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Following on the heels of the COVID-19 pandemic and severe drought in North Africa, the Russian
invasion of Ukraine - large exporters of food and, in the case of Russia, energy— may inflict increased
hunger on the food insecure in Morocco — despite mitigating measures by the government.

Morocco is so far successfully shielding its large poor and vulnerable population by subsidizing
essential commodities. With memories of the violent protests during the 2007/08 food and fuel
crisis still fresh, government support is necessary to maintain social stability. Such support measures
are costly even in a typical year. In 2022, the legacy of the pandemic, a combination of drought,
soaring cereal and oil prices, global inflation, and economic slowdown will test the 'government's
ability to keep fiscal deficits within sustainable bounds.

Looking to the longer term, the high costs of government subsidies highlight the need for a
sustainable strategy to deal with food security. Morocco's New Development Model (April 2021)
promises to progress towards this goal by re-orienting public investment and creating incentives
to improve efficiency and resilience in rain-fed agriculture and add value throughout the agri-food
sector, not just in irrigated agriculture.

The food and fuel crises triggered by the war raise the stakes for reforming the agri-food system
throughout Africa, not only in Morocco. The African Continental Free Trade Agreement (AfCFTA)
presents a unique opportunity to develop a vast and reliable regional market including food that is
less exposed to the vagaries of the political, security, and economic environment outside the region.
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INTRODUCTION

What impact will the Russian-Ukrainian war have on food security in Morocco in the short
(2022) and longer terms? This Policy Brief focuses on cereals, as they constitute the main
staple of ‘Morocco’s poor and vulnerable, and because Russia and Ukraine are major
wheat exporters.” However, in a market system, food security depends critically on the
capacity of the poorest to buy food at an affordable price, and this means that the broader
macroeconomic and energy market effects of the war does matter for food security. After
setting out the overall macroeconomic and trade implications of the war in Section |, Section
Il analyzes Morocco'’s short-term food security implications, focusing on its wheat sector;
and Section Ill discusses the longer-term impact on food security and agri-food policy.

SECTION I: FIRST THE COVID-19 PANDEMIC,
NOW A WAR

The Russian invasion of Ukraine occurred as the global and Moroccan economies were
amid an incomplete and hesitant recovery from the worst effects of the pandemic. And
new variants of the virus continue to spread. At the outset of the war, food prices were
near records due to the pandemic disruption and climatic conditions in the prior year.
Generalized inflation pressures were evident in the United States and Europe, financial
centers, and financial markets were already unsettled as major Central Banks prepared
to tighten monetary policy. According to IMF forecasts preceding the war, Morocco's per
capita income would not recover to the pre-pandemic level until later this year. As a result,
the poorest segments of the Moroccan population, where the pandemic hit hardest, remain
highly vulnerable to new shocks. The war, and the realization that Morocco’s drought would
be even worse than expected, led to a significant downgrade in Morocco’s forecast in the
latest IMF WEO (April 2022). The forecast essentially points to no growth in per capita
income this year, a large jump in inflation and increased current account deficits.

Food security depends critically on the ability of the less well-off to afford food. The invasion
affects food security across the world and in Morocco in four ways:

1. Disruption of cereals and vegetable oils supplies of which Russia and Ukraine are major
producers;

2. Disruption (or the threat of disruption) of energy supply from Russia is causing soaring
coal and oil and gas prices, thus increasing the income-poor households must devote
to heating, cooking, traveling to work, etc. Although food takes priority over energy
and there will be some reduction in expenditure on energy in response to high prices.
some energy expenditures are irreducible without causing severe distress; Rising energy
costs also raise the price of food directly and indirectly, as they raise the cost of its
production and transport and that of fertilizers, whose production is energy-intensive.

3. 'Russia’s decision to ban exports of fertilizers as retaliation to western sanctions adds
to the pressure;

4. Finally, the uncertainty caused by the war discourages investment, delays economic
recovery, and reduces earning prospects.

