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ExecuUve	  Summary	  

2	  

Interest	  rates	  have	  a	  profound	  impact	  on	  real	  estate	  prices	  and	  rental	  yields	  as	  it	  effects	  the	  capital-‐flow	  (the	  
supply	  and	  demand	  for	  capital	  and	  investor’s	  required	  rates	  of	  return	  on	  investments),	  thus	  influencing	  the	  
ability	  of	  home-‐owners	  and	  investors	  to	  purchase	  assets.	  Both	  these	  variables	  share	  an	  inverse	  relaUonship	  
as	  witnessed	  historically	  in	  the	  United	  States.	  When	  mortgage	  rates	  were	  at	  its	  peak	  (18%)	  in	  1976,	  property	  
prices	  were	  close	  to	  an	  all	  Ume	  low.	  	  
	  
	  
The	  recovery	  of	  Dubai’s	  property	  market	  has	  lead	  to	  a	  flurry	  of	  new	  developments,	  sparking	  a	  construcUon	  
boom.	  However,	  unlike	  the	   last	  boom	  cycle,	  the	   injecUon	  of	  supply	   is	  more	  gradual	   in	  both	  the	  residenUal	  
and	  commercial	  segment.	  A	  supply	  analysis	  shows	  that	  there	  is	  a	  25%	  and	  50%	  drop	  in	  the	  average	  supply	  of	  
units	  in	  2014-‐15,	  compared	  to	  the	  last	  10	  years,	  in	  the	  residenUal	  and	  commercial	  segment.	  AddiUonally,	  it	  
has	  taken	  a	  long-‐term	  view	  on	  its	  mega	  projects,	  such	  as	  MBR	  City,	  DWC,	  and	  the	  Mall	  of	  the	  world.	  
	  
	  
The	  cooling	  measures	  by	  the	  government	  have	  been	  effecUve	   in	  slowing	  transacUonal	  acUvity	   leading	  to	  a	  
stagnaUon	  of	  price	  growth.	  Although,	  transacUonal	  acUvity	  has	  been	  a	  leading	  indicator	  in	  determining	  price	  
acUon,	   there	   is	   another	   key	   factor	   that	   is	   prevalent	   in	   more	   mature	   communiUes,	   which	   is	   the	   ‘home-‐
ownership’	   effect.	   CommuniUes	   that	   have	   a	   higher	   mortgage	   rate,	   such	   as	   Springs	   and	   Greens,	   are	  
considered	  to	  be	  owner-‐occupied	  compared	  to	   investor	  driven,	  causing	  the	  supply	  to	  be	  absorbed.	  Over	  a	  
period	  of	  Ume,	  these	  communiUes	  will	  exhibit	  higher	  price	  growth	  rates,	  even	  though	  transacUonal	  acUvity	  
will	   conUnue	  to	   fall,	   reflecUng	  a	  higher	  absorpUon	  rate.	  This	  phenomena	   is	  apparent	  when	  comparing	   the	  
nature	  of	  transacUons	  of	  InternaUonal	  City	  (Investor	  driven)	  versus	  Springs	  (owner-‐occupier).	  	  
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CorrelaUon:	  Interest	  Rates	  and	  the	  Property	  Market	  

“Compound	  interest	  is	  the	  eighth	  wonder	  in	  the	  world.	  He	  who	  understands	  it,	  earns	  it	  …	  He	  who	  doesn’t	  ..	  Pays	  it”	  –	  
Albert	  Einstein	  	  
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Inverse	  RelaUonship	  Between	  Interest	  Rates	  and	  the	  Property	  Prices	  

