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Moroccan Real Estate
North African Property

Dr. M.A. Hines

The exotic Arabic-like landscape and theln the recent turn of world interest to the developing
Middle-Eastern style land improvements form thecountries of the African continent and South America
backdrop for this northwestern Africa real estatdrom the developed countries of Asia, Europe, and North
analysis. The Moroccan landscape ranges from wallg&merica, we note that Morocco is one of the most stable
adobe farm compounds in the arid rural locationsountries of Africa. Its economy continues to grow under
between the Atlantic Coastal region and the interiozonditions of low inflation with some volatility under
Atlas mountains to the splendid world-renownthe guidance of the monarch and the nasipatliament.
Casablanca mosque and modern, spacious homes of Aits economy thrives, foreign investment in property
wealthy in Marrakesh and in Casablanca. These widmd business is encouraged. The foreign and domestic
ranging architectural features are inhabited byeal estate business of several countries of Africa has
traditionally clad citizens in their floor-length robes ofsupported for many decades multipfecan offices of
a myriad of colors as well as residents and visitors iKnight Frank, one of the leading international chartered
modern apparel. They do business in modern high-riseirveyor firms based in London. The foreign and
office buildings that blend with residential anddomestic African accounting business has long
commercial structures that exhibit architecturabupported multipléAfrican offices of international
characteristics from the Berber era of the past. Theeccounting firms such as that of the U.S.-based
variety of the Moroccan apparel and architecture is orRericewaterhouseCoopers in Casablanca. As a primarily
indication of the extent of modernization of this Moslenfrench-speaking country with second language expertise
north African country that is still ruled by a monarch,in English, Moroccan firms do much of their business
King Hassan I, who ascended to the throne in 196 Wwith Europe, the Middle East, and the United States.
Why is Moroccan real estate worthy of investor interest?
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The Economy and the
Employment Situation

housing programs, and encouragement of foreign direct
investment. The 17 percent Moroccan unemployment
rate is relatively low for the African continent at present.
The employed Moroccans are associated with
agriculture, forestryand fisheries (26.5 percent),
commerce (18 percent), other services (12.5 percent),
government (1 percent), services provided to
collectivity (9.2 percent), and building and public works
(8.9 percent).

Some Demographic and
Infrastructure Characteristics

Morocco, like many other African countries, exhibits
a wide disparity of economic conditions: A small
high-income group, a relatively small middle-income
group, and a relatively Ige low-income group that is
particularly associated with the rural areas. The disparity
of the population distribution by household income is
reflected in the distribution of school-age children in
the educational system. Most students finish only the
first of two primary cycles of education. Less than a
third of the first primary cycle students participate in
the second primary cycle of schooling. Most of the
primary and second school students attend public
schools. About five percent of the students attending
primary schools go on to Moroccan university
undegraduate and Mastar degree programs. Some
students attend management and vocational training
schools to gain vocational skills and expertise as
technicians.

The Moroccan population numbers approximately
28 million of which a little more than half live in urban
places. Since almost half of the northwest African
country live in rural areas which reflect the lowest
household incomes and low density per kilometex
overall Gross Domestic Product per capita runs only
U.S. D. 1,200, and the overall population density is low
at 38 persons per square kilomet€asablanca,
Moroccos commercial centers inhabited by a little
more than three million people; Rabat, the capital city

by a little more than one million people.

While the oficial language is a dialect drabic,
the language of business and administration is French.

