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Com ment Comment Citing high oil prices, stronger growth in Asia, and
low global interest rates, the International Monetary Fund (IMF) has confirmed
that the United Arab Emirates (UAE) economy is sustaining a fragile recovery.
Echoing that outlook, a glance at Dubai’s tourism market reveals sustained success
throughout regional political unrest and the global economic crisis.

A favorable global environment
The economy The UAE is benefiting from “a broadly favorable global

environment” according to the IMF. The price of oil has expanded the Government’s
hydrocarbon revenue by 37% in 2010, with an IMF projection of 53% growth in 2011.

Average oil price per barrel (OPEC basket) The UAE is also benefiting from increased activity in other areas. Real GDP from non-
160 hydrocarbon sectors grew 2.1% in 2010 compared to 0.6% in 2009, with a projected increase
140 of 3.3% in 2011. Prices are expected to rise to 4.5% in 2011, up from 0.9% in 2010, a
120 / \ , subdued growth reflecting the country’s continued deflation of real estate assets.
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, The IMF also confirms that the UAE has remained relatively immune to contagion from recent
8 — political unrest in the region. The IMF went further to say that the UAE may actually gain from
60 — the current turmoil through increased tourism, as well as from companies relocating to the UAE's
40 — favorable business environment, which now boasts affordable real estate with relatively good
L2 — infrastructure.
s 0 5 8 3 8 8 ¢ ‘ = ‘ Fears of a double-dip recession seem to have subsided, but some downside risks remain. Dubai’s

real estate surplus is approximately 30% or higher, with spillover effects continuing in the near
Bleast  Flcrenttodate [l minimum [l maximum future with the completion of projects launched pre-crisis. Also, on-going debt issues related to
Source OPeC Dubai’s Government-Related Entities, namely Dubai World, Dubai Holding, Dubai Group, and
Dubai International Capital, continues to cast a shadow over the market. However, the IMF has
reported that UAE banks remained profitable throughout 2009. Abu Dhabi has also taken steps
to allay fears by increasing Government spending and available credit from banks.

Given current global hardships, Dubai’s hotels have sustained remarkably consistent performance.
According to Dubai Tourism and Commerce Marketing (DTCM), occupancy from 2009 to 2010
has remained steady at 70%. Current indicators based on performance in Q1 2011 show that
the sector may outperform the previous two years, given the year-to-date increases over Q1
2010. Dubai's success seems to lie mainly in its affordability: by keeping rates down, hotels not
only manage to maintain occupancy but increase the average length of stay per guest-visitor.

On the back of these tourism figures, Dubai Properties has projected a year-end revision of its

2010e  2011p masterplan, Dubailand, which includes theme park facilities such Dubai Universal Studios and
Real GDP (%) 32 33 Dubai Legoland. Shelved during the real estate crash, these theme park developments, which
Real hydrocarbon GDP 53 34 are currently lacking in the region, could further cement Dubai’s place as the premier travel
Real Non hydrocarbon GDP (%) 2.1 B

destination in the Middle East. It could also signal favorable news down the line for stunted
residential villa projects surrounding the attraction areas.

Despite short to medium-term recovery risks, optimistic sentiment about local market conditions
continues to increase. The flexibility and consistent performance in Dubai’s hospitality industry
and other sectors has helped to reduce economists’ fears of a double-dip recession in the UAE.
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H OSpIta I |ty Benefiting from political stability, Dubai’s hotel sector

is fairing well. Dubai has not only shown its popularity amongst tourists with
increasing visitor numbers year-on-year, but has proven that appealing to visitors’
bottom line has been good for business. The chief downside risk to the sector,
however, remains the large quantity of supply in the project pipeline and recovery
of other tourist markets in the region once political stability returns.

Dubai’s tourism sector fairs well
under regional political turmoil.

