peak of
16,021 million france in 198 and then decressed to 4,502 milliom on
Decesber 31, 1950,



Year-fnd Balances of the Uperation Account, 192li-1950

(millions of francs)

192 177 (Payable ir Paris)
1925 199 "
1926 Lo8 J
192; 23;3 "
192 3h9 "
1929 oz n
1930 620 "
1931 648 "
1932 280 n
159 677 )
193¢ 586 "
1936 1,164 "
1937 1,177 ¥
5 - T
9 i
1940 1,418 (Payable in Rabat)
1941 2,717 "
942 L0627 "
1943 i/ 6,122 "
194k 9;508 o
1945 1, 13,762 "
1946 I/ 13,663 "
1947 15,016 "
1918 16,022 u
1949 10,559 L
1950 L,502 ft

1/  Including the Operation Account B with the French
African Treasury in Algier,

Source: State Bank of MoroccoiHeports to the Oenera
Assembly. -
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SUHLARY

From 1907 to 1920 Hassani silver coina, together with Spanish money,
resained legal tender in ¥Yarocco, With the establishment of the Fronch
Protectorate the circulation of French money became increasingly important
and in 1¥1L notes of the Basnk of Algeria and Bank of France were alao
recoguized as legml tender,

Fluctuations of the exchange rate between franc and hassani peseta
created serious uroblemeg. Ghe altenpt to stabilime the rate at 1 to 1l
failed in October 1919 becanse the silver content of the hagesnl peseia became
worth more than one franc.

In 1920 the hassanl coins were deﬂffmuetiéeﬁ and were withdrawn in exchange
fir notes of the Bank of Algerla and iank of ¥France. Subsequently {(1920-1925)
these notes were replaced with forogcan francs; issued by the Stete Bank of
Yorooco.

The axchange rate between the Moroecan frane and the Vetropolitan frane
has been malntalned atable, under conditionms of unrestricted inter-converiie
bility, through the system of the operation account, This account open %o
both the State Dunk of Rorocco and the Franch Jetropolitan Treasury, sorves o
credit to each other an unlimited smount of the respective currencieg as needed
for Treasury operations or for campensaticn of periodical balance of payments
disequilibria between the two currency areas.



Chapter iII, Credit egulation in a Dependent lor
1) Reserve Requirements of the State lank: Problems and “olutlons

Tha General 2ot of Algeciram  provided that after the second
yoar of operations the State Bank of Horocco should maintein a ressrve
equal at least to one~third of its note issue; and that at lsast one—-
third of the veguirved reserve =~ that is to say 1/9 of the notes in
eirculation = should consist of gold e gold exchange ("monmaie or*),

Fros December 1910 until the demonstisation of She ‘iassani currency
in 1920, the notes issued by the State Bank were of the Hassani type,
convertibls into silver coins. These notes never attained a considerabls
circulation and actusl ressrves in colns were acrmally several bimes
higher than the minimus required, Until 191k franc nctes available to
the State Bank, being convertible into gold, could be inciuded in the
logal zold resarve, ,

After the State Baunk began to issue Yaroccan francs (November 1920),
the rules of ilgeciras were made applicable to the new mcmstary systeam
by means of seversl libarizl interpretations; presusably the drafters
of Algsciras intended tLhat the “complementary reserve® = that is, the
portion of thw whole legal reserve not covered by gold or gold exshange -~
should consist of silver or silver exchange., In 1920, however, a silver
cowrage of the notes of the -am Bank would not have had much siynificance
any aore: in faoct, the new Loroccan f{ranc, as well aa m.mmpm.m
franc, was in principle on & gold standard, although convertibility into
gold was tempararily suspended, It was logical, therefwre, that the
sntire recerve should consist of pold and/or gold exchange, when con™
vertibility of the t‘mc was resundd,
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in the mearmnile, the State Dauk teied to moke up a Ygold regerve!
equivalent $o at lesst 1/9 of its notes in circulation and consisting
of gold, dollars and sterling, These assets were mostly brmgﬁt in
exchange for allver that gradually tended to dimappear from the “complonente
By regarve'l,

45 15 shawm in the following tables, the State Liank had oractically
no gold reserve in 1921 and the complementary reserve consisted of
silver and of notes of the Bank of France and Bank of Algoria. In 1922
the State Bank was relieved fram the inconvenience of keeping thoee notos
in its wvaults. They were instead deposited in an account at the French
Treasury, the so-called Yprovisional account®, which also bore interest,
This account, as mentioned in the previous section; could be sustained by
the Ygperstion ascount®y when the sctual reserve of the State Bank was
above the minimim legal requirement, part of the surplus wee periodically
transferred frar the provisional to the operation account,

fecaunse ef.th&m srrangenents, fros 1921 to 1927 the total rescrve
requirement could always be satisfied, SHut only in 1925 was the State
Dank able to establish a gold resorve above the legal minimum,

In June 1928 pold convertibility of the istropolitan franc was
resmbablished at a new rate of about 60 milligrans of fine gold per francgin
Septesbsr the Yoroccan frane followed sult, The pravious gold reserve was
revelued upwards and Metropolitan frenc avallabilitiee became automstically
pold exchange coverage. However, & convention between the local Treasury
and the State Bank "reinterpreted”, or better changed, the rules governing
the reserve requirements of the State Bank, It was provided that at
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least 1/9 of the note issus should be backed by gold and the remainder,
ap to Yhe amount of ome~third of the cireulation, by gold exchange.

From 1920 to 1936 the new reserve requiresents ware always satisiied
and the provisional sccount could be abolished. The complementary reserve
included first liguid availabilitles of uvetropoliten francs s wll as
dollars and sterlings. 4fter the United Kingdom in 1931 and the U.5.A, in
1933 abanioned gold convertibility of their currencies, these could no
longsr be included in the complsmentary reserve as gold exchange, Con~
geguently, since 1933 Lihds reserve consisted exclusively of ietropolitan
franc assels,

The maintenance of the legal gold reserve did not present any probles
insofar as iwtropolitan francs were canvertible inte geld,

Hotes Cireulation, Heserve Requirements and “ctual Resarves
of the State pank of Norotcos 1921-1936

{in millions of Prancs)

Jold Reserve: thotual
Bequirenent 1 Actual :Comple~
(3/9 of e¢ir—: Gold spantary
culation ¢ Reserve iRoserve

s ¢+ Total Rewarve 1 t
End of 3 lotes ¢ Regquirements i Total
the ¢ Circuls~s {1/3 of eir~ 1 Actuel
Year  tion ¢ culation) + Hesarve

1921 140 U7 72 16.7 -Y n
1924 279 93 308 1 waY w2
1927 L7 9 138 L9.7 B7.8 &7
1930 581 194 218 &6 65 153
1933 580 193 199 fhds 106,85 72
1936 521 17k 326 57.9  170,6 155

17 Telow ihe legal requiremant
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Gomposition of Shate Bank Reserves, 1921-1536

{in millions of (rancs)
M:&Wy ragerva

% % T Hobes of ¥ 3 liiquid

End of v Gold Hesepve 1 Hank of :‘rm g shetropo~
the 1 t Dol ¢ ¢ and Dank of 1 Provision~ scmd az-i1litan

Tear : Jold : Imehange : Silver i Algeriz + &) kocount 3 chanpe 1franc

1 3 Co8 L] 3 $ C 0 AABNehs
121 - ~ 23 19 ‘
1924 2 bk 42 50
1927 2 83.8 12 55
1930 65. 152.5

in Uctober 1936 France, and a few months after lorocco, definitely
abandoned gold coavertibility, Since then the State Bank has tried to
maintain & gold ressrve equal 1o 1/9 of the note issus end & complementary
rasarve consisting meinly of letropolitan franc asseis.

It must, nowever, be noted thats

8) In addition to gold, dollars were included in the gold ressrve
during the years 1SL2-1947.

b) The provisional account was reestablistied in 1943 ami since then
has continued to be in foree. In 194B~1950, howsver, ii resmained inactive
and has constantly shown an slmost symbolic balsnes of one million france,

¢) A separate provisional secount wus held with the French Africsn
Treasury in Algler during 943 and 194k, while Zorocco was aipamtad froa
the detropole.
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d) A new conwventiocn, ajreed on June 30 bestween the :oroccan
Treasury and the Stabe BDank, established Lbal the complementary resarve
could also inelude liguid {orsign assels as well as sscurities and
discountei commercial paper in the 3tate Bank partfolie, Aecordingly,
a8 ia shown in the following bables, suring the perica 19471950 the
cosplesentary reserve included, in sddition te detropolitan frane
axsets and Sho balance in the provisionsl account, tha following ltaoms:
dellars® since 1948, other Foreign exehangs, sscuritles, and discounted
paper in 1945,

I/ Pravicusly doliar &-seLs had D8en Inciuded in Lhe old rescrvas
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Hote . Circulstion, Reserve Requirements and Actual Reserves
of the State Bank of Woroeco, 1936~1950

(in millions of franes)