As the economies of South Africa, Zimbabwe,The northern provinces that are centeredTanger
Malawi, and other countries of the African continentvhich is located across from Gibraltar in Spain, speak
have languished under high rates of inflation and higtihe Spanish language. In addition, due to the continuing
building costs, the kingdom of Morocco has weatheremfluences from Great Britain, the United States, and
the continental recession through implementation of @ther English-speaking countries, many Moroccans -
privatization program, expanded public works andspecially those involved in international business -
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speak English. Where many Moroccans aréoor area for multifamily apartment buildings decreased
multilingual, their religion is predominantly Muslim; over 26 percent, the floor area for villas and traditional
90 percent of the population is Muslim. houses increased over 18 percent and about 2 percent,
respectively Therefore, the construction market for
Even though French influences predominate in mosillas and traditional houses remained strong in terms
parts of Morocco, the national currency is the Dirhanof building authorizations, floor area, and projected
(DH) rather than the French franc. The Dirham iwalue. The projected value for commercial and industrial
managed by the national monetary authority to bbkuildings increased more than the projected value for
approximately 8.5 Dirham to the U.S. dollar and 1.Apartment buildings declined. While construction in
Dirham to the French franc. The deliberately weakjeneral declined in Marrakesh and Rabat, construction
Dirham encourages the export sales of Moroccaincreased in greater Casablanca. Construction, by these
companies. figures, appeared to
continue on a

The infrastructure,
like the per capital
income, needs
improvement by world
standards. The ports
need improvement for
foreign shipping. Therail
network is very limited =7,
for freight and passenger
transport. The fixed line = |
phone network is being =
supplemented by mobile
phone networks. The: |
enegy sources have
recently been expandec'
by the installation and &=
operation of a power =
plant by CMS Enagy .
Co., a U.S.-based:
corporation, a fepmiles ¢
south of Casablanca. In" 3
general, the = =
infrastructure of the rural
areas needs
improvement.

major .

Construction

According to the
latest Moroccan

relatively stable basis.
The production and
delivery of cement
increased by 10
percent. By a visual
inspection of a limited
number of areas,
apartment unit supply
seemed to outpace
demand in 1999.

The high-rise
buildings of the major
cities consumer |lge
amounts of concrete
and steel; steel
construction cranes
are in constant use.
Otherwise, concrete
blocks and adobe
bricks are used for
most other structures.
The Berber-based
architecture of low
buildings features
columnar supports
within room spaces for
support of ceilings,
mosaic decorative tile
work, inner courtyards

government figure, there was a small decline in buildingr homes, and walled farm compounds that enclose

authorizations, floor areas, total area constructe
projected value, and the number of dwellings from 1996
to 1997. While the building authorizations for

arm outbuildings as well as living space.

Some building supplies and materials must be

multifamily apartment buildings (labelled “residentialimported such as wood and iron and steel plates and
buildings”) declined over 24 percent, administrativesheets. Looking at imports as a whole, Europe is the
buildings declined over 16 percent, and commercial arghief regional supplier with Asia and America coming
industrial buildings declined over 3 percent, the buildingn much lower in second and third places. The chief
authorizations for villas, traditional houses, and othepverall national sources of imports are France, Spain,
types of buildings increased from 1996 to 1997. As th8audi Arabia, and the United States. France and Spain
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L ocation: Northern Africa, bordering the North Atlantic
Ocean and the mediterranean Sea, between Algeria and
Western Sahara.

Area-compar ative: slightly lager than California.

Climate: Mediterranean, becoming more extreme in the
interior.

Terrain: northern coast and interior are mountainous withdareas of bordering plateaus, intermontane

valleys, and rich coastal plains.

Natural resources: phosphates, iron ore, manganese, lead, zinc, fish, salt.
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Land use:
arable land: 21% T |
permanent crops: 1% s
permanent pastures: 47%
forests and woodlands: 20%
other: 1%

Irrigated land: 12,580 sq. = i
km. ' e L

Natural hazards: northern mountains geologically unstable and
subject to earthquakes; periodic droughts.

Environment-current issues: land degradation/desertification o
(soil erosion resulting from farming of ngainal areas, ovegrazing, g
destruction of vegetation); water supplies contaminated by raw
sewage; siltation of reservoirs; oil pollution of coastal waters. o =
Environment-inter national agreements: party to: Biodiversity

Climate Change, Desertification, Endangered Species, Hazard

Wastes, Marine Dumping, Nucle&est Ban, Ozone Layer Protec-

tion, Ship PollutionWetlandssigned, but not ratified: Environ-

mental Modification, Law of the Sea.

Population: 29,661,636 (July 1999 est.) N
Population growth rate: 1.84% (1999 est.)
Ethnic groups: Arab-Berber 99.1%, other 0.7%, Jewish 0.2%.

