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1. Introductory Remarks  

In Morocco, companies have created few employments during the past recent years. 
Indeed, over the period 1989-2002, the net creation of employment in the manufacturing 
sector has experienced only an increase of about 1.8 percent.  This growth rate is seen to be 
lower than the rate in the same sector during the period 1985-89 when it jumped to 9.4 
percent. The experienced growth rate of employment in the industrial sector seems also to be 
weaker than the growth rate of the production within the sector as well as the growth rate of 
industrial employment supply estimated to be around 2.5 percent.  Moroccan decisionmakers 
think that such incapacity of the economy to generate employment is due to economic growth 
slowdown induced by exogenous shocks, particularly drought cycles and transmission of 
external shocks to the national economy. While this proposition contains an indisputable grain 
of truth, it requires reliable tests. One approach to conduct such tests consists of assessing the 
user cost of labor in order to see in what extent it may influence creation of jobs.  

 

The user cost of labor is composed of all expenditures induced by the use of this factor 
of production within enterprises. It includes the gross wage, personal income taxes and 
integral social charges on wages. Obviously, salary-based subsidies received by employers 
should be subtracted from the user cost of labor. In partic ular, premiums of hiring and the 
taking of charge of certain contributions by employers should be removed from this 
constructed variable.     
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Computing the user cost of labor and its impact on job creation have received much attention 
in the recent litera ture. Impact of the user cost of labor on the creation of employment seems 
to be easy to understand. Nevertheless, certain parameters enter often to render such impact 
somewhat ambiguous. Such parameters may be the degree of substitutability of the factors of 
production (capital and labor), supply and demand elasticities of the labor force, the share of 
taxes supported by the employer and labor legislations.  

 

According to Neoclassical economists, higher levels of the user cost of capital may hinder 
demand for employment. They argue that a given employer can hire an additionnal employee 
only if he may prooduce more than he receives in terms of salaries or, in other words, the 
hiring condition is that the marginal productivity of labor is more than the marginal cost, that 
is the cost of the last hired employee. Higher is the cost of labor, less employers accept to hire 
additional employees. Moreover, the cost of labor is an important determinant of corporate 
competitiveness. As soon as the cost incereases, emp loyers will tend to lay off , to substitutate 
capital to labor or to delocalize their activities toward zones with cheaper labor force.  

Recent research works have argued that in the long-run, labor supply is relatively 
inelastic, suggesting that labor force supports more substantially the tax burden on wages 
(Dahlby, 1992). By contrast, demand for labor is relatively elastic in the short term, implying 
that the tax burden on salaries may be basically supported by employers. Moreover, the 
endogenous growth theory which emphasizes the role of technology and human capital on 
economic growth, has stated that taxation of labor may discourage investment on human 
capital and, therefore, weaken economic growth.  Other research works have emphasized the 
role of subsidies on salaries as a stimulus of employment. For example, Solow estimated that 
“whereas profit motives has to play the decisive role (…), subsidies have certain advantages, 
especially in terms of efficiency and, probably in terms of equity, with respect to direct job 
creations. Somewhat, they may permit to foster entries in the ‘normal’ labor market while 
programs of direct job creation would likely exert stigmatization effects.  

In the case of Morocco, rare existing studies have mainly delt with the rela tionship 
between wage costs of labor and supply of employment. Azam (1995) has found a non- 
significant relationship between the minimum urban wage and employment levels, but he 
concluded that it affects employment levels through the gap between the minimum wage and 
the average salary imbursed in the formal private sector.  In the same way, Benhayoun et al. 
(2001) has pointed out that the minimum urban wage tends to discourage job creation in the 
formal sector.   

 The remainder of this article is organized as follows. Section II presents a survey of 
the institutional and regulatory framework. It also explains the major constraints that affect 
the labor market in Morocco. Section III outlines the methodology destined to compute the 
user cost of labor.  The approach we use in this research paper to assess the user cost of labor 
relies on the methodology developed by McKenzie Mintz and Scharf (1997). Nevertheless, 
we have made some amendments in order to take into account the specificities of tax and 
social legislation in Morocco.  Section IV attempts to estimate the dynamic behavior of the 
user cost of labor. Its evolution over time has to allow us to see in what extent it may hinder 
employment.     

 

2. The Institutional and Regulatory Frame  
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This section presents the history of institutional and regulatory characteristics of 
wages and the labor market in Morocco. We mainly focus on variables which intervene  in the 
determination of wage and non-wage costs of labor. The role of trade unions will also be 
analyzed given their powerful ability to influence the process of wage formation and levies 
for social security.  

2.1. Rules of Wage Determination 

In Morocco, wages are freely fixed through direct agreements between employers and 
employees or through collective conventions. However, a minimum legal wage (the Salaire 
Minimum Interprofessionnel Garanti, SMIG) concerning the private manufacturing sector, is 
instituted.  

The SMIG is revised following a formal mechanism of indexation to prices, mainly 
when the consumer price index increases by a proportion of at least 5 percent. In practice, 
revisions are nevertheless irregular and somewhat independent of the mentioned indexation 
rule. Indeed, revisions generally result from political and discretionary decisions follwong 
important pressures from trade unions.   

As in the majority of developing countries, the SMIG remains a juridical rule rather than 
a real application. However, in the Moroccan case, some available studies suggest that a 
remarkable evolution has been observed in terms of the respect of the SMIG regulations. The 
trade union of the Moroccan Union of Labor (Union Marocaine du Travail, UMT), estimated 
in early eighties that about 40 percent of enterprises disburse wages below the SMIG line. 
This information was confirmed by a survey conducted by the World Bank in 1980, 
highlighting irregularities affecting the application of regulations in vigor, notably among 
small and medium-sized enterprises. Another recent study (Benhayoun et al., 2001) has 
revealed that only 13 percent of employees in the formal private sector receive wages les than 
the SMIG. This is basically due to the increasing presence of labor associations within 
Moroccan enterprises. Another explanatory factor would be the emergence of a new 
generation of Moroccan entrepreneurs aware of the fact that improving productivity passes 
first of all through the respect of workers’ dignity and the setting up of a sound social climate 
within the firm.  

The new code of labor started to be applied from June 2004 and afterwards, ad rendered 
mandatory the respect of the SMIG rule (article N° 356). Nevertheless, employers who do not 
respect this disposition face a negligible sanction fixed in the range of 300-500 dirhams.  

