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ExecutiveSummary

A Inflection points are strong indicator of changein the market cyclesand sentiment Thesepoints are usuallyassociatedwith
times when price movementsare in flux; this canbe witnessedin major real estate marketssuchas Dubai,Singaporeand New
York In particular, when the month on month price changesindicated periods of price volatility that swung both ways, it
heraldeda changein the price paradigmof the market In the last6 monthsof the Dubaiprice cycle,we havebegunto witness
greatervolatility with greenshootsstartingto appear,indicatingthat a recoveryis underway

A Ananalysisof the shapeof the price curvessupportsthe notion of a price recoveryis on the horizonin Dubai Typicallythe peak
of pricesis followed by a sharpdecline,thenbya‘ b ot t @ untind ayentuallya gradualrecovery A comparisonbetween
both cyclesin Dubairevealscertain similaritiesand certain differences At the phaseof bottoming out, both cyclesexhibit
similar behavior, with a gradual“ b ae fef éeing vithessed, whilst certain communities exhibit certain green shoots
Howeverthe major differencebetweenthe cycleshasbeenthe bottoming out process Thefirst cyclehad a sharpdeclinewhich
setthe stagefor an equallysharpreversal In this cyclethe extent of price declinewasfar more gradual reinforcingthe fact that
the recoveryis expectedto be alongthe samelinesaswell.

A An analysisof the spreadbetweenthe Dubairental yieldsand the risk free rate (USFedinterest Rates) revealsthat Dubaiis
overduefor a yield compressionjmplying priceswill increase Unlike Singaporethe spreadlevelsfor Dubaireal estate have
beenmore or lessconstantsincethe 2008boom bust cycle,eventhougheconomicand real estatefundamentalsof the country
haveimprovedconsiderably

A Giventhat launcheshave becomemore tightly intertwined with the overalllevel of price activity, it is likely that the price cycle
will not replicate the trajectory of 20112014 Giventhat realizedsupply has been consistentlylaggingexpectedsupply, it is
probablethat anypriceriseswill be met by acommensuratencreasen supplytherebysubduinganyupwardprice activity.
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The Slope of the Cycles

“ Areamer is one who can only find his way by moonlight, and his punishment is that he sees the dawn before

the rest of thew o r } Gb¢ar Wilde




A Look into the Turn Around of Markets: Dubai

First Cycle (Peak to Trough to Rebound)

Second Cycle (Peak to Trough to Rebound)
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An analysisof the two cyclesabove show certain similaritiesand certain differences At the phaseof bottoming out, both cyclesexhibit similar
behavior,with a gradual“ b aesfef beaingwitnessed,whilst certain communitiesexhibit certain greenshoots Themost obviousdifferenceis that
the duration of the bottoming out processappearsto havehalvedin this cycle,implyingthat the nature of the riseis likely to be more gradualthis
time around Furthermore,in the first cycle,the extent of the price decelerationwas sharperthan in the current cycle,which set the stagefor an

equallysharpreversal In this cycle,the extent of price decline(slope of the curve)was far more gradual,reinforcingthe fact that the recoveryis
expectedo be alongthe samelinesaswell.

The Slope of the Cycles | Dub@he Nature oDawn Q3 2



A Look into Global Markets and there Recoveries ... A similar Story

Singapore Price Index (Peak to Trough to Rebound)
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New York Price Index (Peak to Trough to Rebound)
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A similar analysiswas conducedin Singaporeand New York, which revealeda consistentpattern to Dubai Singaporeappearsto have
exhibiteda V shapedrecoverywhereasthe nature of the price reboundhasbeenfar more gradualin New York Whilstthere are anumber
of factors that can be attributed to the differing nature of price recovery,a critical factor appearsto be the extent of the decling in
Singaporepricesappearedto deceleratesharplyin the first cycleover a short period of time, whereasin New York,both the declineand

the subsequentecoverywasmore gradual
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Prices Changes On inflection Points

“ L oabrkarket fluctuations as your friend rather than your enemy; profit from folly rather than participatet irf
- WarrenBuffett




A look into Price Changes near the inflection Points: Dubali

Dubai Price Indexs. MoM Price Change
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Theabovegraphillustratesthe price indexversusthe month on month price change A granularanalysisevealsthat periodsof flux indicate
that an inflection point is underway The current state of the market showsthat price changehasbegunto exhibit greater volatility with
greenshootsstartingto appear,indicatingthat a recoveryis underway
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A look into Price Changes near the inflection Points: New York

New York Price Indexs MoM Price Change
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A similaranalysisvasconductedfor New Yorkwhere a closerexaminationof inflection points (highlightedabove),wasa strong predictor for
a changein the market cycleand sentiment In particular,whenthe month on month price changesndicatedperiodsof price volatility that
swungboth ways,it heraldeda changein the price paradigmof the market
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Yields and the Risk Free Premium