Religions: Muslim 98.7%, Christian 1.1%, Jewish 0.2%.

i
bt
4

4

Languages. Arabic (oficial), Berber dialects, French often the
language of business, government, and diplomacy

Government type: constitutional monarchy

Economy-overview: Morocco faces the problems typical of developing countries-restraining government
spending, reducing constraints on private activity and foreigh trade, and keeping inflation within manageable
bounds. Since the early 198@he government has pursued an economic program toward these objectives witr
the support of the IMRheWorld Bank, and the Paris Club of creditdfbe dirham is now fully convertible for
current account transactions; reforms of the financial sector have been implemented; and state enterprises &
slowly being privatized. Drought conditions in 1997 depressed activity in the key agricultural iselcliog

down exports and contributing to a 2.2% contraction in real. GB¥rable rainfalls in the fall of 1997 have

led to 6.8% real GDP growth in 1998. Growth is forcast to be about 4.0% in 1999. Formidable long-term chal
lenges include: servicing the external debt; preparing the economy for freer trade with EU; and improving
education and attracting foreign investment to improve living standards and job prospects for d yaate’

ful population.
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are also at the top and second from the top exp:
markets for Moroccan exporters; farther dowi
the exporting hierarchy are Saudi Arabia and tr
United States.

Recently construction companies from the
Middle East and, in particulairom Kuwait and
Saudi Arabia have been active in Morocca
office and apartment constructiofihey have
built 3- to 5-story apartment buildings and evel
higher rise dice buildings whose units have
been sold to prospective occupants and investc
primarily. i/
Generally construction takes place in the suburl FEE#
of Moroccan cities. Few construction sites ar | 8
available in the densely populated center citie | A

Housing Trends
In past years most housing was built fo ff" 4

high-income residents. In recent years, mor 142
housing has been built including that which i: 48
affordable by middle and lowéncome citizens. s
The supply of housing for upper-middle anc
middle-income groups tends to exceed th
demand at present.

N
-

b,
\
-

Home financing is available from banks or &
reasonable terms that extend up to 20 years. T
loan payment may reach 40 percent of th :
borrowers income.When borrowers finance Sy
their homes to the maximum percentage of the
incomes, they tend to have little disposal incom
left and are very stretched financially

Office Building Trends

Many modern dfce towers have been constructed, Some Hotel Observations

particularly by Middle Eastern construction companies

and investors, with sale of fafe units in mind.The Part of the national privatizationfeft since 1989
new clasé\ office space has sold well. In one nefwaaf has been the sale of previously state-owned hotels.
tower, units were sold for U. S. D. 300 per square fooThirty seven hotels and 75 companies are involved in
or approximately U. S. D. 3,000 per square mélee the privatization program. By 1997 forty were
investors may then rent the space on a one-, two-, ansferred to the private sectdviiddle Eastern
three-year lease with renewal subject to negotiation. Thevestors from Saudi Arabia and Kuwait, for example,
office lease is wusually indexed by thehave boughthotels putup for sale by the state and, then,
government-maintained cost of living index or a generalave proceeded with refurbishment programs.
index with a mixture of components. The lease may bi@ternational management companies including the
oral or written, but negotiation for renewal is needeMarriott group have been brought in to manage the
not matter what the term of the lea3enant tenure foreign and domestic owned hotels. Currently the central
continues as long as the rent and other lease obligatidnssiness district of Casablanca, for example,
are met. accommodates several internationally known hotel
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management chains including Meridian, Sheraton, artie government would like to see greater vertical

Holiday Inn. integration, particularly in the textile and garments

sectorwhich is heavily dependent on the import of raw

Property Finance materials, the goverment can only try to create the

conditions inwhich industry might prosper by measures

hich include providing technical centres to improve
e skills of the labor force.