Hotel occupancy The latest hotel performance indicators published by Ernst & Young show that Dubai is
p— starting off the year on exceptional footing. Covering figures in Q1 2011, Dubai’s hotels
90 have exceeded performance levels over the same quarters in 2009 and 2010. Overall hotel
Ed — occupancy in Q1 2011, peak-season for Dubai, averaged 86%. This is an increase of 4%
;z : over Q1 2010. In fact Dubai’s monthly occupancy levels since 2008 shows that Q1 2011
0 | nearly matched that of Q1 2008, which was pre-economic slowdown. Average Room Rate
40 - (ARR) stood at AED 949 in Q1 2011, up 4% from last year, whilst the Revenue Per Average
. 30 — Room (REVPar) was AED 803, up 7% from last year. Given such a favourable start, hotels
g jz B in Dubai are set to deliver solid performance this year.
. s 'y 'g 5 '8 'g ' o According to statistics published from the Dubai Tourism and Commerce Marketing
R AR A (DTCM), the growth in the number of Dubai’s hotel rooms has been exceptional. As
B ot cccpancy of 2001, there were just over 21,000 hotel rooms located in the Emirate. Since, 2005,
roughly 2,000 hotel rooms on average have been added every year, apart from 2008
which saw the introduction of over 8,000 rooms and 2010 with 7,600 rooms.
Dubai has over 52,000 hotel rooms, while officials claim that 10,000 rooms will be
delivered in 2011, with an additional 30,000 rooms due to be delivered in the next three
years. However, given the prevailing economic conditions, the future supply is likely to be
considerably less. As such, oversupply is considered to be the major downside risk for the
sector in the medium to long-term, particularly if and when other tourist hot-spots in the
Nummber of hotel beds region recover from current political turmoil. In the meantime, Dubai is expected to benefit
from the situation.
800
700 Total visitors to Dubai in 2010 were the largest to date, topping 8.29 million visitors.
zzz : Figures from the DTCM indicate that the Average Length of Stay also increased to an all
5 400 - time high in 2010, while occupancy remained unchanged from 2009. The main reason for
%’300 — this performance has been the increased affordability of Dubai as a destination.
< 200 —
§ 100 — Accordingly Dubai’s economy has enjoyed a decade long period of out performance,
§ © B witnessing a dramatic increase in the demand for hotel rooms. Occupancy rates and
;é : lengths of stay have also enjoyed considerable growth. However, to what extent Dubai’s
g 8 & & § § 8 current performance is being buoyed by the recent political uncertainty in the region is
"number:hml :eds D not known, and it is unclear how long this situation will continue. In the short term Dubai
seems likely to out-perform in the tourism market this year.
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Offlce The office market during the Q2 2011 has continued in the same
trend demonstrated throughout the previous year, however there is some hope
that we may be at the bottom of the dip. The increased affordability of rents has
helped to drive tenant demand as companies look to take advantage of low rents
offered within new quality stock and in areas that were once out of reach.

Rents no longer appear to be
dropping at the same speed

Prime office rents The market still faces the same downward pressure on rents recognized throughout
300 2010 caused by the general oversupply of new office stock. 2011 is predicted to carry
250 approximately 10,000,000 square feet of new office stock onto the market; however
200 a large majority of this will be in the new business districts such as Tecom C, Business
150 — Bay, Jumeirah Lake Towers (JLT) and Dubai Silicon Oasis. Rents within these areas have
g 100 — experienced the hardest falls due to the abundance of available stock on offer and the
% 75 | — desperation of private landlords to achieve some level of return. Rents however appear
"; 50 = to have began to balance out with AED 40 per square foot a respectable level to expect
Ez 25 — within these areas.
< 9 L
§§ 5§ g ELOS £ é‘é % g § While the Dubai office market has experienced a huge increase in supply over the last
= 82 & g two years, there still appears to be a shortage of good quality office stock and single
Bl o220t = & ownership buildings outside of the free zone areas. Large multi national companies are
not comfortable occupying space within buildings owned by multiple landlords due to
management issues that can arise within Strata buildings. As space within Bur Dubai,
Karama and Deira begin to become obsolete there is a clear demand for more institutional
office developments within areas surrounding the CBD (Sheikh Zayed Road, Downtown)
that are suitable for businesses that hold a standard Dubai trade license.
There has also been some promising activity from a number of large occupiers so far
during 2011 with a number of recognised local and international companies looking to
relocate their Dubai headquarters. Recent activity has seen Russian oil firm Lukoil secure
approximately 100,000 square feet in Tecom, Siemens move their headquarters from
Tecom to the Galleries in Jebel Ali and large market research firm TNS relocate to new
offices within Garhoud. This activity is a good example not only of companies looking to
take advantage of cheaper rents and better quality offices, but also that occupiers are
Q12011 Q22011 %change \uijling to accept the costs involved with relocation to take advantage of the opportunities
TECOM (A&B) 100 100 0 that exist within the market place.
T 40 40 0
;Ze':ra 132 32 12(7) Dubai has not yet experienced increased demand within the market place from large
Bl Bl 75 70 6.7 occupiers looking to relocate from Bahrain and Egypt; however we expect that this may
DIFC 250 250 0 become more evident in Q 3 and 4 of 2011. Companies within these locations whose
Barsha & TECOM C 40 40 0 . . . . .
Business Bay 20 65 iy business have been affected by the recent unrest cannot simply close their offices. As time
DSOA 35 30 -143 moves on we will begin to see contingency plans unfold and cities such as Dubai benefit
Emaar Square 180 180 0