1. Wheat exports from Ukraine and Russia are: U-16%+R-18%=34% of world total for 2021/22 wheat exports. The estimates for Ukraine reflect
what USDA has already subtracted: 4 million tons, resulting in Ukraine's export of 20 million tons. (Farm Policy News, March 10, 2022).
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The war in Ukraine, which started on February 24, turned out to be a prolonged and
tremendously destructive affair that continues to rage without a resolution in sight. It
is not the quick blitzkrieg victory by superior Russian armies many military experts had
predicted. A long-protracted conflict, its widening and intensification, and even the use of
unconventional weapons cannot be ruled out. The invasion’s effect on the economy and on
food security is worse than had food security is worse than bee food security is worse than
expected. Western sanctions on Russia are even more severe than had been anticipated,
extending to the freezing of Russia’s dollar and Euro reserves, banning oil and gas imports
by Canada and the United States, and effectively cutting the country off from large parts of
the global economy. For the food-insecure, this means even higher food and energy prices,
weaker employment prospects, and increased uncertainty for long.

North African countries are among the most exposed to the effects on food prices of the
invasion, and even more so to disruptions in supply since they import more than 25% of their
cereals from Ukraine and Russia. Morocco imports about half of its cereal consumption in a
typical year. However, because of low rainfall in 2021-22, this share is likely to be much higher
in 2022. On April 19, the global food price index was 27% higher than the previous year. The
price of crude oil (Brent) was 107$ a barrel, 60% higher than a year prior.2 (See Graph 1)
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The likelihood is that cereal and vegetable oil prices remain elevated and it is possible that
they will go higher still over the next year. Ukraine, where many farm workers have taken
arms and whose ports and transport infrastructure are effectively blockaded, produces 3%
of the world’s corn and 29% of the world’s sunflower oil. Ukraine’s spring planting season for
corn is at risk, which means that shortages could extend well into 2023 even if the war ends
soon. The latest market and government forecasts® for the price of oil in 2022 and 2023
point to high demand, low inventories, and disruption of supply from Russia as various

2. Sourced from the Economist, accessed on 27 March.

3. These include forecasts issued in March by the International Energy Agency, Goldman Sachs and Morgan Stanley.
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Agricultural exports and imports, 2010-2020
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forms of sanctions take effect. The expectation is that oil prices will remain near the present
high levels, with risks going higher still.

In line with the latest IMF forecast, a rough calculation of the macroeconomic impact of the war
suggests that the average income of Moroccans may turn out to be about the same or a little
lower in 2022 than in 2021 instead of about 2% higher as forecast by the IMF before the war.
The calculation is based on fairly conservative assumptions about the rise of commodity prices
in 2022. Slower income growth will be reflected in a deterioration of the income of the poor, the
government budget, and the external deficit. The most significant adverse effects of the war on
the Moroccan economy will be through higher oil and other energy prices, about 4% of GDP,
considering that energy imports represented 6.5% of GDP in 2021, and assuming oil prices will
be 60% higher on average in 2022. Slower European and world growth will depress Morocco’s
exports and overall growth by about 1% of GDP. The macroeconomic impact of higher food
prices (assumed to rise by 30%) will be modest, equal to about 0.6% of GDP since food imports
only account for 2% of GDP. These adverse effects on Moroccan GDP will be only partly offset by
the surge in the international price of fertilizers — of which Morocco is a major exporter — which
is assumed to rise by 50%, equivalent to a 3.3% gain in GDP at the current levels of exports.

SECTION II: IMPLICATIONS FOR FOOD SECURITY
AND THE GOVERNMENT BUDGET IN 20224

Morocco is especially vulnerable to the shocks resulting from the war because it relies on
food imports. In 2020, Morocco imported about US$ 6.5 billion of agricultural products
while its exports averaged US$ 4.2 billion (See Graph 2)
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4. Food security has primarily meant adequacy of wheat and other basic food commodities. Although the official goal has been referred to as
food sovereignty since the Structural Adjustment Programs of the 1980s, the emphasis has remained on food self-sufficiency; that is by prioritizing
trade protection and domestic production of all consumption goods considered “strategic”: cereals, sugar, milk, and vegetable oil. See the
case of Morocco (p 7-10) in PP 20-33, Nov 2020. “Selective review of food security policy worldwide: What can be learned from international
experiences in order to shape food security policy in Africa?” Part II” by Isabelle Tsakok and Fatima Ezzahra Mengoub. As defined by the UN
and the World Bank (2008) : “Food sovereignty is defined as the right of peoples and sovereign states to democratically determine their own
agricultural and food prices”. The concept was started and coined in Latin America by Via Campesina in 1996 at the World Food Summit.
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In a typical year, Morocco produces 70 million Q of cereals and imports about 50 million
Q. However, in a drought year, such as the 2019-2020 crop year, Morocco imported around
87 million Q of cereals of which 37 million Q are soft wheat.® Hit by a severe drought again
in 2021-22, cereals production is estimated at only 25 million Q (Bank Al-Maghrib, 2022),
requiring at least 87 million Q of imports. This will cost 2.9 billion dirhams at current prices,*
i.e. half the value of total agricultural imports.