Banks are the prime source of property finance. If
major project is involved, a local bank may cooperat
with foreign banks to cover the substantial financing. . ,
Major projects may be financed up to 25 years with | € manufacturing sector is the secondést

advantageous interest rates or no interest during aﬁn_trlk_)utorto_the country’gr_oss domestic produ&'he_
initial period. There are no private pension funds ifn&in industries are agro-industry (food-processing),

Morocco that could finance or invest in real estate. THEXUIES, chemicals, metallgy/mechanics and electrical/
majority of foreign construction companies anqelectronlcs. Of these, the agro-industry and chemical

investors in property such as the Kuwaiti investors, brin@dustrles contribute the most to industrial production.

their financing with them; they may invest in Morocco,

therefore, with all equity With 180,000 employees, the textile and leather

industry is also the lgest industrial employer

The Moroccan government pays the emplos,ee,a(:counting for one third of all those employed in
pension at retirement. Housing can be financed up {BduSty
the period remaining until retirement. Close to
retirement, the borrower may get an advance from th
earned retirement income for a housing payment.

The industrys laror costs are the lowest of any
editerranean country with privileged access to the EC.
It also has the advantage over its south-east Asian

Banks such as the BMCE Bank of Morocco proVidegompetitors of proximity to Europe, which means lower

many financial services including short and long-ternff@nsportation costs.
property and project financ&he bank ders services
through a separate leasing companyubsidiary credit
insurance companynd a consumer credit subsidiary
according to the banws 1997 annual report.

Manuracturers, howeveare worried by increasing
protectionism in Europe since they are heavily
dependent on the European market for exports. Some
50 per cent of goods manufactured in the textile industry
Industrial Finance is exported and 80 per cent of these exports are to France.

The industry has stdred as a result of the

Privitisation is the buzzword, the state of Moroccalevaluation of some European currencies, notably the
is distancing
itself from the
industrial sector
The government
no longer has an
industrial
strategy because
that implies
dirigisme.
Things have
changed since ¥
the 1960s when
it was forced to
intervent
because of the _
lack of a private 2
sector

et L

-
] i
| 3

o
- =
=
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Spanish peseta, the Italiar-
lira and sterling. By
contrast, the sector which
enjoys the lagest
investment is the chemical
and pharmaceutical
industry The sector
includes the phosphate
industry controlled by the
influential state monopoly
the Ofice Cherifien des
Phosphates (OCP).
Morocco remains the
largest exporter of
phosphates in the world anc
the proprietor of the world® =~ =
largest phosphate reserves.
The most optimistic
industry is the metallgy, |
mechanical, electrical and!

Although
industrialists are calling for
a devaluation of the dirham@
to help exports and the™s
reimposition of higher
tariffs to protect domestic muusuies nom vutsiue
competition, the government appears unlikely to adopt
either measure.

The GSM license is also
likely to speed up
privatisation of the sector
with Ittisalat expected to
sell part of its capital to a
foreign strategic partner in
the next 12 months.

The license fetched
about $700m more than
was estimated in the
government budget.
Economists gyue that the
best use of the funds would
be to reduce the countsy’
$20bn debt. But Morocco,
plagued by social
problems, is looking for
more near-term results and
the funds will be put aside
for projects aimed at
alleviating some of the
social burden and tackling
an unemployment rate of
about 20 per cent.

The Moroccan Business
Environment Including the Tax

Industry will have to weather the recession both at Regulations and Organizational

home and abrouad and hope that the trend towards lower
domestic interest rates will continue in order to aid both
production and investment in the coming years.

GSM License. A decree issuing a second licen
for a GSM (global standard for mobile) phone syste
has been awarded to Morocco.

Forms

The business environment may be described in
eneral. Then it may be viewed in terms of the regulatory
structure for property valuation, the corporate
rf)'rganizational forms available, the basic corporate and
individual tax regulations, the tax treaties in place, and

the general nature of the government investment

This is not just another GSM license. It involved gncentives.
payment for almost $1.1bn, thedast received by the

Moroccan government and the single most important The Nature of the Business

foreign investment in the count@t a price of $40 per
inhabitant, the deal is a record for an eyireg econlym.
The price was partly justified by the low penetration of

