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Com ment The International Monetary Fund (IMF) has revised its
economic outlook for the UAE based on a rebound in oil prices and an uptake in
global trade. A closer look at the figures from the UAE’s cargo sector is reflecting
positive growth in both freight volumes and cargo revenue. There are also positive
signs that the country is gaining ground not only in cargo revenues but also from
passenger traffic, as tourism is making a modest comeback in the Emirate.

IMF revises outlook for economic performance
The economy Throughout 2010 the steady ascendance of the oil price

o has led to positive market sentiment towards oil-producing countries. Whereas the price
Average oil price per barrel (OPEC basket)

of oil averaged $61.78 per barrel in 2009, the IMF is projecting an average price of $76.20

e barrel this year, whilst forecasting $78.75 per barrel of oil in 2011.

140
120 /\ In addition to increasing oil prices, records have shown a significant improvement in world
158 / \ trade volumes. Whereas 2009 saw a sharp decline of -11 percent in world trade, the
&0 / IMF expects that figure to rebound with 11.4% growth this year, forecasted to continue
60 at 7.0% through 2011. This increase amounts to a sizeable boost for the UAE economy,
- where the import/export and re-export market contributes significantly to GDP.
- These improvements have prompted the IMF to revise its previous economic forecast for
E 0 the UAE from 1.3% to 2.4% growth in Real GDP for the year.
< wn O ~ o) [o)] o
S 8RR R R R A closer look at trade volumes in terms of cargo and air freight statistics from the
Bloast | ]currenttodate [l minimum Bl maximum International Air Transport Association (IATA) shows that international air freight volumes
Source: OPEC grew significantly in late 2009 and in early 2010 when some economies started to show

signs of recovery. Looking at the Middle East region, specifically, we see that the Far East
has been the primary driver of growth in terms of volume by route within the region.

When looking at Dubai, specifically, the Airports Council International (ACI) has not only

Middle East market revenues also published growth in cargo volume but also passenger traffic for Dubai International
100 Airport (DXB), signaling a pickup in the local tourism market. Although figures for 2008
/ and 2009 where not as good as 2007, passenger traffic has remained positive for DXB
& every year, even throughout the financial crisis. According to the local airport
- / management, as of September this year, the year-to-date passenger traffic for DXB
\ / was up 15.8%, with 34.8 million passengers having already passed through the airport
25 - compared to 30 million passengers during the corresponding period last year.
z o0 ‘ \‘,/)VV Given the state of the economy in 2009, it appears that there is solid evidence that
a economic conditions have improved for Dubai and the UAE. Although niggling issues
c o 2 a g 2 o o for the country still remain, namely Dubai World's on-going debt troubles along with what
g g g g g g looks to be a potentially long-term cycle of depreciating real estate assets, the UAE
I nkound Bl outbouns is fundamentally secure when it comes to revenue from oil, world trade, and tourism as
long as prices remain affordable.
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ReS|dent|a| Tamweel has re-emerged onto the marketplace offering

attractive mortgage rates amidst an already competitive environment.

Sales transactions may be slow but have picked up since the summer months,
whilst the rental market is entering a period of calm. ‘Lifestyle’ projects are
continuing to prove more resilient in both the sales and leasing market.

Market continues to mature

Average rental rates (2009-10) Mortgage lenders are now offering attractive rates to credit-worthy clients wishing to
pre purchase quality stock. Tamweel, in particular, has introduced competitive rates after a

two-year freeze on lending. With the re-emergence of Tamweel, as well as a number of
250

key lenders in the market, investor confidence has been bolstered within specific locations

200 and developments. As is expected, residential sale transactions have seen a natural

o 150 increase in October and November compared with the summer period. Lenders have

g become shrewder as to the developments on which they choose to lend, including stricter

g 10 criteria based on the developer's reputation, specification and location.

§ - Although sales volumes have improved since the last quarter, transactions are still slow

< oo T T 5 T 5 T 5 T o whilst prices have continued to decrease on last quarter. Propertyfinder claims that the

é % % é é é majority of applicants currently have budgets capped at AED 1.5 million per property.

