
NEWS Nation Region International Business Sports Gold/Forex Letters Editorial Opinion Features Live Weather Diversions

QUICK ACCESS HOME E-PAPER CITY TIMES INDULGE WKND APPOINTMENTS CLASSIFIEDS TRAVEL MOBILE SUBSCRIBE USED CARS HOROSCOPE

Khaleej Times Online > BIZ TALK

 Print this story  Send to a friend ShareThis

Set to charge ahead - (Preview & Review)
Muzaffar Rizvi 

1 January 2011

UAE economy begins 2011 on a positive note after facing ups and down last year in the wake of the global financial
crisis. The encouraging and positive economic indicators following a successful Dubai World debt-restructuring
deal last year show that the country is poised to achieve a robust growth in 2011.

The performance of key sectors, including trade, aviation, telecom, tourism and logistics, during last year
indicates that the UAE will achieve the projected 3.5 per cent gross domestic product (GDP) growth in 2011
on the back of better economic conditions.

“Our economy is expected to record a GDP of Dh1 trillion in 2010, with a nominal growth rate of about 9.3 per
cent and a projected real growth rate of 2.25 per cent,” Sultan bin Saeed Al Mansouri, UAE Minister of
Economy, said at a recent business forum in Dubai.

UAE Minister of Foreign Trade Shaikha Lubna Al Qasmi also posed confidence in the economy and said that
the country’s economic indicators in 2010 were encouraging and positive. “The performance of a number of
economic sectors in the country during 2010, most notably trade, tourism and logistics, proved that the UAE
is moving forward in the process of growth and prosperity,” she said while addressing Arab Business Council
meeting recently.

Apart from government officials, international financial institutions also projected higher GDP growth for the
UAE in 2011. Institute for International Finance, or IIF, on Wednesday projected that the UAE economy will
achieve 3.3 economic growth in 2011. International Monetary Fund also projected 3.2 per cent GDP
expansion for the country in 2011.

Based on these positive reports, public and private sectors are confident about the turnaround on the
economic front this year. The major stakeholders in real estate, construction, retail, hospitality and other
sectors are set to resume their expansion plans amid improved economic conditions locally and
internationally.

Three reasons to celebrate

Dubai, the second biggest emirate in the UAE, has three main reasons to celebrate the year 2010. The
world’s favourite shopping destination witnessed three major events last year despite difficult times due to the
global financial crisis.

The emirate was at the world’s centre stage in January last for building the world’s tallest tower — the Burj
Khalifa towering to an iconic 828 metres.

Other achievements included the discovery of Al Jalila offshore oilfield — the first in decades — and the
launching of cargo operations at Al Maktoum International Airport, the world’s biggest airport after its
completion.

Moreover, Dubai has successfully renegotiated the debt restructuring of some state-controlled companies
including Dubai World, Nakheel and Dubai International Capital. Businesses and investors hailed the debt-
restructuring deals as being “positive in increasing sentiment and reducing systemic risk”. However, they
pointed out challenges to the high degree of leverage and difficulties facing real estate sector continue to
challenge the economy of the emirate. They further said that overall outlook for the emirate is positive that will
help in dealing with the creditors to settle $20 billion debt and interest due in 2011.

Drivers for real estate

“Led by the strong performance of traditional economic sectors, especially tourism, aviation and hospitality,
as well as the government’s focus on economic diversification, Dubai and the UAE entered the next phase of
growth in 2010, a spokesperson of Emaar Properties said.

“The property sector, likewise, is now benefiting from the improved market sentiment. The growth of the real
estate sector derives its impetus from the overall growth of the economy and the performance of the
traditional sectors,” the property developer said in a statement to Khaleej Times.

“The growth in population, tourism arrivals and the overall confidence in Dubai as an ideal destination for doing
business continue to be drivers for the real estate sector,” the spokesperson added.

Another key stakeholder DAMAC released a positive outlook and said property will be one of Dubai’s best
sectors in 2011.