3 Total 2 ] “Gold 'S ) .

g t+ Ressrve s Total s Reserve 1 Aetuval :  Actual
B el B | R Ay S5, | i

t culation $ : _culation s 3
1938 638 213 359 709 1327 226
1939 1,072 357 39 190 W 213
2940 1,895 632 654 2106 Wb 106
1911 3,542 1,181 1,318 we  wd¥  nom
19k2 5,529 L8k 1,95 aka woa¥ 14
193 7,063 2,35 2,422 5.3 wor 10
190 10,510 3,53 3,50 ners o 3,00
1945 13,167 1,389 L,3% wes.o b0y 3,908
1916 14,887 1y 962 5,234 1651 wseaY 3,87
2947 19,107 6,369 7,115 2123.0 wer2¥ 556
1548 24,151 8,050 9,336 2683 7Y 7,120
1949 26,721 8,907 8,958 2968,9 22178 6,737
1950 29,926 %975 13,704 33251 3671 10,032

1/ Below the lsgal requirement,
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With repard %o the period 1936~1950, the gold ressrve requirement
was of ficlally considered not satisfisd from 1942 until the end of 1549,
It sust be pointed out, however, that in 1948 the gold reserve would
have been sbove the legal minimum Lf 1t had included, as in previous years,
dollar svallabilities, ioreover, the svaluation in francs of the gold
neld by the State Pank in the years preceding 1950, although lagally
appropriate, had sometises unreslistic resulls,

In 1947-1949, for instanes, the rate applied for valuation of
gold was based on the "legal® exchange rate of the dollsr in termss of
franes, & rate »hich has lost practically all significance since Sep-
vembar 1949, The lsgal rate cempmros as follows with the officlal fres
rate and the "curt® rate:

End of the Tears 1947 - 19h8 19k9 1950
Official selling rate or *lagal rate® ne o as {215) {215)

officisl free - k3] 3hs 350
RCurd® rate 330 518 n 38l

The waluation of gold resulted as follews:

Husbey of Irance per Resulding valus Resulting fates

Egn. of ¥g. of in millions of  Dollar &  Frencs per
ind Fine Gold rine Gold _frence . iquivalsnt __ Dollar
1947 5680.5 13L.088 761.3 6,392,100 119
1948 3415 23700 2217.7 10,511,700 211
1949 L2 237 4400 2217.8 10,512,400 2,
1950 342,21 393,000 36714 10,512,100 349

1/ st 35 troy ounces of gold equal ome dollsr.



-l -

-The example given above clearly indiczies that changes from year
to year of the franc value of nonwfranc assets do not alwzys represent
corresponding changes in the amount of gold, dollars, eotc,

The repoarts to the Ceneral Assembly of the State Bank Boerd of
Directors, and particularly these of the Committes of Auditors, always
devote considerable space to the state of reserve requirements, This
attention might be justified by legal considerations, but not by resson
of 8 real economic fungtion fulfilled by the legal minimum reserve.

Centrary to what mrt.yy goomy to believa, the legal coverage
againgt the note isgue cannot have the function of an exchange stabilizer,
On this point, it is sufficient to quote M. He DeKock:d/

“The obvious purpose of a central bank holding gold and fareign
exchange would appear to be that of having at its disposal a reserve
of international curvency, with a view to meeting at any time an sdverse
balance of payments and malntaining the extemmal value of its currencye.
To the extent, however, that & cenizal bank ls required by law to maintain
& minimm reserve agalnst iis note lssue or agzinst both its note and
deposit lisbilities, its holdings of gold and foreign exchangs is
immobilised and not avallable for the purpoee of balancing international

accounts M

R TRy, Ya Ifenc mavocain, nonrale satellite (Paris, 108007
Ppe 137, 10, ’ '

8/ . . DeKocke Central Bapldng (Londan, 1946): pe 95
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in e oaws of the State Bark of topocco wie function of exchange
stabiliser is well fullilled by the oparation account, which js an
inaxhaustlble source of ressrvas, able to assure under all circumstances
inter-convertibility &t & fixed rate bstwesn the leroccan frane and the
Hobtropoalitan franc, On the contrary the assets included in the alnimum
lagal reserve, at.a given time, cannot be utilirzed for balancing inter-
national accounts except to the exient that eventually they become
axooss rossrves: and bhis might bappean only bscause nobe ciroulation
kus conbpacted or bacause pravioas reserve preguiremnts have been
reloased,

Again guoting De Kook, "the case for a lagsl minimes reserve really
rests on ite ulbtiaate functiom of ccapelling the central bank to ais
at saintaining such reserve, and thus at setting & limit to the expansion
of currency and credit and the development of unzound ecanomie conditions$
In U® case of the monetary system of Maroeeo, however, the Atate Dank
resoprve requiresents do not Fulfill properly even this ulbtimate function
as "a general restraining influence and & disciplinary instrusent.®
Considering the conditions undey shich reserve requlvremsnts have beon
working, the following conclusions can be drawa:

&) In ssveral instances, when the application of reserve requiresents
waild have foresd the State Sank to contract its note issus, the monetary
authorities of Horocco preferred 4o modify the relsvast rules,

b) The maintenance of one~third coverage of the note issus does
not imply any restraining effort on the part of the State Bank as long
as the systan of tiw provisional account is in opesration,
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‘@) To the extent that the State Bank avails itself of the permlssion

2o include assets of its portfolio in the complementary reserve, the
mmc;m of & cantral bank reserve is obliterated,

d) 4s far as the gold reserve is concerned, alshough it represents
& suall frection of the note issue, its maintensnce could perhaps havs
sone restraining i_nfhmnu. Homevey, this requirement has besen breached
q;ﬁha often,

&) 7he fact that the principle of pessrves applies te the note
issus but thet no legal cowersge is required for State Bank deposit
1iabilities, limits the afficmey of the legal reserve provisos, However,
in & countyy where note circulation represents a very large proportion
of the total money sapply, such limitation in itself dows not asem
%0 be over-importart.,

This doss not msan that thers are no restraining influences in
the sonatary systesm of Uoroeco tending to prevent &n unsound expansion
in the currency circulation of the State Bank, ot these influsnces
ars nmaostly extrassous Lo the legal ressrwe provisions, They must
instead be found, firat, in the spirit of public responsibility which
sheuld inspire the policy of the State Dank and, second, in the
progressive rate of interest of the operation scoount. An unsound ex-
pansion of credit tends to aggravate the balance of payments position
of xarooto and to be therefore reflected in the operstion asecount, And
an increasing debit-  balance of the State Bank in this sccount tends
to cut more and more sharply into the Hank profits,

After all, it must not be forgotten that although the lagal minisma
reserve of uhe State Bank is not an efficient disciplinary instrument in
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Joroges, in & mumbar of countries, including ¥rance and Lhe United
Ringdam, this type ol instrumsnt has bsen caapleiely abolished op
indefinitaly suspended,

Iin the case of iorocco, such a course 'of: action could not be
taken without antering into open conflict with the rules on the subjlect
of the Gensral fet of Alpecires, This, and the considsration of the
paychological effect of a legal reserve proviso, explaing why the faraal
principle of a central bank roserve has bsen saintained in iaroeso,
wiile its economic basis hes btean almost empbied of significancs,

- Considering private credit activities in dorocco, it must first
be recalled thet the State Hank of Xarocco, besides its cantral banking
funot ions, maintains credit relaticons with its owmn privete custcsers
a3 wll as with banking institutions. AL present, soms twenty obhar
important vanks are represented in Casablanca, with more than one
hundred agencies sperating in French Lorocceo, in aidition to the 10
agencies of thw State Bank, tany of these banks are comeoted with
or are branches of large French Motropolitan bankss *hangues dtaffairves®,
comoarciel banks, including rationalised cnms, "Calsse d'Zpargne, arw.y
Flaally, other eredit institutions in Haroceo include morbgage, invostment,
savings, cooperative and popular banks, and with mixed functiene,
*Sociftés Indigdnes de Frévoyance", Po:tal Checke systes, etc.

on h:.! Spanish hnnkaa tm S’bwa Bmk of uormom then f:i,w
agoncies, operating mainly in the fiscal f{ield,

Together with French, Spanish and dorocoan banks, “Swiss, Dritish
and other fareign banks also operate in the Sultanste of uoroeco,
particularly in the International Zona of Tangler,
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“On the whole, the credii sstup of French Horocco oan be considered
&8 an cverseas projection and an appendage of the letropolitan systen,
This relationzhip between the credit aystems of France and Lorocco,
wogether with the facts of close trade commoetions and of stahle inter-
convertibility between the respective currsenciss, exclude the possibllity
of & resl general credit policy prepor So iorooco. Expansion of credit
by lookl bwanches of Metropolitan banke is not lisited by their existing
rosapves in Sorgecan franes or by the oedity that they can obltain fream
the State Bank of Yorocao. n the contrary, their liquidity can be
snormously enhanced by drawing on the central reserves of Lhe Letro—
politan banks with which thoy are connected; and these reserves are
normally such higher than the current demand for oredit in Yorooco ab
the prevailing interest rates of the franc area, Consequently, although
banks in Narocco can take advantage of the rediscount facilities of the
State Bank and ksep with it ressrves in the fors of deposits, no complebsly
independent control of cpedit in Worccco can be developed on that baszis,
Zach bank, including the State Hank of Morogeo, oan have their own credis
policy in dorocco, bub, sc far as thers is & peneral credit policy, it is
noceossarily that of d€etropolitan France which applies 4o the whole f:-m
area,/

Thess conclusions shauld bo somehow tompered to the extant that
habits, lamperfect knowlsdge of the market and isperfect mobility of
capital resources, are taken into conaideration, Under perfsect conditions,

I/ 558 on the eame Argument, bub Wiih relerence to Lhe DriLish coloniess
"Honetary Systems of the Colonies| s series of ancnymous articles which
appeared in The fanker in 196~1549, amd were réprinted in.1950,
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@ cnangs in the discount raie of the State Daxk of darceso in relation
to obther comparable ratss in France and iarasto, would induce prisarily
a snift in the disbribotion of lending among banks in lorooco and only
sescondarily & possible incromse or decrease in the total volume of
eredit, The shift of demand from/or Lo Lhe State Hark might have sane
repercussions in the flow of short-term lean funds between iorccco and
sprances Lif, for instunce, compirabls bankdng operations in France
become more profitable at a new lowar discount rate of the “tate Bank,
other banks in yorocco instesd of following the State Bank might well
turn back funds, as they bscomz available, toc sheir main offices in
Faris.