During the period 1989-2004 considered in this study, the SMIG was revised toward 
increases eight times running. In nominal terms, it experienced 4.85 increase in average. The 
last increase happened on April, 30 th, 2003 in the occasion of the agreement between major 
social partners.  
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Table 1 :  

 

Evolution of the Minimum Legal Wage (SMIG) per hour  

(in current domestic currency) 

 

Years  1/05/ 89 1/05/ 90 1/01/ 91 1/05/92 1993 1/07/94 1995 1/07/96 

Nominal SMIG 4.75 5.22 6 6.60 6.60 7.26 7.26 7.98 

Real SMIG 4.75 4.88 5.20 5.41 5.14 5.38 5.07 5.41 

Years  1997 1998  1999 1/07/00 2001 2002 2003 2004  

Nominal SMIG 7.98 7.98 7.98 8.78 8.78 8.78 9.22 9.66 

 Real SMIG  5.35 5.21 5.17 5.59 5.56 5.40 5.61 n.a 

Note: the real SMIG is computed as the nominal SMIG deflated  

by the consumer price index . 

Source: Computed from the Statistical Yearbook of Morocco 

  

 In real terms, the SMIG has fluctuated only slightly over the period, notably because 
of successive reevaluations of the minimum legal wage, and also because of the monetary 
authorities’ efforts to maintain prices at lower levels.  Indeed, over the period 1989-2003, the 
real minimum wage increased b 1.2 percent in annual average. However, this rate remains 
higher in comparison with the growth rate of labor productivity within the formal private 
manufacturing secto r. This wage-productivity gap may result in negative effects on demand 
for labor and contribute to increases in the cost of labor in Morocco. 

According to certain recent studies (Agenaur and El Aynaoui, 2003), in 2000, the 
minimum urban wage represents 50 percent of the average wage in the formal private sector 
and 178 percent of the per capita GDP, and this wage level is higher in comparison wit other 
developing countries. Benhayoun et al. (2001) pointed out that the legislation of te minimum 
wage influences, though slightly, the overall structure of wages in the formal private sector. 
They also argued that an increasing minimum wage tends to reduce wage inequalities in the 
short run, but this impact is somewhat limited in the long run because of the propagation 
effect to the whole wage structure.   

Concerning the flexibility of wages, it is important to emphasize the lack of accurate 
data on the evolution of wages across sectors and qualification categories in Morocco. 
Neverteless, several sectoral studies have revealed that the real wage is relatively flexible in 
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the urban labor market. For example, between 1980 and 1987, data from the social security 
(Caisse Nationale de Sécurité Sociale, CNSS) showed that the average real wage in the formal 
private sector decreased by about 10 percent. Using various statistical sources, Morrison 
(1991) pointed out that real wages across industrial firms and the public sector substantially 
decreased over the period 1980-86. During the period 1985-89, real wages experienced a 
decrease of about 2.5 percent per year in the manufacturing sector because of the rapid growth 
of the number of provisional job contracts weakly remunerated. This resulted in a rapid job 
creation. During the 1990s, average real wages increased in the public sector and the formal 
private industrial sector by respectively 1.2 and 3.1 percent per year following several 
reevaluations of the minimum wage and an important growth of public servants’ salaries. 
According to econometric estimates by Mouime (2001), the short-term elasticity of the 
average nominal wage with respect to the consumer price index is about 0.85 in the formal 
sector. He also argued that the relationship between wages and productivity in the 
manufacturing sector is associated with a relation of ‘efficiency wage’.  Even though the 
mentioned study does not distinguish various levels of qualification (because of unavailability 
of data), we expect that this relationship would be particularly powerful for qualified workers, 
implying a certain degr ee of  significant decrease in wage rigidity for this category of workers 
in the forma private sector.   

In addition to wages, workers receive obligatorily a premium of length of service. 
Before 2004, the premium was fixed to be around 10 percent of the wage disbursed after five 
years, 15 percent after twelve years, and 20 percent after twenty years of job occupation. 
Following the application Après l’entrée en application du nouveau code de travail ce barème 
a subi une légère modification dans le sens de son élargissement. Ainsi, outre les tranches déjà 
vigueur, le législateur a fait bénéficier les salariés qui ont travaillé minimum deux ans d’une 
prime d’ancienneté de 5% et ceux qui ont travailler minimum 25 ans d’une prime de 25%.  

1.2. Regulation of Recruitments and Dismissals  

The Moroccan legislation Guarantees a substantial protection to the labor force. In 
spite of a certain suppleness introduced through the new labor act, employees in the private 
sector remain sufficiently protected, particularly against dismissal practices.  

Regarding recruitment, employees and employers are free to conclude either a contract at a 
given duration (CDD), or a contract at unspecified duration (TDCI) which can then cease 
according to the willingness of one of the two concerned parts. The contribution of the new 
labor act is that it brought back the duration of the CDD to two years, whereas before, it was 
only one year. Another innovation is that the type of contract can be concluded only in certain 
sectors and certain specific cases in accordance with regulatory ways. The new labor act also 
envisages a probation period during which each of the two parts can voluntarily break the 
contract without neither notice nor allowance. If the contract enters with a determined 
duration, this probation period is 15 days for workers, one month and half for the employees 
and three months for the executives. In the case of a contract with undetermined duration, the 
duration of this period is two weeks if the duration of the contract is lower than 6 months and 
a month in the reverse case.  
 

For foreign residents, the contract of employment must make an agreement request to 
the ministry of employment  which may grant a visa for a given period which is generally one 
to three years. A request for renewal must thus be made by the employer before the expiration 
of the ongoing contract. This request must be reformulated with in line with each change 
employer.  
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Before the entry in vigor of the new labor act (2004), the normal duration of work in 

the nonagricultural private sector was fixed at a maximum of 8 hours per day and 48 hours per 
week, for workers and employees of any age and sex. In addition and on authorization of the 
Inspection of Labor, the employer might carry out additional hours of work. The new labor 
act brought back this duration to 44 hours per week or 2288 hours per year. In addition to the 
reduction of the labor duration, the new labor act authorized companies in momentary 
periodic crises to distribute this total annual duration according to their needs provided that 
the duration does not exceed 10 hours per day.  

 
Regarding dismissals, in the framework of the old as well as the new labor acts, an 

employer can lay off an employee only for one legitimate reason (disciplinary reasons or 
economic and financial reasons). The only way for the employer to avoid a judgment for 
abusive dismissal is to find an employee who is ready  to testify against his laid-off colleague; 
but this condition is practically impossible to meet. Even in the case of proven professional 
misconducts, the law permits to the dismissed employee to juridically use his call right in 
front of a court which can examine his dismissal conditions. The length and the complexity of 
the procedure often lead firms to prefer expensive arrangements with the dismissed workers 
(El Aynaoui; 2003). Collective dismissals, concept which is not expressly defined by the law, 
were and remain subjugated to the authorization delivered by the Governor of the province. 
The latter naturally tends to refuse the application of dismissals because of the high rate of 
unemployment and the absence of unemployment allowances. At a glance, in Morocco, 
individual or collective dismissals are associated with long and complex procedures even in 
the case of serious mistakes or a difficult economic situation. One of the solutions for 
employers to divert the law consists of choosing the recruitment of temporary workers. 
Certain employers also often counts on the personal relations when they decide to hire 
(CNJA, 1995; Montmarquette et al., 1996).Through personal contacts, employers minimize 
the risk related to the recruiting because they collect the maximum of information on the 
worker. The candidate himself faces a stronger social pressure and his capacity of negotiation 
becomes weaker. 