An	  interest	  rate	  analysis	  and	  its	  impact	  on	  real	  
estate	  prices	   in	   the	  USA	  since	  1880	  reveals	  a	  
startlingly	   high	   inverse	   correlaUon	   between	  
interest	  rates	  and	  the	  rate	  of	   increase	   in	  real	  
estate	   prices;	   more	   importantly,	   data	  
suggests	  that	  during	  periods	  of	  high	  and	  rising	  
interest	  rates,	  the	  rate	  of	  return	  generated	  by	  
real	  estate	  assets	  is	  predominantly	  in	  the	  form	  
of	   rental	   yields.	   According	   to	  Robert	   Schiller,	  
during	   the	   past	   100	   years,	   there	   were	   three	  
periods	   of	   secularly	   rising	   interest	   rates,	   and	  
in	   all	   of	   these	   periods	   (lasUng	   for	   up	   to	   a	  
decade)	   	   70%	   of	   the	   rate	   of	   return	   in	   real	  
estate	  assets	  was	   in	  the	  form	  of	  rental	  yields	  
and	   not	   capital	   gains.	   That	   trend	   changed	  
completely	   starUng	   from	   1982,	  when	   the	  US	  
entered	   into	   a	   period	   of	   secularly	   declining	  
interest	   rates.	   A	   rolling	   interest	   rate	   analysis	  
of	  the	  past	  30	  years	  indicates	  that	  during	  this	  
Ume,	  more	  than	  75%	  of	  the	  return	  generated	  
was	   in	   the	   form	   of	   capital	   gains,	   as	   the	  
opportunity	   cost	  of	   capital	   started	   to	  decline	  
and	   asset	   prices	   moved	   higher,	   resulUng	   in	  
increasingly	  lower	  rental	  yields	  
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A	  Glance	  into	  Dubai	  

In	   Dubai,	   since	   the	   announcement	   of	   freehold	   in	   2002,	   rental	   yields	   have	   accounted	   for	   less	   than	   33%	   of	   the	  
cumulaUve	  gains	  that	  have	  been	  generated	  by	  real	  estate	  assets,	  mimicking	  the	  trend	  that	  was	  observed	  in	  the	  USA.	  
InteresUngly	  enough,	  even	  during	  this	  Ume,	  it	  is	  perUnent	  to	  note	  that	  during	  2003-‐2005,	  when	  interest	  rates	  were	  on	  
the	  ascent,	  rental	  returns	  accounted	  for	  nearly	  50%	  of	  the	  annual	  gains	  that	  were	  witnessed	  in	  the	  market,	  indicaUng	  
the	  sensiUvity	  of	  asset	  returns	  to	  interest	  rates.	  Given	  that	  there	  is	  a	  near	  consensus	  on	  the	  fact	  that	  interest	  rates	  are	  
likely	  to	  move	  higher	  in	  the	  coming	  year,	   it	  comes	  as	  liXle	  surprise	  that	  both	  transacUonal	  acUvity	  and	  capital	  gains	  
have	  paused;	  and	  whilst	  many	  believe	  that	  the	  bullish	  trend	  of	  rising	  prices	  will	  resume	  imminently,	   it	  appears	  as	  if	  
this	  period	  of	  price	  consolidaUon	  at	  the	  macro	  level	  may	  indeed	  be	  a	  more	  longer	  term	  phenomena.	  

Time	  Period	   Rental	  Return	   Price	  
AppreciaMon	   Total	  Return	  

2003	  –	  2005	   21%	   30%	   51%	  

2006	  -‐	  Oct	  
2008	  	   21%	   85%	   106%	  

2009-‐2011	   24%	   -‐24%	   0%	  

2012-‐2013	   14%	   44%	   58%	  

Dubai	  Real	  Estate	  Return	  (2003-‐2013)	  USA:	  Property	  Prices	  Vs.	  Mortgage	  Rates	  

Reidin.com	  
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Its	  Not	  a	  Sprint;	  it’s	  a	  Marathon	  

“But	  you	  can	  build	  a	  future	  out	  of	  anything.	  A	  scrap,	  a	  flicker.	  The	  desire	  to	  go	  forward,	  slowly,	  one	  foot	  at	  a	  Ume.”	  	  -‐	  
Lauren	  Oliver	  
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IntroducUon	  of	  
Freehold	  