“Investors will now be weighing up their options about where to invest next year, and property is shaping up to
be one of the best performing sectors,” DAMAC Managing Director Ziad El Chaar said.

Memon Investments, another player in the real estate sector, said 2010 was a challenging year for most
businesses in the UAE.

“2011 already seems very promising, especially with the UAE government taking the lead initiative on many
sectors to boost the economy and provide support, wherever required. We are sure that the property sector
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will be more assuring and positive in the year 2011,” said Ahmed Shaikhani, Managing Director of Memon
Investments.

Chairman of Mulk Holdings Shaji Ul Mulk said the company had recorded an exceptionally strong 2010
growth of minimum 28 per cent to more than 100 per cent in various group companies.

“Our green initiatives and diversifications in renewable energy, healthcare and construction sectors have
paved a clear roadmap for 2011 and beyond with significant contributions to our CSR programme. 2011
promises to be a year of consolidation and we are excited at the challenges ahead.”

Chairman Danube Building Materials Rizwan Sajan said: “2011 promises to be even ‘brighter’ and eventful
both for us as a company and for the UAE as a whole.”

More positive Banking sector

Ally Ho, Head of the Financial Services Practice for MEA, said the banking sector looks more positive next
year with hiring continuing within private banking focusing on employees who can bring in clients with large
ticket accounts.

“On the M&A and capital markets side of the business this will hinge on if there is a pickup of activity on both
fronts.  With debt issuances picking up from third quarter of 2010 this is a potentially positive sign for the
beginning of 2011 and therefore an increase in the size of debt teams. For those institutions interested in this
particular business line, trade finance will also see an uplift in hiring next year,” Ho said.

About the main challenge for banking sector next year, Ho said banks will have to ensure that there is a firm
return for profit across the board before they are bullish in their hiring again.

“Senior requirements will always remain in the market but the hires will be more opportunistic and strategic
rather than aggressive,” Ho said adding that opportunities will remain in the countries outside of the UAE with
the main two markets of focus being Saudi Arabia and Qatar.

Promising outlook for aviation

The UAE — home to five national airlines with mind-boggling growth strategies — defied the recession and
recorded a phenomenal growth in civil aviation sector last year.

With the opening of Al Maktoum International Airport in June, Dubai joined the elite club of cities having two
airports. Passenger operations at the airport are also expected to start in 2011. RAK Airways managed to fly
again, Air Arabia launched its third hub in Egypt, and flydubai strengthened its position by announcing more
routes last year.

“Overall, 2010 was a good year for UAE airlines with the exception of the disruption caused by the volcanic
ash during April,” said Saj Ahmad, Chief Analyst at FBE Aerospace, London.

He said the UAE airlines in 2010 have proven again that they are setting the pace for the industry. “Emirates’
first-half profits alone show that the airline is on track for a record in May 2011 when it reports full-year
earnings,” he said.

Over the next 10 years, the UAE will be investing Dh500 billion in its aviation infrastructure to improve
connectivity and cementing its position as a key growth driver in global aviation.

Developments in telecom

Telecom sector maintained its growth momentum in 2010 and its outlook for the new year is promising. There
are a lot of positive developments that will be unfolded in due course of time this year.

Yahsat, a Mubadala-linked satellite  firm, will become the third internet service provider in the country after
etisalat and du. The new entrant will be offering a wide range of services through its satellite to be launched
this year.

With the acquisition of Kuwait’s Zain in early 2011, etisalat will become the Middle East’s largest telecom
firm and expand its reach to the markets in the MENA region. The Abu Dhabi-based service provider spent
Dh3.43 billion to offer quality services to its customers in the country or abroad.

The UAE’S second telecom firm, du, not only sustained momentum in its mobile subscriber base, but also
saw growth in fixed-line segment last year. The Dubai-based company, serving four million mobile customers
in the country, sees an exciting year ahead.

The new entrant, with approximately 37 per cent share of the mobile market in the country, is bound to
increase its stakes in the market from infrastructure sharing mechanism with etisalat this year.

