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Climate change and green Sukuk

Abstract

In a difficult economic context (COVID 19) at both national and international scale and climate change,
the small farmers is exposed to several factors hindering its development during its life cycle. Through the
“Green Morocco Plan /green generation”. One solution being introduced is “direct seeding” technology,
which is also known as “conservation agriculture”

In addition to the risk perspective, climate change presents opportunities for participative finance to play
an important role in transitioning to a green economy. International climate funds, international standards
and blended finance mechanisms are important levers to consider.

In late 2014, Morocco has finally agreed on the law authorizing the establishment of participatory banking.
This is a finance with different products than the banking services currently available for Moroccan
companies and especially the small farmers.

Keywords: Green Morocco Plan, the small farmers, participatory banking

Introduction

Present in all sectors in Morocco, the Moroccan Small farmers contribute significantly to the development
of the national economy. According to the Ministry of Economy and Finance, Small farmers provide 98%
of the national production system. Despite a size not exceeding 200 people and turnovers below 5 million
dirhams during the creation phase, Moroccan Small farmers provide a large number of stable jobs and
actively participate in the generation of value-added. However, access to financing remains problematic
despite the various efforts made by the state. Indeed, access to traditional bank credit has become difficult
due to the hardening of Basel laws, which prevents small farmers from having the resources for a serene
start. On the other hand, and during its development phase, the small farmers. is facing a lack of liquidity
linked to the current economic situation (Covid 19) and the lack of short-term financing products with
reasonable terms in the current bank services. In the extreme case where an small farmers is in trouble,
there is no bailout from the state or banks especially for high value-added projects.

The Kingdom of Morocco has launched in 2008” The Plan Maroc Vert” is an ambitious government
strategy designed to make agriculture a driving force for equitable economic growth.The Plan Maroc Vert
is based on two Pillars and various transversal actions:Pillar I is focused on the inclusion of subsistence
farmers into domestic markets and Pillar II targets commercial farmers and supports their integration into
the world economy. There are 3 kind of fiscal supports to the green project which are the revenue (Tax and
incentive), Expenditure (Ecology-based fiscal transfer), and Innovative financing instrument (Bond and
sukuk). As The Government Budget alone will not be able to meet the financing needs for climate change



actions,. International supports has played important roles in formulating government policies to deal with
climate change issues in Morocco.

This study aims to answer the following questions: how participatory finance can be of service to small
farmers? How participatory banking supports the small farmers in their start-up and growth? Will the
participatory fund save small farmers in the context of current economic conditions?

2. Literature Review

The small farmers financing is a widely discussed topic in the literature. This interest is due to the
importance of small farmers in the economy of nations through creation of wealth and the development of
employment opportunities.

2.1 Inventory of small farmers financing problems

2.1.1 The capital structure

At the start of their projects, often leaders face the problem linked to the choice of target capital structure
of small farmers created. [Myers, 1984] describes this choice as a decisive step that is the first key step in
the creation of any business. In his "The Pecking Order" theory, the author shows that internal financing is
the preferred financing source of leaders. Secondly, there is the debt financing. Finally, entrepreneurs rely
on capital increases by introducing new shareholders. [St-Pierre, 2004] confirms this order and reflects the
will of leaders to keep the company's control. And facing the insufficient internal resources, Small farmers
prefer debt. This preference is also explained by the difference in debt financing costs which is well below
the cost of long-term financing operations typically capital increases ([Myers, 1984], [Titman and Wessels,
1988]). Therefore, the liability of Small farmers experiences strong leverage that often exceeds the optimal
rate debt.

In a financing market monopolized by conventional debt and classic shareholders, corporate leaders prefer
to adopt debt contracts. This contract stipulates that whatever the outcome of the SME, the repayment of
the loan plus interest is mandatory. If the contractor choses to introduce external capital, it will share the
risk of losses with the new shareholders. Meanwhile, he will cede a part of the executive of the company
[Hamilton and Fox, 1998].