The main innovation of the 2004 labor act in the field of dismissals is the possibility 
for employers to lay off employees for technological and structural reasons. The objective is 
to encourage the modernization and the readjustment of the Moroccan productive system. 
Another objective consists of reducing the number of contracts of temporary employment 
which often prevent the realization of productivity gains  (this type of contract often dissuades 
companies to invest in human capital). However, the high number actors involved in the 
process of technological and structural dismissal (employee, employers, delegated employees, 
work's council, provincial delegates of work, governor of the province), as well as the 
complexity of the procedures would probably render very difficult the application of this type 
of dismissal.  

 
2.2. The Social Security System in Morocco   

In addition to the regulation of wages and the legislation of labor, many obligatory 
social contributions exist and affect the user cost of labor in the private sector. It is the 
case of the contribution to retirement, the Social Security (childbirth, incapacity, and 
death), the sickness insurance, etc. 

In Morocco, any employer of the private sector sees a part of his mo nthly receipts 
allotted to the social security contributions. There are two funds for social security: the first 
which is the Caisse Nationale de Sécurité Sociale (CNSS), is obligatory; and the second 
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(CIMR) is optional. In fact, contributions are shared between the employer and the employee, 
in proportions varying from fifty-fifty percent to one third-two thirds. According to certain 
estimates, in the private formal industrial sector for example, non-wage costs of labor account 
for approximately 24 percent of the total labor (Agénor and El Aynaoui, 2003).  

The CNSS (national case of social security) was instituted in 1961. It is a public 
organization devoted to the management of the social security system for employees of the 
private sector. It offers three types of services: family benefits, short-term services (daily 
allowances related to professional sicknesses and/or labor accidents, maternity and death) and 
long-term services: pensions of invalidity, old-age and survivor.  This regime is applied to 
employees working in activities such as trade, industry, liberal occupations, fishing and 
forestry and agricultural exploitations. The number of its associates was estimated to be 
75770 in 1998 and then jumped to 94.331 companies in 2001. One year later, the number 
exceeded 110 000. As for the number of ‘insured’ members, it was estimated to be 1 500 000 
in 2002, against 1 300 000 in 2001 and 1 100 000 in 1996. Concerning retirement, any 
employee who is registered with the CNSS and ceases his labor activity at the age of 60 years 
has the right to an old-age pension if he validates at least 3 240 days of insurance. As for the 
minors who justify to have worked at least five years, they have the right to retirement at the 
age of 55 years. According to the current regulatory frame, employers pay obligatorily 17.7 
percent of the gross salary to the social security (CNSS) for contributions to the retirement 
and other Social Security charges. The rate of contribution for the retirement is fixed, since 
April 2002, at 11.89 percent of the maximum ear ned wage. Two thirds, i.e. 7,93 percent, are 
the responsibility of the employer while the employee contributes for the remainder, that is 
3,96 percent. In addition, 7.50 percent of the maximum earned gross salary is disbursed by the 
employer for family benefits. The employer and employee, following the rule 1/3-2/3, finally 
share the contribution of 1 percent of the monthly gross remuneration for short-term services 
(allowances for diseases and maternity). The contribution is ca lculated on the basis of the 
overall remunerations perceived by the beneficiaries of the social security regime. Since April 
2002, the maximum monthly wage on which the calculation of this contribution is based, 
passed from 5000 dirhams to 6 000 DH, that is to say a positive variation of 20%. This 
increase aims at enlarging the contribution base.  

To these "traditional" guarantees, it would be theoretically necessary to add medical 
and health grants. Indeed, the formal private sector often subscribes, in the mutual insurance 
companies, a sickness insurance in favor of its employees because such insurance is not 
included in the system of current social security. The cost of these private sickness insurances 
varies between 2 and 4 percent of the total amount of wages. In general, the cost of these ealth 
charges and retirement plans represents 12 percent of the total wages disbursed wages. Often, 
the cost of health grants and pension plans is shared in an equal way, between the employer 
and the employee. The rates of taxation lie between 13 to 44 percent. The social security 
contributions are deductible from the taxable amount. For the employees who do not have a 
mutual insurance, they benefit from care services provided by the polyclinics of the CNSS. 
However, although polyclinic infrastructure exists and relies on the contributions of 
employees, workers benefits from it only partially. Since 1996, the non- mutualist ‘insured’ 
employees have the right to 40 percent discount on their health-care bills. Moreover, it is 
important to mention that the employer has to disburse 1.6 percent of the wage to the OFPPT 
(Office of Vocational training and Promotion of Labor), via the CNSS. The objective is to 
contribute to the financing of the public system of vocational training. It is useful to also note 
that before August 2004, the CNSS did not provide any unemployment benefits. However, 
after the entry into force of the  new labor act, one of the thornier issue of application concerns 
allowances for job losses. The new regime, which will be managed by the CNSS, covers 
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employees who lost their employment because of partial or integral closing of enterprises, or 
those where partially or integrally dismissed without being replaced by others. The employee 
who benefits from this allowance right for job loss has however to meet certain conditions. He 
must have lost his employment in accordance with the law-bearing decree n° 314-66 of 14 
August 1967 relating to the preservation of the activity of industrial and commercial firms and 
the dismissal of their employees. He must have 1 800 ‘insurance days ’ including 216 days 
paid during the 12 months which precede job cessation . The employee must also bring the 
proof that he has not found another remunerated employment during the period of job 
cessation and/or he is not registered as an applicant for employment near the offices of 
governmental authority in charge of employment. He must also prove that he does not benefit 
from ‘senility pension’. 