In practice, homaver, there is not such perfect mobility of capital
evan batween agencios operating in torocco and vhe respective a2ain
_ banks in Francs. On one hend, "natural® factors make for sows degres
of lecalisation of credit, investment and banking acbivity, although
no lsgal obstacles prevent the movement of capital within the Jrane
area.d’ 0n the other hand, an agoncy, once established, must aparate
with ressonable contimuity in order Lo maintaln good relatiens with
its customera and to cover at least its fixad oversll costs, Conmssquently,
there is no danger that & lowering of the State Sank rate below the
conparable rate of the Bank of France will b followed by an overwhelaing
ahife in the demand for credit from Prance to the State Bank of Maresco.
Bat the shift might well ocour within Horocco and, therefars, local
banks would have o reduce proportionally their dissount rates in order

I/ 5es on Uhls general arpuments 0. VADETLer,- DTOSPeFILY And Depression; -
Chapter 12 (New York, 15L6)
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not to lose their leocal customsrs. In an anklogous way, in case of
an increess of the State Bank rate, othor Harocesn banks ~ apart {rom
possible insbitutional cocrdinstion of Lhw asssurs - would also be
induced to Follow suit, in view of the resulting higher profitability
of their operations. @sliance, although partial, on the lecal money
parkst and on the State Bank for credit sccamnodations will provide
tha Moroocan banks with further reascns for following the State Bank
discount poliey.

In conclusion, the discount polley will have twofold effects in
Horooco: ceteris paribus, it will ianfluence both capital movesmsuts
and local credit, a8 it used to happen under ihe golc standard systesm,
Howaver, fram the balanss of payments point of view the result of
thess influsnces might hawe trivial importance in comparison to that of
capltal movements determined by prospects of long-term investaent,
consideration of risk, fiscal factors, elc, Ae an instrument of control
= via money supply ~ of the level of prices and econcmic activity in
Horoscw independently fras the rest of the franc ares, the State Bank
palicy of the discount rate can be affective mly within very narrow
limite, namelys |

a) %o the extent that the local demand for credit will be ssnaitive
to changas in thw discount reate;

B) to the extent that localisation of eredit will preveant off-
setiing capital movements froa/m to Horosco)

¢) within the limits allowed by Lhe cost and time necessary to
move ¥¢al rescurces within the franc ares, that is to say, to the extent
thet & comson level of prices and econcmic eetivity within the franc
area gannot be schiswed via trade,
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“An subonomous control of the money supply in an econony largely
dependent on extarnal relations canueb ba very effective without an
sxchengs rate policy. 4s long as ztability bebweon the Moroccan franc
and the Letropolitan {ranc remains the basic feature of the present
sonetery system of Korocso, Lhe internal bearing of the State Dank
policy can be only aarpinal in relation to major external influences,

3) A tosparetive Review of lspendsnt ionetary Systess
Intar-gonvertibility, at a stablo exchange rade, of the currencisag

of France and daroeco facilitates trade and capital movements between
the two countries, It also helps Lo maintein internsl price stability
in Moroeco as long ass &) the lstropolitan {renc is stable; b} the
operation account provides hmﬁm financing for possible balance
of paymenta disequilibrin; and ¢} trade within the franc area ocan {low
unhazperad.,

Problems and solutions of this kind are not peculiar to dependent
ar ssal-dependent terriuvoriss in Lheir relations with the detropole,
Since the end of the gold standard fully indspendent countries
have also bean concerned with policiss tending Lo maintain axchange
stability and possibly intar-convertibility betwsen their cuprenciss
and the dollar, or the pound sterling, or the currency of the comtry
with which they sntertain c¢losest oconomic relations, The difference
in the case of mcest non-self-governing territories is that inter-
convertibility av a fixed exchange rate iz hors dstermined by authority
of the ¥stropolitan country, lLocsl monetary institutions in these
territoriss have no discretion as far &s the fact «f interchange is
concerned. It 18 an sccepted fact far them, whils it is s goal -
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of ten competing with other ¢bjectives ~ {ar sonetsry awbhoriviss of
independant countries.

As & consequence ol legal rules and monetary devices ths ourrency
of most colonisl territoriss is tied to cvhe currency of the letropole.
Thie pogition of lonal currencies is recognised by differemt nases)
the Arvicles of km of the International Monetery fund refer
- MOYe @umallyy Lo them ap ®geparate currencies.® ilsowhere they are
called “dependent®, or “secondary®, ar “subsidiary®, or %satellite®
currencies. r slse il aight be aald that ihs local monetary sysitem
is on an external netropoliten-franc {(or sterling, or dollar, ete.)
axchangs standard ﬁhat cannot be changed Ly ilocal decizion, The rete
at wiich the exchange of the dependent curvency is sotuslly fixed is
not wery signilicant from the point of view of the system mechaniss,
However, it has sous psychological significance and it serves some
prectical purposes when Lhe fixed rate, &s in the cass ef Vorocuo, is
1tol,

It must also be stressed that, while most irdependent uamrm\
have an indeperkiant moanstary sysies and most dopendent countrics have
& dependsnt or satellite monstary system, there is no complete parailelism
betwesn palitical and moenstary status, There are, for instence, dependent
terrivaries such as the belglan Uongo and French Scealilend, whose
currency is not pegued Lo the currency of the Metrepols, albthough their
monatéry policy is in werious ways influsnced by tle Netropolitan

17 The tera Useparate Gurrencies’ INGIUGSS in FACL 4180 WLGL could be
ealled hare *indspendent cuprencies of depsndent territorias®,
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country, There are, on the other hand, independsnt countries shich

do not bave an independent monotary system: Papama, for lnstance,

and Liberis wiere the bulk of the circulacion is in ke form of U.G.
dollars, and Cuba, where both the peso aud the (.5. dollar wers until
recantly legel tender. ioreover, the picture is Durther hroken down

by the fect that (&) sowe dependent territories have their currency
pegped vot Lo the cuprency of the Zetropola bub bo that of & third
countrys and (b) that countries technically indspendent are induced or
forced to tie de facto their monetary system to that of anciher country,
because of structural economic depandence or for political reasans,

Prding this digression, the institutional methods adopted in Colonial
or depsndent areas o aliminate the poszivility of exchange inatabllidy
with the uetropols and Lo assure an unrestricted flow of payments, -
varies froa tarribary vo territory, but can be gathered under four
main groupg:

1) The currency is the game in the dependent territory and in the
Setropols or olse Lhw two currencies are indifforantly accepted in
hmhm.y In this cass cbviocusly the problesz of exchange does nobt
arise at all and the colonial area can be considersd from s monetary
point of view &3 & region of the Netropole,

2) The lecal currency is sutcmatieally issued (or withdrawn)
following the surrsnder (or utilization) of an equivelent amcunt of
sebropolitan currency bo (or Ly) a monstary authority mfming ouly
sxchangs cperaticns, In such a case, the 1005 reserwe in velropoliten

17~ Under these condiUions, Lhe Currency OAIMOL DO CONSIGAred DSepATALA’ .
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aurmiay ensuree the excrange of local notes abt the given rate, while
the local currency circulation oxpands or contracts in accardance nith
the surplus or deficit in the balance of payments of the territory.