Rush	  of	  Developers	  to	  Capitalize	  
on	  cheap	  land	  prices	  

Hand	  Over	  of	  Off-‐plan	  Projects	  
Cools	  market	  demand	  	  

Prices	  begin	  to	  reach	  replacement	  
value;	  sparking	  a	  construcUon	  frenzy	  

Global	  Recession;	  
Peak	  of	  SpeculaUon	  

Arab	  Spring	  
helps	  fuel	  
demand	  

Dubai	  Wins	  World	  
Expo	  2020	  

Off-‐plan	  launches	  begin	  
to	  Handover;	  and	  a	  series	  
of	  new	  launches	  enter	  

the	  market	  

Historically,	  annual	  supply	  peaked	   in	  2008,	   leading	  to	  the	  bust	   in	  property	  prices	  as	  demand	  nosedived	  following	  
the	  global	  economic	  contagion.	  As	  subsequent	   levels	  of	  annual	   supply	   receded,	  price	   levels	   started	   to	   rise	  again,	  
signaling	   a	   return	   to	   health.	   Visibility	   of	   upcoming	   supply	   however,	   needs	   to	   be	   closely	   monitored	   and	   whilst	  
current	  levels	  indicate	  that	  there	  appears	  to	  be	  no	  dramaUc	  surge,	  the	  plethora	  of	  off	  plan	  projects	  will	  need	  to	  be	  
scruUnized	  in	  terms	  of	  their	  delivery	  Umelines	  to	  gauge	  impact	  on	  price	  levels.	  	  
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Output	  of	  ResidenUal	  Supply	  Slows	  Down	  Compared	  to	  Historical	  
Averages	  
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A	   look	   into	  Dubai’s	  historical	   supply	  output,	   shows	  that	  an	  average	  of	  20,769	  units	  were	  being	  
injected	   into	   the	  market	   from	  2002	   to	   2013.	  However,	   a	   look	   into	   the	   future,	   shows	   that	   this	  
average	  has	  been	  scaled	  back	  by	  25%	  allowing	  for	  a	  more	  gradual	   injecUon	  of	  supply,	   implying	  
that	  master	  developer	  are	  more	  cognizant	  of	  graduaUng	  the	  supply	  pipeline	  this	  Ume	  around,	  as	  
they	  seek	  to	  avoid	  a	  repeat	  of	  the	  2008	  boom-‐bust	  cycle.	  

Reidin.com	  
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Office	  Supply	  Experiences	  Gradual	  Roll-‐Out	  Compared	  to	  Historical	  
Averages	  in	  Monitored	  Areas	  
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Area	   ExisMng	  Supply	  
(sqm)	  2002-‐2013	  

Upcoming	  Supply	  
(sqm)	  2014-‐2016	  

Business	  Bay	   	  680,000	  	   	  335,000	  	  

Downtown	   	  232,000	  	   	  -‐	  	  	  	  

Tecom-‐C	   	  200,000	  	   	  45,000	  	  

Jumeirah	  Lake	  
Towers	   	  750,000	  	   	  125,000	  	  

DIFC	   	  360,000	  	   	  62,000	  	  

Dubai	  Marina	   	  100,000	  	   	  45,000	  	  

Sheikh	  Zayed	  Road	   	  700,000	  	   	  90,000	  	  

Dubai	  Silicon	  Oasis	   	  175,000	  	   -‐	  

Dubai	  Internet	  &	  
Media	  City	   	  1,850,000	  	   -‐	  

Al	  Barsha	   	  210,000	  	   -‐	  

Average	  SQM	  per	  Year	  2002-‐2014	  

Similar	   trends	  are	  witnessed	   in	  the	  commercial	  segment	  of	   the	  market.	  The	  average	  SQM	  of	  commercial	  space	  
being	  supplied	  per	  year	  in	  the	  market	  between	  2002-‐2013	  was	  477,909	  SQM,	  which	  is	  50%	  higher	  than	  expected	  
in	  2014-‐2015.	  This	  dramaUc	  decrease	  of	  supply	  within	  this	  segment	  is	  following	  the	  same	  trajectory	  to	  that	  of	  the	  
residenUal	  space,	  indicaUng	  that	  developers	  are	  more	  aware	  of	  the	  demand/supply	  trends	  in	  the	  market.	  