In 2011, the UAE will join a club of select nations by offering a mobile television service in the country.
Telecom Regulatory Authority is expected to award a licence to provide this advanced entertainment facility
in the country.

Oil to hit $100

Oil prices are on course to hit $100 mark this year due to strong global demand and decline in OECD
inventories. Both WTI and Brent crude oil prices are expected to gain more than 10 per cent this year as
forecast by various oil agencies.

According to the IEA, total global oil demand grew 3.75 per cent year-on-year basis in third quarter of 2010.
Combined with 3.33 per cent rise in second quarter, this is the fastest demand growth since 2004. Other oil
agencies such as the OPEC and the EIA also projected robust growth during the periods.

Oil prices have been resilient last year despite bouts of macroeconomic uncertainties throughout the year.
Sovereign crisis in the eurozone, concerns about a double-dip recession in the US and inflationary pressures
in emerging markets kept the prices steady last year.

The UAE, having the seventh largest oil reserves in the world, will benefit from the higher oil prices. According
to a Dubai Chamber study, oil production in GCC states is expected to increase to 14.7 million barrel per day
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in 2010 and reaching 15 million barrels a day in 2011. Therefore, GCC current account balance, following
surplus of 23.1 per cent of GDP in 2008 fell to 7.1 per cent in 2009 and projected to increase to 11.8 per cent
of GDP in 2010 and 12.3 per cent of GDP in 2011.

According to the analysis, this will result in large build up of net foreign assets of about 110 per cent of GDP
in 2010 and 113 per cent in 2011. Again, with the rebound in oil prices and non-oil sector activity, GCC fiscal
balances are expected to improve significantly by almost seven percentage points of GDP between 2009 and
2011, the study says.

Quick turnaround for retail

The retail sector looks set to bolster next year due to increasing spending power of people and revival of
hospitality and tourism sectors in the country. Major stakeholders see a good year ahead as Dubai and Abu
Dhabi plan a significant increase in retail space during the next couple of years.

Yousafali MA, Managing Director of EMKE Group, is very optimistic about next year. “We will be opening 17
new hypermarkets and mall in 2011 taking our store rally to 100,” he said adding that it will further strengthen
the group’s leading position in the organised retail sector of the Gulf.

Al Maya Group, another active player in the sector, also sees a good year ahead. “We feel that supermarket
and food sector would do extremely well in 2011,” said Kamal Vachani, Director of Al Maya Group.

In the electronics segment, Eros Group also expects a significant growth next year and plans to focus on
Abu Dhabi to meet growth target. “We are quite positive for 2011 and have taken an ambitious growth target
of 20 per cent against 2010,” said Niranjan Gidwani, Deputy Chief Executive Officer of Eros Group.

Positives for 2011

As public and private sectors see better business opportunities ahead, the UAE economy looks set for an
exciting phase of diversification through legal reforms to boost share of industry in the national GDP. The
contribution of industrial sector to the GDP is expected to reach 20 per cent to 25 per cent in the coming
years, compared to present share of over 16 per cent.

The government accords top priority to strengthen the economy through a robust and policy framework in the
country to bring more investments into the promising growth sectors. New legislation and implementation on
ongoing reforms will boost foreign investment and ensure transparent and competent governance protocols in
the country that will protect investors’ interest.

The government is expected to introduce a raft of new laws, including new industry and company regulations,
in 2011 aimed at improving the investment environment in the country. The Ministry of Economy is co-
ordinating efforts to draft new laws and modify existing ones governing competition, foreign investment,
arbitration, intellectual property, companies, industries and SMEs. The new laws are in the final stages and
when implemented they will plug the gaps in the legal and regulatory space in the country.

Challenges ahead

Despite the positive outlook for various sectors of the economy, analysts warn that some downside risks
remain.

Slow recovery of the global economy might reduce oil prices and consequently worsen the fiscal and the
external balance, they said adding that the persistence weak private demand and tight financial conditions
might lead to an increase in corporate distress and loss of confidence. They said continued slowdown in
private credit growth might constrain further loan supply.                                      
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