Allowances for job losses are financed by the contributions of the employers and the 
employees, disbursed to the CNSS. The value and the distribution of the contributions are 
fixed on the basis of a common proposal of the Minister of Employment and the Minister of 
Finance after consultation of the Council of Administration of the CNSS. Article 5 stipulates 
that the CNSS will have to create guarantee funds devoted to the indemnity for job losses. The 
creation and the management of these funds are determined in accordance with a common 
decree of the Minister of Employment and the Ministry of Finance after consultation of the 
CNSS. The indemnity is paid for one six months’ period as a maximum. The employee cannot 
benefit from a renewal except if he meets the conditions stipulated in Article 3 of the law. The 
indemnity for job loss is equivalent to 70 percent of the average monthly wage . It has not in 
any case to exceed the SMIG. The employee should deposit in the offices of te CNSS, Le 
salarié doit déposer auprès de la CNSS, on pain of prescription, an indemnity request for job 
loss within a time not exceeding six months starting from the date of the authorization of the 
firm closing of or dismissal of the employee. Section 4 of the decree fixes the transitional 
provisions. The previous periods of insurance will be authenticated at the date of the entry 
into force of the law and will be taken into account to calculate the indemnity. In addition to 
obligatory adhesion with the regime of the CNSS, the employers of the private sector can 
contract a supplementary pension to the profit of their employees. This retirement is managed, 
since 1949, by the CIMR (Caisse Interprofessionnelle Marocaine de Retraite). The adhesion 
of the employers to this retirement fund is optional. Pensions of the CIMR are financed by 
two types of contributions. The first consists of the wage contributions directly levied on the 
wages of the beneficiaries. Such contributions do not go directly to the ‘cash-boxes’ of the 
CIMR. They land in an insurance company where they have to be managed by capitalization. 
The levied amount ‘nourishes’ a personal account of capitalization at a guaranteed minimum 
interest rate. Given their information about the market, companies place this money at higher 
rates. The essential of this surplus (90 percent) goes to the CIMR while the remainder is 
incorporated into the profits of the insurance company. The second contribution, called 
employers' share, is disbursed by the employer. It is directly channeled to the CIMR to be 
managed on a distributive basis. Each member has the choice between various rates of 
contribution: 3; 3.75; 4.5; 5.25; and 6 percent. At the end of 1998, the number of contributors 
was 214 868, in improvement of 2 249 compared to 1997. On the whole, 3 474 companies 
were adherent with t he CIMR. 

2.3. The Role of Trade Unions  

The Moroccan Constitution consecrates the equality of citizens in the field of 
employment and recognizes to all the right to adhere to the trade union of its choice, within 
the limits fixed by the law. It also guarantees the right to strike, even if certain professions 
defined by the law are excluded. Artic le 14 of the Constitution does not quote the conditions 
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of exercise  of the strike right, and just stipulates that "le right to strike remains guaranteed" 
and "an organic law will specify the conditions and the forms in which this right can be 
exercised”. Morocco has 18 trade-union forma tions, with the Moroccan Union of Workers 
(UMT), the General Union of the Moroccan Workers (UGTM) and the Democratic 
Confederation Labor (CDT) as the most important ones. Although the rate of unionization is 
weak in Morocco, existing trade unions have a great capacity of mobilization of the workers, 
even those who are not unionized. They draw their capacity of negotiation from their very 
close relations with the political parties, a heritage of their past involvement in the struggle 
against independence. The trade unions are very active and their capacity of negotiation is 
important in the public as well as private sectors. In 2001, in spite of lower inflation and 
important fiscal constraints, trade unions were able to negotiate 10 percent  increase in the 
minimum wage and a significant increase in remunerations within the public sector. They also 
contributed for many years to the blocking of the adoption of a new labor act because of the 
differences in opinion vis-à-vis the employers on the flexibility of labor contracts. Trade 
unions play a very active role in the implementation of the various collective agreements in 
specific sectors (banks, transport, industry), but also in the design of the corpus of labor rules 
in the public administration and private companies. However, it is necessary to observe the 
existence of a dual situation at the level of implemenatation of these conventions  because 
workers in the unionized sectors are protected whereas the non-unionized sectors continue to 
face the market forces. Trade unions contribute to the respect of application of regulations on 
the minimum wage and the dismissal practices.  

 
One of the most important innovations of the new labor act is the recognition of the 

trade-union representation. The new act reinforces sanctions applicable in the case  of 
obstacle s to trade-union freedom. It protects moreover the trade- union representatives and 
defines their missions and facilities. The  new labor act has also institutionalized the collective 
bargaining. The latter is considered to be important since it has advantages for workers and 
employers. To workers, it makes it possible to make hear collectively their voices. To 
employers, it may facilitate the setting up of durable industrial relationships in a healthy 
economic and social environment, permitting therefore to avoid social tensions. The collective 
bargaining can be also carried out on the national level scale between government, trade 
unions and employers. 

3. A Methodological Approach to Compute the User Cost of Labor 

The most relevant methodology to apprehend the user cost of labor has been 
developed by McKenzie, Mintz and Scharf (1997). It is based on the computation of the 
marginal effective tax rate (METR) on labor.  

3.1. Estimating the Marginal Effective Tax Rate on Labor 

The METR on labor refers to the amount of tax burden due to the decision of a firm to 
recruit an additional employee. It refers, in other words, to a tax indicating the extent in which 
the tax regime affects incentives to use labor in the production process. At te equilibrium in 
the labor market, this tax burden is measured as the difference between the price of labor 
disbursed by the firm and the price received by the labor supplier. However, depending on 
labor supply and demand elasticities, the weight of the effective tax burden is finally sheared 
between the firm and the labor supplier. The METR of labor is interpreted here as the tax 
associated with expansion of employment of a firm or industry. In principle, there are several 
ways in which this may be done . One approach would consist of simply taking total payroll 
taxes and dividind them by total wages and salaries to obtain an average payroll tax rate. 
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However, since the tax rate on labor force often changes in relationship with income and other 
individual characteristics (the familial situation for example), the difference between the 
aevareg and marginal rates may be higher. An other approach would be to calculate income 
for an ‘average’ worker with ‘average’ characteristics in each sector and apply to him the 
statutory payroll tax provisions.  But this approach would not take into account differences in 
the distribution of wages and salaries among industries. These differences, when coupled with 
the income ceilings and floors associated with most payroll taxes, can affect the tax rate. The 
third approach was adopted by McKenzie Mintz et Scharf (1997). It consists of calculating 
average earnings for income groups within each sector. The statutory provisions of the 
various payroll taxes were then applied to each of theses groups, and weighted average taken 
to determine the overall effective payroll tax for a ‘typical’ employee in each industry. 
Finally, Mignolet and Meunier (1999), in a study applied to Belgium, defined the METR of 
labor as the ratio of the ‘social wedge’ ( that is the difference between the wage cost and the 
net wage) to the net wage . In the present paper, this forth approach is examined and applied, 
especially because it is suitable to the reality of the Moroccan labor market.  

3.2. Modeling the Computation of the User Cost of Labor 

The METR of labor is linked to the user cost of this factor of production through the 
following equation:  

(1 )w w u′ = +          (1) 

where : 

• w′ is the user cost of labor; 

• w indicates the equilibrium supply price;  

• u  is the METR on labor input;  

 

 Assuming tha t the input market is competitive, equilibrium may be determined 
as follows:  

( )(1 ) ( )D w u S w+ =                             (2) 

where ( )D ⋅  is the demand function of labor and ( )S ⋅  is the supply function. Note that ( )D ⋅  is 
expressed with respect to the gross-of-tax price of labor, and ( )S ⋅  is expressed with respect to 
the net-of-tax price.  