Reidin.com	  
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Dubai	  Taking	  it	  Easy	  .…	  	  

Master	  developers	   in	   their	  announcements	  are	   indicaUng	  a	   long	  Umeline	   for	   the	  compleUon	  of	   their	  projects,	  
unlike	  the	  last	  cycle	  where	  there	  was	  a	  rush	  to	  compleUon.	  This	  is	  a	  healthy	  indicator	  for	  the	  market,	  lowering	  
the	  probability	  of	  excess	  supply	  being	  offered	  in	  the	  medium	  term.	  	  
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The	  Home-‐Ownership	  Effect	  

“Funny	  thing	  how	  it	  is.	  If	  a	  man	  owns	  a	  liXle	  property,	  that	  property	  is	  him,	  it's	  part	  of	  him,	  and	  it's	  like	  him.	  If	  
he	  owns	  property	  only	  so	  he	  can	  walk	  on	  it	  and	  handle	  it	  and	  be	  sad	  when	  it	  isn't	  doing	  well,	  and	  feel	  fine	  
when	  the	  rain	  falls	  on	  it,	  that	  property	  is	  him,	  and	  some	  way	  he's	  bigger	  because	  he	  owns	  it.	  Even	  if	  he	  isn't	  

successful	  he's	  big	  with	  his	  property.	  That	  is	  so.”	  –	  John	  Steinbeck	  
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Higher	  AbsorpUon	  Rate!	  Higher	  Home-‐Ownership!	  	  

When	  a	  comparable	  city	  in	  the	  US	  is	  analyzed	  (Dallas),	  absorpUon	  rates	  that	  move	  steadily	  higher	  has	  a	  Ught	  knit	  
relaUonship	  with	  the	  units	  that	  are	  being	  completed	  in	  the	  area.	  This	  implies	  that	  the	  level	  of	  speculaUve	  acUvity	  
has	  receded	  and	  end	  user	  occupiers	  dominate	  the	  market,	  as	  they	  do	  in	  most	  mature	  markets.	  This	  is	  the	  same	  
relaUonship	  that	  we	  observe	  in	  Dubai	  as	  well,	  as	  the	  following	  slides	  illustrate.	  



14	  

The	  ‘Home-‐Ownership	  Effect’!	  

High	  Home	  Ownership	  –	  Springs	  /	  Meadows	  

Low	  Home	  Ownership	  –	  InternaUonal	  City	  
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InteresUngly	   enough,	   communiUes	  
that	   have	   a	   high	   home	   ownership	  
base	   (As	   defined	   by	   high	   levels	   of	  
mortgage	   acUvity)	   exhibit	   a	   higher	  
sensiUvity	   to	   transacUonal	   acUvity	  
changes	   than	   do	   communiUes	   with	  
lower	   mortgage	   transacUons.	   This	   is	  
because	   the	   supply	   of	   “floaUng”	   or	  
available	   stock	   is	   lower,	   as	   owner	  
occupier	  stock	  is	  withdrawn	  from	  the	  
marke t .	   An	   ana l y s i s	   o f	   two	  
communiUes	   in	   Dubai	   illustrates	   this	  
vividly,	   with	   Springs/Meadows	  
showing	   a	   higher	   sensiUvity	   to	  
transacUonal	   acUvity	   change	   by	   a	  
factor	   of	   6x	   than	   InternaUonal	   City.	  
Going	   forward,	   this	   implies	   that	  
investors	  should	  be	   looking	  at	  higher	  
absorpUon	   rates	   as	   a	   factor	   in	  
determining	  purchase	  levels.	  	  
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SPRINGS	  -‐	  CASH	  
SPRINGS	  -‐	  MORTGAGE	  