- Vi”as(”:edw”: O. apan:enm:;) ° Furthermore, only 5.9% of users are even considering listings above AED 1.5 million.
The market down turn, however, has its positives, including increased affordability and
better quality listings which has introduced market maturity into Dubai’s real estate sector.

As to quality and affordability, buyers now have the option to upgrade to a better quality
32000 1200 unit in a more desirable location. Those who initially looked to buy a property in
Cm’:ments E;; :i:; :g:g The Springs, for example, can now afford a property in The Lakes.

In terms of the leasing market, residential lettings witnessed an increase of activity in

September, as new families located to Dubai and existing families either renewed or
Average sales rates (2009-10) P ! ¢ 9

1100 upgraded to better residential facilities before the start of the new school term.

Between the months of October and December, the leasing market moves into a period
flowe \ of calm, and asking rents tend to serve as just “place holders” until transactions resume,
as can be seen by Cluttons rental index, which shows a minor increase in rental prices.

900
\ We may see some activity again at the end of the year when some employment contracts
800

expire, and this will serve to clarify where the rental market is heading.

700

‘; As supply continues to increase, drops in values will be unavoidable. Accordingly we are

2 & continuing to see the “flight to quality” in both the sales and rental markets as the more

2 o ———————— desirable locations become increasingly affordable. Purchasers and tenants are focusing on
S S & 2 =] B8 completed ‘lifestyle projects’ such as The Old Town, Dubai Marina and The Greens which
8 & & 8 5 3 provide amenity, entertainment and good transport links. This has led to a two tiered

[ villas (3 & 4 bed villas) B apartments (2 bed)

market where stock characterised by inferior build quality, poor maintenance contracts and

lack of views or amenities are proving hard to let.

Residential sales

Q32010 Q4 2010

Apartments (%) -8.7 2.4
Villas (%) -4.3 -5.1
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Offlce Rents have continued to fall across the board due to increased
supply. Transactions have been fuelled by existing companies looking to relocate
and take advantage of cheaper rents in areas which once may have been out of
their budget. However, in contrast to previous quarters, we are also starting to
see a slow migration of large multinational firms into Dubai once again.

This may be signaling that better times are ahead for the Emirate.

Multinationals return to Dubai

The on-going construction and completion of commercial projects within JLT, Tecom C,

Prime office rents

300

Business Bay and Silicon Oasis throughout 2010 has placed downward pressure on rents

250
within most areas of the city. However, a two tiered market has emerged comprised

200
of strata owned buildings versus the institutional, single-landlord owned buildings.

150

100

While some companies are attracted to the new business districts by their low rents,
75 the issues surrounding strata owned buildings has diverted demand for office premises
50 within these new areas to the traditionally, single-landlord owned buildings. As a result,

25 occupancy in established office districts such as the CBD, Deira, Bur Dubai and Sheikh

AED per sq ft per annum

0 Zayed Road have been able to maintain healthier levels.

Bay
T ]

TECOM
(A&B)
Jr

SZI
DIFC
Businnes
Emaar

The recent announcement by pharmaceutical giant, Merck Serono, to relocate
1 0s 2010 its intercontinental offices from Geneva to Dubai firmly demonstrates that large

multinational firms are looking positively at Dubai’s economy and taking advantage
of increasing affordability. In an increasingly tenant friendly market, we are finally seeing
landlords offering lease terms that can attract occupiers.

As well as reduced rents and regular payment terms, we are seeing higher levels of
rent-free periods along with longer term leases of three to five years. Whilst it has

been customary in Dubai for the tenant to cover the agency commission, we are now
seeing landlords willing to incentivise agents by paying agency fees. These are positive
changes in the marketplace which are demonstrating to potential tenants that landlords
understand the need to be proactive and flexible in structuring lease terms, particularly
when the drive for these tenants to relocate premises is based on cost savings.