GOM relies on a diversified set of grain suppliers from four continents as part of its risk
management. In the case of wheat, however, nearly half of imports come from Russia and
Ukraine: France (33%), Ukraine (32%), Russia (17%), the United States (14%), and other
countries (4%) (MEFRA, 2020). Morocco imports only soft wheat from Ukraine and Russia.
Domestic production and imports of cereals are both subject to large swings (See Graph 3)

Evolution of national production and imports of cereals, 2000-2021, in a million quintals
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Food subsidies are a key component of the social contract between the GOM and its people.
The Compensation Fund (Caisse de Compensation) is the main instrument deployed by
the Government of Morocco (GOM) to ensure affordable access to essential commodities.

According to the latest report of the Ministry of Finance on the status of the Compensation
Fund,” currently, state regulation and support of soft wheat is handled, through two main
mechanisms:

5. Official figures for the current season are not yet available. However, a government spokesman said that the GOM planned to import 8.7 m
Q from Ukraine; but received only 5 m Q. It planned to purchase the balance from elsewhere, possibly from India and Australia, usually minor
exporters but they have bumper harvests for the 2021-22 season.

6. Estimates take into account current prices (average from January to March) of soft and durum wheat, corn and barley. The structure of cereal
imports will remain the same, with soft wheat taking the largest share. The exchange rate used: 1$= 9.81 MAD (April 2022)

7. Caisse de Compensation is from World War Il days.
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(i) regulation of local and imported grain prices in order to control the prices of flours and
protect national production. It operates through the adjustment of customs duties (which
are set at 135% in November 2021-February 2022), import refunds (if any), and support for
domestic production through the granting of a premium subsidy for collection and storage;
and (i) Consumption support for a quota of soft wheat flour.

Sugar is another strategic food product subsidized by the GOM because of its importance
in the diet of Moroccans; as national per capita, sugar consumption is 85% higher than
the world average. The GOM has implemented a flat-rate sugar subsidy mechanism since
1996. Sugar subsidy is 2.661 dh/ton for domestic sugar and 5.335 dh/ton for imported
sugar, knowing that national production covers only half of domestic consumption; this
subsidy has been extended to imported sugar.

Although it is not a food product, cooking gas is also regulated and subsidized, as it is
considered an essential commodity and vital for food security. Farmers use subsidized gas
extensively to power irrigation.

Government expenditures related to food security as a share of GDP

2022
2021 esTIMATIONS®
Wheat* 0.2% 0.4%
Food
Sugar 0.3% 0.4%
Price subsidies Final use by households - 0.7% 1.2%
cooking gas-
Gas _ .
Intermedla’Fe .use.by agriculture 0.4% 0.6%
—lirrigation—
Total Compensation Fund 1.6% 2.6%
Tax expenditures** Agriculture/agri-business sectors 0.3% 0.3%
Ad-hoc measure to mitigate drought effects - 0.8%
Total expenditures 1.9% 3.7%
** VAT, corporate, income taxes, and tariff reductions favoring agri-business

Source: Authors’ calculations

In 2021, the total price subsidies of the three regulated products related to food amounted
to 1.6% of GDP (Table 1). Assuming that the increase in soft wheat, sugar, and gas prices is
52%, 17%, and 58%, respectively,” coupled with a depreciation of the dirham against the
dollar of 6%, the compensation budget released in 2022 would jump to 2.6% of GDP.

8. Forecasts are based over the price increases and the depreciation of the Dirham against the dollar in the first quarter of 2022.