from an influx of companies and their staff.
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Average rental rates (2010-11) ReS | dentl al Certain areas within Dubai’s residential property market
e have witnessed further stability in capital values. Areas such as Palm Jumeirah,
375 key developments in Dubai Marina and the Burj District have performed robustly
and have shown resilience, while peripheral and less developed areas with limited
300
infrastructure continue to suffer.
s 225 .
Established areas see robust
g 75
i=————— performance
g O T T T T T
s & S5 &8 & =8 Q2 of 2011 has compounded initial signs of Q1 2011, in that more established
5 & & & & © residential and commercial areas have experienced price stabilization and, in certain
[ high end villas (4 bed) [ tow end villas (3 bed)

B bigh end apartments (2 bec) [l 1ow end apartments  bec) select developments witnessed marginal increases. Time will tell whether these price

recoveries are an anomaly or a sign that the high end of the market has not only
reached the bottom of the market but in some cases experienced sustainable and
rational growth.

Dubai residential rents have continued to fall, but the rate of decline has slowed
Average sales rates (2010-11) significantly and indicators show some locations are either at, or near the bottom. Drops
1500 in rental values for apartments have continued to slow but are still falling between 3.5%

- 10% on Q1 2011. The high end villa rental market has proved to be more positive and

\’ resilient in more established freehold areas and has counteracted predictions that the

ot market sector was expected to soften as we moved into the summer. In fact in some

1250

- areas we have seen rents increase by approximately 1.5% - 3% on Q1 2011. We still

feel however that even in light of these positive signs, the summer months of Q3 2011
500

£ will bring a resistance to any growth in all sectors.
g 250
o Barclays Plc, which won the first foreclosure order in Dubai in 2010, successfully
< . S . .

B = s sold a property at a public auction in May 2011 which was held by the Dubai Land

S 8 3 3 = 5 Department. The repercussions for such an auction on the residential market are not

il |_Jutiels quite apparent, but now a precedent has been set and procedures mapped out, there is
. high end apartments . mid end apartments

a strong possibility that other banks will follow suit with the process.

Dubai contacts

Steven Morgan, MRICS Ronald Hinchey, FRICS Jonathan Fothergill, MRICS Lesley Preston

Head of UAE Head of Professional Services Head of Valuation Head of Property Management
+971 4334 8585 +971 4334 8585 +971 4334 8585 +971 4334 8585
steven.morgan@ae.cluttons.com  ron.hinchey@ae.cluttons.com jonathan.fothergill@ae.cluttons.com lesley.preston@ae.cluttons.com

Middle East offices

Bahrain & Saudi Arabia Oman Sharjah Abu Dhabi
+973 1756 2866 +968 2456 4250 +971 6572 3794 +971 2659 4001
ian.gladwin@cluttons.com philip.paul@om.cluttons.com lesley.preston@ae.cluttons.com william.dewsnap@ae.cluttons.com

Whilst every effort has been made to ensure the accuracy of the data and other material in this report, Cluttons LLC does not accept any liability (whether
in contract, tort or otherwise) to any person for any loss or damage suffered as a result of any errors or omissions. The information, opinions and forecasts

h set out herein should not be relied upon to replace professional advice on specific matters and no responsibility for loss occasioned to any person acting,
r e S e a r C or refraining from acting, as a result of any material in this publication can be accepted by Cluttons LLC.
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Average oil price per barrel (OPEC basket)
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Real GDP (%) 32 33

Real hydrocarbon GDP 53 34

Real Non hydrocarbon GDP (%) 2.1 3.3
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