Differenciating both sides of the equation (2) with respect to the tax rate u , and evaluating the 
derivative at zero gives : 

  
s

s d

w
w

u
η

η η
′  ∂

=  ∂ + 
                 (3) 

where sη  is the elasticity of  supply and dη  refers to the elasticity of demand for labor input.  
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Moreover, equation (2) implicitly determines the equilibrium user cost of labor as a function 
of the METR of labor u . Therefore, we will have: ( )w w u′ = . The first order Taylor series 
approximation of this implicit function yields:  

  
w

w w u
u
′∂′ = +

∂
%       (4) 

Using equations (3) and (4), we finally obtain the formula to compute the user cost of labor; 
that is:  

  (1 )w w uβ′ = +%       (5) 

where w%  is the income received by the labor supplier and β  represents the tax-shifting 
factor.  

Replacing the METR of labor ( u ) by its value, we obtain:  

 1 c n

n

w w
ω ω

β
ω

 −′ = + 
 

%                                        (6) 

were cω  and nω  refer respectively to the wage cost ( that is the wage for an additional worker 
effectively disbursed by the firm) and the net-of-wage (the wage effectively received by the 
worker). 

The parameter β  permits to determine in what extent the tax burden is effectively supported 
by the firm. It is defined through the following expression: 

s

s d

η
β

η η
 

=  + 
                                 0 1β≤ ≤   (7) 

When 1β = , the tax is fully shifted forward to the demander of the labor input and the 
user cost changes by the full amount of the tax, as would be the case when the input supply 
function is perfectly elastic, or demand is perfectly inelastic. By contrast, when 0β = , none 
of the tax is shifted forward to the user, and the user cost is unaffected by the tax or subsidies 
as would be the case when supply is perfectly inelastic, or demand is perfectly elastic. Finally, 
when 0 < β < 1, the user cost increases by some fraction of the tax.  

The last stage consists of deflating the user cost of labor by an index measuring labor 
productivity. Defined as the ratio to the volume of occupied labor force of the value added, 
labor productivity permits to measure the efficiency of the productive system for a firm. It 
plays a major role in determining demand for labor. Note that demand for labor among firms 
depends on the comparison between the cost of labor and the marginal productibity of labor, 
that is productivity of the last hired worker. The firm accepts to hire more workers insofar as 
the cost is less than marginal productivity of labor. Labor productivity is also considered as 
the most appropriate indicator to evaluate the level of competitiveness within the 
manufacturing sector. A decreasing labor productivity in a given country in comparison with 
foreign partners, all things being equal, would result in increasing prices of exports and 
depressing co mpetitiveness. If ε  denotes the average apparent labor productivity, equation  
(6) becomes: 



 12 

     1 c n

n

w
w

ω ω
β

ε ω
 −′ = + 
 

%
 

where symbols in the expression are as already defined. 

 

4. Estimating the User Cost of Labor in Morocco 

3.1. Presentation of Variables 

q The Wage Cost 

As in many other developing countries, statistical data on wages in the private sector, are 
inadequate and less reliable. To face this problem, we have to reconstitute two statistical 
series, following statistical data provided by the Ministry of Trade and Industry. The first 
series concerns the legal minimum wage (SMIG) and the second refers to the average gross 
salary in the industrial sector. In fact, this second series as been estimated on the basis of the 
personnel costs of the whole of the industrial companies, adjusted to take into account the 
totality of social contributions. 

  
Table 1 outlines the evolution of the legal minimum wage expressed in the form of index. 

Data reveal that in nominal terms, the SIMG more than doubled over the perio d 1989-2004. 
What is surprising is that increases are important (minimum 10%) and intervene with reduced 
intervals. This may be due to the powerfulness of trade unions which are able to mobilize 
workers even though the rate of unionization in Morocco is weak. Even if companies are not 
obliged to respect the SMIG, they do not generally express any opposition at the time of the 
negotiations with the representatives of workers. Admittedly, the system has just changed. 
Since the entry into force of the new labor act (June 2004), companies are ob liged to respect 
the SMIG on pain of penalty of being sanctioned. But, as the sanction consists of a simple 
small fine ranging from 300 to 400 dirhams, such measure is seen to be less efficient. 

 
Deflated by the price index of industrial production, the minimum wage at the cost of 

1989 evolved in a moderate way. The annual average is about only 1.9 percent. This suggests 
that the minimal real wage cost does not constitute, a priori, a major obstacle against the 
reinforcement of employment. 
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Table 1 : 

Evolution of the Minimum Le gal Wage per Hour  

(index; base 1 = 1989) 

années 1/05/ 89 1/05/ 90 1/01/ 91 1/05/92 1993 1/07/94 1995 1/07/96 

SMIG  nominal 1.00 1.20 1.26 1.39 1.39 1.53 1.53 1.68 

SMIG  réel 1.00 1.01 1.14 1.23 1;24 1.31 1.26 1.35 

années 1997  1998  1999 1/07/00 2001 2002 2003 2004  

SMIG nominal 1.68 1.68 1.68 1.85 1.85 1.85 1.94 2.03 

 SMIG réel 1.29 1.26 1.23 1.31 1.27 1.29 1;33 n.a 

Source: Computed from the Moroccan Statistica l Yearbook and Data 
from the World Bank  

The average gross wage in the industrial sector passed from 1 739 dirhams per month 
in 1989 to 3 204 dirhams per month in 2002, that is to say an average annual increase of 4.81 
percent. This rate does not differ to  a significant degree from the rate of growth of the SMIG, 
calculated for the same period (4.84 percent). This means simply that there is a certain 
convergence between changes in the SMIG and the effective gross salaries. Unfortunately, it 
is not possible to go into the details, for lack of data relating to the evolution of the average 
wages of the various socio-professional categories. In real terms (nominal wages deflated by 
the index of the industrial production), the average annual variation of the average gross wage 
amounts to 1.6 percent,  a lower growth rate compared to that calculated for the SMIG. This 
result confirms the idea according to which although wages increase quickly, its effect is 
deadened by fast changes in the prices of industrial production.  
  

Moreover, certain institutional measures in fa vor of job creation result in the reduction 
of wage costs. The typical example is the National Program of Training-Insertion, applied 
during the period ranging from June 1997 to June 2001(Law n° 93-16). The objective of this 
program is double. First, it aspires to increase the degree of employability for job applicants 
through further training ad adaptation of their profile s to the needs for firms. Second, it aims 
at encouraging firms to provide "qualifying" training to unemployed graduates in order to 
facilitate their insertion in the labor market. The targeted population is composed of the 
graduates in a situation of unemployment during more than one year, holders of general or 
professional diplomas of level "baccalaureate  + 2" at least. This program permits to any firm 
to ‘hire’ a graduate for a period not exceeding 18 months without any promise of ‘definitive’ 
recruiting. The firm benefits from the exoneration of the tax on vocational training and the 
employer's and employees’ contributions. The wage allowance is fixed within the interval of 
1600-2600 dirhams. The firm supports only the half of this allowance; the other half is 
supported by the Government. Concerning training, the indemnity is exonerated from the 
personal income tax (the Impôt Général sur le Revenu, IGR), level with the authorized 
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maximum of 2 600 dirhams. On request from the firm and/or new ‘hired’ employee, the  latter 
can benefit from further training and the related expenses have to bee supported by the 
Government in a lump-sum way.  