3) The local currency is issued by a fSenking Institution not only
againsl the surrendsr of setropoliten currency bub also against the
surrender of other asssts, including physical gooda and debis, ‘m We
parforvance of normil banking operations in the territory. Io this
case, expansion {or contraction) of logal cwrrency in circulation can
arise not only as & conssquence of & balanoe ¢f payusnbs surplus (or
deficit) but slso because of an sxpansion (or contraction) of credit
by the Bank of Issue., Xinimum reserve réqui.mmnt.a, if any, are always
less than 100%. AU the yiven rate of exchange, the eventual deficit
of the balance of payments is usually met first by drawing on excess
reserves in Metropolitan currency of ihe Hank of Issue and then through
other means of compensatory financing, which in this case ars providsd
automatically. In Marocco this function is fwlfilled by the gperation

acoount.,

k) The fourth msthod can be considered as & special case of the
third ons, The mujor difference consists in the fect that msans of
canpensatory financing are nob provided automatically., The Bank thare~
fore must limdt ibs credit i.n relation also to the possibility it has
of finding eventusl accommodations in Hetropolitan currency in case of
stringeney, If the demand for exchangs of local currenciss into lietro~
politan currency proves to be larger than the reserves that the local
banks can mobilise the system might bresl dosn, usually with the con~
sequence that fres convertibility is suspended.
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'Examplss for the first group ares a) the present systems of the
8. territories, b) that of 5, Plerre et Miguelom until 1542, and
¢) that of Malta until World War II. The second group is typical of
the British colonjes and is commonly known as the Currency Boards
cysm.y The systes of Morocco belongs to the third group, together
with the system of Hadagescar and that of Algeria-Tunisia up to the last
World War, Finally, in the fourth group, sre the monetary systems of
those French Territories whose currency is provided by the Bank of
Wast Africa, the Caisss Centrale de la France d'Uutre~der and now the
Bank of Algeris and Tunisia., The latter bank is nationalised and the
Caisse Centrale is a public institution., Oiven their public status,
these two banks can expect to find accommodatlion for extraordinary
pseds at the Bank of France or at the French Treasury, On the other
hand, in the cagse of the Bank of West Africs, which is still a private
profit institution although subject to public controls, the ability
to raise loans in Hetropolitan currency is not always certain and in
fact convertibility had to be temporarily suspendsd in 1949 as a cen-
sequance of & massziw ocutflow of capitsl fros French West ‘frica to
Franece,

Apart fraa obvious diversities between the Tirst two systema, the
main economic difference lies in the fact that enly in the second system
is there a counterpart of the loosl circulation which can be invested
in gilt-edged securities.. The interest sccrued from this investment,

I/ Teference is here made oniy Lo Lhe "orthodex® Lype of Currency
Boards, such as the ons operating in British West Afriea, For
& complete desaription, ses: H, A, Shannon.~"The Nodern Colonial
Sterling Exchange Standard"™ in International Monetary Pund, Staff
Papers,” April 1952,
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as well &z the proceeds of & smell comaission ehai*gﬁﬂ by the Hoards on
thair exchange operations, is transferred pericdieally (after deduction
of adminlstrative expenditure) to the revenus of the colonies concernad,
in both systems, howsvsy, the amount of local currency in clreulation
wmist be "pgainad® through balancs of payments swarplugsos,

The aﬂﬁm@n batwasn the Currency Bomrd system and Lhe Bank of
Isgue system (that can be rgescribed appruximately as he British and
the French colanial systems respectively) alzht be more epparent Lhan
real whan the Pinancial cpurstions of the loeal governsente are taken
into cunsideration togethar with the sonsy-change operations of tiw
Curvency Boards, on one band, and with the monelary and oredit operations
of the Banks of Jasue on the obther hand, To the extent, in fact, that
British colonial povernmends can barrow funds in London at a rate of
interest very class to that of glls-edged securitise and invest the
locsl counterpart in the celoniss, the subssquent RONSLArY eXpansion
does not cost more to the Colony than it would have cost under the
Banks of Issus system, Until tbe local currency circulation remains
increased by the amount ol gredit raissd in London, interest paid by
the Colenisl lovernment and interest rsceived by the Currency Board
from Hetropolitan investmont of the loan proceeds, offset sach other,
xrmtasm,uamoadnﬁp, that all ar part of tiw local counter~
part of tie loan will be utilized cutaide the colonmy (Lo impart, for
instance, capitsl goods fram ithe United Kingdaa), the wxternsl pet
dabit position of the Colony deteriorates by that asount, Mk
mmnwmammn&wmmmwam@rmm
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when interest is paid on compensatory financing ewntually recsived,
The J4iffarence will be that in the Uritiosh case &) & metropolitan

loan of the locel government precades tho expansion of the local money
supplys and b) the inoraase of nat axternal indebtednssz, after the
seoond shep, falls on the colonial govermaent. In the french case a)
ths expansion of the local aopay supply oan be caused directly by tiwe
Bank of Issue; b) the need of external financing arises only after vhe
sascond staps and ¢} the increase of net axternal indebtedness falls on
the Bank of fssus ibtsalf,

The advantages of one systen in relation %o the other dspend on
severnl factars, In general it can be stated that in a terrilary where
the local credit system is litile developsd, colonial governmonts can
easily obtain eredit in the Netropols ab lew intavest rates and thelr
local investment plays an impoartant rols in Lhe sconomy, the very sound
and aimpls system of the Curroncy Hoards sdiht be preferable., ; the
othar hamd, in & relatively mors advanced sconomy, it is preferable
to have & specialiged monetary and coredit autharity able to influence
the local banking system Sowards sxpansion o cantyaction,

The syapatiy shown by undsrdeveloped countriss for the systen of
the Banks of Issus, with fractional reserves, is also due to the fach
thet their credit can provide directly the fimencial capital necossary
for local investmsnt, Sincs, howswer, real capital creation in an
underdeveloped arsa tends to tranglate itwelf to a very larga exbont
into an increase of imports, posmibility of local credit expansion in
& dependant monetary systes rests ultimstely on the actual or potential
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availablility of external sources of finsncing. Other reasons for
greforence are Lhat bhe Hank of lssus systen allows proster [lexibility
of the aomey supply, tends to faver the development of & local money
market and prepares Lhe countyy lor an evenbual independent manetary
systen,

At this point a last question remainsg to be answored, Is an
independsnt ex¢hapge rate policy = briefly, monstary independence =
prafurable to exohangs atabllivy?

If we assume that the Netropolitan currency is scund and the
wercitery concerned is ai & relatively low stage of financial develop~
manb, the answer would probably be pegaiive because under Lbose comditions:

&) The lwportance of internal deflationsry ar inflacicnary tendencies
bo the economic growbth of the territory would be trivial in reladion
Lo the availlability of exteraal cspitel. Consequently, tie unfavorable
sffects that exchange instability might have on ihe flow of capital
froa the hetropole would be more relevant than Lhe adventages of an
independani credit policy.

b) Since in less developed areas many costs are fixed in foreizn
currenuise and those {ixed in Jleocal currency are usually less sticky,
‘wm:'n would be litble magt(tw changes /in the value of money in arder
v%m facilitate adjustments in the coad structure, |

¢) Uepsndenes on a strong currency will help to maintain the
interaal price lewel more stable. |

Hhen considering a territoary av & higher stage of financial develop-
abnt, or when ihe wealmess of iLhe Metropelitan surrency tecomss & sourcs
of disturbance for the whole monstary area, monetary independence might
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bacons wore of Jess ussirable for the Lerrdiory concerned, depending

on & cagarative appraisal of tlhe difierent factars,

Frastional ressrve requiremsnts have naver exarcised a strong
restraining influsnce on the note issue of the State Bank of MNoroeco,
because of liberal interpresations of Lhes laml provisions on the
matter, availability of special credit facilities {rom the “etropolitan
Treasury (provisional secount), and recently awhority to include
Horoccan assets in ihe Sank portfollc as logal coverage of Lhe note
gireulation,

The sain instrusent available to the State Bank for the cantrol
of the money supply of dorooco is the disocunt policy, As undar the
#old standard, changes in the State Hank rate bave some influences on
both extarnal capital movesende and on local oredit. iHowever, as an
independent instrumsnt of credit contrel, the discount policy can only
have murginal effects in relation to major axternal influsnces, as long
a8 capital and trade can wows unhampered and exchange stability remsins
mandatory within the frane ares, lnder these circumstances, the scanony
of Norocco is msch more affected by the peneral credit policy spplicable
4o the whole frenc ares than by soms independent courses taksn by the
State HSank of uorogco,

In comparison with othar dependent monetary systess, paiticulerly
the systan of the (urrency Boards, the French system of Banks of Issus
with fractional reserve requiresents allows more flaxibility of the
noney supply auxi s independance from shifte in the belance of payments,
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Howaver, in bterritorises whare resl investment larpely depends on
external scurces of supply, the possibility of local credit sxpansion
ultinately rests on the sctukl or potential avallability of external
sonrees of Cinancing,

Same discretionary authordty on somstery mabiers and eventuslly
cosplete monotary iniependsnce bscome desirable when Lhe credit and
finaneinl strusture of & territory reaches & higher stage of dewelopment.
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Chapter IV, TNegent Honetary Problems and Policles
1) Composition and Determinants of the uoney Suj

The composition of the money supply of French %nrode@, a8 resulbing

from the table below doss not corraspond sxactly teo ths definition of

the International ¥onetary Pund,d The concept is hrogdened to includs,

&s monetary lisbilivies of the sysiea, also time deposits held with banks
and the Ceisse d'ipargne. In this particular case?/ and for practical
purposes, it was prefarable to treat these deposzits in the same way as
demand deposits, Deposits hald with the Genaprsl Treasury presusably

belong to public institutions nol conearmad with monstary managesent and
¢ould therefore be included in the monay supply. Other ainor discrepancles
fram the weual dalinition, such us the inclusion of currency hwld by banks
and the locel Treasury, are due to the lack of appropriste statistical dats,

Ths ratio of currency %o deposits, which was alnost 1:2 &t the and of
1938, went up very close Lo unity during the war pariod (1939~1945) snd
foll again to 1:2 and thea to 113 during the postwar years (1946~1950),
Total naney supply increased by sixtesn times during 1939=19L5 and four
timss mers during 1946-1950.