Environment

the Moroccan market - there ar eonly 130,000 mobile The multinational company that may be engaged in
phone subscribers - and a potention 3m users in fiw®nstruction or other types of property investment may
years. Moveover Morocco, a country with a reputatiofind the business environment not as transparent as it
for coruption and influence peddling, set up arfinds some other international venues. One “smoke
independent regulatory telecommunications agency sxreen” that impedesfafient and profitable business
handle the transaction and ensure tranparency investment, including real estate investment, is posed

12
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by the language barrigkrabic is the dicial language, liability to its shareholders. The shareholder is liable
most U.S. investors do not speak, read, or write any ohly for the shareholdes contributionsThe minimum
the Arabic language dialects that are used in Moroccehare capital is DH300,000. This minimum share capital
U.S. investors find additional language barriers in thases to DH3,000,000 for companies that are listed on
form of the French language that is pervasively usetie Casablanca Stock Exchange. Only a quarter of the
for business and personal communications in most patt#al amount of stock subscribed must be paid in cash
of Morocco and the Spanish language that is used &t the time of company incorporation. The share value
north coast communities due to the close proximity ahust be higher than DH100. The Board of Directors
Spain. Most U.S. investors are familiar only with themust be comprised of 3 to 12 shareholders or a
English language. In contrast, property and othddirectoire of one to five members who are not
business investors from France use the French speakimgcessarily shareholders. A supervisory board (consell
domestic networks to enhance the profitablele surveillance) must consist of 3 to 12 shareholders.
establishment and operation of their businesses.  All types of corporations with share capital equal to or
greater than DH2,000,000 or the equivalent in foreign

The Valuation of Property currency may form between them a “Simplified
Business Corporation” to create or manage a common

The valuation business falls under the control of thBranch or to create a company which will become the
ValuationAuthority. The seven members of the boardP@'€nt company
of the Authority are appointed by decree.

The Societe Anonyme a Responsabilite Limitee
: : requires one to fifty partners with minimum share capital
The Corporate Organlzatlonal of DH100,000 divided into shares of equal value. The

Forms Available minimum nominal value of a share must be DH100.

According to PricewaterhouseCoopers international Basic Tax Regulations
accounting firm, two forms of limited liability

companies in Morocco: The Societe Anonyme (SA) anghy regulations, other taxes, tax treaties in place, and
the Societe Anonyme a Responsabilite Limitee (SARLhovernment investment incentives.

These are the two most commonly used corporate

structures for commercial companies operating in Corporate Incom@axation in Generalccording
Morocco. Recently they have been totally reformed. to pricewaterhouseCoopers international accounting
) o . ~ firm, a 35 percent rate is applied to profits and capital
The Societe Anonyme extends limited financial gains from the sale of assets and
all operations carried out in
Morocco by corporations and
individuals. This corporate tax is
applied to the annual net income
of the taxpayerThe rate is
reduced from 35 percent to 10
percent for gross income earned
by non-residenti foreign
companies, to 12 percent for
contract revenues earned by
foreign companies who choose
the lump-sum basis for tax
assessments, and to 15 percent for
capital gains from equity
investments. Losses originating
from expenses other than
depreciation may be carried
forward for a period of four years

13
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and applied to taxable profits. But losses fronused in agriculture.
depreciation can be carried forward with no time
limitation. The carryback of losses is not permitted. The tax on income from equity investments and
other similar income including dividends is 10 percent.
Individual IncomeTaxation in GeneralThe A business tax applies to any individual or corporation
individual income tax covers salary income,conducting an industrial or commercial activiéyn
professional income, real estate income- (rent), incom#ban tax is applicable to real propertyachineryand
from investments other than real estate, and agriculturggiuipment used in professional activities of any nature.
income. Individual incomes lower than DH24,000 or
approximately U.S.D.3,000 are exempt from income Tax Treaties. Morocco has signed tax treaties that
taxation. Higher incomes are taxed at rates that progreggrmit reduced taxation such as reduced withholding
from 13 percent to 44 percent. It is expected that tHaxes with the following countries: France, Spain, Jtaly
new Moroccan Investment Charter will lower thethe United States, the United Kingdom, Belgium,
maximum tax rate to 41.5 percent in the near futuréanada, Finland, Germarthe Netherlands, Norway
Social chages including retirement contributions areRomania, SwedefTunisia, Luxemboug, Switzerland,
deductible from taxable income. and Denmark.