 
It is important to note that the National Program of Training-Insertion experienced a 

slight modification in 1998 (Law n° 98-13). One of the most important improvements relates 
to the introduction of sta ges of remuneration according to the training level of the trainee. 
Henceforth, mechanisms destined to target the most underprivileged profiles were instituted. 
If the firm recruits (within the training period or at the end of the training period), a candidate 
with the profile appearing in the list of profiles with higher rates of unemployment, will 
benefit from exoneration of social contributions during two years. This exemption holds for 
one year only when the profile does not appear in this list. 

  

The lump-sum premium of employment constitutes another type of measure aiming at 
reducing the wage cost. It was envisaged in favor of Small and medium-sized industries (5000 
dirhams for each employment created during the first four years of exploitation), within the 
framework of the industrial investment act of 1983, but it has never been applied. This 
experiment was again initiated in 2002, thro ugh the contract of access to employment. This 
concerns companies of less than 50 employees operating in economically underprivileged 
zones. Such companies benefit from a contract of development of employment, in virtue of 
which they receive a premium of recruitment of 10 000 dirhams for each occupied job, 
provided that this job is reserved to a holder of a degree of “baccalaureate +2” at least. 
Moreover, firms which hired unemployed persons who have more difficulties  of insertion into 
the labor market, like the handicapped people who seek jobs since more than one year or 
graduates with unemployment for more than 3 years, receive a premium, for 18 months, of 
about 12 000 DH per person. 

Table 2 : 
Evolution of the Average Wage in the Manufacturing Sector  

(index; base 1 = 1989) 
 

Years  1989 1990 1991 1992  1993 1994 1995 1996 

Nominal Wage 1.00 1.09 1.19 1,26 1,27 1,38 1,41 1,48 

Real Wage 1.00 1.01 1.08 1,12 1,13 1,18 1,17 1,19 

Years  1997 1998 1999 1/07/00 2001 2002 2003 2004 

Nominal Wage 1.46 1.57 1.65 1,74 1,81 1,84 n.a n.a 

 Real Wage  1.12 1.18 1.21 1,23 1,24 1,23 n.a n.a 

Source: Computed from the Moroccan Statistical Yearbook 
 and Data from the World Bank  
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q Non-Wage Costs  

The non-wage cost of labor may be apprehended through the marginal effective tax rate 
(METR). This concept permits to measure the effective tax burden facing the salaried labor. It 
is defined as the ratio of the social wedge (that is the gap for one hour of labor between the 
wage cost supported by the employer and the net wage received by the employee) to the net 
wage received by the worker. The social wedge is composed of social contributions 
(employer’s and employee’s shares), the tax on vocational training and the personal income 
tax. To these charges, we must normally add indirect taxes on consumption, especially the 
value added tax, which reduce the purchasing power for the worker. Because of the difficulty 
to identify impact of indirect taxes on wage levels, we consider only direct levies which are 
easily identifiable.   

Two major issues arise when one wants to estimate the METR of labor. The first 
relates to the respect of the laws governing levies on wages. Indeed, in Morocco, as in the 
majority of the developing countries, many firms do not honor their commitments vis-à-vis 
the public organizations managing the social security. They either disburse only a part of the 
soc ial security contributions to the CNSS or they disburse them but with much delay, 
expecting a future tax amnesty (in 2000, the number of in- infringement firms amounts to 
62925). The risk of this type of clandestine behavior is that a part of the social security 
benefits could not be transferred to their initial beneficiaries (workers). To this unsuitable 
behavior, it is important to add the slippages of the management of the CNSS noted by a 
parliamentary board of inquiry in 2001 (too high wage bill; 900 million DH in 2000, 
recruitments based on clientelism and family relationships, diversion of public revenues, etc.). 
In what follows, because of the absence of reliable statistical data on the noted infringements, 
we suppose that the employers and the employees discharge the share of the social 
contributions which falls to them in accordance with to the existing laws. 

The second question which deserves a methodological lighting relates to the extent to 
which it is advisable to regard certain social contributions as taxes. In many cases, they are 
used to finance programs which are beneficial to the workers exclusively. In fact, the case of 
the allowances of retirement and sickness benefits constitute actually an income differed for 
the worker, rather than a kind of tax. In other cases, certain social contributions are beneficial 
for employers as well as for employees. The most obvious example is the contribution to the 
compensation for the industrial accidents which the employer pays for the account of his 
workers. In the same way, social charges effectively disbursed by employers constitute a 
source of motivation for workers and a signal of good control for firm’s partners. In our 
estimates, we assume that only the share of the wage contributions constitutes in fact a 
differed income; the employer's share is supposed to be an implicit tax which may negatively 
affect the level of employment. Since its creation in 1961, the CNSS readjusted these 
contribution rates eight times. The last readjustment was conducted in 2002. The objective of 
these revisions is double: first, it aims at re- inflating its finances and, second, it aspires to 
reducing the recruitment cost for firms. Table 4 shows a moderated, but continuous, fall in 
family benefits combined with a considerable rise of social security bene fits, in particular the 
long-term services (invalidity pensions, old-age and survivor pensions, etc.). Thus, between 
1989 and 2004, family benefits decreased in annual average, by about 1.9 percent. In parallel, 
long-term services increased on average by 5.9 percent. This may be considered as a 
mechanism of transfer reflecting a good financial health.  

Since about ten years, the received contributions are not sufficient to cover the 
expenditures related to the long-term services. To address this issue, the CNSS punctures 
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regularly on the surpluses due to family allowances to finance pensions. Through this 
mechanism of transfer, the CNSS decisionmakers hope to make play the principle of the 
“communicating vases ” in favor of long-term services and ensure the long-run financial 
equilibrium. 