These two parieds present quite different characteristics, war
finuneing end development finaneing being respactively the main objectives
pursued, The causes of monstary expansion also differ substantially:
the main expansionary Iagtor during the war was the balance of payments
surplus of Morocde and the consequent incresse of cash assots of bLhe
wonatary syetesm, while in the postwar period the main faetor sas the
increass of bank lending.

, 61 INLOTRALIODA)L PAINANC LAl DLALLSGIcN, JAnuary L1U5ge
¢/ In dorocen both tims and demand deposite are productive of interest snd
time depowits can da facto he withdrawn on demand,
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Since September 1937 exchange conirol has beaen in forge in
worooco, a8 well as in Irance, in relation te countries not included
in the Cranc area. Within this groaupy on the contrary, tie ;rnxipln
of unrastricted paymente and trade remained praectically unchanped,
mce xaha nocessity of an effective exchange control for jetropolitan
W was aduitted, She altornative solution ~ the maintenance of
free payments between Morotco and counbries ocutzids the franc area ~
would have implied paymente resirictions beiween Uarocco and countries
of the frane area, (ma way or Lha obher, ihe principls of complots
free trade recognized by the General Act of Algeciras cowld net be
honored under the naw cmma, |

Forvulgn esxchange control bscane applicable also ;tn relation to
paymenis betwesn French “lorocco gmi the obher two zanes of the “ultanate,
In Spanish iorogse the Spanish currency had bsen recognised &2 the only
Isgel wender since 1936, and General Yranco's Sovernment had already
Introduced its omn maimnga em’wnl_an paymants with other araas of
Marocco, In the International Zone of Tangier iw aroccan franc was
whe anly legal tender froa December 1936 until 1940, when the sono was
ocougiad by Spain and ‘m& e Noropean franc and th& local Spanish
peseta wore resosnized ax lepal tender. lixchunge rates betwesn thase
two currenciss fluctuated and were determined, as vare otler rates, Gy
the free market,

Under the French exchange control system, foreign exchangs received
by the Exchangs ffice of French sorosco is beld in deposit with Lhe
State Bank of %&Mﬁ. Its releass and utilization is subject Lo the
autharity of the Central “xohange (ffice in Paris, The latter office
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Wys or sslls foreign exchange fram or to the local exchangs offices
of the franc area by crediting or debiting to them an equivalent amcunt
of setropolitan franca. The final allocation of loreign sxchangs re-
sgurces 4o the different territaries of the franc area should be in
socardanse with the respective mseds and their recomnised order of
importance.

From the bsginning of the war external trade relations of Horoosceo,
and particularly imports from Yrance, decressed substantially, In
Hovember 1542 Harocco was completely cut off fram tLhe Metropole and
ite sconomy was oriented iowards the Allies and sthe territaries of Froe
France, The administration of the “tata Jank was taken over by thas
Yorocoan Governsant until the end of m&lu Lonebtary conventions betwean
Lhe fsms« Bank and the vpench North ifrican Treasury replaced tempor~
arily analogous conventions previsusly agresd upon with the Jetrepolitan
Troasury. 4fter the liberation of irance the economies of dorovco and
of obher French mwm Territoriee ware gradually tied again %o the
jetropols, The law of December 26, 1945, acknowledging that differences
in price lswis had developed during the period of disrupted relations
within the franc ares, gave nsw parities to the locsl francs of tweo
groups of deapondent territories. The Moroeoan currency, however, as
well as the currency of Algeris, Tunisia and of the "Depurtmants d)(Outre-
Her” 1n Ameriock, wis maintained at parity with the letropolitan franc.

ALl Uinbugh bhe war peried (1939-1945), the increase of the meney
supply of French Harocco was determined mainly by surpluses in the balance
of payments, Hilitary expenditures made in Yaroceo by the French Hetro~
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polltan Government, at First, and then by the French Committes of
Hationel Liberation and oy the Aliies, resulted asinly in an increase
of ¥etropolitan franc assets of the State Dank of %éqrucem,y and in a
parallel increase of its local lisbilities in the form of notes or depasita.

A segond factor, of compursilvely minor lsuortance, which tended %0 bring
about an inercase in the money supply, wes the purchase by banks of
voroccan Treasury Bends., These bonds were {iret issued in 19h0: the
portion beld by banks (which can be presumed to have given rise to an almost
corresponding crestion of bank credit) and the total amount in cirenlation,
are shown in the following tzble:

1/ The Americsn suthorities disbursed dollar funds to finance their
military operationg in Moreoce and the Siate Bank provided in
exchange Moroccan francs at 2 rate of 50 france per dollar since
February 1543. The dollar preceeds, with the exception of a small
amount which was utilized later to compleie the legal gold reserve
of the State bBank, were turned over to the french African Treasury
which credited the State Bank for an egquivalent amount of Hetropolitan
francs. {8ee on this matter; [.5. Treasury Department. %&?&}m
Repart on Certain Financlal and Economic ¥arfare Problems
fiandled by ireasury Neoresentatives in French North snd West Africs,
(September 1943}, ps 33 and following)e Similar financilal arrangements
were made with the British suthorities, the rate of exchange being
200 francs per pound, '




{(noainel value in nillicns of {rancs)

Total Amsund in Amount held by
Circulation Banks 1/

&ﬁl@ ﬁ& TieB e

ki 231113 Tiele

1942 kyl12 2,048

1343 6,921 Ly6bl

Wi ?'aw 6’136

1%5 n' 92& T ,h}lh

1946 27,460 16,938

948 ho,l62 26,025 (22,590) g/

1949 31,595 nes. (16,0) &/

Including fitate Bank of Loroeco.
¥/ Excluding State Pank of loroeco.

Scurees Sams as table on puge 59,

During the war periad, the additional purchasing powsr swailable in
Horopeo could not translate itsell into new investment and increased
imports, Physiesl botulenecks kept down looal production, with the

sequence tLhat the incresss of mcney supply was reflected partly in

a rise of prices, particularly imtense in the £isld of real sstate,
and partly in an accumulation of idle balances, as well as in sarly
repaymant of debis in the private seotor,

Under these conditions, it is not surprising that bank lending
to business remeined practically at the seze level from 1939 until
the end of 1945,
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The principal monetary Jata availlable for the period 1939-1950
are bronght together in the following table, The last column on the
right shows (he amount of the money supply, whose composition has been
| previously explained., Tha other columns show the principal elements
of it# counterpart, the assets of the monstary system, The totals
for the assets shown in the table roughly correspend Lo the figures
for the monsy supply, or memetary liabilitiss of the Yaroucan system. 1/

1/ The amcunt of local curremcy held by the Marosoan Treasury and by
eredit institutions should be subbracted from the figures of the
money supply shown in the table, The counberpart of this adjusted
noney supply should consist of bhe ussets already reported in the
tabls, plus or minus the following items appearing in ths balance
sheets of credit and monetary institutlons operating in ¥oroocox

pluse (a] other foreign exchangs holdings of credit and manetary

institutionsy
(b) earning assets of the Postal Check System and Calsse
ar Ewm.

. minuas net werth of all orsdit institutions (capital, undistribtuted
' profits, spseial reserves, ete,)

plus or minus: net non-monetary assets, or liabilities (beok value
- of btuildings, miseellanscum accounts, eto,)

{Bee on this subjects E, 3. Hhaw, Money

Inccme and Hopstary Pelicy
(Chicago, 1950) ‘ =




Franch daroccos Determinante of the Money 'Suppx:y:
Frincipal Cash and Farning Assets of the uonstary System
1 } g -‘b‘\": 0)

{(millions of francs)

Rd of Tarning Ascetst
the Year Cash Ansets Lending of ein Danks
A Te Uovernment _To Business Total Boney Supply (gross)

A 8 c afsfc
1938 o 3y Tiedle Tiele ase 1,798
1939 22 Nbe Nele see 2,654
W 23372 Dol e Nelhe Y h,3.‘.*3
W Ly035 Ny 7 “ee 7,760
19h2 6,581 2,529 1,117 10,227 11,415
193 8,5hk L, 908 988 Lyl 17,261
1ol 13,048 6,321 1,09k 20,463 22,998
Whs 18,179 74784 2,405 26,363 29,65
15h& 18,295 17,497 54682 Ll b7l 16,673
1947 21,057 23.&9 11,h47 55,593 60,148
19,8 2k, 326 31,718 23,592 ??,636 82,320
W 17’ 101 3 7% Nolky P 91 3'“5
w50 15,&53 Nede: Rede “se llé.m (ﬂﬂto)
 Including State Bapk of Horeoco.
Het liabilivy.

neral Notas:

’{'I Cash aseets includes olaims (F) or lisbilities (=) of the State Bank of lorocen
on the operstion secount (see table on page 31), plus asssta conmidarad as State
Bank ressrves (see table on page 39), with the exception of *bills receivable”
and "securities® included in the reserves during 1%L7-1950, Example:

fnd of 1950 = Operation account 7 L,502

Reserves 7 13,704

Securities included in
reserven - 5;22
potal 156,883

(;B) Ianding of siain bank to government includes: bank holdings of liroocan Treasury
Bandy and Sguipment Bonds; other mditpm%dhybmhmmmdortm
Protectorats Joverrsent,

) lending of main bank to businsss includes all other losns made by the wain
banks operating in Morocco.

lurces of Datas Gee table on Pags 59.
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®ith the reestablishment of peace conditions, the vevival of
sxternal trade relations and the repid economic development of French
Varocco, significant changes cccurred ln the determinants of the money
supply. The dato for 19161950 indicate, on one hend, a further incrosse
in the naney swpply, and, on the other hand, additional bank lending
to goverment, contraction in the cash esscts of the monebary systen
and o strikingly sharp incresse in bank lending to business.