9. World Bank, Commodity market “Pink Sheet” Database
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The agriculture sector is also the fourth largest beneficiary of tax expenditures (tax rebates,
etc.) after real estate, social protection, and utilities, amounting to 0.3% of GDP (Table
1). Additionally, 2022 is expected to be one of the driest years in recent decades. The
GOM has allocated additional resources to help the rural population cope with the adverse
effects of the drought, which amounted to 0.8% of GDP.

Overall, considering all financial resources released to face climatic shock, combined with
the soaring international prices linked to the Russian-Ukrainian conflict and the economic
recovery, total subsidies could reach over 3.7% of GDP in 2022.

Even before the war, Morocco’s budget deficit for this year was projected at 6.2% of GDP
and public debt at 80% of GDP, underscoring the GOM's limited fiscal space in dealing with
new shocks.' (World Bank, April 2022). The additional costs associated with food security
(Table 1) could add almost 2% to the budget deficit in 2022, absent offsetting measures
such as tax increases or reductions in current and investment expenditures.

The GOM has already announced that it intends to allocate around 2.8% of GDP to the
Compensation Fund this year (in line with the calculations shown in Table 1). However, even this
will not be sufficient to offset the impact of general inflation on household purchasing power.
In February 2022, inflation reached 3.6%. This inflation was mainly driven by the increase in
food prices, which contributed 2.13 points. The second significant contributor to inflation was
transport prices, which mainly reflected the increase in diesel prices (See Graph 4).

Inflation by component in Morocco, monthly contribution, 2021-22
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10. The current account deficit is expected to widen to 5.5 % of GDP on account of higher energy and food import bill (World Bank, April 2022)
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In addition, with the Russian-Ukrainian crisis, the risk might go beyond price increases and
supply disruptions could occur, casting doubt over the government’s capacity to ensure smooth
provisioning. With this in mind, the GOM imported large quantities of wheat during January and
February, increasing the national stock of these cereals. ' (Middle East Online, February 24, 2022).

FOOD SECURITY REMAINS A CHALLENGE —
DESPITE COSTLY FOOD SUBSIDY

Given that poor and vulnerable households' spend around 40-50% of their income on
soft wheat and other essential consumption items, the GOM's subsidization policy plays a
critical role, especially when international prices are high. However, the policy of ensuring
an adequate supply of wheat/bread to the poor and vulnerable cannot provide adequate
access to nutritional diets, an essential dimension of food security.

Morocco has made significant strides in reducing extreme poverty and chronic hunger. Still,
food insecurity (including lack of access to good nutrition) stalks millions more if we include
those large groups who lack access to basic social services and adequate shelter. This
definition of the poor and vulnerable should the “subjective” poor, those who consider
themselves poor, including many informal wage workers, unemployed youth, and (primarily
urban) women.” (WBG, Jan 2019). Thus, the poor and vulnerable may account for some
45% of the total population, or about 17 million people — even though the extreme poor
are a small group, 0.8% of the population. (See Table 2)

The poor and vulnerable in Morocco: Different measures (% of total population) *

POVERTY LEVEL/ ECONOMIC INSECURITY 2007/08 2014/15 2018/19

Extreme US$1.9/day 2.5 0.8 <1.0
Lower middle income US$ 3.2/day 17.5 7.5 6.4
National poverty line 8.9 4.8 (U:1.6; R:9.5)* <5.0
Subjective * 45 (U:40; R: 54)

Source: World Bank Group, Jan 2019; Oomman et al, June 2003

11. There are no official figures on the size of the strategic stock. However, media sources indicate there are stocks for 4.7 months.

12. There is no consensus on how to identify and measure the vulnerable population. One definition (World Bank) is: “...Vulnerable employment
refers to the sum of contributing family workers and own-account workers... They are the least likely to have formal work arrangements, are
the least likely to have social protection and safety nets to guard against economic shocks, and often are incapable of generating sufficient
savings to offset these shocks.

https://databank.worldbank.org/metadataglossary/world-development-indicators/series/SL.LEMPVULN.ZS#: ~:text=They%20are %20the %20
least%20likely,Limitations%20and%20exceptions.