A	  Closer	  Look:	  InternaUonal	  City	  versus	  Springs	  

TransacUonal	  AcUvity:	  InternaUonal	  City	  and	  Springs	   The	   Springs/Meadows	   community	  
transacUonal	   acUvity	  has	   shown	  a	  
secular	   decline	   over	   Ume	   (-‐44%);	  
whereas	   in	   the	   InternaUonal	   City	  
segment	   the	   cash	   transacUons	  
have	  witnessed	   alarming	   volaUlity	  
(+55%),	   mimicking	   the	   “animal	  
spirits”	   of	   investors.	   PerUnent	   to	  
note	   however	   Is	   the	   fact	   that	  
mortgage	   transacUons	   in	   the	  
Springs	  have	  in	  fact	  risen,	  implying	  
that	   as	   speculaUve	   acUvity	   has	  
declined,	   the	   genuine	   end	   user	  
demand	   has	   steadily	   increased.	  
Known	   as	   the	   “absorpUon	   rate”	  
this	  is	  a	  variable	  that	  investors	  will	  
need	   to	   increasingly	   focus	   on	   as	  
they	  seek	  to	  capture	  capital	  gains.	  	  	  

Up	  53%	  

Down	  44%	  

Reidin.com	  



16	  

Even	   as	   homeownership	   levels	   conUnue	   to	  
rise,	  data	   suggests	   that	   there	   is	  oversupply	  
at	  the	  top	  end	  whilst	  rental	  yields	  conUnue	  
to	   surge	   at	   the	   mid	   end	   of	   the	   market.	  
Increasing	  offerings	  in	  the	  off	  plan	  segment	  
suggest	   that	   both	   the	   asset	   price	   rise,	   as	  
well	  as	  rental	  growth	  will	  be	  checked	  in	  the	  
coming	  years,	  but	  equally	  that	  the	  structure	  
of	  returns	  will	   increasingly	  flow	  from	  rental	  
yields	   rather	   than	   outsized	   asset	   price	  
growth	   which	   was	   the	   norm	   in	   the	  
preceding	   decade.	   This	   will	   not	   only	  
coincide	  with	   declining	   speculaUve	   acUvity,	  
but	  as	  interest	  rates	  move	  higher,	  usher	  in	  a	  
period	   of	   more	   stable	   housing	   market	  
dynamic	   as	   behemoth	   projects	   will	   be	  
matched	   by	   more	   raUonal	   and	   mature	  
residenUal	   and	   commercial	   construcUon	  
growth.	   This	   is	   a	   healthy	   dynamic	   for	   it	  
suggests	   a	  more	   sustainable	   era	   of	   growth	  
as	   Dubai	   marches	   on	   towards	   its	   claim	   to	  
not	  only	  being	   the	  most	   visited	   city	  on	   the	  
planet,	   but	   also	   a	   leading	   magnet	   for	  
aXracUng	   the	   best	   and	   the	   brightest	   from	  
compeUng	  world	  ciUes.	  

Outlook:	  2014-‐2015	  
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Conclusions	   Interest	  Rates	  and	  the	  Real	  Estate	  Market	   It’s	  Not	  a	  Sprint;	  It’s	  a	  Marathon	  

Outlook	  The	  ‘Home	  Ownership’	  Effect	  

An	   interest	   rate	   analysis	   and	   its	   impact	   on	   real	  
estate	  prices	  in	  the	  USA	  since	  1880	  reveals	  a	  high	  
inverse	   correlaUon	   between	   interest	   rates	   and	  
the	  rate	  of	  increase	  in	  real	  estate	  prices.	  	  
	  
During	   periods	   of	   high	   and	   rising	   interest	   rates,	  
the	  rate	  of	  return	  generated	  by	  real	  estate	  assets	  
is	  predominantly	  in	  the	  form	  of	  rental	  yields	  
	  
In	  Dubai,	   since	  the	  announcement	  of	   freehold	   in	  
2002,	   rental	   yields	   have	   accounted	   for	   less	   than	  
25%	   of	   the	   cumulaUve	   gains	   that	   have	   been	  
generated	   by	   real	   estate	   assets,	   mimicking	   the	  
trend	  that	  was	  observed	  in	  the	  USA.	  	  