2.1.2 The credit worthiness of the Small farmers against creditors

"No guarantees, no credit” that is the classic response of creditors against a financing application file of
Small farmers without sufficient collateral. In his work on Vietnam, seen as a country in transition, [Pham
et al, 2009] found that firms with sufficient collateral are more likely to access bank loans. These guarantees
are generally properties. This result therefore disqualifies a large number of Small farmers in need of
external resources but do not have enough tangible collateral. Given the difficulty of determining the
intellectual value of a company, the creditors do not consider the intangible capital of Small farmers as
credit guarantees [Bounfour et al, 2008]. Even if some good intangibles are recorded at the assets of the
company, the selection criterion disqualifies much of the intellectual capital of the company [Pluchart,



2005]. Thus [Sullivan and Sullivan Jr Sr, 2000] critique traditional accounting standards in its study on the
effectiveness of current accounting system against the increase in the share of intellectual capital in the
valuation of companies. The rigidity of the business model of banks also requires having tangible
guarantees. Indeed, given that the banks are funded by deposits insured at their liabilities, they seek to
minimize the risk of default in their assets. [Angilella and Mazzu, 2015] invites Small farmers to enroll in
credit rating programs taking into account the effect of innovative companies. In his multi-criteria model,
intellectual capital is taken into account in determining the creditworthiness of Small farmers. However,
accessing this service remains costly for the company especially during the startup phase and often
managers are not aware of the value of their intellectual project.

Several studies confirm that the information asymmetry between managers and creditors represent the main
obstacle to financing. According to [Cherif, 1999], during the negotiation of a financing agreement, the
shareholders may be more informed than outside investors. This creates a phenomenon of adverse selection
with respect to these projects because the market does not know how to check the available information.
Therefore, investors tend to increase their risk premiums which makes it very expensive financing for
businesses. [Van Caneghem and Van Campenhout, 2012] shows in his studies a high correlation between
the leverage of Small farmers and the quantity of financial statements of funding applicants. Another risk
pushing creditors to limit the granted funds is the problem of arrangement (Agency Problem). This is the
risk that entrepreneurs exploit the funds granted without considering the interests of creditors. According
to [Fama, 1980], the separation of control of the company and the holding of shares can be an effective
solution to this problem. However, this solution can be adapted to large enterprises. However, this solution
is not feasible for Small farmers.

The opportunity to finance green activities through sukuk financing mechanisms. Sukuk is issued
with the aim of funding programs within the scope of the state budget including funding for project
development. Sukuk is asset-based financing, which is allocated for capital expenditure in the State
Budget producing underlying assets. The planning process, including the tender for the
procurement of goods / services with sukuk financing, fully follows the provisions of the state
budget regulations In general, the issuance of green sukuk can follow the mechanism of the
issuance of state sukuk (SBSN), as well as the wakalah (contracts) used in the issuance.

The Green Sukuk has been established by the Clean Energy Business Council (MENA) the Climate
Bonds Initiative and the Gulf Bond and Sukuk Association(link is external) (GBSA), to promote and
develop Shari'ah-compliant financial products to invest in climate change solutions.

The Green Sukuk is a collaboration of experts in project development, environmental standards,
capital markets, actuarial compliance and Islamic finance.The Green Sukuk will :

1-Design Green Sukuk architecture, so that product issuers can offer and investors can access
products with confidence about their compliance with Shari’ah law and ethical standards.



2-Promote the concept of Green Sukuk and other green Islamic finance products to governments,
investors, product originators and other interested parties.

3-Engage with Governments and development banks about supporting appropriate project
development and the growth of a Green Sukuk market.

4-Inform the market by promoting best practice, convening industry forums and developing
template models.

Diagram of Finance Mechanism Scheme of Green Sukuk
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In addition, the Green Sukuk framework, which can be categorized as the green initiative of MENA,
has become an enabling instrument in the integrated climate change program implementation and
financing system.

2.3Project Implementation

It is based on the one hand on segmentation by sector and on the other hand on the agro-climatic zones of
Morocco (irrigated, intensive Bour and extensive Bour), thus allowing the most coverage and
representativeness wide possible from all production regions.
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3 The Participatory fund for Small farmers

Participatory is a form of mutual insurance where insurers are themselves owners of the fund [Wahab et al,
2007]. By setting up a Participatory fund, Small farmers reduce their probability of default. Indeed, when
a business is in difficulty, the Participatory fund advances liquidity to the SME in difficulty to overcome
its crisis. Identifying areas of intervention of Participatory funds depends on the participants' objectives. A
fund can manage both the economic crises of Small farmers and health costs of their employees for example.

The main difference between a Participatory and conventional insurance is the amount repaid at maturity
of the contract. In conventional insurance, the insurer does not refund the premium paid in any case. On the
other hand, in a Participatory fund, the sum of contributions plus realized revenues is distributed to
participants after payment of settled losses. Conventional insurance is based on the principle of great
numbers to calculate premiums paid by policyholders. A Participatory fund is also conditioned by the
number of participants from Small farmers and also the diversification of fields of activity of these
companies to avoid spontaneous applications when an entire industry is affected by economic crisis.



Since this is a mutual fund, the state can contribute as a donor like the state contributions to non -profit
associations. At the maturity of the fund, the state may recover the amount of donations if its cash flow
allows. The state will therefore participate indirectly rescuing firms that are the bedrock of its economy.