Another source is: “Quantifying vulnerability to poverty: A proposed measure applied to Indonesia”, by Lant Pritchett, Asep Suryahadi,
Sudarno Sumarto. Policy Research Working Paper, # 2437. Sept. 2000. https://openknowledge.worldbank.org/bitstream/handle/10986/21355/
wps2437.pdf?sequence=1&isAllowed=y

13. There is a significant disparity between estimates of subjective poverty between urban and rural households. Thus, between 2007-2014,
in %: U: 39-40; R: 47-54 (WBG, Jan 2019)
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NOTES:

* Total population (rounded millions): 34.2 (2014); 36 (2018); 36.9 (2019)

* Morocco has a large informal sector: 55% of wage workers; high unemployment among
youth and women (primarily urban) (2019)

* Some 44% of the middle 40% (3rd and 4th quintiles) consider themselves economically
insecure (2019)

e Urban: Rural ratio: 60:40 (2014); 63:37 (2018); 64:36 (2020)
* Gini Index of inequality: (2014)

e Urban-0.388

e Rural-0.317

* Multidimensional poverty goes beyond deprivations of food quantity and quality
(nutrition). It includes a low level of education, limited access to essential services like
health care, hygienic conditions and comforts, and poor connectivity, etc. Households
living in these conditions “feel” poor.

Chronic malnutrition is associated with numerous health problems, including — paradoxically
— obesity and overweight. (See Table 3)

Health problems in Morocco: Selected indicators (% of population afflicted, rounded estimates)

SEATY B, souwrwen _ieawrs LD
Anemia 30-35 30-33
Diabetes 16 17
Overweight 59 50
Obesity 36 23

Infant mortality rate

(IMR, per 1000)* 18

Low weight at birth 17

Stunting * 10-15
Vitamin A deficiency * 15
Overweight * 11

Sources: Global Nutrition Report 2021; World Food Programme — Morocco, June 2019
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Notes: *

e [MRis 3.8/1000 for OECD countries; 43/1000 in Africa

® Prevalence of stunting for children under 5 years old: 30% in Africa

e Vitamin A deficiency contributes to blindness, increased morbidity and mortality from
common childhood infections, increased risk of respiratory and diarrheal infections,
and decreased growth rates, and slow bone development.

* Being overweight makes one more prone to heart disease and diabetes.

Given adequate fiscal resources and delivery mechanisms, the GOM may be able to provide
enough food to prevent extreme hardship and maintain social stability. Yet, the challenge
of achieving good nutrition for large sections of the Moroccan population remains.

SECTION lll: SOME CONSIDERATIONS ABOUT
FOOD SECURITY IN THE LONGER-TERM

More than half of Morocco’s agricultural imports are cereals, despite being the dominant
crops of Moroccan agriculture and being considered “strategic”. Cereals occupy more than
half of arable land. During the 2020-2021 season, 50% of agricultural land was cultivated
by four main cereals, namely durum wheat, soft wheat, corn and barley, i.e., about 4.3
million hectares (ONICL, 2022). If other cereals and fallow land are considered, the share
can rise to 71% of total agricultural land (MAPMDREF, 2022).

Despite policies aimed at reducing grain areas and improving their yields, yields are still
low. Between 2003 and 2019, cereal yield per hectare increased by 42%, from 12 to 17 Q.
Production has increased by 25%, from 64 million Q (between 2003 and 2007) to 80 million
Q (between 2015 and 2019). Acreage has been reduced: by 32%, from 5.35 million ha in
2008 to 3.65 million ha in 2019. (Ministry of Agriculture, 2022). Despite significant cereal
yield increases, they remain far below the average global cereal yields about 26 Q/ha.

The 2021-22 drought underscores the fundamental constraint of Moroccan agriculture:
water scarcity. It is primarily rainfed, with irrigation covering 1.6 million hectares of arable
land or less than 20% of the total (ADA, 2018, Molle, 2017) High value fruits dominate
irrigated agriculture High-value fruits and vegetables dominate irrigated agriculture High-
value fruits and vegetables dominate irrigated agriculture; sugar and dairy. It contributes to
45% of agricultural value-added in years of average rainfall, and its exports are an essential
source of foreign exchange. Thus, 75% of agricultural exports come from irrigated areas. Its
contribution to agricultural value-added can reach up to 70% during dry years.