The meney supply increased on the aversge by one-half per annum
during 1939=-19lS. In the period 1546-1950 the rate of incresse slowed
émtaaMWm—Mwmo

The balanse of payments, which had been the mein expansionary
Zactor during the war, worked, an the whole, as & contractive elecent
in the postwar years. The valuc of the treds deficit incressed, the
reasons being meinly higher volume of trade at highey prices rather
than a decresse in the physical volune of expwrts in relatian Lo importa.
Some increase in the valus of the monetary syste: oath asseds ptill
took place in 1946, 19LT and L9LB, due to mn exceptiomslly high Inflow
of private ospital into Moroteo and alsc to revalustion of gold and
forelgn oxchange assets in terws of francs. These zains were nmore than
wiped cut by the buge balance of peyments deficite of 1945 and 1950.

mzmxa:mwm; o business, which hardly incressed during
the war years, rese ten tines during 1945-1940 and was probably the
only wajor sxpsnsionary facter during 1949 and 1950. Wedium ters
losns were pertioularly isportant. Since 1946 the State Bank of
Morcoco has been authorissd to pperuie in this field, It provides
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direetly medive term lokns Lo publlce ami ssmi~public snterprisss., IG
also extends rediscount facilitise for madiws term orediis provided
by other banks in accomdance wibth the general development plan of
Haroetd,

Annther expansionsry factor in postuwer years, s in Lhe war yesrs,
was bank lending to the local govornment in vardious forms, In LRL6~1950
the main purpose of goversasnt borrowing wes the inancing of pablie
developaerd, projects. 1/

1/ Loog term Tressury Bonds, ilssued in 194h and 1945, were for the
purpose of finmncing developssnt progrust a8 soon o8 conditions
mn}.a hwc permitied their isplementabion, Since 1945 tle soarecoan

roment lesusd also specisl Equipnent Bonds, repayable in four
ymu, at 3-1/2% (discount basis) per snmm. The total of oyt~
standing loams to the govermmant by banks of Moaroooo was composed
az follows, in biw period A9LG~19LFs

End of

prona 1968 , ‘
(sdllions of france)

Treasury Bonds CTh3h 16938 20853 26025 1600k

Equipment Bends - - - 70 BN

Othar Landing 350 _5% a6 e _na,
T8 17T 3089 g vee



Sumsary Table
French Marocco ~ Casponsnts and Determinants of ths
Supply in Fercentages of Total Monoy Supply (gross); 19391950

fnd of the

Yoar tm T Total
inass
1938 35 é5 100 - 37 Nk N, e
1939 ho 60 100 3 Doy Aele see
19140 Ish 56 100 L8 Nede Rebe oeo
193 u6 5k 100 52 Nl 9 ceo
192 U8 52 100 58 22 10 50
193 L6 5k 100 Ly 28 é 84
15kl kb 54 100 57 27 1 8%
W95 L 56 100 6 26 8 %
19l 32 €8 100 39 31 12 &9
1947 32 68 100 35 38 19 92
19u8 34 73 100 30 39 29 g
194y 29 n 100 19 Db N, eoe
1950 26 s 100 ] Nele Do ooe

Scupos: Tables on pages 59 and 65,
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2) Extermal Facvors Affecting the Monetary ‘ystea of Irench “aroeco

In the previsus section mention was made of the balante of payments
of ¥arooco with regard Lo changse in Lhe cksh sszets of the monetary
sysbten, An abiampt will here be made to bWring Logether the availatle
date and Lo svaluate Lhe order of magnitude of tle principsl iteas
deteraining surpluses and daficits in the Dalance of paynents,

The secounts between French Haroeco and tha rest of the world
have many characteristics in comaen with a mgioml rather than an
international balance of paysenta, The definition of resident must
nacessarily be troadensd in relatim to that usually ad far
strictly internationsl scoounis, TFor instunce, btranches of French
firms operating in Horocco are considered as orogoan institutiona,
and a tranafer of funds by a Fronch resident from his deporit account
with & benk in Paris to his deposit account with an agsncy of the
sane bank in Casablanca is simply treated as a flow of capital frem
Franes Lo Horouto, no stutistieal ascount being teken of im eguivalsat
increase of Morocean liabilities Lo Prance, |

The heading "residual” or “errars and cmissions" in the following
table merits some special comment, The msin transsctions affecting
this item ares

a) Current officisl payments to iercceo for perscnmel and

- material.

1/ Sees mlme of Pngmsm Yearbooks of the Internatiopal wonetary
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b') Aficial grants and loans, excluding coapensatory financing,
ut incluasing speclal officiml finmancing for Jdevelopment
Parposes.,
a) Privata capital movessnuts,
Secondary importance smst nermally be attributed to the net debit
o eredit resuliing from other Lransactions such as thoss under "Travel¥,
Pourisms, etc., Fimally, srrors are likely to arise particularly as
a conssguance of the irnmcourats system of customs - valuatiom,
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In the period 1$39~1945, financing of ailitary and other public
expenditure in Morocco by the French kstropolitan, France Libre and
Allied Covernments was by far the wost ismportant factor making for
the residual, Private capital movements, on Lhe contrary, wers of
sacondary imporbance, except perhaps in 1939 end in 1945. Offsetting
fagtors wepes %hé floating of Hatropolitan Treasury donds in “orocco
during 1939~)940s the borrowing in Worocco of the Kational Coamittes
in A9L2; and the issus in 1943 of & spscial African loan for france,
of which frs. 1.5 billion were subscribed in doroecso. In 1941, local
financing of public expenditure was particularly high in velation to
externsl public financing. |

In the pestwar pariocd 19,5~1950 private capital inflows into
sorooco were the main factor making for the large residuals, Pablie
metropolitan finsncing of the Woroccan development plan was considerstls
only in 1949-1950: 4in thess yours it amcunted respectively to frs,
10.3 billion and frs, 13.9 billion, The net inflow of private capital
from franes into Woroeco was mainly for direct investment, Homever,
shart~ters capital movements of & speculative nature were alac important,
particularly in 1948. Flights of eapital towards darooco ware ariginated
by rumers of & posaible apprecistion of the Moroecan frane in relation
to the udetropolitan franc. In October 1948 the proportion assumed by
these speculative movements induved ths French Governmsant to introduce
controls on transfers of funds to Norocco. These cantrols were abolished
in Pebruary 1SL$ when soms reverss movements started to take place. On
the whaole, however, capital tends to flow o M¥orooce in larger ampunts
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whanever Lhe ietropolitan franc gives sizns of weaknmss ar the inter~
natiosal situation detericrates. Long-term capital movements bowards
Horocco are induced not only by gnmim investment opportunities, mt
also by the lighter taxation in Noroeco in relation to France, sxpectation
of better protoction in cese of a2 amjor war, end consideration of possible
accsss Lo the fres market of Tangier,

The importence of private Hetropoliten investment in Meroceco is
13lustrated by the peried 1949-1950 during which probably mere than
one=half of the trade delicit of almost frs, 100 billion was financed
through the flow of private capital to loroeco. %Hot swnay" movessnts
were not considerable except, presusably, alfter ithe outirssk of
noscilities in Kovea, xoroccan receipts due Lo current public mmiit.w
of the Metropole, auch as salaries of French officers in Lorosco,
seintenance of troops, etc. probably ma sguivalent to other net
paymsnis by Horotco on service account, Other offsets of the trade
daficits waps Hetropelitan public financing of the investment programs
and liquidation of afficial reserves, which amounted respectively to
one~fourth and one-fifth of the trade deficit.