Master	   developers	   in	   their	  
announcements	   are	   indica4ng	  
a	   long	   4mel ine	   for	   the	  
comple4on	   of	   their	   projects,	  
unlike	   the	   last	   cycle	   where	  
there	  was	  a	  rush	  to	  comple4on	  

Interest	   rates	   have	   historically	  
had	   a	   high	   inverse	   correla4on	  
between	   interest	   rates	  and	  the	  
rate	   of	   increase	   in	   real	   estate	  
price.	  	  

	  

	  
	  	  	  
	  	  

	  
	  

Dubai’s	  historical	  supply	  output	  was	  an	  average	  of	  
20,769	  units	  per	  year	  from	  2002	  to	  2013.	  However,	  
2014-‐2015,	   output	   has	   been	   scaled	   back	   25%,	  
allowing	  for	  a	  more	  gradual	  injecUon	  of	  supply.	  	  
	  
The	   mid-‐income	   level	   remains	   undersupplied,	  
however,	   the	   land	   topography	   suggests	   that	  
developers	  are	  moving	  towards	  providing	  soluUons	  
to	  cater	  to	  this	  segment.	  	  
	  
The	   commercial	   segment	   is	   following	   the	   same	  
trajectory	   to	   that	   of	   the	   residenUal	   space,	  
indicaUng	   that	   developers	   are	  more	   aware	  of	   the	  
demand/supply	  trends	  in	  the	  market.	  

Homeownership	   levels	   have	   conUnued	   to	   rise	   in	  
Dubai,	   however	   data	   suggests	   that	   there	   is	  
oversupply	   at	   the	   top	   end	   whilst	   rental	   rates	  
conUnue	  to	  surge	  at	  the	  mid	  end	  of	  the	  market.	  	  
	  
Moreover,	   communiUes	   that	   have	   a	   high	   home	  
ownership	   base	   (as	   defined	   by	   high	   levels	   of	  
mortgage	   acUvity)	   exhibit	   a	   higher	   sensiUvity	   to	  
transacUonal	   acUvity	   changes	   than	   do	  
communiUes	  with	  lower	  mortgage	  transacUon.	  
	  
An	   analysis	   of	   two	   communiUes	   in	   Dubai	  
illustrates	   this	   vividly,	   with	   Springs/Meadows	  
showing	   a	   higher	   sensiUvity	   to	   transacUonal	  
acUvity	   change	   by	   a	   factor	   of	   6x	   than	  
InternaUonal	  City.	  	  
	  
	  
	  
	  
	  
	  
	  
	  

Given	   that	   there	   is	   a	   near	   consensus	   on	   the	   fact	  
that	   interest	   rates	  are	   likely	   to	  move	  higher	   in	   the	  
coming	   years,	   it	   comes	   as	   liXle	   surprise	   that	   both	  
transacUonal	  acUvity	  and	  capital	  gains	  have	  paused;	  
and	   whilst	   many	   believe	   that	   the	   bullish	   trend	   of	  
rising	  prices	  will	  resume	  imminently,	  it	  appears	  as	  if	  
this	  period	  of	  price	  consolidaUon	  at	  the	  macro	  level	  
may	  indeed	  be	  a	  more	  longer	  term	  phenomena.	  
	  
Visibility	   of	   upcoming	   supply	   needs	   to	   be	   closely	  
monitored	   and	   whilst	   current	   levels	   indicate	   that	  
there	  appears	  to	  be	  no	  dramaUc	  surge,	  the	  plethora	  
of	   off	   plan	   projects	   will	   need	   to	   be	   scruUnized	   in	  
terms	  of	  their	  delivery	  Umelines	  to	  gauge	  impact	  on	  
price	  levels.	  	  
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