 

Table 3 :  

Evolution of Social Charges (for employers and employees) in Morocco 

(% of the gross wage ) 

Years Familial 
Benefits 

Short-Term 
Social 

Services  

Long-Term 
Social 

Services 

Tax Paid 
to the 

OFPPT  

Total of 
Social 

Contri butio
ns 

Part 
Supported 

by the 
Employer  

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

10.00 

10.00 

10.00 

10.00 

9.40 

9.15 

8.87 

8.87 

8.87 

8.87 

8.87 

8.87 

8.87 

7.50 

7.50 

7.50 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

0.66 

1.00 

1.00 

1.00 

5.04 

5.04 

5.04 

5.04 

7.20 

8.10 

9.12 

9.12 

9.12 

9.12 

9.12 

9.12 

9.12 

11.89 

11.89 

11.89 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

1.6 

17.30 

17.30 

17.30 

17.30 

18.86 

19.51 

20.25 

20.25 

20.25 

20.25 

20.25 

20.25 

20.25 

21.99 

21.99 

21.99 

0.89 

0.89 

0.89 

0.89 

0.86 

0.85 

0.84 

0.84 

0.84 

0.84 

0.84 

0.84 

0.84 

0.80 

0.80 

0.80 

Source  : Computed from various decrees fixing 

the rate of contribution due  the CNSS 
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Even though the payment of contributions to the CNSS (employers' share and  wage 
share) concerns the employer, he does not support the integrality of charges. In fact, they are 
jointly supported in different proportions with the employee. family allowances are entirely 
supported by the employer. As for the contributions due to social security benefits 
(allowances of maternity, pension of invalidity, retirement benefits, etc.), their payment is 
supported for 2/3 by the employer and for 1/3 by the employee. The firm plays only the role 
of collector for the account of Social Security. Regarding the share effectively supported by 
the employer, graph 1 shows a decreasing tendency since 1989. This share passed from 89 
percent in 1989 to 80 percent since 2002. Although this tax relief in favor of companies is not 
very important, it constitutes nevertheless a positive signal of the public authorities toward 
employers in spite of the financial difficulties of the CNSS. 

 
Following the national program of Training-Insertion, into force between 1997 and 

2001, employers who hire young graduates are exonerated from social security charges 
(employers' share). Employees are also exonerated (wage share) for all the probation period of 
up to eighteen months. If the employe r recruits definitively the trainee, the legisla tor offers an 
additional one-year exemption advantage to the employer. During this period, the employer is 
also exonerated from the tax of vocational training for disbursed allowances.  
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Graph 1: 

Evolution of the Employer’s Share in Social Charges (in %) 
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Let us now move to the estimate of the marginal effective tax rate of labor. Graph 2 
illustrates the evolution of this rate since 1989, for two categories of workers: those receiving 
the minimum legal wage (the smigman) and those who  receive average wages. Note that we 
do not detaile d statistical series to apprehend the evolution of the marginal effective tax rate 
of labor for all the categories of workers, especially for senior executives. Graph 2 shows that 
the two marginal effective tax rates evolve almost in parallel and  tend to increase over time. 
For a ‘smigman’, the marginal effective tax rate passed from 17.30 percent in 1989 to 23.39 
percent in 2002, that is to say an average annual increase of 2.35 percent. As for the average 
or hybrid employee, the rate passed from 24.79 to 35.47 percent, that is to say an average 
annual increase of 2.84 percent. Moreover, this upward tendency stopped in 1992 when the 
marginal effective tax rate experienced a significant fall of 9.05 percent for the SMIG and 4.3 
percent for the average wages. This is mainly due to the modification of the scale of 
calcula tion of the personal income tax (the Impôt Général sur les Revenus, IGR) . The level of 
the annual income exonerated from tax passed from 12 000 to 15 000 dirhams. Anothe r 
explanatory factor would be the reevaluation of about 10 percent of the SMIG in 1992. A last 
considerable factor is that this fall intervened with the day before of the entry into force of the 
reform of the rates of contributions to the social security, after 12 years of stagnation (the total 
rate of contribution passed from 17,30% in 1992 to 18,86% in 1993). Finally, a non-negligible 
factor would be the fact the decrease in the marginal effective tax rate of labor intervened on 
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the brink of the entry in force of the reform of the rates of contributions to the Social Security 
after 12 years of stagnation (the overall rate of contribution jumped from 17.3 percent in 1992 
to 18.86 percent in 1993).     

 

 
 

After two years of sensitive increase (in 1993 and 1994), due mainly to the rise of the 
contributions to Social Security, the marginal effective tax rate of labor experienced a fall in 
1995. Starting from this date, the marginal effective tax rate for the SMIG was practically 
stabilized until 2001. As for the marginal effective tax rate for the average wage, it continued 
to increase in a linear way. Stabilization of the marginal effective tax rate for the SMIG 
between 1995 and 2001 would be due to the fact that the rise of the contributions to the social 
security was counterbalanced by the fall in the tax pressure related to the IGR. Indeed, the 
level of income exonerated from personal income tax passed from 15 000 dirhams in 1992 to 
18 000 dirhams in 1994, and 20 000 dirhams in July 1999. In 2002, the new reform of the 
rates of contribution of the national fund of social security (the rate passed from 20.25% to 
21.99%), resulted in a rise of the marginal effective tax rate of of about 8.14 percent for the 
SMIG and of 8 percent for the average wage. 

 

 

Graph 2 :
 Evolution of the Marginal Effective Tax

Rate (METR) on the MinimumLegal
and Averages Wages in Morocco (1989-2002)
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q Labor Productivity 

Using available statistical data, we have tried to estimate the average apparent 
productivity of labor dividing the nominal value added in the manufacturing sector by the 
volume of the labor force occupied in this sector. Table 4 outlines evolution of the average 
apparent labor productivity per hour for the manufacturing sector over the period 1989-2002. 
We observe that labor productivity experienced 4.8 percent increase in annual average. It 
almost doubled in 13 years. 

Increasing labor productivity seems to result from important improvements in the rate of 
growth of the value added in the manufacturing sector (66.5 percent over the period against 
only 17.9 percent for the number of employees). This would be due to increasing levels of 
industrial capitalization, improving levels of vocational training and labor conditions, and 
technological development. Obviously, this increase in the level of labor productivity has to 
alleviate the user cost of labor.  

 
 
 

Table 4 : 

Evolution of the Average Apparent productivity of  

Labor in the Manufacturing Sector  

 

Years  1989  1990 1991 1992  1993  1994  1995 1996 

Productivity per Hour (in 
DH) 

26.98 28.50 31.56 33.06 32.26 36.75 38.60 39.92 

Productivity Index  1 1.056 1.169 1.225 1.196 1.362 1.431 1.479 

Years  1997  1998 1999 1/07/00 2001  2002  2003 2004 

Productivity per Hour (in 
DH)  

41.07 42.26 45.22 46.16 47.17 49.62 n.a n.a 

Productivity Index 1.522 1.566 1.676 1.711 1.748 1.839 n.a n.a 

Source : Authors’ computations  

 

3.2. Computing the User Cost of Labor: Empirical Results 

Two scenarios are considered here to compute the user cost of labor. In the first scenario, 
we estimate the user cost of labor taking into account its major determinants (wage and non-
wage costs). In the second scenario, we introduce an additional variable, namely the 
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productivity level, because the user cost of labor makes sense only with respect to the labor 
productivity.  