The reserves utilised were primarily the credits of the Stats Bank
in the operation sccount which declined during the two years 19491950
from fre, 16 billion bo fra. 4.5 billion, Data for 1951 are not avail~
" able, but it is possible that the construction of the Amaricen air bases
in Morooco has stopped the drain on the State Bank reserves and perhaps
cauzed again & surplus in the Horoccan balante of paymenta,



Lack of statistical data does not permit a m&senﬁatibn of balance
of payments of Morocco by currency areas, showing to which extent Morocco
has been a source of or a drain on the frane area poal of foreign exchange
reserves, Only in general terms can it be sald that during the war period
payments by the Allles in loreccce gave rise 4o net dollar and sterling
receiptss and that ‘:m postwar, on the contrary, lorocco had net deficits
with countries outside the franc area, particularly with the United States,
The deficits were covered through release of foreign sxchange availatle to
the Yetropole, including dollar allocations under the Furopean decovery
ngrm;

The following table shows the pattern of trade of ¥orocco by major

currency areas for the years 1546-1950.
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‘French Morocco -~ Cqmposition of External Trade by Areas

Imports

1946
1947
1948
1949
1950

Exgorﬁa

1946
1947
1948
19k9
1950

Trade 'Bala.nce

1946
19k7
1948
1949
1950

1946-1950

(millions of francs)

Gountries outside the franc area

Dollar
Area Other Total
5,211 1,691 6,502
13,696 11,165 2}, 861
20,308 12,579 32,887
20,192 16,579 36,770
210 2,526 2,736
303 3,797 4300
1,352 Tkl 8,793
1,39 20,334 21,728
1,394 34,133 35,527
~5,001 £ 83 - L,167
- 6,898 # 353 - 6,545
-12,3hL - 3,72  ~16,068
-18,913 # 75754 11,159
~18,797 A17,55h - 1,243

Sources: See Table on page 59

Countries
of the
Franc Ares

10,626
22,737
50,030
70,U34
78,463

74659
1,222
28,439
31,788
30,876

- 24967
- 8,

21,591
~h7p537

A3l
Countries

17,529
33,383
7h,891
103,321
115,223

10,395
13,323
37,232
53,516
66,103

- 75134
"15 I} %Q
=37 4659
"'hg F 805
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It ia obvious Lhat changes irau year Lo year in the amount of trans~
actions expresasd in francs de not necessarily reflect “real® changss. 1/
stablility of Lhe Woreccan franc in relation o the %m;mpoum franc
does not also mean stability in relatiom to uhe dollar, the sterling
pound, ebe, or in terms of u glven quambily of gowis and services, as
long a® Lhe respective valus of Lbe tetropoliian frane varies.

The main changes in the rates of the Yetropolitan and Noroccen
franc in relation to the dollar and the pound sterling were the followings

Yalue of Lis Dollar and Pound Sterling in Terms of ‘rancs, 192050

(Prevailing official rates)

france per Francs per
dollar a‘tar_l_:lg
1920 16,68 59.78
1928 25.52h 124.213
193y 43.80 176,625
1942 (Novesber) 78 300
1943 (February) 50 200
1945 (Decesber) 19 480
1948 ( Jenuaxy) 21k 86k
1948 (Octobar) 272 1062
19h9 (Oetobar) e 977

I/ indices of volume of French Loroocan Lmports ond GXports, for Insbance,
changed as follows in 1339~19484

(1938 = 200)
199 gh0 oWk lgh2 o3 Lohh LS ML6 W7 18
Exporte 93 62 38 L6 32 Lk T 127 169 201
Imports 333 11 95 58 27 L 6 119 137 260

Source: jnnuaire Stetistique de 1a Zone ¥ ise sy Naroc, 19L7=19L8.
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In the perisd 1920-1939 adjustments of the exchange raten of the
franc in relation to the dollar and the sterling were primarily the
consaegquence of world wide econonic and monetary chenomenss the great
depreseion of 1929, reestablishment and sbandonment of the gold
standard, competitive depreciations, etc. (n the whole, however, the
franc was a relatively strong currency and, therefore, the tie of the
fiorocean franc could only be considered as an sdvantage and a source
of svability Lfor the economy of Horocta.

Wartime inflatlon wes accepted in Yorocco ss an inevitable evil,
Yhe devaluation of the African frans, agreed upon in February 1943 by
the Governmenit of France Libre with the iUnited States and Great
Britain, still over-valued the Horoccan frame in terms of purchasing power
parities and of prevalling black market rates. In & period of inelastic
demand, during which military needs and physical possibilities rather
than prices determined the volume of current tramsactions, over-valuation
of the frenc could only be to the sdventage of Moroceo, However, the
rotarn to more realistic rates, sfter the end of the war, resulted in
increased handship.

The mcnetary reform of December 256, 19hS disappointed the hopes
of those in Norocce who thought they would be able to buy new equipment
in the dollar ares at the previous low rates of exchange, and te sell
their products to France at the actual high prices., The opponents of
the devaluation, overlooking the foreign exchange and particularly the
dollar problem of the franc area, found supporting arpuments in the
fact that: (a) during the war torocco had considerable net receipts
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in hapd curreoncy; and (b) Lhat the currency of sume obber mambers of
m& franc arsa bhed not been develued in tho skee proportion az tha
ievropoliban franc.

The following devaluaticns of the franc in Jamuary and October
1948 and in April sand Seplenbsr 1945 ware bound to reige sisilar complainte
end criticisas, As & sstter of fact, the aviticisss sosmed to pub the
btlame for prica increases in Jorocso uh the devaluations; whils it
woald seea more logical to blasme the inflation which spread from France
into the franc area, and to cunsider the devalustions as & necessary .
consequence, From the - viewpoint: of Woroese the need for & proper
rate of exchangs, tending Lo squilibrate paysents and receipts in e
axternel scoounts, is not self-evident beceuse ihe sysiea of the
operation secount provides the eountry with theorstically unliaited
compangabary Yinsncing, and the availability to Uaroteo of hard
currenciss lu not detersined by corrssponding sarnings of Loroeoo
alons,

Siaddar to what happens within the same natimsl teprritory, the
spreading of loesl inflationary and dellationssy trends over Lle whole
franc area iz & siructural consequence of the fapt {tsell that Lhw
arel i3 & moSLAYy 4nd pconomic unib, Any atbtempt bo insulate & aingle
tarrivery from wnfavorable develupments in other parts of the sres
mist necessarily temd to break or undamaine that unity,

The relative changes in the price levels of France and ¥arooce
in the periods 1939~1941 and 1945-19%0 (when thw economic relations

tetwean the two countrise were nob cub by reason of war eventa) are
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illustrated by the following tabla, The imperfeéect parallelism belween
the two series of price indices ¢an be explained in part by tiae lags
and changing costs for moving goods and econamis resources betwesn
the two counkries, Hut anobher important cause of discrepancles must
cartainly ba the different statistiockl camposition of the two indices,

which aakes Lhe two meries only wery roughly cosmparabls,

Price 1evel and Lonsy BUPpLy AD Francs and NGroSeo, 1930-19LL & 1oLo~50

(Indices)
Hholeaale Priees Indices s

‘Emn«) Y Lorocce %ﬁ% gcwcco

PRrig

' {dverage of Lhe Yui"{ %ﬂ of the ’x»ar)
1938
1933 100 100 cos 1&?
1940 132 130 ses 2k
19k 163 216 cas L32
1943 358 L50 527 1,647
1946 619 ao 610 2,596
1T 9L5 1,326 872 2305
1948 3,629 1,998 1,139 578

1950 1,97 1,625 6,15k

2/ Sources wmw_dshmm msg du Haroc, 1949 (index
of 70 commodities)

Sources [HF Inbernational Finangial Statistics

See Table on Dage 59

The indices of the aomey supply for France and Horooco in the table
above contrast sharply with the similarity of price changes in She two

countries,
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Expressed in dollars, ths money supply ef France approxisately
doubled during the period 1939~1950, while %hat of Yoreeco incrsased by
eizht tines, 7The fact vhat in dorooco the percentage increase of the
aonesy supply was four times higher than in France, whils the ratie
of the respective price levels dld not change substantially, testifies
primarily so tho repid development of Norocce during the twelve year
poried.

3) Abﬁﬁ.:gm of uhe ¥onstary “ysbtam to Cops with the Eeonomic Reguirvementa
6o

*The poal of our sgconomie policy in the colonies zmust be the

developasnt of Lize preductive potentialities of the overseas territoriea
and the incrsase of their wealth, in order to assurs Lo the Africans

3d Lhe final recammendation
of the Conference of Irasssville (January-Febwusry 19ih).

a bYatter life...* In thase Lepras was oXpress

The objest of this section 1# Lo appraise the.extent-to.which
ametary system of French ioroceo has bsen able Lo serve thalt goals
which are Lhe advantages and which are the shoartoomings of Lhe systes
in visw of & rapid and well balanced development M‘m@ ouUnty .

Tha tla betwoen tha lorcccen franc and the Hetrepolitan fraue,
a3 long as ib remsdns ﬁmly established, sliminates sxohange risks
and facilitatas the flow of trads and cepital between France and Horavoo,
The advanbages doroeco derives from it are important in view of the
fa)lowing factes «

(a) xternazl trade is essential to the development of Woreecos
and France, lor idstoricel, zeographical and econamic resasons, is the
major Lrads partner of Noroceo,
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{b} Several factore oake for & nebt flow of private cspital from
france Lo Horoeco, under umrastricted conditions,

(e) Local savings of sorecco alone are not sufficient to assure
& reasonable rate of development to the country.

In relation to other systeas which also assurs inter-convertibility
batwsen the local currency and ths dsiropolitan unit, such as the Currency
Boards, bhe systea of the Bank of Issus presents some additional advantages.
It allows more elasticity in the monsy supply, by making the curvenay
circulation not directly depsndent on the balance of pauyments, It was
pointed out before that, sssuming periect mbili’b}" of eapital and
resourcsa and stable sxchange rates within the franc area, it would
be impossible Lo conceive of any genersl credit policy proper to
Xarocee, Since, howsver, the first sssumption iz far from baing realised
some room remains for local monstary mansgement at the sergins of the
goneral policy adopted for the whole fraac urea, In promoting expansion
or contraction of the monsy supply, the State Hank of iorocco nermally
cooperates with other banks ani the Covernment, the principal aim being
that of mederating local fluctuations and of smosthing the effecis of
sxtornal disturbances. The State Beak also plays an lmportant role in
promoting the development of an active mansy market, in mobiliszing loeal
savings and channeling cted!.i into the acst desirsbles inwvestments,

The third lnk of the systes, which sllews franc inter-convertibility
and some indepandence of the curprency eirculation from the tmlanco of
paymenis, ie Lhe operation account., The automatic co@mmtwy financing
provided by the system gives more sssurance of continmuity in the
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implesentation of developmont plans in korocwe. Pinally, the amount
of fareign sxchange &lloceisd to Horoocoe for its import needs oulside
the franc area is normally higher than the corpresponding earninga of
the countey or, ab least, than those gained hywough ewrrent trade Uransactions,

The seln cause of recent complaints on the mri of Horoeco aboub
the working of the aonetary system stems out of Lhe postwsr weakness of
bhe frang.

