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Com ment Following the previous quarter’s reporting on the rising
state of oil prices, global trade and steady tourism, the three key components of
the UAE economy, it appears that those favourable outcomes have manifested
themselves within the local labour market.

Political stability underpins the economy
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Salaryrise  Inflation  Net rise
Qatar 6.8 -1.9 8.7
UAE 5.2 1.6 3.6
Oman 6.4 4.0 24
Bahrain 4.9 25 24
Kuwait 57 39 1.8
Saudi Arabia 6.7 5.4 13

Source: Gulf Talent.com Surveys, Economist Intelligence Unit
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The economy Regional recruiting agency, Gulf Talent.com, has

recently published their survey findings “Employment & Salary Trends in the Gulf,”
covering the labour sector outlook from 2010 - 2011. Although the UAE had the smallest
growth in the Gulf last year, the report found that Dubai remained the most attractive
destination for professionals and its employee retention remained the highest among Gulf
States. Furthermore, due to average salary increases and low inflation throughout 2010,
quality of life actually rose for some in the UAE, depending on the field of employment.

Regarding the local real estate economy, Dubai is witnessing some positive activity;
projects which were once on hold have resumed construction as cheaper build costs allow
developers to finish construction, a more favourable alternative than the costly return

of investors’ capital. Other positive activity includes the resurgence of available finance

for property investments, with the likes of Lloyds TSB, Tamweel and Gulf Finance offering
competitive terms to a wider range of credit worthy clients.

Other projects are expected to complete over the coming quarter, placing further pressure
on sales and rental levels in some areas. Although project completion includes the
possibility of increasing mortgage defaults down the line for investors whose payments are
tied to construction milestones, Gulf Finance has stated that clients facing financial
hardship will be afforded the opportunity to rework their payment schemes without facing
criminal prosecution under Dubai’s strict debt laws, which have in the past encouraged
defaulters to flee the Emirate. Although these are reasons for caution, it appears that the
market is learning from past mistakes.

Regarding the wider economy, there are a few risks worth addressing. Regarding political
instability emerging in parts of the region, the UAE remains politically stable, strengthening
the country’s long-term growth prospects. Should the current political turmoil in the region
remain disruptive, the UAE could even witness a beneficial inflow of talent from less stable
states. However, this gain could be offset by the outflow of Western expatriates as well as
foreign investment in regional businesses.

Finally, the increasing costs of commaodities have become a topic of concern; though
higher oil prices benefit the UAE in the short-term, sustained long-term prices could put
upward pressure on inflation. Due to the nature of the region, markets in the Middle East
have long functioned under the threat of instability. Although we face a heightened period
of uncertainty in the short term, there are good reasons to be optimistic regarding the
economy of the UAE.
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Average rental rates (2009-11)
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Growth (%)

Q42010 Q12011
High end villas -1.6 0
Low end villas -4.2 -4.2
High end apartments -11.1 -8.3
Low end apartments -10.7 -10.0
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I high end villas

. high end apartments

. mid end villas

. mid end apartments

Growth (%)
Q42010 Q12011
High end villas -4.5 0
Mid end villas -10.3 -3.6
High end apartments -2.5 -3.4
Mid end apartments -4.8 -5.6
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ReS | d e ntl al Residential sale transactions, as expected for this time of

year, saw a natural increase in January and February. However, we envisage that
activity in the market will tail off as we move closer to the summer months.

Flights to quality continues

Recent activity has been aided by mortgage lenders who continue to fight for market
share, offering more attractive rates to credit worthy clients purchasing the right kind
of stock. As well as offering mortgage rates for as low as 4.99%, banks are slashing
arrangements fees and timescales to process approvals in an attempt attract the limited
market available.

The surfacing of the residential mortgage markets by a number of key lenders has
continued to aid confidence in certain locations and developments. Lenders are certainly
loosening their once ridged criteria as to which developments they lend on, as they feel
the bottom of the market is drawing near. In toe, loan to value (LTV) ratios are increasing,
with some banks offering 80% LTVs on some projects.

Residential villa units have seen a slow down in value reduction when compared to
quarter 4 2010, especially in the higher end of the market. Villa developments such as
Arabian Ranches, Meadows and Palm Jumeirah have seen little to no movement over the
last three months, which bodes well for the recovery. Less desirable villa locations, such as
Victory Heights and Motor City have seen moderate drops of 3.6 % down from Q4 2010.

Apartment values have continued to be eroded by the oversupply of stock on the market.
Again, similar to villas, the lower end of the market have seen the highest decreases,
where units in areas such as Discovery Gardens and International City have fallen by circa
8.9% from last quarter. Signs of a ‘flight to quality’ market shift continues to be apparent
however, as units which are regarded as high end, in locations such as Dubai Marina, Old
Town and Palm Jumeirah have seen drops of only 3.7% from the end of 2010.

Rental values for apartments continue to feel pressure from tenants who continue to
take advantage of the over supplied marketplace with rents falling between 8-10%

on quarter 4 2010. The villa rental market has proved to be slightly more resilient in

more established freehold areas but is expected to soften as we move into the summer.
Reductions in villa rents and capital values are expected in some areas due to the ever
increasing release of notable new freehold units in developments such as The Villa, Falcon
City, Sports City and Jumeirah Village.

These emerging developments lack local amenities and community facilities, which is a
deciding factor for prospective tenants and owner occupiers before they invest. The lack
of these facilities greatly affects the desirability and demand of such stock, which in turn
cause values to drop further and puts additional pressure on the demand of some more
well-known areas.