“ N &rtowing when the dawn will come | open eveno o-r ”
Emily Dickinson




Yields and Interest Rates: Dubai

Dubai Rental Yields & US interest Rates
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A closerexaminationinto the yieldsoffered in Dubaireal estate alongwith the * s p r eoedasd’abovethe
riskfree rate (Fedfundsrate), revealedthat spreadsexplodedin 2007 8 just asinterestratesin the USstartedto
move sharplylower. Whilst spreadlevelsare an indicator of the risk premiumthat investorsdemandfor holding
an asset,it is interestingto note that spreadlevelsfor Dubaireal estate have beenmore or lessconstantsince
the 2008 boom bust cycle,eventhough economicand real estate fundamentalsof the country haveimproved
considerably Thisimpliesthat a “ s p rcecandt r atrade is @emy’much on the table, again pointing to a

gradualpricerecovery
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Yields and Interest Rates: Singapore

Singapore Rental Yields & US interest Rates
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WhenSingaporas examined jt appearsasif there hasbeensomespreadcompressiorthat hastakenplace Similar
to Dubai,there wasan increasein spreadsthat took placein 2007, howeverthere hasbeen a steadyreduction of
spreadssincethat time, indicatingthat eventhoughrents may havesoftenedsomewhat,priceshaveremainedfirm
and haveevenrisenalbeit at a gradualpace We opine that a similartrajectory will be witnessedin that of Dubai

pricesin the currentcycle
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Launches, Green Shoots, and Realized Supply

“ Wmust believe that it is the darkest before the dawn of a beautiful new world. We will see it when we believe

- SaulAlinsky




Ready Prices are a Leading Indicator of Launc@&sel+0.75
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Readyprices are the leadingindicator of off-plan launcheswith a strong correlation of +0.76. As prices beginto trend
upwards profit marginsin constructionprojectsexpand,causingdevelopergso releasenew projectsto try and capitalizeon
the surgein demand Thistrend hasbeenwitnessedsincethe inceptionof freeholdin 2002 In mid-2014, aspricesbeganto
dip, developersslowedthe announcementof new projects,which canbe witnessedin 2015 Launchesiavebecomemore
tightly correlatedto the price cycleactivity, whichindicatesthat priceswill unlikelyfollow the trajectoryof 2011-2014
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The Supply Conundrum

Expected Versus Realized Supply (Residential Units)
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Therealizationrate of the projected supplybeing systematicallypbelow market consensusver the last few yearshasalleviated
fears of an over supplyas developershold backprojects Thelow completionrate will causea shortageof units in the market
causingpricesto rise, and the elasticity of responsivenessf developersto market conditionsin this cycle createsgroundsfor
optimismfor the real estatemarket
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An analysisof price performanceof variouscommunitiesrevealsthe from the lows priceshaveedgedupwards Thisincrease
signalsa turnaroundof the marketaspricesgraduallyrecovertheir lossesof the last 18 months
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Conclusions

The Slope of the Cycles Inflection Points and Price Changes

In the last 6 months of the
Dubai price cycle, we have
begun to witness greater
volatility with green shoots
starting to appear, indicating
that a recoveryis underway

In this cycle,the extentof price
decline(slopeof the curve)was
far more gradual, reinforcing
the fact that the recoveryis
expectedto be alongthe same
linesaswell.

The slope (rate of change)of the market cycles
helps indicate the future price action. Typically,
after price peak they incur a sharp decline,
followed by tapering off and then bottoming out.
After that markets can expect a gradual price
increase Thishas been witnessedin global real
estate marketssuchas New York, Singaporeand
Dubai

A comparisonbetween the two cycle slopesin
the Dubai market revealsthat in the first there
was much steeper decline, which lead to a
sharperincline However,in the secondcyclewe
witnesseda lower rate of decline, implying the
nextcyclewill havea gradualrate of increase

Yields and the Risk Free Premium

There has been an intertwined relationship
betweenrental yieldsand risk free rate (USFed
Interestrates)

Thisrelationshiphaswithheld in marketssuchas
Singapore As interest rates fell close to zero,
yieldsbeganto trend lower.

However,in Dubaiyields have remained stable
since 2008 even though the health of the
economy has improved implying that a yield
compressionis on the horizon, implying prices
will rise

Inflection points canbe detectedby periodsof flux
in price action;, when the month on month price
changesindicated periods of price volatility that
swung both ways Inflections points can indicate
the turn aroundof a marketandsentiment

The current state of the Dubai market is in flux
implyingthat we havereachedan inflection point.
In the last 6 months of the Dubaiprice cycle,we
havebegunto witnessgreatervolatility with green
shoots starting to appear, indicating that a
recoveryis underway

Thesameanalysiswvas conductedin the New York
realestate market It revealeda similar pattern to
that of Dubai

Green shoots, launches, and completion rates

The delay in handovers has led to a low
completion rate of units against analyst
predictions, creating a shortfall of units in the
market

Developershave beenfar more responsiveto the
price cyclein this iteration, implyingthat asprices
rise, the realized supply rate increases This will
likely subduethe levelof pricerises
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