Moroccan or foreign nationals who have permanent Investment Incentives. The Investment Charter of

residency in
Morocco are
generally subject to
Moroccan income
taxation on their
worldwide income.
Moroccan or foreign
nationals who do not
have permanent
residency in
Morocco are subject
to Moroccan income
taxation only on
their income from
Moroccan sources.
The taxpayer files
an annual tax return
that lists income
from all sources. An
employee who only
receives a salary

1995 sets forth the
aoverall investment
J0licy, a
jovernment
juarantee of the free
ransfer of
dividends and
capital, reduction of
rormal investment
cost, tax holidays
‘or investments
ocated in certain
areas, tax incentives
‘or exporting
ompanies,
axemption from the
Jusiness and urban
-axes, and
Jrovisions for
tegotiated
settlement

from an employer who is established in Morocco doeagreements with the government.
not have to file an annual tax return; his or her employer
must withhold his or her income taxes from his or her Let us peruse the incentives most directly related to
paychecks. real estate investment, land development, and
construction. The acquisition of land for a new
Other Taxes. Value added tax applies to salesdevelopment project is exempt from the registration tax.
realized from industrial, commercial, and handicraffAs an exception, a 2.5 percent registration tax is applied
businesses as well as from professions and import-exptgtthe acquisition of land for a housing estate and related
trading. The usual rate is 20 percent, but reduced ratesnstruction. A one-half of one percent registration tax
apply to foodstifs and banking services (7 percent) ands applicable to the equity contributions of a new
real estate, hotels, and catering services (14 percertpmpany or the raising of capital for a new company
Exempt sales include sales from (1) items placed undéompanies located in particular economic zones may
special customs regimes, (2) exported projects, and (@¢nefit from a 50 percent reduction on the individual
several equipment categories and products exclusivety corporate tax during the first five years of the

14
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companys operations. Profit and income that arenvestment qualifies for such extended treatment when
entirely exempt from the corporate tax are still liable tainusually lage sums are committed, a considerable
a minimum contribution equal to 25 percent of the taxumber of jobs are created, and the geographic location
amount which should have normally been applied if thqualifies for special treatment.

exemption did not exist. Declining depreciation methods

may be applied to equipment. Profit from construction The Licensing of Real Estate

for social housing is exempt from the estate profit tax. Agents

New buildings and additions to buildings are exempt g

from the urban tax during the first five years after their _ _
completion or initial use. A license from the commune, province, prefecture,

federal government, or any other government

When an investment is made in a foreign CurrenC&ubdivision is not required for marketing real e_state in

the foreign investment can be made in Morocco withodylorocco. But approval of a local governmertfi@éls

any prior authorization from the Moroccan Exchangé\"th this particular function - a functionnaire qf the'

Control Ofice. Foreign investment can take a numbefommune - of the good character of the candidate is

of forms including real estate investment. Moroccd€duired. There are no educational or experience

guarantees the repatriation without restrictions ofequirements at this time.

foreign investors’ capital and related dividends, capital

gains, and liquidation net proceeds. Fixed asset Summary

investment may be exempt from the value added tax.

Investment in industrial land may be exempt from  As international real estate portfolios expand to the

registration dutyTax holidays may amount to a 50 continent of Africa to further increase portfolio returns

percent reduction in corporation income taxation foand reduce risk through greater investment

the first five years of company operation in specifigiiversifcation, the investor should not overlook the

regions whose economic situation requires a preferentigésirable investment opportunities of Morocco, a

tax treatment. Also, for the first five years, newrelatively stable northwesterfrican country The

construction and equipment are exempt from the urbasturn-risk characteristics of Moroce@ommercial and

tax. industrial properties may be very appealing as they are
compared to property return-risk characteristics of other

Special settlement agreements may be negotiatgdrican countries and other engng market
with the government that provide more extendedconomies.

preferential treatment. Generallthe proposed
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