Landlords who have been slow to react to falling rents by offering incentives and not
focusing on good property management have seen vacancy rates rise. Additionally, those
landlords who have not considered tenant mix and tenant quality have seen increasing

Q32010 Q42010 % change o i
levels of vacancy as tenants relocate to the better let buildings. As new supply continues

TECOM (A&B) 100 100 0

JLT 60 50 -16
SZR 120 100 16 the best throughout 2010 have been those who have been willing to be flexible when

to be introduced to the market and rents continue to fall, landlords who have faired

Deira 90 80 -1 negotiating new leases and lease renewals.
Bur Dubai 90 80 -1

DIFC 250 250 0 As well as offering lower rents, the negotiation of longer lease lengths, break options and
Basha & TECOM C 60 50 -16
Business Bay 90 80 -1
DSOA 60 50 -16 a tenant. As multi national companies start to reconsider Dubai due to affordability, the
Emaar Square 200 180 -10

Average change - - -1

flexible lease terms are now the mechanisms that must be considered when securing

key to medium term success is focusing on quality property maintenance and fostering
the tenant-client relationship through a flexible approach to leasing.
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Dubai contacts
Steven Morgan, MRICS

Head of UAE

+971 4334 8585
steven.morgan@ae.cluttons.com

Middle East offices

Bahrain & Saudi Arabia

+973 1756 2866
tim.glover@bh.cluttons.com

Ronald Hinchey, FRICS
Head of Professional Services

+971 4334 8585
ron.hinchey@ae.cluttons.com

Oman

+968 2456 4250
philip.paul@om.cluttons.com

Ind UStrlal Over the past 12 months, industrial rents have reduced

by as much as 25%, and industrial land outside of prime locations has become
impossible to trade. This downturn was made worse by the high charges and
levels of bureaucracy imposed on owners and occupiers. In addition to this was
the uncertainty of available services to the new industrial areas. However, we are
seeing confidence emerging from the market as Dubai’s industrial sector returns
to its core business strength, the import — export sector.

Dubai focuses on the import-
export sector

Even though rents are not increasing, confidence is returning for quality logistics facilities
that will support sustained, long term demand from retailers, suppliers, 3pl providers and
other distribution companies. This confidence is from both owner occupiers and investors,
especially in relation to consumable goods. Dubai produces little in terms of consumable
goods, but has a high consumption rate per capita. As such, the supply chain for these
goods is imperative to the functioning of the Emirate. Areas that provide support to
supplies and distributors of these goods, such as the Jebel Ali Free Zone (JAFZA) and
Dubai World Central (DWC) are experiencing a resurgence in occupier confidence.

Al Maktoum International airport at DWC received its first scheduled freighter service

in October, evidence that the Dubai government fully supports DWC as an initiative
whose purpose is to position Dubai as a leading international trade center. With Al
Maktoum International and Jebel Ali Port now linked via a bonded road, the value-added
opportunities in Dubai for manufactures and producers exporting to Africa and the West
via sea to air freight is immense.

There are many industries that will benefit from further examination into what Dubai

can offer in terms of its logistics services. We are already witnessing the completion of
high quality logistic facilities currently under the operation of the larger regional and
international companies such as Aramex, Hellmanns, Kuhne and Nagle and RSA Logistics.

The Investment market has become more aggressive with funds focusing on the UAE
logistics sector starved of stock, now paying below 10% initial yield for good buildings
with long leases, whilst the rental market is now dividing into two tears: quality buildings
that modern businesses will consider and the older poor quality stock. Rents for the better
buildings are 25 - 30 Dirhams per square foot per annum but the old stock has dropped
below 20 Dirhams per square foot per annum.

Jonathan Fothergill, MRICS Lesley Preston
Head of Valuation
+971 4334 8585

jonathan.fothergill@ae.cluttons.com

+971 4334 8585

Abu Dhabi
+971 2659 4001

Sharjah

+971 6572 3794
lesley.preston@ae.cluttons.com

Head of Property Management

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
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,

or refraining from acting, as a result of any material in this publication can be accepted by Cluttons LLC.
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Office rents (AED per sq ft pa)

Q32010 Q42010 % change
TECOM (A&B) 100 100 0
LT 60 50 -16
SZR 120 100 -16
Deira 90 80 -1
Bur Dubai 90 80 -1
DIFC 250 250 0
Basha & TECOM C 60 50 -16
Business Bay 90 80 -1
DSOA 60 50 -16
Emaar Square 200 180 -10
Average change - -1
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Average oil price per barrel (OPEC basket)
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Middle East market revenues
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