Nakheel, the Dubai-based master developer, has restarted offering consolidation options
to investors in Palm Jebel Ali projects, including the option of full reimbursement, albeit
in 2015. Some investors have taken the option to swap the initial asset to ongoing
projects on Palm Jumeirah, The World, or Jumeirah Village. The full implications of how
these swaps will effect the markets in these ongoing projects is yet to be determined, but
predictions are that it may go towards stabalising demand as occupancy improves.




Prime office rents
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Office rents (AED per sq ft pa)
Q42010 Q12011 % change
TECOM (A&B) 100 100 0
JLT 50 40 -25
SZR 100 100 0
Deira 80 75 -7
Bur Dubai 80 75 -7
DIFC 250 250 0
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Offlce The office market during the first quarter of 2011 has seen a
healthy increase in occupier demand. This seems to be fuelled by the increased
affordability of office rents, the choice and variety of stock on the market and
the slow return of confidence in both the local and global economies. Occupiers
searching for new premises appear to have a valid reason for doing so, other than
to give them a stronger negotiating position on their upcoming lease renewal,
helping to increase the speed of transactions.

Affordability of prime space
INCreases

The market still faces the same downward pressure on rents seen throughout 2010
caused by the general oversupply of new office stock. We estimate that throughout
2011, an additional 10 million square feet of new office stock will come onto the market.
However, a large majority of this will be in the new business districts of Tecom C, Business
Bay, Jumeirah Lake Towers (JLT) and Dubai Silicon Oasis (DSO). Rents within these areas
are still experiencing the largest falls due to the abundance of available stock and the
desperation of private landlords to achieve some level of return.

Vacancy levels also appear to be increasing within some of the older, more established
districts of the city such as Deira and Bur Dubai. There seems to be an evident trend of
larger occupiers choosing to relocate from within these areas to the CBD (Sheikh Zayed
road / Downtown / DIFC) which has a better quality of stock and has become more
affordable. Stronger demand for offices within the CBD has helped to keep rents from
falling at the same rate as they have in areas such as Tecom C, JLT and DSO which tend
to be seen as being less attractive to blue chip and multi national businesses due to the
issues surrounding strata owned property.

Lease terms offered by landlords are generally becoming more flexible and attractive

to tenants. With office vacancy levels at 40% across Dubai, landlords are more willing

to offer larger rent free periods coupled with longer leases in order to decrease void
periods. The number of landlords willing to pay agency fees is also increasing as it is
recognised that this liability can no longer be placed upon the tenant given the dynamics
of the market. Not only is this the common practice across most foreign markets, it also
is helping to eradicate any conflicts of interest that exist when a transaction takes place
as well as stopping agents billing both the landlord and the tenant. As more and more
landlords adopt the above strategies it will help drive Dubai’s property market to a higher
level of maturity.

Dubai is still viewed as an important and strategic location for businesses to have a
presence. With the city becoming increasingly affordable this is a good time for foreign
companies to consider establishing themselves within Dubai. As trade and employment
levels within the city begin to pick up, occupier demand will continue to increase.
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Prime industrial rents
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Industrial capital values

I n d u Strl al After years of speculative development that forced
international logistics companies to lease inferior quality, light industrial buildings,
we are beginning to see high quality logistic accommodation being completed
and handed over. Quarter one of 2011 has seen the completion and occupation of
super sheds that would appeal to many instutional investors.

Investors poised as quality stock
appears in the market

The recent completion of the 650,000 square foot CEVA shed in Jebel Ali Free Zone's
(JAFZA) south zone is the first development delivered by Gazeley in the region. The facility
is deigned and built on the exacting requirements of CEVA who provided a detailed input
into the operational aspect of the design. Prior to completion, the building was sold to a
third partly investment fund with CEVA signed up to a 20 year lease.

Recorded net yields for larger high quality logistics facilities have compressed to below
10% down from 13-14%, where they were during 2007-2008. This impressive yield
compression is due to the increase in investor appetite and the increase in quality
accommodation housing highly capitalised publically listed occupiers.

Current lease rates in JAFZ and DIP for low quality warehouse facilities built on a
speculative basis have dropped to below AED 21 per square foot. However, bucking the
trend, high quality logistics and distribution facilities with institutionally recognised lease
terms in place are still achieving upwards of AED 30 per square foot. As with other sectors,
this has had the affect of creating a two tier market.

400
350 There is a lack of high quality logistics accommodation in Dubai, as speculative
300 developments do not provide occupiers with design attributes that are intrinsic to
250 the operational needs. The facilities achieving higher rental levels have occupier led
200 design points and a high build quality matching the standards expected in the west
150 by international occupiers. The limited supply of quality accommodation restricts the
‘;, 100 availability for international occupiers seeking 60-100,000 square foot units to make their
g'i 50 first step into the region and well established occupies expanding their current facilities.
0 8e 3e 5% With the increased level of quality premises recently coming online in DWC and JAZFA,
S .ndusma:ea : l:mi .nvmmen:ark it is hoped that the design and build of logistics facilities will continue to be shown
1 ebet A Free zone consideration which should help the market become more appealing to both large
international occupiers and investors alike.
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Office rents (AED per sq ft pa)

Q42010 Q12011 % change
TECOM (A&B) 100 100 0
LT 50 40 -25
SZR 100 100 0
Deira 80 75 -7
Bur Dubai 80 75 -7
DIFC 250 250 0
Basha & TECOM C 50 40 -25
Business Bay 80 70 -14
DSOA 50 35 -30
Emaar Square 180 180 0
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Retention of expatriates
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Salary rise Inflation  Net rise
Qatar 6.8 -1.9 8.7
UAE 5.2 1.6 3.6
Oman 6.4 4.0 24
Bahrain 4.9 2.5 24
Kuwait 5.7 39 1.8
Saudi Arabia 6.7 5.4 13

Source: Gulf Talent.com Surveys, Economist Intelligence Unit
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