Conclusion

Through this study, we were able to objectively compare the advantages and disadvantages of conventional
and participatory banking products. The aim is to help Small farmers gain access to better finance its needs
during the development stage and expansion. We have seen the fundamental principles on which the
participatory finance is based. We also discussed, taking into consideration the two views of the customer
(Small farmers) and the bank, the price level agreed by the companies relative to the risk assumed by the
bank. We saw that participatory products require less guarantees when it is a participation in financing,
however, the bank is exposed to a high risk of arrangement.
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Annex : Agro-climatic zones of Morocco

O e Genﬁainpfuque gﬂ:&#fqnui
AIDIR 20105 2
AKNOUL 20904 2
BOURD 20102 2
GFNAYA EL JANOUBIA 20106 2
JBARNA 20107 2
SIDI ALI BOURAKBA 20108 2
TIZI OUASLI 20104 2
ABDELGHAIA SOUAHEL 02402 3
BNI AHMED IMOUKZAN 02414 3
BNI AMMART 02404 3
BNI BCHIR 02417 3
BMI BOUCHIBET 02413 3
BMNI BOUNSAR 02405 3
ISSAGUEN 02403 3
KETAMA 02409 3
MOULAY AHMED CHERIF 02411 3
SIDI BOUTMIM 02415 3

10



Commune rurale GEOGRAPHIQUE |  CLIMATIQUE
SIDI BOUZINEB 02410 3
TAGHZOUT 02408 3
TAMSAOUT 02412 3
ZARKAT 02416 :
AMTAR 24413 3
BAB BERRED 24401 3
BAB TAZA 24202 3
BEN SMIH 24409 3
BNI AHMED CHERQIA 24403 :
BNI AHMED GHARBIA 24404 :
BNI DERKOUL 24207 3
BNI FAGHLOUM 24204 3
BNI MANSOUR 24103 3
BNI RZINE 24407 :
BNI SALEH 24203 3
BNI SELMANE 24102 3
CHEINCHAOUEN 24901 3
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SHOMMMESS Tiea GEGG{l:IinPEIIQHE & Iﬂ:i¢f$l.? E
DERDARA 24206 3
FiFl 24212 3
IOUANE 24411 3
LAGHDIR 24205 2
MANSOURA 24412 2
MTIOUA 24406 3
OUAOUZGANE 24414 3
OUED MALHA 24408 ;
TALAMBOTE 24112 3
TAMOROTE 24410 3
TANAQOUB 24211 3
BENI BOUZRA 2410 2
BNI SAID 21613 3
QUED LAOL 21906 3
STEHA 24104 3
TASSIFT 24111 3
TIZIGANE 24106 3
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SRR SUha GEDG?ITSEIIQUE 5355‘?16@“&
ZAOUIAT SISI KACEM 21614 3
AL BAHRAOYINE 18209 3
AQUOUASS BRIECH 18505 2
ASSILAH 18904 2
AZZINATE 18511 2
BNI MAKADA 18903 2
BOUKHALEF 18204 2
CHARF 18902 2
DAR CHAOUI 18502 2
EL MANZLA 18503 2
KSAR SGHIR 18205 2
LAAOUAMRA 18208 F
LKHALOUA 18506 2
MELLOUSSA 18207 2
SAHEL CHAMALI 18507 2
SIDI EL YAMANI 18508 2
TANGER 18901 2
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SRR T Gemﬁnpglque gﬂ:i?lﬁdﬁE
AIN LAHCEN 21404 2
AL HAMRA 21603 2
AL KHARROUB 21608 2
AL OUED 21604 2
ALLYENE 21414 2
ANJRA 21409 2
AZLA 21610 2
BENI LEIT 21602 2
BGHAGHZA 21607 2
BNl HARCHEN 21413 2
BNI IDDER 21605 2
DAR BNI KARRICH 21612 2
FNIDQ 21905 2
JBEL LAHBIB 21411 2
IoUAMAA 21407 2
KSAR EL MAJAZ 21416 2
MARTIL 21903 2
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SEMMIVITES. X% 9 Gfmgigfnq UE gﬂ'ﬂiﬁﬁqﬁ
MDIQ 21904 2
MELLALIYNE 21405 2
OULED ALl MANSOUR 21615 2
SADDINA 21415 2
SAHIRYINE 21606 2
SOUK KDIM 21410 2
TAGHRAMT 21412 2
TETOUAN AL AZHAR 21902 2
TETOUAN S. AL MANDRI 21901 2
ZAITOUNE 21609 2
ZINAT 21611 2
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