q Presentation of the Estimates  

For te SMIG as well as for the average wage, graph 3 indicates that the user cost of labor 
follows an upward tendency. For a worker remunerated on the basis of the SMIG, the user 
cost of labor passed from 5.48 dirhams per hour in 1989 to 6.83 dirhams per hour in 2002, 
correspond ing to an average evolution of 1.21 percent. For an hybrid salaried worker, The 
user cost passed from 9.73 dirhams to 12.31 dirha ms per hour during the same period, that is 
to say an average annual increase of 1.82 percent. Thus, changes in the user cost of labor 
associated with an ‘average worker’ are much more significant than the cost for a smigman. 
Moreover, such evolution exhibits two major stages. The first stage goes from 1989 through 
1996 during which the user cost of labor evolved more rapidly especially for a smigman (4.6 
percent par year in average  against 3.1  percent for an ‘average worker’). This variation is 
mainly due to almost annual reevaluations of the SMIG during this phase (10 percent in 1989, 
1990, 1992, 1993 and 1996, and 15 percent in 1991). This is also due to increases in the 
marginal effective tax rate of labor. Since 1996, the two time-series evolved controversially. 
While the user cost of labor for an ‘average worker’ continued to increase, though it 
decreased slightly in 1997 and  2001, the cost for the smigman completely changed its 
tendency.  The user cost for an ‘average worker’ passed from 7.40 dirhams per hour in 1996 
to 6.83 dirhams per hour in 2002, that is to say an average decrease of 1.38 percent. Such 
decrease may be due to the quasi-stagnation of the SMIG in nominal terms (during this 
period, it was reevaluated only once, in 2000) and its fall in real terms (because of increases in 
the index of industrial production). Another explanatory factor would be the stability of the 
tax burden on the SMIG (reduction of social charges since 1993 and, notably, the reevaluation 
of the level of income exonerated from the personal income tax, from 18 000 dirhams in 1994 
to 20 000 dirhams in 2000). 

Taking into consideration employment subsidies applied over the period 1997-2001, we 
have realized that the user cost of labor significantly decreased for workers who benefited 
from such subsidies. In 1997, a graduate recruited in the framework of the Program 
“Training-Insertion”, enters with a cost of 0.25 dirham per hour for the firm during the first 18 
months. On the brink of the suppression of this program in 2001, the user cost of labor passed 
to a minimum of 0.22 dirham per hour and a maximum of 0.50 dirham per hour. In spite of 
this lower cost, the program did not achieve the expected success. Instead of contributing to 
the reduction of unemployment among young graduates, the program resulted somewhat in an 
instability within the labor market in the extent that the employer is seen to be opportunist. 
Instead of recruiting the graduate who accomplished his granted training period (18 months), 
the employer ‘hired’ a new trainee in order to benefit from additional grants (it is to remember 
that employment subsidies do not mean that the employer is obliged to recruit trainees). What 
is more surprising is that certain employers (notably  in the private education) do not hesitate 
to propose just the  alf of the legal wage, that is 800 dirhams, entirely taken in charge by the 
Government. Under competitive pressures, certain unemployed graduates, women in 
particular, generally accept this type of conditions. In this case, the user cost of labor becomes 
null. The whole operation is somewhat reduced to training, not insertion into the labor market. 
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Graph 3: 

Evolution of the User Cost of Labor for the SMIG  

and the ‘Average Wage’ ( index) 
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q Normalization of the User Cost of labor to the Labor Productivity  

Normalizing the user cost of labor to the average apparent productivity of labor, we 
observe a substantial variation of the tendency (graph 4). From an upward tendency of the 
user cost of labor, we passed to a decreasing tendency. Such continuous decrease reflects the 
progressive improvement of the level of labor productivity in the Moroccan manufacturing 
sector. Indeed, in 1989, the user cost of labor represented 20.31 and 36.05 percent of the labor 
productivity for the SMIG and ‘average wage’ respectively. In 2002, these proportions passed 
to 13.76 and 24.81 percent respectively. The average annual decrease is about 2.84 percent for 
the user cost associated with the ‘average worker’ and 2.95 percent for the smigman.  

This decrease may partially explain the lower employability of the Moroccan 
manufacturing sector. Observing the improvement of existing employees, they realize that it 
makes no sense to recruit additional ones.  
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Graph 4:  

Evolution of the User Cost of Labor in Proportion to the  

Average Apparent Labor Productivity  
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Concluding Remarks and Policy Implications  

Our analysis of the user cost of labor in the Moroccan manufacturing sector 
indicates that, in spite of its improvement during the past recent years, it remains 
relatively high, especially when compared with those prevailing in other emergent 
economies. This counter-performance is naturally due to important increases in wages 
following several reevaluations of the SMIG, in spite of a relative stability over the 
period 1996-2002, coupled with weak productivity. In comparison with other emergent 
countries such as South Korea, Taiwan, Indonesia and Turkey, Morocco is neatly less 
productive. In the textile and clothing sectors for example, labor costs are two times 
higher than those prevailing in China and four times higher than in India (DPEG, 
2002). In the same time, productivity in these countries is almost the same as in 
Morocco. These countries have been able to operate an effic ient dosage between 
lower, but progressing wages, and fast productivity. In Morocco, the available labor 
force does not always present the required skills to be more competitive in key sectors 
such as electrical and electronic industries and chemicals.  Moreover, Moroccan firms 
did not often resort to vocational training in comparison with those operating in other 
emergent countries. About 40 percent of Korean industries have formal training 
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programs, against 30 percent in India and Thailand, and only 15 percent in Morocco. 
A competitiveness approach based on diminishing costs of production has revealed its 
limits. It is utopian to seek to improve productivity relying on the productivity of 
employees with lack of training. In this context, the productivity differential and the 
quality of human resources are decisive . With equal levels of remuneration, a Chinese 
worker is seen to be two times more productive than the Moroccan one. The signature 
of the agreement related to the social dialogue in April, 30 th, 2003, and the adoption of 
a new labor act, constitute decisive stages toward improvements in the functioning of 
the labor market. However, benefits from such events represent an additional brunt for 
firms which should be compensate through increasing productivity. This would result 
in reducing the extent of substitution of capital to labor in a context of demographic 
transition.   

The present research work may be extended toward two major directions. The 
first consists of the “specialization” of the user cost of labor. The second direction 
which is the most relevant is to examine, construct, and apply a more comprehensive 
methodology destined to estimate the overall user cost of factors taking into 
consideration labor as well as capital (the authors have already conducted a study on 
the user cost of capital. For details, see Elmorchid and Mansouri, 2003) . Production 
functions such as Cobb-Douglas or the Constant Elasticity of Substitutio n (CES) 
functions may be used to ensure this aggregation process.  
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