With the objective of food self-sufficiency in this water-scarce agriculture, the entire cereals
sector was regulated. The ploughing operation, between 1957 and 1961, promoted
mechanization, followed by intensification programs based on the use of selected
seeds, fertilizers, and phytosanitary products. Fertilizers are applied to cereals mainly by
medium and large farmers on roughly 20% of cereals land. Their use is usually well below
recommended levels and varies greatly with rainfall fluctuations and prices. Given that
fertilizer use is not critical for cereals cultivation, the rise in global fertilizer prices is not likely
to determining effect on short-term production and productivity.

Despite the priority given to the cereal sector and to soft wheat flour, in particular, the GOM
still has to shield the poor and vulnerable people from the high prices of wheat and other

Policy Brief - N°34/22 - April 2022 10



basic commodities through subsidies. This subsidization approach is, however, very costly.
Moreover, it is neither sufficient nor sustainable to achieve food security which “exists when
all people, at all times, have physical and economic access to sufficient safe and nutritious
food that meets their dietary needs and food preferences for an active and healthy life.”
(FAO 1996) Such sustainable food security must be anchored on stronger productivity and
income foundations.

Morocco’s New Developmental Model (NDM, April 2021) of H.M. King Mohammed VI marks
a new departure for putting Morocco on such a path. Under the NDM, the priority is placed
on increased value addition throughout the agro-industrial value chain, from production to
consumption. In previous plans, the priority was to increase the production of cereals and
other “strategic” commodities and promote commercial agriculture in preference to family
agriculture. This strategy has resulted in disappointing outcomes. Family farming must be
more integrated with “efficient, food logistics platform...and downstream agro-industrial
value chains” (NDM, 2021) so that family farming becomes more productive, profitable,
and resilient.

The NDM aims to promote productivity by incorporating a realistic price of water, the
scarcest resource. Measures include a reallocation of public investment in the direction of
(i) agricultural research, development, and extension services in more drought-tolerant and
climate-resilient rainfed wheat and other crops; (i) sustainable soil fertility management
services; (iii) digital and other technologies for more efficient use of scarce water, whatever
the source; and (iv) development of renewable sources of energy to desalinize water; treat/
re-use wastewater, to better prepare Morocco for a climate change world.

Ultimately, good results depend on implementation. But the reforms proposed under the
NDM are in the right direction.

WIDER CONSIDERATIONS ON FOOD SECURITY
IN SUB-SAHARAN AFRICA™

Like Morocco, SSA must transform its agri-food system to achieve food security. This is
urgent: chronic hunger and malnutrition, especially after the COVID-19 pandemic, afflict
21% of the population, with one billion people unable to afford healthy diets.’ (FAO et
al., 2021) Conditions not only make it urgent but an opportune time to do so. Through
the AfCFTA, Africa has this historic opportunity to develop its vast, geopolitically reliable
regional market. Geopolitically reliable markets have never been so crucial for supply
dislocations have multiplied under this multiple crisis—pandemic, war, drought, locusts.
Africa should accelerate the Africa-wide infrastructural and institutional investments as well
as country-level domestic reforms needed to realize the promise of the AfCFTA.

The list of desirable investments is long and will vary by country. But, access to markets
has been repeatedly identified as the essential condition for economic diversification
and productivity growth. To realize this growth requires sustained investments, including

14. Like Morocco, the other North African (NA) countries are major grain (mainly wheat) importers. Water scarcity is also a major problem even
for Egypt, with its nearly 100 % irrigated agriculture. This crisis should also be a wake-up call for them to rethink their agri-food policy along
the lines of Morocco’s NDM to achieve for food security.

15. The number of people who cannot afford healthy diets in other regions are: 1.85 b in Asia; 113 m in LAC; and 17.3 m in North America and
Europe; thus, around a total of 3 b people or around 50% of the world population. (FAO et al, 2021)
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infrastructure and public services; e.g., in energy; research and extension; irrigation and
water management; etc. Structural reforms should also improve smallholders’ access to
land and water, and guarantee their tenure security for these basic resources. (WBG, Oct
2019)

CONCLUSION

Morocco's case shows that basic food and commodities subsidies play an important
stabilizing role during crises, providing food security for large groups. But alone, they are
neither sufficient and nor sustainable.

To put food security on a sounder footing in Morocco as in other food-importing African
economies, structural reforms and agri-food investments must regain priority. While there
is much agreement on these, the implementation challenges are formidable, and financing
reforms are problematic in countries burdened with high debt amid shaky prospects for
recovery from the pandemic.
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