The monatary and economic tles of Larocco with Framnws allows the
spreading and danpening of logal) econonie fluctuations. This fact
assurds nore stability Lo doroeso when its sconomy would tend to be
lsss stabvle in relation to the rest of tha area, Dt when the source
af dissquilibriua is mainly cubside HMorooce, &3 [ seens to havwe
begn the cese in the postwsr period, the country :aust share the externsl

turbences, And whils the spreading of inflationary = deflationary
tronda which sriginated in doresso pass almost umoticsd inbo the rest
of the franc sves, the larger propertions of the econmmy of Fronts maks
the disturbanges from this source a fachor of prisary importance fo
the french oversess territories,

The system of the Bank of Issus presents tha disadvantage ~ if
we may osll it so >~ that it does not absolve the monetary authorities
of Franch Norooes from the responsibdlity of policy decisions, It is
8 mare refined instewent in comparison to ths Currency Desrds Systes,
and it 1s preferable for relatively developed colonial sconomies, such
as that of Frensh Wordeece, Like all refined instruments, however, it
must be handlad by sxpart hands in ordey to produce good resalts,
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'B‘mlly, the 1ibaral aysiem of the operation account necessérily

impliss, as ite counterpart, a high degree of direct control on the

part of France over the ecconowy of Harocco, In the British colonies,

in contrast, a more rigid system of monetary dependence allows & higher

degree of damtr;lisabieﬁ in formdating local economic policies,

Suggestions Lo modify the pressnt monetery setup of Frcéch Horooto
have been advauced fyrom tise Lo time by the press and certain groups
in Korogeo, Folitlcal considerations ars not extranecus in the for~
mulation of the Jdifferent solutions proposed, which range from the
suggestion of & simple change of the rats of the Morcocan frane in
relation to the Metropolitan frane (dfcrochage®) to that of complete
indepsndence of the Karoccan amonetary system with diveot or indirect
implication of political independance,

4 ¢hanpge in Lhs exchange rate betwsen the doropcan franc and the
ketropoliten fram is & delicate gperation which must be used with
caution, The change, i.niram, not only creates zcmé immediste problams,
b it can also give rise to the expechation that the operation might
ba easily repoated or reversed in the future, Lhus sndangering the
comfidence on the stability of the rate, The large ocutflow of capital
from french Yest Afriea in 1?&9, due Lo rumore theb the local franc
would be brought back to parity with the listropolitan franc, is an
illustration of these dangsrs,

A ﬁaﬂnﬁﬁ:&w treak of the Moreccan franc from its peg with the
Matropolian franc is a solution which has more far roaching sffects
than some of its proponents have envisaged. Such action wonld necessayrily
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result in the abolition . of the operation account and the exclusion
of iorocco from the fyanc srsa snyntem, with the conseguonce that private
capitel movements between “ranes and poroeco would be restrictsd and
Lhat the Voroeesn aswiary authority would have to fece directly the
oroblen of the international valve of the eurrency,

Fithout the full cotribution of privete Freanch capital the rate
of prowth of the soroccsn sconomy would fall drastically, unlass publie
lnans and grents of france to sforecco were not only continued but in~
creased or sosa other forsign swurce of financing could bs tapped,

#rom Lhe standpoint of price stability, the Independence of the lersecan
frane, if coneeived as a remesdy against the apresading of the etropoliten
inflation, amight well prove Lo have worse affects than the illness
itself,

In the present situation the econumiv advantages that Loroeco
darives from lte aonetary dependence seesn cartainly greater than ths
relative dissdvantagne., 3hould & complete change in the econwalc snd
politiesl position of Yoroecco take placs, the terms of ths problems
alght bs radically different, Or else the economic coat of monstavry
indopendence might still be considerwd as & fair price paid for political
indspendenes, O both subjects economic analysis has littls to sy,

SULARY
Turing 1939~1950 the aoney supply of french Morocco incraased by
sixty=five tlmes, The main expansionary factors were balance of paymeats
mrplt;su during the war psriocd and bank eredit in postwar,
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During 19391945 balance of payments surpluses were mainly the
consecuence of foreign military expendituras in Noroseo, In 1946~1950
& large deficit in trads account was financed priasrily by an inflow of
private lstropelitan cspital and, to a less extent, by Metropolitan
public ald for development and by drewing on previcusly aocumalated
PEZErYAs,

in 1950 prices in dorocco, as wall as in Franoe, had risen twanty-
fold from the average lavel of 1939. In real terme, therefore, the
Horoncan money supply had sxpanded sppraximabely fourfold; this testifies
mainly to Lhe rapld growth of the sconomy,.

Such a reaplid economic development would not have besn possible
without bhe peacstime contribution of private French capital and its
channeling into productive investment. This inflow of capital is deter~
sinad not only by germine investment opportwnities, but alsc by light
taxation in Morocco in relation to France, axpectation of better protection
in ease of & way in Hurope and by strietly speculative motives, The
abundance of financial capital saintains relatively low interest rates
in Marocco and favors the sconomlc development of the country.

Since 1945, the mein reason for ccaplaints on the part of Narocco
hag baan ths spreading of inflation from France into the rest of the
franc area. This is a struoturel conssquence of the fact that the ares
is an economic and moneilayy unit. A treak of the monecary link could
insulate Moreoco from inflationsry trends originated in France, But
this measure would necesssrily be followed by restrictions on capital
aovementa from France Lo Morocce. Weuld Horocca thanm be able 3o maintain
its present rate of developuent without other new sources of external
finanoing?



- 86 =
BIBLIOGRAPHY

Ao = official Publications

ue A1ESAt du Naroc., H
(from 1907 to 1950)

Hank of International “ebilements, Statuts de la lanque d'Etat du liaroc

A 1vassamblée Glnérale Ordinaire

doroceo = teérvice Central des Statistiquess, Annuzire statistigue de 1a
sone frangaise du saroc (19L7-h8j5 19L9)

France = Sarvice Colonial des Stabistiques. Anruaire statistigue de
1tUnion fra d' Qutre-iier (1939=1949)

W - "’é«am:zu wzmml des Statistiques,

Anmmm mtiati ue dng
antéricures 414 poe

gmnmmt Chérifien *(?rz’ga)mmt Frangsis au aroc, Apnuaire
oer 1 i (15

m~ﬁmmmnwmavmmw La ¥onnais st ls Orédit
dans lss Tarriteires d'Outre-ier (1950)

Franse = Statistique générals. Annuaire statistigue abrdpé (1949)

France - Hinistdre des Pinances. Balance des payements entre 1a sane
franc st les peys ﬁt«m (1946-19567

France. Bulletin iensue) des Statistigues d'(utre-ier (monthly)

International Honatary Fund,

United Nations ~ Leonomic and %ocial Council. Review of Econcmie
Conditions in Africa (1951) ' ‘ '

Franos = Conseil Sconomique, Définition d'une © lqus dconcamiqus
soclale et monftaire d'ensemble dea pays de lilGnion ¢ 50 )

francs ~ Comnission des Investissemsnts. Reparts (1546-1950)
Selscted Werks Dealing with or Making Referencs vo the Yonstary System

Jusger, Urbain. la Banque d'Etat du Maroc (Paris, 1711)
Bs Roux, J. la réforue monftaire du Maree (Paris, 1928)

Stavistios (monthly)

Be =




iy ™

- §7 -

uarty, A. Jo le Franc mercoain; meonaie sateliite (Paris, 1951)
whrigot, Jo G, Le Frenc 1938~1950 (Faris, 1950)
Disterlen, Plerre. IThe Monotary Problem of Franos (New York, 1548)

Zna’&iwt 48 Scisnce Leonomique Sppliquée. L'investissements dans lss
pars sbpesgents (varis, 1951)

Selected usneral Theorstical Werks ami Publications on Related Subjects
be Kock, M. He Central Uanking (Lenmden, 1946)

Shaw, B, 3. Money, Income and Honetary Policy (Chicage, 1950)

Haberler, . Prospsrity amxi Depresaion (New York, 1946)

Isagus of Hations, Internationsd Currency Experisnce (19ld)
The Banker. Monstary 'ystems of the Golonies (Lemden, 1950)

Shannon, H,A. "The dodern Colonial Sterling ixchange Standard® in
Staff Papers, April 1952, Internaticnal Nometary Fund

E&rt%md, Pemelops C, Halance of Payments of Hew Fnpland (Providence,
1950
m;llieh, HeCo Btary ?mblms af en Bxpart Econowy - The Cubsn
Fxpes Jiymiyh! (Gl 2g )







